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PROFITABILITY OF SELECTED MAJOR OIL COMPANY
OPERATIONS

(Data Supplied by 10 Major Oil Companies in Response To Come
mittee Questionnaire)

Preface

On February 13 and 14, 1974, the Committee on Finanee held
hearings on the subject of “Profitability of Domestie Energy Com-
puny Operations.” In conjunction with that hearing, a questionnaire
was submitted to 10 major U, integrated oil companies, including the
seven largest, with the primary objective of developing facts ubout »il
compuny investments in, and profits on, their United States petrolenm
operations,

Only a few compunies were able to respond to the questiornaire
in time for inclusion of their answers in the printed vecord of the hear-
ings held on February 13 and 14, Subsequently, the guestionnaire
was broudened to seck similar information about foreign operations
and, for ease in comparison, the compunies were requested to conform
their responses to a preseribed format. Included in this Committee

print arve the responses of the oil companies to the original question-

maire, as well as their revised responses in the preseribed format. In
addition, various summaries of the information supplied in the oil
companies’ responses, which were prepared with the assistance of the
Congressionnl  Research Service of the Library of Congress, ure
included.

In view of the concern expressed by several oil companies as to
possible misunderstanding and misuse of the information sought under
question No. 6, nttention ix directed to the comments of the companies
in responding to this question. Question 6 a<ks for an estimate of capital
“expenditures” for the period 1974-85 based on several assumptions as
to capital generated internally and eapital obtained by ontside finane-
ing. Beeause of the tremendous number of variables affecting future

- capital expenditures or capital availability; the responses to question 6
are not intended to represent capital projections of the compunies
involved and should not be so used.

The answers are useful only to indicate the amount of capital that
~ might be available on a company-hy-company busi< if a4 company were
to maintain the average rate of return it earned for the period 1964-73,
and in a <econd ca<e, a return equal to one and one-half times its 1964
1973 average rate of return. This information is relevant when com-
pured to the estimated total capital that will be needed for energy
development in the United States over the 1974-1984 period in order
to aclieve our goal of energy self-sufficiency.

1)
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QuEsTIONNAIRE TO ALk, Wirnessks Testieving Berore SENATE
Fixaxce Comwitree ox Fesrvany 13 axn 14, 1074

Witnesses representing one company are requested to be prepared
to testify in response to the following questions, Witnesses represent-
ing a group or industry are requested to organize their testimony so
that they may be responsive to the questions, restated as though ap-
plicable to the group or industry, where feasible. Witnesses bringing
iformation with respeet to the general problem are to regard the

uestions as applicable to the entire industry. Witnesses are eautioned
that the purpose of this hearing is to develop information with respect
to the United States operations of the ojl industry. It is anticipated
that additional hearings will be scheduled to develop information with
respect to the foreign operations of the oil industry. Witnesses desiring
to testify with respect to the return on investment and tax burdens of
the fOreign operations or overall operations of multi-national oil
companies wi!r he given opportunity to be heard in the subsequent
hearings,

Where uppropriate, the information sought is, on a year-hy-vear
basis, for the period 1964 to 1973, If the information is available
within the time limits allowed for preparation, a longer period, such
as 1050-1973 would be desirable. For purposes of this questionnaire,
investment in petrochemical operations is not to be regarded as
petroleum investment. Note, unless stated otherwise, questions relate
only to U.S. operations.

1. What was the overall rate of return, after taxes, which your com-
pany realized on stockholders’ investment- devoted to exploration,
development, production, manufacturing, transportation and market-
ing of petroleum products in the United States?

(n) Where applicable, please give the source of this information.

(b) Are these figures for U.S. operations different from the
figures used in preparing the reports to stockholders and informa-
tion provided the Federal Trade Commission for purposes of
preparing its Rates of Retwrn in Selected Manufacturing In-
dustries? If so, please explain.

(c) How does the rate of return on U.S. petroleum investment,
as described above, compare with your rate of return on other
investments? )

2. What is the rate of profitability to sales? To taxes, other than
excise taxes? To labor costs? To total investment; including borrowed
capital?

3. What is the total of exploration éxpense and capital investment in

petroleum assets, in dollars, year by vear? What is the ratio between
your total cash income (generated by earnings, depreciation, depletion
allowance, ete)) and your total investment in petroleum assets,
including exploration expense?
. 4. Provide information as to the dollar amount of petroleum earn-
ings paid out in dividends during the applicable period and show:
dividends paid as a percent of U.S. petroleum ecarnings. Assume
dividends are payable out of U.S. petroleum earnings in the same ratio
as U.S. petroleum earnings are to total earnings.
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5. Fourth Quarter- 1973 Earnings and Retail Prices. Please pro-

vide an explanation for any increase in U.S. fourth quarter 1973
earnitgs over earlier fourth quarter earnings, In this connection, it
would be helpful if the explanation were to inelude an estimate of the
proportion of inerease attributable to (a) normal growth in sales,
thy intlation, (¢) absenee of zoft markets due to shortages, (d) increase
in ceiling price of domestie erude, and (e) uny other factor increasing
wolit margin, To what extent are higher gasoline prices at the pump
in the fourth quarter attributable to increases in cost reflected in the
deader tankwagon prices texplain the source of inerease in costs)? To
increases in profit reflected in dealer tank wagon prices? To inerenses
in the retail margin (differentiate between company controlled re-
tailer< and independent retailers)?

6. Provide an estimate of your eapital requirements in the Unitea
States for the period 1974 -85, (a) assuming your rate of return
on U.S. operations was the <ame as your average rate of return
for the period 1964-1973; and (b) assuming vour rate of return was
one and one-half times your average rate of return for 196+-73. Assume
for this purpose that you will be able to borrow directly up to 25 per-
cent of your finarcial needs and are able to use off-the-balance-sheet
financing for 13 pereent of your needs, What is yvour view as to the
validity of such financing assumptions as applicable to the circum-
stances of your company?

7. What percent of your total United States sales of petroleum
produets during the npp]imblo period were derived from foreign crude?

S. Describe the typieal situations in which vou have contractual
relutionships with a foreign =ubsidiary involving a pricing problem.
To what extent do you believe it possible for a United States compuny
cotaplying with the present tax regulations governing such relation-
hips to shift United States profits to the foreign subsidiary? Do you
recommend any alternative approach for regulation of such trans-
actions to prevent the shifting of United States profits to foreign
subsidiaries”?

9. Provide information as to investments and expenditures outside
the United States during the applicable period. Relate this infor-
mation to the sum of (1) earnings outside the United States and (b)
net equity and debt capital raised outside the United States, during
the applicable period.!

10. {\'hat would have been the impact on rate of return on stock-
holders’ investment in petroleum assets in the United States if there
had been no depletion allowance? '

1 Sutsequently, questions 3 and 9 were consolidated into a single table, to provide information as to cash

flow and capital expenditures an‘d esploration expense, both domestic and foreign, and the relationships
Tetweeti the two items,



1964

1965

1966

[In millions of dollars]
1971 1970 1969 1968

1972

TABLE 1.—RATES OF RETURN ON SHAREHOLDERS' INVESTMENT FOR 10 MAJOR OILECOMPANIES, 1964-73
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Foreign rates of return:

Exxon'#*% . ... 195 123 125 116 108 128 118 ;119 124 13C
Gult=* ... 24.7 53 100 100 114 121 114 :108 10.1 *109
Mobil*..................... .. 212 141 142 120 109 114 108 119 110 11.7
Phillips'®................... 14.2 5.2 8.2 5.2 5.2 49 79 ' 3.2 1.2 7.0
Shell*:® ... .. e ..(100+)(100+)(100+)(100+) 100+ 1004 1004 100+ 1004- 100+
Standard of California®**... 30.4. 178 190 178 175 194 190 {173 159 153
Standard of Indiana '?....... 84 63 1l.1 7.7 6.5 5.4 6 ........ (3.2) (6.7)
Standard oi Ohio'#°......... 79.7 1424 734 412 559 41.7 6552 :536 62.1 76.1
Sunt ... 12.4 3.2 34 1.0 é'? (‘8 NA - NA NA NA
Texaco®*. .. ................. 229 133 160 146 15. 13. 129 . 114 114 135
Weighted average *.......... 204 ................ 116 ................ 118 ................ 12.0
Mathematical average “. . ... 192 ...l 100 ............... . 106 ool 9.2
. - o et on e it e e o e = s i e+ e+ e oy PR e e o e

1 Rates of return are for petroleum operations only.

2 Rates of return are calculated on average net assets.

3 The total figures represent the return for the total corporation.
The breakdowns into U.S. and foreign segments returns are based on
some arbitrary assumptions concerning the ailocation of the corpora-
tion’s financing and of headquarters' net assets and administrative
costs.

¢ Rates of return are for total corporate operations.

5 Calculated on actual net assets, not average.

¢ The net asset data (stockholders’ equity) used in computing the
rates of return were obtained by allocating Phillips' total stock-
holders’ equity among its operating segments on the basis of capitai
employed, as requested by the committee.

? Rates of return caiculated on net asset data representing stock-
holders' investment at the beginning of the year.

* Rates of return calculated on end-of-year net asset figures.

¢ Prepared by Susan H. Dovell, Research Assistant, Economics
Division, Congressional Research Service, Library of Congress.

19 Net loss. ,

1t Weighted average refers to total companies’ return as a percent-
age of total companies’ net assets.

1 Mathematical average is the average obtained by adding t
respective rates of return and dividing by the number of companies
shown, except that the foreign rates ot i{ and Standard of Ohio
are omitted to avoid distortion. .

Note: Data in this table were supplied by the 10 major oil com-
panies in response to a questionnaire from the Senate Finance Com-
mittee asking for profit data from petroleum operations. 5 of the com-
panies reported profits on petroieum operations as requested. 5
companies reported total corporate profit data.

Of the 5 companies reporting total corporate profit, Mobil, Gulf,
Sheil, and Standard of California all indicated that the nonpetroleum
portion of their business was relatively insignificant and its inclusion
should not therefore create any distortions in the data.

Source: Responsea from the 10 major oil companies listed above to
a questionnaire from the Senate Finance ittee. The question as
stated by the Finance Committee was: “What was the overall rate of
return, after taxes, which your company realized on stockhoiders,
investment devoted to exploration, development, production, manu.
facturing, transportation and marketing of petroleum products in the
United States (and abroad)?” ‘

*
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TABLE 2.—~NET INCOME, NET ASSETS, AND RATES OF RETURN FOR 10 MAJOR OiL COMPANIES, 1973, 1970, 1967, AND 1964

e — R

1973 1970 1967 ) 1964
Rate of Rate of Rate of
. Net Net return Net Net return Net Net return Net Net
Company income assets (percent) income assets (percent) income assets (percent) income assets
Exxon: i
Total .................. 2,300 112,254 :318.8 1,267 110,055 33126 1,119 18,786 :312.7 909 17,838 11.6
United States . ... ..... 830 4,716 17.6 587 ,193 14.0 504 3,574 14.1 323 3,330 9.7
forelgn L 1.470 7538 19.5 680 86, 11.6 615 5,212 119 586 508 13.0
CTOtAl e . ¢800 ¢5,569 714.6 ¢550 ¢5,279 $10.7 1568 ¢:4,412 1134 $395 ¢3,591 11.3
United States........... 226 3,029 7.1 359 3.27 11.0 391 2,753 14.% 267 2.420 11.0
574 2,540 24.7 191 2,009 10.0 177 1,659 11.4 128 1171 10.9
€849 5,715 15.6 483 44,540 10.9 +385 ¢3,849 10.3 €294 ¢3,325 9.0
275 2,775 10.1 247 2,513 10.1 210 2,196 9.8 121 .788 6.8
574 2,939 21.1 235 2,027 12.0 175 1,653 10.8 174 1,536 11.7
9152 v10]1,309 11.6 9124 o1 ].245 9.9 155 101,134 13.7 101 +w 9598 10.2
9 10.% 110 982 11.2 141 54 14.8 92 864 10.7
56 98 14.2 14 5.2 14 180 79 9 135 7.0
$333 12,925 11.4 $237 *u 2,668 8.9 $285 eu 1,898 15.0 4198 s1 1,503 13.2
370 L, 92 12.6 2495 667 9.4 274 1,897 14.4 188 1,504 12.%
37) 5 (100+4) (12) 1 (100+4) 11 1 (100+) 10 (1) 1004
K 844 15806 215.3 €455 124,646 1 10.0 0409 ¢1:3,975 210.6 4308 ¢ 3,398 19.3
184 3,468 5.5 194 3,098 6.3 191 2,779 7.0 165 ,402 6.9
660 2,338 30.4 261 1,548 17.8 218 1,196 190 143 996 15.3
$466 3,722 2 13.1 $320 +3,039 210.9 ’ 264 02,733 29.8 *187 +2.,534 175
¢ 381 2,629 14.9 258 2,188 12.2 261 2,090 124 21% 2,087 10.3
Foreign. .. . . . ..... 85 1.094 8.4 62 851 2.7 3 644 K (28) 447 (6.7)
Standard of Ohio:
Totat ... ... ....... v 69 992 270 v 68 * LU 17.8 * 71 * 390 T18.2 L v 334 1126
United States .. . .. ... 45 962 4.6 60 846 1.2 7 365 15.7 34 324 10.6
Foreign... ............. 24 - 30 79.7 8 20 41.2 14 25 $5.2 8 10 76.1

.



Sun Ol

Total .. ......ovvvveenn 1225 1,845 12.2 *138 ],
United States...... Ceas 144 1.185 12.1 134 1,
Foreign . ... ........... 81 660 12.4

Texaco:

Total.................. 91,292 ¢7,584 117.0 822 16,
United States........... 45 925 11.6 460 3.
Foreign............... .. 838 3.659 22.9 362 2,

10.company total:

Total ........ 7.330 47,721 15.4 4,464 40,
United States 3.00% 26,520 11.3 2,658 24,
oreign....,.. 4,32% 21,201 20.4 1,805 15,

CUo OO &:;g
& 853

N N
LU pb

86 . ..... e e, et iierteerrratrieenennans
11.6 .......... e e e rar i eaeeaaaaae Cereierestnias
O .. e .. Crbresenreieseaeias Ceirirsessisssascan
3113.% 8750 ¢4,905 4153 ¢541 4,031 $13.4
12.7 494 2,920 16.9 328 2,454 13.4
14.6 257 1,985 129 212 1,577 13.5%
11.2 4,006 32,082 125 2,975 27,552 10.8
10.8 2.523 19,528 129 1,733 17.173 10.1
11.6 1,484 12,555 118 1,242 10,379 12.0

' Average of beginning and ending year. The allocation of petroleum net
assets between United States and toreign was caiculated b{idetermmmg the
relationship between total return on ca{;iun employed to the total return on
shareholder equity and applying the ratio thus obtained to total capital em-
ployed in the U.S. and Foreign operations, respectively.

T All rates of return are caiculated on average net assets.

3 Return on shareholders’ equity. The total figures represent the return
for the total corporation. The breakdowns into U.S. and Foreogn segments
returns are based on some arbitrary assumptions concerning the allocatjon
at t‘v_we corp‘oratnon's tinancing and of headquarters’ net assets and adnumis-

ative costs.

4 U.S. net income, assets, and rates of return are for petroleum and natural
gas operations only for ail years. In 1973 petroleum protits represented
about 93 percent of total U.S. profits. *

s Foreign net income, assets and rates of return are for petroleum and
natural gas operations only for 1973, and for all Exxon foreign operations for
195{,4{7 . Petroleum profits represent about 92 percent ot 1973 total foreign
profits.

s All income and asset data are for total corporate operations.

7 All rates of return are cafculated on average net assets except for 1964
which is calculated on actual.

s Before extraordinary writeoff.

* All income and asset figures are for petroleum operations onlx‘.

19 The net asset data (stockholder's equity) used in computing the rates of
return were obtained by allocating Phillips’ total stockholder's equity among
its operating segments on the basis of cafﬁtal empioyed. . L,

f';h Il net asset data represent shareholders’ investment at the beginning
of the year.

12 All net asset figures are end-of.year figures. X

t Sun Oil did not provide information far years prior to 1968.

1t includes Puerto Rico.

Note: Data in this table were supplied by the 10 major 0il companies in
response to a questionnaire trom the Senate Finance Committee asking for
profit data from petroleum operations. Five of the companies reported
profits on petroleum operations as requested. Five companies reported total
corporate profit data.

Ot the & companies reporting total corporate profit, Mobil, Guif, Sheil, and
Standard of California atl indicated that the nonpetroleum portion of their
business was relatively insigmficant and its inciusion should not therefore
create any distortions in the data,

However, due to these variations in reporting by the 10 companies, the 10-
company total figures at the end of the table represent only a general order of
magnitude of net income and assets and rate; of return.

_Source: Responses from the 10 major oil companies listed above to a ques-
tionnawre from the Senate Finance Committee. The question as stated by the
Finance Committee was: ‘‘What was the overall rate of return, after taxes,
which your company realized on stockhoiders’ investment devoted to ex-
ploration, development, production, manutacturing, transportation, and
marketing ot petroleum products in the United States (and abroad)?* Pre.
pa Susan Dovell, research assistant, Economics Duvision, res-
sional Research Service, Library of Congress.



TABLE 3.—EFFECTIVE TAX RATES PAID BY 10 MAJOR OIL COMPANIES, 1964 TO 1973—INCLUDES ALL
TAXES, OTHER THAN EXCISE TAXES, PAID TO FEDERAL, STATE, LOCAL, AND FOREIGN GOVERNMENTS
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1964

1967 1965

1972 1971 1970 1969

1973

. 1966
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Standard of Ohio.....
Texaco. . .............
Exxon

Standard of Indiana..
Sun..........

Standard of California.

Guif....................
Mobil........... .
Phillips'...............
Shell.............

424 . 356 .......

429 .

10-company average®......



Foreign:

EXxon.......oooiiiiiiiiints 83.7 870 844 854 854 831 844 838 827 813
Gulf..............oo 72.1 880 79.1 732 696 670 679 638 634 56.8
Mobil..................oll. - 67. 713 713 655 670 664 578 54.7 53.7 50.4
grl']mlllles‘ ............. AU U SR A

P T O O NN
Standard of California... ... 614 712 693 674 660 617 556 262 252 23.5
Standard of Indiana®........ 61.3 221 10.1 48 ... 577 957 ................
StanNAard Of ORiO . . ... ittt et ettt et a e et a e e
SUN . s 9.2 776 77.1 930 ................ NA NA NA NA
TeXaCo......covivenvnnnn. .... 805 846 805 793 794 8l6 0.4 NA NA NA

10-company average *.. ... 778 ..o 794 ... ........... 782 ... 70.4

e ——— xS T bt . M

e o e e

! The rates of profitability of taxes for Phillips were recalculated
using the tax and income figures suppiied by Phillips; however,
Phillips points out that the income shown includes earnings ot com-
panies accounted for by the equity method, whereas the tax figures
do not include taxes paid by such companies. Hence, the taxes are
understated.

2 This average includes total company income and total taxes
paid by the companies; since Exxon accounts for aimost haif of the
total taxes, the average tends to retlect Exxon's experience.

3 These companies had losses on foreign operations in certain
years not shown.

* Foreign operations of these companies are, or were, relatively
insignificant, i.e., less than 5% of net assets.

Note: Data in this table were supplied by the 10 major oil com-
panies in response to a questionnaire from the Senate Finance Com-
mittee asking for data from petroleum operations. Five of the com-
panies reported profits on. petroleum operations as requested, 5
companies reported total corporate profit data. Four of the 5 com-

panies reporting total profit data, Mobil, Gulf, Shell, and Standard of
California, all indicated that the nonpetroieurn portion of their busi-
ness was relatively insignificant and its inclusion should not there-
fore create any distortions in the data. ;

Source: Responses from the 10 major oil companies listed above to
a questionnaire from the Senate Finance Comm‘ttee asking for the
rate of profitability to taxes, other than excise taxes. The responses
to this question showed net income, taxes (other than excise taxes),
and the ratio between net income after tax and the sum of net income
after taxes and taxes (other than excises) paid to Federal, State and
local governments and to foreign governments. The reciprocal of
this ratio is the ratio between total taxes (other than excises), paid
to Federal, State and local governments and to foreign governments,
and the sum of such taxes and after-tax net income, i.e., the etfec-
tive overall tax rate paid by the 10 companies to all governments.
This reciprocal is shown above in the tables. Caution: This is natthe
effective tax rate paid to the U.S. Gover?ment.



TABLE 4.-RATES OF PROFITABILITY Lr SALES, OF TAXES, AND OF EMPLOYED CAPITAL FOR 10 MMOR
Oitl. COMPANIES, 1973, 1870, 1967 AND 1964

{in miltions of dollars]}
Rate of
n?.'éﬁ.?} Taxes (other proﬂ‘::gi.hg; . Employed o‘i'g’&‘;?a%‘}?é'
Company Net income Sales pro of sales than oxcise) ot taxes ! : captital capital
1973
Exxon:

Total......... e ereeeas . 2,300 26,750 8.6 8,180 1219 13,779 4184
United States 2. ..... ...... 830 7.265 114 608 57.7 4,877 17.2
Foreign3.................... 1,470 19,485 7.5 7,572 16.3 8,902 19.1

; NI TR i ST B WL L LRt W38
Gulf: ;

Total.............cooiivnns $800 39,836 8.1 s1.641 328 $7,670 *11.7
United States...... ........ 226 4619 49 157 59.0 . 3,885 6.3
Foreign..................... 574 5,217 110 1.484 279 3.785 17.5

p—— o s e T T I T T R B s :l?.::-“:‘i-’. o 2 ER Sl T -3 PRV
Mobii: .

Total.........coovi it 5 849 $11,526 74 §1,409 37.6 810,690 ¢4 138
United States............... 275 3,930 7.0 195 58.5 4,894 " "88
Foreign.................... . 574 7.596 7.6 1,214 32.1 S, 797 n 19 3

PRS- T2 SRl LRI R ST, PUCES B LR I SLAt R SUL e o PREERES SN T T et
Phillips:

Total...........ooiviinns . 152 $2,270 ? €122 19555 ss 1,860 49.4
United States............... 96 1,861 5.1 97 50.0 1,295 8 6
Foreign..................... 56 409 9.0 24 70.0 : 565 l 1.2

Shell: - T e

Total...........ccoviiitt, 5333 . 84,932 6.7 8257 56.4 5103 951 €9.2

United States............... 370 4,932 75 »291 56.0 3946 102

01



kg H
Foreign. ............... . B7) e e (34) 524 a (100+4)
Standard of California: - T e

Total.....oovieinininnnenns sng44 su 7,762 109 suj 226 408 316870 4135
United States.......... e 184 3,538 5.2 178 50.8 4,220 S.1
Foreign..............coivees 7 660 4,224 15.6 1,048 38.6 2,650 27.2

Standard of Indiana: T - - E‘» T e

Total..........ooovvvvvnnnn %466 € 5,697 8.2 408 $3.4 4,967 410.7
United States........... ... as1 4,663 8.2 272 58.4 3,401 12.4
Foreign..................... 86 .033 8.3 136 38.7 1,566 68

B == Zas & = S S P 2=
Standard of Ohio:

Total.................. ... 52 1,225 4.3 52 49.9 s14 1419 G
United States.... ........... 45 1,181 38 42 51.5 1,419 ¢5.1
Foreign ..... ..... ... oo 7 44 16.9 10 419 @) )

Sun Oil: o T TEEmEmE T “_

Total............... ...... $ 225 2,201 10.2 ¢ 265 459 ¢132.735 49.1
United States............... 144 1,860 7.7 146 495 2,023 8.1
Foreigns. ... .. .. ... ..... 81 341 23.9 119 408 712 118

Texaco: -

Total ....... .............. 3292 $1711,248 11.5% 83,736 25.7 . s18925]1 4148
United States.... ........... 454 4,304 10.5 269 62.8 4,729 10.4
Foreign..................... 838 6,944 12.1 3,467 19.5 4,521 19.3

10-Company total: )

Total2o, ... ............. 5,306 83,403 88 17,286 29.7 63,192 ®)
United States.......... .... 1,005 38,153 79 2,255 57.1 34,689 ...........c0000
Foreign ................... 1,302 45,249 9.5 15,030 22.2 28502 ...........cu0en

e WIS SIET R SR TINL LTUSVLD R TR Atk S

See tootnotes at end of table, p. 13,
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TABLE 4.—RATES OF PROFITABILITY OF SALES, OF TAXES, AND OF EMPLOYED CAPITAL FOR 10 MAJOR

OiL COMPANIES, 1973, 1970, 1967 AND 1964—Continued
{in mullions of dollars]

Company

Rate of
proﬁtabmty
ot empioyed

capitas

Rate of Rate of
pfof:’t'abul-et: promabomy
sa

of taxes ¢

Taxes (other

Employed
than excise)

Sales capital

Net income

1970
Exxon:
Total......................

UnitedStates2..............
Foreign3......... ..........

Guif:

Foreign.. ..................

Foreign.....................

Phillips:
Total...oovv v ivevvvnn. ..

United States...... . ......
Foreign.. ....... ..........

Shell:

United States...............

Foreign....................

Standard of California:
Total . .

...............

1,267

587
680

7.1 4447

10.7 460
5.5 3,987

Bl B Lo TERE Se lefash fmeaden e S D L P T el e e e

3550 36,597 8.3 $687

e gt ¢ v e S i s A8 ok 4 el At e i et A B e s s e ol o Mk o 2 e ot

359 3,881 9.3 166
191 2 716 70 521

17,842

w222

56.1
146

44.5 87,397

68.4
268

12,765 ‘11.1

O e e - e

4,754
8.011

5,491
12 351

1+ ———_s

125
103

PR PR

3 991
3, 406 7.4

it e ae e N ee L e e Tl . e e el e i LT Rl RS L

$483 37,369 6.6 3639 43 0 87,921 ‘9.8

247
236

- S

124

et e

110
1

3,024
4,345

195
444

559 4 105
34 5 3.816

ERC DR T N S I N T

76 19 53.2 "'1 791
6.6 112 49.5 1 412
3.1 ©) 127.3 379

el v o s 5 we e e Cmw s me s ma Benmo e e ome w6 w . - P T rr e, <

3202 54.0 313,379

- 233, i e it e e o

53.9 3,378
(12) 51.5 1

9.0
10.8

e TSRS e LD SRR

8.1

o o s

81,772

109

1,618
154

9.0
4.8

£7.7

8 O
(100+)

§237 83,621

249 3621 69

3,621

-

..............

3455 411 4,386 10.4 11 696 39.5 3111:5,392 49.2

ol



-
.
=t
=1
-
i
-t
b
1
i
I

United States.......... ....
Foreign........... .........

Standard of Indiana:
Total

United States........ ......
Foreign........ . ..........

Standard of Ohio:
Total

United States...... .........
Foreign.............. ......

Sun Oil:
Total.............. e

......................

......................

United States
Foreign

10- Co_]quany total:

...................

Foreign............ .. .....
Exxon:
Total.....

United States?...... ... ...
Foreign®. ... ..............

See footnotes st end of table, p, 17.

194
261

e e DS e o s e eaSe - e

¢320

o e e z.gé,‘_ O
62

*63

60
3

t138 ¢ 1,686

134

5822

460
362 3,

4,457
2,652
1 798

25,

1,119

504
615

2,679 7.2
1 707

SN FUL ESCX o

4,216
3666

'1071
1046

1,503
183

317 6,239
3,092

54,774

29.621

14,165
4,378
9.787

156
153 540

7.6 243

7.0
112

5.9

5.8
25 10.7

240
3

¢ 26
22
a4

8.2 *183

8.9 125
24 58

13.2 31,654

149 266
11.5 1.388

147

8.1

9.0
7.1

8, 882

153

6,926

7.9
115
6.3

3 642

326
3.316

1.955

58.9

51.9
952

70.8

73 4
39.7

43.0

e s ek 5

51.7
70

st B e T .- e me

3,570 5.8
1.822 16.2

L. T T LN USRS )

‘89

€ 4,056

e e e — e s e o e ——

3,049 9. 5
1.007 7.1

P N T

$141,188 15.7
1,177 5.5
11 29.6

-

612,299 16.7

S b b - o s s S

8.4
16

1,721
578

e B emseia a et

““7 190 +12.0

4, 159 1
3.031 1

53.367

31316 ...
22,051

10.285

[

3,861
6.424

¢l



TABLE 4.—RATES OF PROFITABILITY OF SALES, OF TAXES, AND OF EMPLOYED CAPITAL FOR 10 MAJOR
OIL COMPANIES, 1973, 1970, 1967 AND 1964—Continued

{in miilions of dollars}

ﬁ't‘:t:ﬁ'e' Taxes (other ﬁ?:t:nel'o‘ E s toyed s:mﬁ?.té;‘ift(yj

1

Company Net income Sales pro ot alo“s' th‘:’ excise) pmof uu'sn{ m&pzul ° ""E-%’Km
1967

Guif:

Total....... . ... ........ 8578 35,110 11.3 3524 52.5 5,452 “«11.4
United States......... . ... 412 NA NA 173 70.4 3,306 NA
Foreign....... ............. 166 NA NA 351 32.1 2,146 NA

Mobil: o -

Total.... ................. 3 385 35,899 6.5 8379 50.4 36,224 494
United States............... 210 2,518 &3 138 60.3 3,346 8.8
Foreign.... ........ e 175 3,381 5.2 240 42.2 2,878 104

Phillips: B T ' h T T

Total.... ................. ¢155 $1,646 89 $112 1 58.1 ¢s1,668 4104
United States............... 141 1,534 8.9 116 54.9 1,404 111
Foreign........ ............ 14 112 9.1 3) 127.3 265 6.4

Shell: o o T N

Total............... e 3285 s 3,088 9.2 8161 63.9 3102451 ¢12.3
United States.......... .... 274 3,059 9.0 153 64.2 2,450 11.8
Foreign..................... 11 29 36.7 8 56.9 : 1 1004

Standard of California: a o T T T

Total..................... . 811 409 11 3,467 11.8 s 11383 51.6 $11 124,530 ¢99
United States............ .. 191 2,391 8.0 110 63.5 3,267 6.5
Foreign..................... 218 1,076 20.3 273 444 1,263 18.5

Standard of Indiana:
Total.......... ..... ..... 264 ¢ 3,376 7.8 ¢183 59.1 ¢ 3,296 ¢8.8

4t



United States................ 261 3,083 8.5 178 59.4 2,615 10.8
FOP@IGN .. ..o vsovenrnir e, 3 293 1.2 5 a23 682 8
Standard of Ohio: T ) - ST e

Total. .. .. " 63 "533 11.8 "49 56.2 "1 466 145
United States. . ........ .. 57 " 492 11.6 a3 57.0 443 13.6
Foreign..................... 6 41 14.6 6 49.2 23 31.7

Sun O™, . .o L . T T
Texaco:

Total. oo . 5750 5175164 14.5 1,220 38.1 311 5,805 ‘134
United States............... 494 2,651 18.6 167 74.7 3412 149
Foreign........ ... .. . 257 2,513 10.2 1,053 19.6 2.393 11.1

10-Company total: N - B T - ST

Total 39..... .............. 4,002 » 37,297 1310.7 6,647 37.6 40,154 )
United States ....... ...... 2,544 20,106 12.7 1,404 64.4 24,104 ... ...........
FOP@IGN ... wovoooneniins 1.459 17.191 8.5 5.243 21.8 16,052 ... . ..

1964
Exxon:

Total.................. L 909 11,612 7.8 2,717 1251 8,550 “11.5
United States?............. 323 3,652 8.8 175 64.9 3420 " Tes
FOreign .........oovvviiin, 586 960 7.4 2,542 18. H 5121 1238

suts A SR e U e .

Total.......oeveeanl, 395 +3,504 10.4 s 300 56.8 *4,075 +10.4
United States............... 267 NA NA 132 66.9 NA NA
Foreign..................... 128 NA NA 168 43.2 - NA NA

Mobil: o T T

Total....ooeer s 5294 $4,597 6.4 269 52.2 +4,944 .83
United States............... 121 2,048 5.9 92 56.7 2,641 6.0
FOP@IQN.. ... wroooonins 174 2,549 638 177 296 2.303 s

See footnotes at end of table, p. 17.



TABLLE 4. —-RATES OF PROFITABILITY OF SALES, OF TAXES, AND OF EMPLOYED CAPITAL FOR 10 MAJOR

OIL COMPANIES, 1973, 1970, 1967 AND 1964 - Continued
{in millions ot dollars]

— - i e o i et s £ w3 - et — st & L4 el meuie m atn —h—— o um wsm s w

Rate of

Rate of Rate ot profitability

. pfohtabmty Taxes (other profitabiity Employed ot emptoyed

Company Net income Sales of sales than excise) of taxes - capital capital

.- ot 4 h e - P ———— v s

1964
Phillips:
Total..ees eerinennennns $101 $1,122 8.6 +53 165.6 *11.184 ‘8.9
United States............... 92 1.075 8.3 61 60.1 . 1.025 9.4
Foreign..................... 9 47 139 9) NA 160 6.2

She“ : - vmee D im. e P i - T T T T T T T Ve T ML . SO S UG S A Pl Tl R e TS '? WL L, Tl LT letITT Sl TSN 3
Total..............oovi i 5198 $2,340 8.5 5110 64.3 $191776 ¢11.5

United States............... 188 2,304 8.2 99 65.5 1,777 10.9

Foreign..................... 10 36 27.9 11 48.3 (1) 100+

standard of ca'ifornia: PRSI IC T S0 -RA S SO Nhg-S L. S R A PRSP <o . A0 . A SO ¢ B T S . Lot O~ SRS W gl S SO St~ L L A PR
S s 308 s112,494 v12.4 $11140 1688 su123614 ngg
United States............. . 165 2,020 8.2 96 632 2,594 6.6
FOreign ... ....ooovininil 143 474 30.2 a4 76.5 1020 15.2

standard of |ndiana: e s DT L eT T e L T T hl L Tl L e e e B e T e LT LT SR T e L R R T LT - - T e R
Total......ooovvivniiiinn, ¢187 2,772 6.7 ¢120 60.9 ¢2,905 16.4

United States........... ... T T218 | 2,648 81 114 653 2,458 8.7
FO@IGN.vvvvvrren oo (28) 128 (21.9) 6 (126.1) 447 (6.3)

Standard of Ohio: T T e T T
Total.....ooovovve cvnnnnn ¢ 40 $ 449 9.0 $38 51.5 ¢ 14 370 $11.2

United States. .. .......... 34 416 8.3 32 52.2 . 363 9.9
Foreign................. .. 6 33 17.6 6 473 | 8 77.3

H -
SunQila, ... ..... e e P e et e e e e e e e aaaes




Texaco:

Total .... ........ .. ... $541 517 3,631
‘United States ... ....... .. . 328 2,108
Foreign. ... .ceeeooovnnnnt 212 1,523

10-Company totai: S e

Total?, . ...... ......... 2,967 23 28,984
United States... ...... . 1,733 16,267
Foreign........ e 1,234 12,717

' The rate of profitability of taxes i1s the ratio of profit after taxes to protit
betore taxes. )

1 U,S. net income, sales, taxes, and capital employed data are for petroleum
and natural gas operations only. .

: Foreign net income, sales, taxes and capital empioyed data are for pe-
troleum and natural %as operations only for 1973, and for all Exxon foreign
operations tor 1970, 1967, and 1964, .

+ Based on adjusted net income (i.e., includes after tax interest effect of
long‘-term debt.) i i

3‘ f' income, sales, tanes, and empiloyed capital figures are total corpo-
rate tigures.

« Net 1ncomao, sales, taxes and employed capital figures are for petroleum
operations only. )

‘ Net income used for this calculation excludes the company’s portion of
the earnings of companies accounted for by the equity method since the
sales ot such companies are not included in the company’'s financial
statements.

s Comprises stonkholder's equisty plus long-term debt. .

v U,S. taxes exclude that portion of U.S. taxes incurred in foreign oper-
ations tor the years 1970 and 1973, These amounts are shown as foregn
taxes.

 Employe:t capital shown 1s beginning of the year balance of sharehalders®
investinent and long term debt. .

v Company and majority-owned subsidiaries only.

1 inclu fing long-term debt.

1t Ratios for years prior to 1967 not comparable to later years due to con-
solidation af certain European affiliates in 1967,

s Average horrowed and invested capital.

: Defined as total assets less current habilities.

s Foreign data inciudes Puerto Rico. .

" Sales revenue excludes gross income from services, equity in net income
of nonsubsichary companies, dividends, interest and other net income,
whereas net income 1s applicable to all sources.

s Average invested capital,

» The rates of protitatility of taxes for all years for €xxon and Phillips were
calcutated using thoe mncome and tax data supphed by the two compatises,

"

%154,463

14.9 NA NA ‘123
15.6 NA NA 2,796 11.9
139 NA NA 1,667 12.8
R A T .- . C eI T e SIS RePl 2t LT
#10.2 - 3,741 44.2 27,799 &)
10.7 801 63.4 17,083 ... .. Cereiae e
9.7 2,939 296 10,717 L

. -

-+ The domestic data supplied by Standard of Ohio is included in the totat
figures for the 10-company total, even though toreign data was not available,

‘! No data was provided by Sun Osl tor years priof to 1968,

# Since the adjusted net income figures tor each individual company used
for these calculations are not given. it 1s not possibie to determine the rate
of profitabiiity of employed capital tor the 10-company total.

» Since U.S. and foreign breakdowns of Gult's sales (ata are not availabile
prior to 1968, Gulf has not been included in the 10.company total saies
column for 1967 and 1964, 1n order that the total, U.S. and foreign rates of
profitabiiity of sales will be comparable.

4 Without the $150,000,000 foreiyn currency transiation factor in 1973,
the foreign return would have been 14.8 percent and woridwsde 11.6 percent,

> Subsequent to the sale of atl Canadian assets in 1972, the capital em-
ployed consists of an insignificant amount related to Standard of Otuo's
tive-twellths of 1 percent interest tn the tranman ol consortium, A calculated
return on capital employed for 1973 would be ineaningless as to foreign
operations. i

* Neghigible. :

Note: Data for this table have been supplied by 10 major oil companics 1n
response to a questionnarre from the Senate Finance Committee, asking for
rates of protitability of sales, of taxes, other than excise taxes, and of total
investment, mcludlrg borrowed capital. 4 of the companies reported this
information for petroleum operations only, while 6 reported total corporate
operations, (See headnote to table 1 for explanation of these differences.)

In addition, in determuining the rates of profitatniity of employed capital,
the companies based their rites on adjusted net income to include the
interest on borrowed canital. Since the ad)usted nat income figures used for
these calculations are not given, it was not ssible to determine the rates
of profitability of employed capital for the 10.company total.

Source: Responses from 10 major o1l companies to 3 questionnaire from
the Senate Finance Committee, The question was stated **What is the rate of
protitability to sales? To taxes, other than excise ta<es? To total investment,
mncluding borrowed capital?*’

A



TABLE 5.—SELECTED FINANCIAL DATA, DIVIDED INTO DOMESTIC AND FOREIGN OPERATIONS OF 10 MAJOR
OIL COMPANIES FOR 1973 AND FOR 10-YR. PERIOD, 1964-73 '

[in millions of dollars]

Capital expenditures and ex

Ad. glec:‘c;a;ifon expense as per
justed e e e
earn- . Ad-
ings justed
Capital Ad- and . earn-
expend- justed capital ‘ ings
itures earn- re- Ad- and
and ings covery : justed capital
explo- Explo- (coi- Capital (col- Net earn- re-
ration Net ration umns2 re- umns4 income ings covery
Company expense income expense and3) covery and5)* (1+2) (1+4) (1+6)
1) @ 3) 4) (&) 6) @ (€)] 9)
1973

Exxon: .

Total ..... ... .. .. ... .. .. R 2417 2,300 256 2,556 1,028 3,584 105.1 945 67.4
Domestic. ... e B 863 830 108 038 280 1,318 104.0 92.0 65.5
Foreign...... .. ..... ... ... ......... 1,554 1,470 148 1,618 648 2,266 1058 954 68.1

Guls: ’ cnr oo e s T PR SRR s e R i

Total...... .. ... ... .. ... ........ 940 800 156 956 610 1,566 117.5 98.3 60.0

Domestic ...... ... ..... ... .. .. 562 226 57 283 372 655 248.7 198.6 85.8

Foreign : . 378 574 99 673 238 911 659 6562 415

81



.

Mobil:® :

Total' ... o 1,341 834 152 995 495 1,489 159.1 1348 90.1
DOMEStC. ... v 719 274 65 339 286 624 262.6 212.3 1152
Foreign. .. ... . ...l 622 569 87 85 209 865 1093 947 719

Phillips:? - N

Total ..o 342 152 *18 170 187 357 2250 201.2 958
DOMESLIC. ..o oo 166 96 11 107 136 243 1740 1556 685
FOr@ign . . ...\ oo 176 56 7 63 51 114 3120 278%6 1544

Shell: T T e e e T

Otal. oo 691 333 110 443 441 885 207.5 1560 78.1
DOMESHIC. oo oo 622 370 82 408 861 1680 1380 72.0
FOreign. ... ... 69 (37) 28 (9) 33 24 LT 285.0

Standard of California: * ” T T T T T

Total. ... oo 895 844 158 1,002 406 1,408 1060 89.3 63.6
DomestiC............... T 562 184 84 268 315 583 305.0 2100 96.0
FOreign. .......ooovoo 333 660 74 734 91 825 500 450 400

Standard of Indiana:?® o o T ) o N ‘

Total. ... 1,038 467 204 671 404 1,075 222.3 154.7 96.6
DOMEStIC. ..o oo 638 381 118 499 305 804 167.5 127.8 79.3
Foreign. .. ........ .. 400 86 86 172 99 271 466.1 2322 1475

See footriotes at end of tatile p 23,
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TABLE 5.—SELECTED FINANCIAL DATA, DIVIDED INTO DOMESTIC AND FOREIGN OPERATIONS OF 10 MAJOR
OIL COMPANIES FOR 1973 AND FOR 10-YR. PERIOD, 1964-73—Continued

[In millions of dollars)

Capital expenditures and ex-
ploration expense as per-
Ad-  cent of

justed —— e e e

earn- Ad-

ings ‘ justed
Capital Ad- and ' earn-
expend- justed capital ‘ ings
itures earn- re- Ad- and
and ings covery i justed capital
explo- Explo- (col- Capital (col- Net earn- {re-
ration Net ration umns 2 re- umns4 income ings covery
Company expense income expense and3) covery and5)* (1-=2) (1-+4) (1+6)
(1) €3 3 ) (©)] (6) D ®) €))
‘ 1973
Standard of Ohio: ?

Total..................... il 179 53 1 54 51 105 337.7 3314 1704
Domestic............................. 179 45 1 46 51 97 401.1 3914 1858
Foreign........... ... i i 8 ........ 8 ........ 8

Sun Oil: * 1o on B TSR L. it B el Taw w i . . el o ¢z f nommen mos s namERisesir m

Total.............. ................ 325 225 47 272 180 452 1444 1194 719
Domestic............................. 214 144 33 177 150 327 148.6 120.9 65.5
Foreign............................ .. 111 81 14 95 30 125 137.0 116.8 88.6

Oc



Texaco:
Total............... . 1,334 1,292 61 1,353 551 1,904 103.2 985 70.0
DomestiC.........cooiieeeeanns 907 454 61 515 339 854 1999 176.2 106.2
Foreign...........covivviiiiiiivann.. 427 838 ........ 838 212 1 050 50. 9 50 9 40.6

1964-1973 S

Exxon: i
Total. ... 17,497 13,119 2,231 15,350 7,955 23,305 133.3 1139 75.0
UnitedStates........................ 7,043 5579 1,269 6,848 3,261 10,109 126.2 102.8 69.7
Foreign...........cooviviiiiviinn... 10 454 7.540 '962 8 502 4 694 13 196 138 6 123.0 79 2

.___.'.:,.““_."..“,..‘;‘:.?;"."‘:‘.: e S pe P S d NSRS N e

Gulf: j
Total. ..o 8,671 5,490 1,120 6,610 4,357 10,967 157.9 131.1 79.0
UnitedStates.. ... .................... 4,803 3,394 514 3,908 2,776 6,684 1415 1229 71.9
Foreign............ ..., 3,868 2,096 606 2,702 1,581 4,283 184.5 143 2 90.3
MObi': arte T A T T e T e " Il - . Sl - I i 4 S - A ?"j" Fandi- o e TUET e HETSS
Total. ... 8,330 4,683 1,150 5,833 3,558 9,392 177.8 1428 88.6
UnitedStates........................ 4,702 2,145 567 2,712 2,114 4,826 219.2 1734 97.4
Foreign........... ...t il 3,628 2,538 583 3 121 1,444 4,566 142 9 116 2 79.5
Phillips: ? o B ) T T
Total....ooov oo 2,738 1,290 *134 1,423 1,535 2,959 2;2.2 192.4 92.5
UnitedStates. ....................... 1,831 1,124 84 1,208 1,178 2,386 162.8 151.6 76.7
Foreign.............................. 907 166 50 215 357 573 547 0 421 1 158 4

Ses footnotes at end of table p. 23.
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TABLE 5.—SELECTED FINANCIAL DATA, DIVIDED INTO DOMESTIC AND FOREIGN OPERA’f!ONS OF 10 MAJOR
OIL COMPANIES FOR 1973 AND FOR 10-YR. PERIOD, 1964-73—Continued

[In millions of dollars]

Capital expenditures and ex-
ploration expense as per-
Ad- cent of

justed ——: - -
ea:n- Ad-

ings ; justed

Capital Ad- and . earn-

expend- justed capital : - ings

itures earn- re- . Ad- and

and ings covery : justed capital

explo- Explo- (col- Capital {col- "~ Net earn- re-

ration Net ration umns 2 re- umns 4 income ings cove.g'

Company expense income expense and 3) covery and5)°® (1+4) (1--48) (1=-6)

) #)) &) @) (5) ©® v ) )
Shell 1964-1973
ell: .

Total. .. e 6,461 2,650 876 3,526 3,265 6,791 243.8 183.2 95.1
United States.................ccoenene 6,282 2,709 -794 3,503 3,177 6,680 232.0 179.0 94.0
FOr@ign . ....cvvviiemnmninnnnnaeaenens 179 (59) 82 23 88 111 ........ 7004+ 161.0

Standard of California: ‘4 sEsm s smnem o T

Total. . oot 7,277 4,718 1,204 5922 3,046 8,968 154.2 1228 81.1
UnitedStates. .............ccooiiinns 5071 1939 799 2,738 2,500 5,238 261.0 185.0 97.0
FOr@IGR . .. ovveveerniermei e e 2,106 2,779 405 3,184 546 3,730 76. 66.0 56.0

"~
W



Standard of Indiana: ®
Total.....................

United States..............
Foreign....................

Standard of Ohio: ?

Total.....................

United States............ ..
Foreign....................

Sun Qil: 23

Total.....................

United States..............
Foreign....................

Texaco:

Total............. .......

United States. .............
Foreign....................

..........

..........

i
:
1

1,514 4,485 2,987 7,474 222.7 1475 885

..........

----------

..........

..........

6,617 2971
4573 2,619 958 3,577 2,507 6,085 174.6 127.8 752
2044 ‘352 556 908 480 1389 5809 2250 1472
1133 485 40 525 385 911 233.6 2158 124.3
1.109 431 32 463 366 830 257.2 239.2 133.6
24 54 8 62 19 8l 436 379 291
2,006 982 291 1,273 830 2,103 209.2 1575 95.4
1,508 884 215 1,099 697 1,796 1705 137.2 84.0
498 98 76 '174 133 307 508.1 2862 162.2
9,407 8,033 545 8,576 3,423 12,000 11;7.1 109.6 783

..........

5970 4,415
3,437 3,618

542 4,956 2,171 7,127 135.2 1205 83.8
3 3,620 1,252 4,873 950 949 705

1 Figures for 1973 are estimates.
2 Data for petroleum operations only.

3 Net of tax benetfit.

+ Data other than net income is for company and majority owned

subsidiaries only.
5 6-year total, 1968-73.
¢ Represents cash flow.

Note: Cash tlow must cover not only capital expenditures, but also
the working capital needs and dividend requirements. For qualifica-

tion of data, please refer to headnote on table 8.

Source: Responses from the 10 oil companies hsted above to a
questoonnaue from the Senate Finance committee. The question was
stated ““What is ‘he total of exploration expense and capital invest.
ment in petroleum assets, in dollars, year by year? What is the ratio
between your total cash income (generated by earnings, depreciation,
depletion allowance, etc.) and your total investment in petroleum
assets, including exploration expense?’’

€¢



TABLE 6.—PROJECTED ' U.S. OPERATIONS CAPITAL AVAILABILITY FOR 10 SELECTED OiL COMPANIES WITH RETURN
ON INVESTMENT AT 1964-73 AVERAGE ¢ :

Rate'
o
re(tum in millions of dollars
e e mrm e et e e = m s it~ s o s e tw e i -~ o ron 4 e rm mmrme emm
Company cgre\t) 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 Total
TeXaCo % .. oiivviniireranan 14.0 930 822 876 935 998 1,064 1,135 1,214 1,295 1.384 1,479 1.579 13,711
ult L e 11.7 640 712 791 e79 976 1,064 1,156 1,253 1,356 1,465 " 1,700 13,572
Standard of Ohio ¢.......... 7.3 136 145 155 164 174 184 194 205 215 226 237 248 2,283
Standard of California...... 6.9 773 860 957 1,065 1,187 1,il17 1,229 1,373 1,526 1,699 1,894 2,108 15,788
Standard of inciana *....... 12.0 502 537 572 612 654 698 747 797 851 909 972 1,038 8,889
Sun........... v reeeeiiane 6.8 28% 301 324 347 389 417 444 476 $09 544 581 622 5,239
Shell.............ooevieennn, 12.2 867 936 879 942 1,007 1,064 1,134 1,196 1.268 1,340 .1,419 1,505 13,557
EXXON . .. ... i 10.5 1,291 1,431 1,580 1,742 1,918 2,109 2,319 2,545 2,793 3,061 :3.356 3,675 27,820
Phahps..................... 11.7 3.71% 223 235 248 263 279 295 313 331 350 371 392 41
obil. ... e 9.3 465 510 534 588 615 644 675 708 743 - 778 815 7.63%
Total.............ccovvinnn 112,209 6,112 6,489 6,916 7,509 8,170 8.627 9,315 10,065 10871 11,742 12,688 13,705

et s < o 173 e e bt L+ kb feme % ohre o e et At § - b e S (s e oy e s < ot % b e s me e e e o n e e .

! These figures have been projected by the above companies in accordance  additions to working capital have been added back in to facilitate com-
with several hypothetical assumptions required by the committee’'s ques- parability with other data.

tionnaire, and do not take into account the effects of variables such as eco- ¢ Figures provided by company have been rounded to rmitlions of dollars.
nomic conditions or governmental regulation. Therefore, the above data s Data based on domestic petroleum operations only. .
shap’nli ?iyconsldered only as a8 model of possible, rather than actual, capital ¢ Data based on domestic petroleum and aatural gas operaticns only.
availatality. . .

1 Ay i i i Source: Data extracted from oil company responses to a questionnaire
d,n‘f,‘,‘,:‘:2:,?‘:'?.,“;‘:{,,‘:‘,‘_";S,g’bf,‘:;‘o%n%{‘"“"’ from earnings (after diwi from the U.S. Senate Finance Committee. Prepared by Richard G. Howard,

3Figures for company originally subtracted from available capital as ©€cOnomic analyst, Congressional Research Service, Library of Congress.
t



TABLE 7.-~PROJECTED! U.S. OPERATIONS CAPITAL AVAILABILITY FOR 10 SELECTED OiL COMPANIES WITH RETURN ON INVESTMENT AT 1!; TIMES
1964-73 AVERAGE 2 '

Rate'
)
re(tum In nullions of dollars
@f e
Company cgnt 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 Total
Texaco. .. ........covvvnnns 210 1,132 1,074 1,184 1,307 1,444 1,595 1,764 1,951 2.*159 2,389 2,647 2,931 21,577
Gulf. . i 17.6 758 873 1,005 1,156 1,329 1,505 1,700 1,917 ,160 2.428 2,728 3,060 20,619
Standard of Ohio ¢.......... 11.0 180 196 213 230 249 268 88 309 330 353 376 401 3,392
Standard of California...... 10.5 788 876 97% 1,085 1,208 1.344 1,497 1.518 1,629 1,818 2,026 2,256 17,020
Standard of Indiana $....... 18.0 627 694 765 846 934 1,030 1,138 1,257 1,388 1,532 1,691 1,868 13.770
Su 403 441 487 537 8982 654 719 793 875 964 1, 1,171 8,700
1,088 1,116 1,168 1,280 ,388 1,515 1,643 1,785 1,937 2,102 2,281 18,241
2,020 2,328 2,678 3,078 3,532 4,046 4,632 . 6,056 6,917 7,895 $0,230
263 285 311 339 368 400 435 473 515 619 66
606 650 697 747 801 857 - 920 1,056 1,132 1,212 10,183
7.367 8,153 9,034 10,043 11,229 12,517 13,959 15,413 17,125 19,093 21,293 23,738

1 These figures have been projected by the above companies in accord-
ance with several hypothetical assumptions required the committee's
questionnaire, and do not take into account the effects of variables such as
economic conditions or governmental regulation. Therefore, the above data
.stl;?md .t':eb;'q&siderod only as a model of possible, rather than actual, cap-
ital availability.

2 Available capitat includes funds generated from earnings (after divi-
dends), capital recovery, and borrowings. .

3 Figures for company originally subtracted from available capital as ad-

ditions to vvorkh? “:apiw have been added back in to facilitate compara-

¢ Figures provided by company have been rounded to millions of dollars.
4 Data based on domestic petroleum operations only.
¢ Data based on domestic petroleum and natursl gas operations only.

Source: Dats extracted from oil eomporg' responses to a questionnsire
from the U.S. Senate Finance Committee. Prepared Richard G. Howard,
economic analyst, Congressional Research Service, Library of Congress.

¢
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TABLE 8.—PROJECTED TOTAL DOMESTIC CAPITAL AVAILABIL-
~ITY FOR A GROUP OF SELECTED U.S. OIL COMPANIES,
1974-85"

[In millions of dollars)

A

Total capital availability—

With returnon  With return on

investment at investment at
1964-73 1';times 1964-
Year average 73 average
1974.......... e 6.112 7,367
1975..... e 6,489 8,153
1976.......... i . 6916 9,034
1977 .o 7,509 10,043
1978, . 8,170 11,229
1979, o 8,627 12,517
1980. ... .00 9,315 13,959
1981........ e 10,065 15,413
1982..... P 10,871 17,125
1983 ... o 11,742 19,093
1984 . ... 12,688 21,293
1085 . o 13,705 23,738
Total, 1974-85.................. 112,209 168,954
Average group rate of return on net .
assets (percent).................... 10.3 15.4

1 These figures have been projected by the above companies in accordance vitth
several hypothetical assumptions required by the committee’'s questionnaire. and
do not take into account the etfects of variables such as economic conditions or
governmental regulation. Therefore, the above data shou'd be considered only as
a model of possible, rather than actual, capital availability.

Source: Data extracted fram oil company responses to a questionnaire from the
U.S. Senate Finance Committee. Prepared by Richard G. Howard, economic analyst,
Congressional Research Service, Library of Congress.

Note: Several companies' figures show inconsistencies in the growth of available
capital. These inconsistencies are attributable to 2 things: (1) Several coinpanies
were above (or below) a level of borrowing that would make their debt/equity ratio
33 percent. By lowering (or raising) their debt positions to conform with the as.
sumed debt/equity ratio of 33 percent, several firms’ available funds fluctuated
between 1975-76. (2) The methods used by the individual companies to determine
borrowings were not always consistent or in compliance with the assumptions
prescribed in the committee's questionnaire. Several companies submilted nu-
merous qualifications with their responses while others made no attempt to exp!3in
the methodology used in making their calculations. For this reason it has not been
possible to evaluate the accuracy or compatibility of the data supplied.

Table | sets forth the aggregate figures for projected capital availability of the
10 companies that responded to question 6. The average group rate of return on net
assets is simply an arithmetic average obtained by adding the given rates of return
and dividing by 10.



TABLE 9.—RATES OF RETURN ON EMPLOYED CAPITAL FOR 10 MAJOR OIL COMPANIES, 1964 TO 1973

[In millions of dollars]

1967 1966 1965

U USRS w S

1969 1968

1970

1971

1972

1973

1964

o s i

27

NGO NTNLM
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~ 00000~ 000 —~Z N
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Standaid of Ohio. . ... ..

Standard of California . .
Standard of indiana.....

Phillips.
Shell. . ..

Mobil. . .
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e
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e
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al average ' .'.. ..

Weighted average®. . ... .....

Arithmetic
United States
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oooooo

oooooo

oooooooo

--------

ooooo

........

oooooooo

........

........
........
.....

........

Standard of Ohio.......
See footnotes at end of table 25,

Standard of California.
Standard of Indiana.. ..

Guif....................
Mobil .. ...............
Phillips. ............ ..
Shell,..............



TABLE 9.—RATES OF RETURN ON EMPLOYED CAPITAL FOR 10 MAJOR OIL COMPANIES, 1964 TO
1973—Continued

[In millions of dollars]

1973 1972 1971 1970 1969 1968 1967 1966 1965

Unit_!gd States—Continued

(- - Tolo T 104 108 110 116 109 149 149 146 137 119
Exxon........................ 172 151 141 125 135 125 13.1 120 9.9
Weighted average®.......... 98 ... 95 ... 11.2 ...
Arithmetical average®........ 9.2 ... 89 ... 11.3 ................

Foreign:

XXOM . .ot 19.1 121 115 103 9.7 115 109 118 123 128
Gulf.. . ... . 17.5 4.8 7.5 7.4 = 86 9.3 NA NA
Mobil........................ 193 125 126 108 99 10.7 104 114 106 115
gﬂ";‘ 'l PS. . e 1 1(? 4(? 7(‘1 4(? 4(‘7 4(‘4 6(‘4 3(.2 1( ‘5

ell .. ... . y
Standard of California....... 27 g 16 8 16 g 16.£ 16 g 18 g 18 g 17 & 15 g 15
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13
-

Foreign—Continued

g:angarg o; g';f' iana.......... 6(§ 6(.1 9.7 7.% 6(.1 5(% (.8 (.3 (2(.7) (6.23)
andard o 0............. ! y y ‘ '

SUN. ... e 1 l.ig B.g 3. 1.6 2 (Loss) NR NR N él{
Texaco. . .........cvvviivni.. 19.3 11.7 13.7 125 131 111 111 103 11.0 128
Weighted average®. ......... 186 . .............. 10.2 ................ 110 ................ 11.9
Arithmetical average'........ 165 ............... 88 ................ 9.7 s 8.7

' Foreign operaticns of these companies are, or were, relatively

insignificant, i.e., less than 5 % of net assets.

? Mobil indicates that for 1973 the worldwide return would have
been 11.6 and the foreign return 14.8, without a $150,000,000
foreign currency translation factor.

3 weighted average refers to total companies’ return as a percent-
age of total companies’ employed capital.

1 Arithmetical average is the average obtained by adding the re-
sgective rates of return and dividing by the number of companies
shown.

Note: Data in this tabic were supplied by the 10 major oil com-
panies in response to a questionnaire from the Senate Finance Com-
mittee asking for profit data trom petroleum operations. Five of the
companies reported profits on petroleum operations as requested,
5 companies reported total corporate profit data.

Four of the 5 companies reporting total profit data, Mobil, Gulf,
Shell, and Standard of California, ail indicated that the nonpetroleum
portion of their business was relatively insignificant and its inclusion
should not therefore create any distortions in the data. Exxon indi-
cates its employed capital figures for foreign operations are for all
Exxon foreign operations for years prior to 1972.

Source: Responses from the 10 major oil companies listed above to
a questionnaire from the Senate Finance Committee asking for rates
of return on employed capital. Employed capital is the sum of net
assets (or shareholders’ equity) and long-term liabilities. Return is
gg) ts.um of net income and after tax interest expense on long-term

-
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INDIVIDUAL RESPONSES TO SENATE FINANCE
COMMITTEE QUESTIONS
EXXON €0, USA,

Quextion Na. 1. What was the overall rate of return, sfter taxes, which your
company realized on stockholders” jnvestment devoted to expluration, develbap-
wment, production, wanufacturing, transportation. and marketing of petralerm
products in the United States?

SLLECTED RETURN CALCULATIONS

{in percent]
US peticleym cperalions

€xa0n Corp Capital

- LI employed

Stockholders (mdudm*
Year equily  Total assets botroning Tetal assets
1964. .. n.7 1.1 95 81
1965 1S 1% 99 8.4
1966. . 12.0 17 1.0 101
1967 . 12.6 19 13.1 1.0
1%8 13.3 19 1E) 10.4
1969 12.5 1.2 135 1.2
19 . | N} 11 12.% 10.1
1971 139 1.1 141 "3
1972 . . . .. 12.8 1.3 1590 n4
1973 . . . e e 18.8 10.¢ 172 2.4

-— - - [ b damma e ew e s ey  ———— e i . o ot b e 4 W = ar e R—

tote Return on storktdders’ investnent o1 U'S pelroleum business is not calculated siuce Exxon Co, US A, puncipal
doumestic opetating company for Exson Corp.’s petioleum business, is a division rather than a separate corparate entily.

ta) Where applicable, please give the sanree of this information. The primary
souree of this information is the records of Exxon Company, U.S.NL and i -
lished information released by the Esxon Corporation,

‘W Are these figures for U.S0 operations different frome the figures weed in
wearing the reporis to stockholders and infornction provided  the Federal
Prade Commission for purposes of preparing its Rates of Return in Seleered
Maanfacturing Indusirie<? If s, please explain,

The data sutanitted in response o Question 1 oare consistent with reeults
repuried to <toekbolders and the Federal Trade Connission for U8, operstions
exeept for the exelusion in this response of gmounts applicable to non-petrolenn
or non-1 .80 operations,

1} How does the rute of peturn on US. petroleum investment, o~ deserilued
ahwve, compeare with vour rate of roturn on ather imvestiemt<?

Exxon Corporation, through its domestie ouerating company Exxon Company,
U.NALL s engaging in coal, uranimm and Lind activities, However, these aetiv-
itie~. in the aggregate, aceemt for tess thon five pereent of FExson Company,
U.RACs assets and earnings. In addition, Exxon Corparation handles its domestie
cheirals business through Fxxon Chewieal Company, U.S AL 1973 chemieals
returiis were comparabde to petroleum returns, but were lower in years prier
to 1973,

Question Na. 2. What is the rate of protitability to sales? Ta taxes, other than

~

excire tanes? To Lbor ¢ost<? To toial investient, incuding borrowed e, pasal?
tdh
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Petroleum net income as peicet of

- Total
Vazes investment

(oxcludh Labor (includs

Yeat Sales (177 ools b botiom
Wel..... ... . L . 39 105.0 8.6 L X1
1965.... . 9.0 160.2 W6 g.'
m, 1.0 160.3 122.3 10
1967.. .. 1S 15.2 135.2 l%l
198 ... . ... 1.3 100.0 1383 12.%
1969..... ..... ... . 13.4 1486 152.9 1.5
1970... ‘ . 10.7 12).8 135.2 1S
m;... . . 1 w. 1.0 i
"w..... ... . .. . 1n s 1519 15.0
9. - s ns 3.1 6.7 .2

—

© e e e o s

' Manming levels were reduced 15 percent duning 1964 73 peiad due to efficiency impiovements and highet 1avestment
evels, while volumes grew substantiaily duting this perwd.

Questian No. 3. What is the tatal of exploration expense and eapital invest.

ment in petroleum nesets, in dollars, year by year,
sum of () carnings Gafter tixes and dividends) nmi

and as a0 pereentage of the
(h) explaration items which

were expense? Please indieate whether this table iz based on ineome for tax
purposes or for financinl book purposes,

Percent of

earings (alter

taxes ang

dividends) plus

Amwnt exoration

Year (muibons) expenses

1964 . . . . . $601 n;.z
1965 .. . . . . ‘e 29 200.%
19%66..... [ . R . 58% 206.9
197... s . . . 688 2.7
1968... . e e e e e 1.084 316.6
1969. . - . . ce e iee e 683 198.8
1920... . e e e e e . ns 4.7
wa.., .. ... . - 642 151.6
1992, . 629 19.1
1973. .- . 863 140.2

Notes: Above tabless based on income tor unancesl bodk purpses.

t
{

i

tavon Corp *s diadends as percent of eatnings, werelaaeria 1971 73than during 1964 70 peniod, thus 1educing peicent.
age shown in ught hand column. If dividends were at eathies tate of satnngs (3 65 peiceat) 1n 1971 73, percentage would

have been:

191

1972 .

1913.

R R

RS

Percent of
earmings (aftes
tases and

dive dends) plus
expiotation
expense

190. 3%

188.4

216.3

Questi v No. 4. Provide information ax to the dollar ainount of petrolenm earnes
ings pai'l ont in dividends during the applicable period and show dividends paid
as a pereent of US0 petrokaum carnings, Assume dividends are pavable out of
U8, petroleuns carnings in the same ratio as UL petrolemm eamings are to total
carnings.

——n

]

Dividends | Dirudends

Amount as perrent | Amount a3 norcant

Yeat (miliont) of eatmings Yex (muluoans) of eatnings

191 ms 67 4 19%9 $304 619
199 3 MNE 19 | 3°3 61.%
19%6 . 21 6.1 1971 . k] %.1
1967 e [0 I I 2 98 5.6
1962 . FR 61.% 193 . KLY 33.0

b e —r e o i = o o @ .



33

Questian No, 4. Fourth Quarter—1973 Farnings and Retail Prices. Please pro.
vide un explanation for any increase in U8, fourth quarter 1973 carnings over
carlier fourth quarter camings. In this connection, it would be helpful it the
explanntion were to include an estimate of the proportion of increase attributable
1o (1) normal growth in sales, (b) inflation, (¢) abseuce of soft markets due to
shortages, (d) increase in eeiling price of domestic crude, and ) any other factor
inereasing protit margin, To what exteat are higher gasoline prices at the pump
in the fourth quurter attributable to inereases in cost reflected in the dealer
tankwagon prices (expluin the source of inerease in costs)? To increases in profit
reflected in dealer tankwagon prices? To increases in the retail margin (diffeeen.
tinte between company-controlled retailers and independent retailers)?

Fourth gquarter 1973 U.S. petrolewmn carnings were 13 percent above the fourth
quarter 1972, The growth rate for the fourth guarter was <lightly below the fulle
year growth rate {16 sereent. The major reasons for fourth quarter improve-
ment were higher refinery operating levels and petroletm product sales and lower
marketing expenses, Petroleum product prices were higher and prices on motor
 gasoline to dealers averaged 2'4 cents ‘gallon above the Inst quarter in 1972, How-

ever, all the additional revenue due to higher prices for petroleum products were
ull=et by increased costs for purchases of erude and produets,

With respeet to prices on gasoline sold to dealers or at the pump of company-
opernted stations during the fourth quarter of 1973, all inereases in price were
directly related to cost pass-through provisions allowable under Phase 1V, Prices
to our dealers were inervased by two cents per gallon between Oetober 1, 1973,
and December 31, 1973, Pump prices at onr compuany-aperated stations were ine
ercased by the same amount, ’l‘lu-m wias 1o inerease in protit in dealer taukwagon
prices or in retail margin in company-operated stations, We do pot have precise
dutt on pap prices actually charged by our dealers,

Quextion No. 6. Provide an estimate of your eapital requirements in the United
States for the period 1074 K35, () assuming your rate of return on UN aperations
was the same as your average rate of return for the period 19641973 and ()
tssunting venr rate of return was one and one-half times your average mte of
retur for 1470, Assume for this purpese that vou will bee able to borrow dircetly
up 1o 25 pereent of your financial needs and are able o use off-the-batanee-sheet
financing for 13 pereemt of your needs, What is venr view as to the validity of
such tinaneing assumptions as applicable to the eirenmstaness of your company?

Thix question recognizes the importance of the Company’s levels of return in
determining its ability to finamee the capitad projeets which it can undertake. The
ability 1o attraet investment funds is dircetly responsive w the expeeted returns
and evaluation of the risk to which the industry and the individua! company is
exposed. The domestie operations of Fxxon are part of a multi-national Cor-
rumtiuu whose ability te attraet funds i< a function both of its domestic and
oreign levels of return, and the stability which characterizes those returns .

In the 19i4- 1973 period, Exxon’s domestie petroleunm operations had a return
which averaged 104 pereent on total assets. The response to the guestion of what
these return levels suggest for the futuee is affeeted by o number of factors. The
debt level at which the Company can maintain its finnneial strength is certainly
an important one, Exxon believes the assumptions given by this Commites are
reasonable for the U.S, industry as a whole, although the direet borrowing ratio
of 25 percent of financial needs is a bit high for Exson Corporation while the
off-badance-<heet factor of 13 percent of needs mav be slightly low, wking into
aceount tanker charters and foreign operations. Another important factor is the
degree of risk which ~urrounds the operations of the industry and the individunl
campany. The ability to raise fund= at certam levels of return is dircetly related
to the risk to which those funds are exposed. Should there bne additional aperating
rishs, cueh as those associated with deepwater drilling, or should the investment
climate for the industry deteriorate due to political actions, higher retura levels
world b neeessary to avtract funds into the industry. A third major factor which
affeets the ability o raise funds in the fmre is the inereasing competition which
we expeet for funds. Historical return levels for the petroleum industey may,
therefore, not be adeguate to compete ¢ffectively in capital markets in the future,

A fourth factor is that the petroleum industry i< embarking on an era char-
acterized by investment projects with very long lead times which require cone
siderably more nvestment per unit of energy output than conventional produetion
and retining of the past. Exploration and production in deep water, pipeline
construction through the Aretie eavironment, manufacture of synthetic gas and
oil from coal all involve higher risks, greater commitments of capital and longer
periods between when the capital is expended and returus hegin to appear than
traditional petroleum investments. 1t is, therefore, particularly important at this
time that our basic business continue to carn sufficient returns so that we may
undertake these major new and expensive projects.
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\We have divided the forecast period given us by the Commiittee into two parts,
the perind from 1974-1977 and the period from 1978-1983, During the first four
years Exxon’s projections, for an assumed U, petroleum company structured
and operated along the Hines of Exxon USA, incorporating the return and debt
assumptions given fl.\’ the Committee, show an ability to devote to capital projecis
something less than $3 bitlion. At return levels of .3 times the 1964-1973 average
rate of return, this number would be in excess of §7 billion, Actually. Exxon
UNA's capital expenditures are planned to approximate $6.0 billion, somewhat
in excess of levels which the average returns of the past ten years, coupled with
the Committee’s linancing assumption, would indicate could he linuncuk

For the 1978-1983 period, Exxon's capital requirements are much less definite
than thowe in the nearer term. Based on vutside studies and Fxxon USA's his.
torical position within the industry, it is estimated that i exeess of $20 hillion
will be required in U.S. capital investient funds in the 1978-1983 period. Applying
the Commitiee’s tinanecing assumptions to an assumed US, company for the same
wriod suggests that itz financing capability would be on the order of $13 hillion,

f Exxan USA’s future rates of return were increased 1o 1,3 times their average
historical levels, these caleulutions suggest an ability to raise the necessary funds
for capital projects, A similar projection of industry’s ability to raise capital
funds suggest that historical return rates will not provide the funds which will
be required, The inercased returns characteristic of 1973 will improve these
l]rlb,\’l KU BN

We might suggest a1 this stage that we feel there is no definitive set of nume-
bers and ratios that preseribe exactly the future potential for capital outlays,
Generally, the ofl industry had returns adequate to meet it investiment. needs
during the 1930 biit shified dangerously toward inadequate return levels durin
the 1960°s and in the tirst part of the deeade; we eammestly hope eonditions wil
prrmit us to pursie all available investment u]t‘mrhmitivs to help meet this
nation’s energy requirements from this peint on, flowever, considering the long
lead time and heavy eapital investments per unit of eaergy output required for
developing alternatives to conventional petroleum produetion and refining, the
rate of return on onr existing base load business will have to be maintained on a
strong fosting for <everal vears,

Neither of these projections, taken together with the other factors mentioned
previousdy, lead to the conclusion that Exxon or the petroleum industrey is not
cgual to the task. Rather they suggos<t that hoth will be severely tested in meet-
inLg their tinzncing requirements, Any erosion of returus or inercase in the environ-
mental visk to which the business is exposed would be a detriment to efforts to
neet projected <pending requirements, Investors are particularly attuned (o the
investmeut climate and any adver-e changes in the external factors affecting the
energy business would mean that companies must carn higher returns in order
to provide the necessary amoeunts of investient capital, Any action which limits
levels of petumn, or inereases the risk to which the petroleum business is expused,
would jespardize its ability o raise the necessary investient capital.

SENATE FINANCE COMMITTEE QUESTION 1O. 6

INDUSTRY CAPITAL EXPENDITURE PROJECTIONS FOR 1974-85 PLRIOD
{In mutisons of current dollars)

Total Total
1974 19715 197% 1977 1974-77 1978 81 1982 85 1974-8%

O e it . bt = o 85 e

Estimated capital expenditure capatil-
\ty using Senate Finance Commuttee
Assumplions .
Projection Based on Industey
Average Rate of Return For
1964721 (petroleumoonly) ... 9,695 10,240 10.805 10,420 42,160 52,415 65,130 159,755
Projection Based on 15 Times
tndustry Average Rate of Re-
 turn 1964-721 (petroleumoonly). 15,275 16.580 18,005 19,565 69,425 96,595 134,270 300,250
Estimated industry capital expenditute .
requitements: Projection derived
from Natwnal Pelroleum Council

study case Hi2:
Peteoleum only. ... ... oeiieiieieeiaae e creeretiarsee e aennan €5.000 93,000 116,000 274,000
LT U . 76,000 108,000 137,000 321,000

1 We have estimated that the avetage rate of return on stockholders’ equity of the U.S. petroleum industry equals 09
parcent. This 1s derived (1om the Chase Manhattan study of 30 major petroleum companies and our esumate that tins
group of compames consiitute approximately 80 percent of the U.S. petioleum lnd-sm.

1 Study was adjusted to include marketing assets while being updated to 1974 and placed on a current dollar basis.
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Question No. 7. What percent of your total United States sales of petroleum
products during the applicable period were derived from foreign crude?

Percent of U.S. sales derived from foreign crude

Other

Crvde and Heavy pelroleum

uahinished ool oducts

Year Totat imposts lmﬂ ’i‘nwls
3.2 8 A4 20

3.3 ’. 8.5 ;.9

36.3 A 26.4 .4

kTR ] 6.1 2.3 25

UL go 5.3 il

38.; 5'2 g.i g.l

8o 0 i

s 6.7 ﬁ'l %It

Question No. 8. Describe the typical situation in which you have contractual
relationship with a foreign subisidiary involving a pricing problem. To what
extent do you believe it possible for a United States company complying with
the present tax regulations governing such relationzhips to shift United States
})mlils to the foreign =ubsidiary? Do you recommend any alternative approach

or regulation of such transuetion to prevent the shifting of United States profits
to foreign subsidiaries?

Our husic pricing principle iz that transactions between our affilinted compunies,
both U.S, and foreign, are based on open-market prices. This principle recognizes
that crudes and products are internationally traded commeadities whose market

aprices respond 10 fundumental worldwide supplyidemand forees. Under normal
d commercial and free-market conditions, Exxon believes that such pricing pro.
vides the soundest hasis for the establishment of intercompiuny transfer prices,

Uutil eurly 1973, a substantial amount of open market trading of erudes and
producets touk place which provided market prices which were used in the deter-
mination of inter-aflilinte transfer prices. l)vw‘npnwms in the international erude
supply and political environment over the last year or so, however, have led 10
a disruption of normal supply demand balancing mechanisms in the worldwide
markets for both erudes and produets with the result that market prices have
risen very rapidly, and recently in quantum jumpz, These inereases are direetly
attributable to bath the well-publicized unilateral producing country actions
and the willingness of ansious buyers to pay higher and higher prices to cover
their requirements with scarce supplics. Under these conditions, market prices
have been diffienlt to measure and as< a result, Exxon inter-affilinte prices bave
been increased much less rapidly and have essentinlly only covered increased
costs incurred by the supplving affilintes, It is anticipated that, when market
conditions become less c‘mulic, sufficient open market transactions will again
take place to establish an appropriate market price reference for inter-affiliate
pricing,

Our pricing principle is in accord with the regulations preseribed by the U.S,
Treasury under Section 482 of the Internal Revenue Code. Section 482 enables
the Internal Revenue Service to determine the true taxable income of & United
States company in situations where such company has contractual relationships
with its fureign subsidiaries. Detailed regulations have been issued under this
Code provision setting forth specifie standards for determining taxable income of
U, companies dealing with related foreign subsidiaries by providing for disri-
buting, apportioning, or allocating gross income, deductions, eredits or allowances
so as to clearly reflect income. The basic standard applied in such eases is that of an
uncontrolled taxpayer dealing at arm’s-length with another uncont rolled taxpayer.

These regulations are the most stringent regulations applied anywhere in the
world. They have been most vigorously applied. Based upon the extensive and
thorough Internal Revenue Service audits that we have experienced, we are of
the view that compliance with present tax regulations does not allow for a shift of
U.8. profit2 to a foreign sul)si(liury. As a result, we have no recommendation to
suggest in respect of any alternative approach to that now contaitted in the
existing regulations,
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Provide information as to investments and expenditures outside the United
States during the applicable period. Relate this information to the sum of (a)
carings outside the United States and (h) net equity and debt capital raized
outside the United States, during the applicable period.

The table attached shows that foreign carnings, depreciation and offshore debt
increases, taken together, were more than sufficient to fully finance new foreign
capital expenditurex and other investments The portion of carnings from abroand
in excess of those reinvested contributed to Exson's available resources for general
corporate purposes. Furthermore, these carnings streams contributed heavily
to the “timex-cover” formula by which the quality and pussible amount of new
corporate debt is judged. We <hould note that actions taken to reduce the fureign
net camings contribution to Exxon’s corporate resources would directly impact
its capacity to attract debt from both U.S. and forcign capital markets for any
pln:rpl(:svs, including new capital investments in energy resource development in
the U.S,

ANSWER TO QUESTION 9--SENATE FINANCE COMMITTEE HEARINGS

EXXON CORP., CONSOLIDATED RESULTS—FOREIGN
{ir mitlions of dotlars}

Estis
aled
1964 1965 1966 1967 1968 1969 1970 1M 1972 mm!

Expenditures less deprociation:

Foreign capilal spending. . . ........ ;22 S45 645 931 918 1,039 10M 5140 1,267 14N
Less Toreign capital recovery....... (345) (363) (317) (424) (445) (467) (464) (607) (597) (660)
Netchangeinplant. ............ i} 1 28 500 4, 9] S O60 N
Other lou'u'::mudnnm.nﬂ ..... 13; 10 ? )] Sg ) ‘g 19 16 (0]
Total. .cnnareccionnnnnann 39 ) 205' 275 _ 554 635‘ k1)1 ‘Nl“ ?31 B 6& _111
Foreignincome. ... ............ 55 9% s'sc"‘sg 69 5% 680 851 819 1,520
foreign new debl and equety. .......... " 10 7 115 328 201 1%0) 1S
L (7 IO 620 614 664 805 91} M1 1,008 1,052 639 1.695
Tl et BB Tt e d RS Sevae B® o B e T v P~ P N N e g

Foteign income and foteign new .

debt and oquity in excess of
expenditures less deprecialion.. 270 389 389 251 319 310 290 32 (47) 918

Y Data not available at thus Lime; it will be submitted later if the commitiee wishes. i

? Foteign botrowings to enable the w‘lgmnu to comply with the Depariment of Commerce’s OFDI regulations duning
1972, wete oot mxm until the 15t 60 days of 1973, as permutted by the regulations.

3 Prolmuinaty subject o dala on other toregn expenditures, net.

Fxxon Company, U.S.A,,
Houston, Tex., May 17, 197,

Mr. Ronerr M. WiLLaN,
Taxr Counszel, Commitiee on Finance,
U.S. Senate, Washinglon, D.C.

Dean Mr. WinLan: Attached iz the restatement of various data from our
February 14, 1974, testimony before the Finance Committee, which you requested
in your letter of March 19. We have followed your suggested format, making
minor madifications where necessary to he consistent with our data, The following
comments may be helpful in your use of this information.

QUESTIONS 1, 2, AND 3

The data are the same as our February 14 submission, except we have used
final 1973 results in place of the axtimates furnished previously.

The U.S. income and asset data are for petroleum and naturul gas operations
only. In 1973, petroleum profits represented about Y3 percent of total U.S. profits.

he foreign ineome and asset data represent petroleum and natural gas opera-

tions in 1973 and 1972, and total operations for other years. Petroleum profits
represent about 92 percent of 1973 total foreign profits.

Assets represent year average totaf assets as shown on page 26 of the Exxon
Corpuoration 1973 Annual Report (copy attached).
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Question 3 shows that a higher percent of income was invested in foreign opera-
tions than in domestic operations during the period 1969 to 1972, while the reverse
was generally true prior to 1969, The percentages were about the same in 1973,

In evaluating these data, it must be recognized that Exxon’s interests abrond
and the future energy needs of this country do not present conflicting priorities.
The major factor affecting Exxon's level of expendituies in the UK, i the number
of attractive investinent opportunities, These opportunitiez have heen limited by
actions and policies of the U.S. government. The fuct of the matter is that Exxon
would have preferred to invest more in the U.S. in recent vears, but was dis-
cournged from doing =0 due to delays in and limited size of federal lease sales,
environmental and legal actions preventing construction of the Alaskan pipeline
and drilling in the Santa Barbard Channel, and uncertaintiex created by the ad-
ministration of the Mandatory Ol Import Program which dizcouraged construc-
tion of additional U.S, refining capaeity.

QUESTION &

We have followed the format and criteria that the staff requested be used in
answering this question. Ax you may be aware, fixing the criteria for the rate of
return, for plant exhaustion rates, for dividend rates, and for borrowing rates
woduces a mechanical projection of funds available for eapital expenditures,

Ve must point out that this projection should not be construed as a forecast of
Exxon Corporation’s domestie capital expenditures over the next several years.
We are unsure how the Committee ph ns to use these duta, and would suggest that
they be interpreted in light of our concerns,

The Committee might consider evaluating the energy industry’s need for eapital
expenditures and profits as a whole, rather than trying to assess the forecusts of
a fow individual companies and then trying to interpolate the remuinder. The
studies carried out by the Chase Manhattan Bank and others would be helpful
in this regurd.

The staff has asked verbally for some guidance on Exxon’s profit outlook for
1974. In response, we have attached a copy of our proess release of April 24, 1974,
snnouncing Exxon’s profit for the fisst quarter of 1074, Uncertainties regarding
forcign government participation and possible chunges in both foreign and domess
tie government pricing and taxin !mllcios make it purticularly difficult to specu-
late hevond the first quarter at this time.

We hope this information proves helpful in your deliberation. Please let us
know if we cuan be of further assistance,

Very truly yours,
5 K. Minus 11



QUESTION NO. 1°*
EXXON CORP.
{in millions of doliars)

1966

o

1972

1973

.
o

Total

Rate of return net assets. ... ...........

United States:

Netincome. ....cccevcveccncancanncans
Netassets ! . ... .....ccccociuenanonan

corporate

87
7%
10.1
680
605
6.4

677

ghe
851
11,577

ne

Netincome. ..cceecuccivmerencianscnea

“‘ walql
L

MW .
(mm ‘7

§,5¢7
1.2
9%
828
6.1

7.4

300
11.4

1 859
811,33
1.6

830
630
2.5
470
646
1.6

3
i

L
"2

sssusesscnsscscnnn

Rate of return net assets.........ccc....

Netassetst.........




QUESTION %0. 2
EXXON CORP.
{in millions of doltars)

1870

19

1972

1973

a8

L1

4

§4

677
8L

719
859
1,578

o

830
1,470

2,300

1,267 1,218 1,226 1,119

1,528

United States !... ... canneeneincennee
Foreign 2. o oeecicciviniacniecacanns

Net income:

Totalofsbove. .. . .cecneenneuannnn

P

e

e

PRTRPrTE 3

Sonc

seetsosstcennnarcan
seannss

protitability ... ...

Sales 3
United States t
Rate of
Forelgna ..o iiiiniiniieaciccenans

1,612
1.8

Rate of profitabinty .- T 7

Total of above . ...
Taxes (Ex. excise):

Rate of profitabulity...........ccouee

»
.

1
.
»
.

»
.

.
.
.

.
.
.
.
.
.
.
by
]
.
.
)
1

Foreign 2

United States ¢ . ..

cesscemncn

Rate of profitability ... ... ...

Tt s S Mo e e St LN m S

sacessssencasunn

.

Capital employed:

Rate of profitaditity ¢__ ..

FOrOIgn 3. ereeiveercccoianaicasnonn

United States ' .

¢ Ba3ed on delivered net income (i.e.. includes aftes tax interest effect).

$ Including excise taxes.

od data are m,&mammm ws
rations for 1 71. Foreign income data
1964 -71 are not availabie,

ncome, sales, taxes, and capital employed dats are for petroleutn snd natural gas opera-
o

broken out tor petroleum and natural gas operations only

L
£z
"
b
B
E 5
E:
33
I
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QUESTION NO. 3
EXXON CORP.
{in millions of dolars}
Rabios: Capital expenditures
and explotatory expeadilures
. m a3 percent of —
tures and ' Eatnings hcm:r
explora- Caplotas  Adjusted and Net Adjusted ?

tion  Net? tion mmnr Capiial mom} income earnings  recove:
cxpenses  income expense (2and J) secovery Wand$ (a+2) Q+8 (|+e¥
) Q) 3) O] ) (6) m @) 9)
. 2% 323 155 s 223 101 186.1 125.7 8.7
. us 150 498 253 51 152.0 106.2 70.4
. 585 o 14 sn 2)? " l% 9 101.4 60.;

. 688 130 6M 28 915 136.5 108.5 1.
. Lou 532 125 657 k] 005 196.2 158.9 103.9
683 125 47 .073 109.8 9.4 63.7
ny 537 120 708 388 .0% m.g 101.6 65.6
642 61 1 m 409 .1 9. 82.6 54.1
639 it 1] 8 383 .2 9.8 82.6 6.6
fon 863 108 938 30 318 108.0 92.0 65.9
? 636 586 N 660 k1] . 005 108.5 a 4 63.3
] 629 595 8 679 364 .043 105.7 .6 60.3
966 ... .... 9 594, 9 688 m . 065 1.4 107.4 9.4
9%7......... 1,006 61% 16 691 o 115 163.6 145.6 90.2
968. . sga 694 70 764 44 208 142.4 129.3 8.8
9%69... ..... 1122 $96 88 634 S 14l 189.1 164.8 9.8
970 .. ..... L.168 6? 8 765 463 .28 1.8 152.7 9.1
ol......... 1.234 85 93 606 .55 145.0 lsg. 7 9.6
92z, ...... 1383 859 150 R 566 515 161.0 131 8.8
973°, 1.5 1,470 148 1,618 648 2,266 105.0 9.4 68.1

¥ After taxes, before dividends.

2 Petioleum and natural gas operatioas only,
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[

T- tal asse*s, Jan. }

R t20f return on average total asss (11 parcent). . . . .

Nt income e .

Flant exaustion 10 percent of net property, plant, and
equinmeat on Jai. 1, . . .

S0 Petcant dividends ..

Funds genarated .

Poteatrsl for caoityl expantitures

Net newn borromngs ncladimg capityhized leases !

Totat dabt . including capitahize 12ases

Oebt total assels ratio Dec. 31 (un parcent).

t Based on the conmtt+2's assumptinn that direct barrowines and offi-balance-sheet financing will

Total 1974

. . 6.813
S 19 5
15,049 753
10.922 452
7.511 376
18 470 823
23.115 1.030
4.67% 231
.. 913

12,6

1975

7,457
195
820
513
410
923
1.177
25¢
1,197
147

prodtte upts 23 a0t 13 perce wt respectively of additional Jomestic debt and equity capntal,

Noty: At tha regasit of t1y Sanats Frrance Commutlee the above data has been caiculated by
ap, byiag rotuin aad dabt 3.4 nplidas speciiiad by the Finance Commidtee staft to Exxon Corp. total

QUESTION NO. 6

EXXON CORP.
lin msthons of dollars|
1976 19727
8.121 8.8
105 15
813 973
579 651
4% 435
1.92% 1.133
1.203 14w
2 30/
1,474 1.776
16.7 18.4

&voty

1978

9.631
10 5
1.050
730
$30
1.269
1.%3)
32
2.105
20.1

1979

158
2,453
2L6

i b e

198y

12. 437
5

1981

LY}
1.333
1.012

684

1.697
212t
424

3an
24.2

4,790
27.4

1985

17,512
0.5

1.5%
1.518
963
2.481
3.078
597
s, 387
2.2

assats tor domeastic patroleum and natural gas operations as of Jan. 1, 1974 ($6,849,000,000) and s
tate of retutn on avetage tolal domestic petioleum ant natural gas sssets over the period

1964 73 (105 percent). The dats produced prov: tes a mochamical projection of funds avastable for

Caprtal expenditures anf, accordingly, should not be constiued as 3 fotecast of Exxon Cotp. domestc
capital axpenditurcs over the next several years,

¥



QUESTION NO. 6
EXXOM CORP,
{in millions of dollars|

Total 1974 1975 1976 1977

i

-

e B lorers 10
-

e
oW

333 B

”»
£8%

2

Total assets, January 1... .. . ... ... . ... ..cicicieeencecea eim 7,78 n‘m 10, 065
Rate of return on average total assets (inpercent)............ .. .. 5.8 1£8 5.8 5.8
Netincotae. . ... . .. ... ..... . ..o .. ... 3095 1,157 L, 316 1,496 L0
Plant exhaustion -10 percent of net praperty, plant, and

equipment on Januasy 1., .. ... ... l.a. .. .. 15,532 452 546 652 173
S0 percent dividends._........... 15, 485 578 658 748 850
Funds generated . . ... . ... 31,022 1,031 1,204 1, 400 1.62¢
Potential for capital expendituses. . . . 40,626 . 390 1,612 1,864 2,151
Net new borrowings --including capitalized leases 9,604 359 408 464 527
Total debt —including capitalized leases.. _ . .. cmeereieee LON 1,479 1,943 470
Debt. total assets fatio December 31 Cin percenty. ..o 1121710 00 - s fe.7 i9.3 1.6

1 Based on the committee’s assumption that direct borrowings and off-batance-chest financiag will  for domestic
provide up to 25 and 13 percent respectively of additionat domestic debt and equity capital, and one-hait

Note: At the request of the Senate Finance Committee the sbove data has been calculated by apply- ,,' lhnds"” "' ”":u" 0d 1964

ing return and debt assumplions sPecilied by the Finsace Commtiee staff 10 £x%00 COrD. U SIS Euman Lorp s Btacrte By . docording!
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Exxox CORPORATION,
) New York, N.Y., June 18, 1974.
Mu. Ropere M. WiLLAN,

Tax Counsel, Commiliee on Finance, U.8. Senale,
Washington, D.C.

DeAr MR WitLas: In accordance with our telephone conversation of June 14,
I am forwarding the attached information on Exxon Corporation requrng on
sharcholder equity. The first line represents the return for the total corporation,
As | indicnu-cl over the telephane, this is the only valid return on equity which
can be computed. Further attempts to state such a return get into a number of
arbitrary ﬂlllbﬂl(iunﬂ of the corporation’s tinancing az well as arhitrary allocations
of headquarters’ net assets and administrative coste. However, since you indi-
cated an urgent need for a statistical estimate of such a return for the U.N,
nnd foreign petrolemn segments of Exxon Corpuration, we have made some
urbitrary assumptions and the results are shown on the attachment.

As 1 mentioned over the telephone, 1 would request that you not refer to these
numbers as Exxon’s return on sharcholders’ equity for these two segments of
the corporation. However, you may use them in vour study if vou desire. If we
can be of further help to you in this effurt, please give me a eall.

Very truly yours,
U. J. LeGirANGE,
EXXON CORP.

RETURN DATA

3

1973 1972 1971 1970 1969 1968 1967 1966 1965 1964

Return on equity: Actual consolidated........... . 188 12,8 13,5 12.4 12,5 13.3 12.6 12.0 1.5 1.7
Csumated return on equity:
United States..... .....c.oovvvneineiann 1.6 15.3 153 14.0 15.0 40 .} 121 99 9.7
2 Y 19.5 123 125 1.6 10.8 12.8 1.8 119 124 130

Exxox Corroration,
New York, N.Y., June 25, 1974,
Mu. Ropert M. WiLLay,
Tar Counsel, Committee on Finance,
U.8. Senate, Washington, D.C.

Drar Ma. Winnax: In accordunce with your telephone request of June 20, [
am forwarding the attached additional financial data for Exxon Corporation.

The attached information follows the pattern used in my letter of June 18 and
the Questions 1 and 2 included with Mr, E. K. Mills' letter to yon om May 17,
The first line represents average consolidated net assets for the total corporation
and is in accordunce with data contained in our Anmmual Report. The estimates
for the U.s, and foreign scgnents are estimates <btained after using certain
arbitrary assumptions, Cerlamn Chemical operations und parenl company ilems are
excluded,

As mentioned in my previous letter, T would request that you not refer to these
estimates as Exxon's net assets for the two segments, However, you may use them
in your study if you so wish,

Very truly yours,
U. J. LGuasae,

By R. W, Puassuru,
EXXON CORP.

. RETURN DATA
{In millions of dollars)

JR— - - ——

1973 1972 1971 1970 1369 1968 1967  1%(6  1%S 1964

Average net assels:
Consoligated total, actual, 12.994 11,931 11,272 10,522 9,974 9,616 9,158 8770 8467 8.177

United  Stales, esh-
mated ! L. ANG 4699 4325 4193 L1497 3800 34574 3612 3519 3.3

Foreign, esumated?. .. 7,138 6,984 6. 508 5802 5519 5422 522 4992 498 458

Vincludes petroleun and natural gas lor all years.
? {ncludes petroleum and natural 2as for 1972 and 1973; and all foreign opetations tos 1964 71.
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QUESTION NO. |
EXXON CORP,
{1n malbons of doitars)

1973 1972 1971 1970 1969 1968 1967 1966 1965 1964

Total cosporate:
Netincome ............ 2.443 ‘Su 1.517 1,309 ;.2‘3 L2718 LIS Lot 973 $60
Netassetsy. .. .. oo 12,99¢ 11,931 11 22 lo.{ll . 974 9.616 9.)58 8.770 8467 8.1
Rateof retluinnetassets. 188 128 135 124 125 133 126 120 LS 1.7
Umted States: ¢
Netincome............. 830 ne 6n 587 62 532 504 L)1 k! 3 323
Netassets'.... . .. &216 4,699 4,425 4 193 4147 3900 354 3612 3 3]5 3.3:0
; ltale.ol relpnnetasselst, 1.6 15.3 153 W 1e 10 1 12 .9 9.
oreign.
Netincom............. 11,470 8% 851 680 596 69 615 594 59% 586
Net assets t_ . 1.538 6.' 4 6,808 5,852 5.919 5422 5212 4992 4798 4R

Rateof teturnnetassets’. 195 12.3 125 1.6 108 128 1.8 1.9 124 130

V Averajga of beginrung and ending year. (The allocation of petroleum net assets between Umited States and loreign was
caiculated by determining the relationihup between total return on Capital employed to the total return on shatehclder equit
and applying the 1ato thus oblained to total capital employed in the United States and foreign operations. tespectively.

i3] g net income, assets, and tates of relurn are for peticleum and natural gas operations only foi 2it years.

7 Since the allocalion of nel :ncome on petroleum operations between United States and loren 1avolves some arbstiary
ssutuptions. Exxon questions the use of such figures as accuralely 1epresenting retuin on sharehcider's equity in United
States and loreign petroleum cperations.

« Foreign net incoms, assets, and rates of tetutn are for pelsoleum and natusal gas operations only for 1972 73.:20d tot
all txxon foresgn operations for 1964 71 Foreign nel incoma, assets, and tates of retluin broken out for petioieum and
natuial gas operations only lor 1964 71 are not available

TEXACO, INC,
TrxAco, Ine.,
Nar York, N.Y., April 5, 117,
Hon, Russewn B, Loxa,
U.S. Senale,
Commitee on Fivaner,
Washivglon, D.C.

Dian Sexaror Loxa: This is in response to your Mareh 13, 1974 letter in the
natier of vour Committee’s work on the United States aperations of petroleum
companics,

The information in your guestionnaire has been compiled and is enclosed. Most
of tie answers are not in the furm suggested by Mr. Robert M, Willan's sube
seqquent letter beentise the considerable detail involved in changing much of the
information wready developed would have further delayed this response,

Nincerely yours,
Axxox M. Carn.

Question No. 1. What was the overall rate of return, after taxes, which you
company realized on stockholders” investment devoted to expleration, develep
ment, production, manufacturing, trunsportation and marketing of petroleum
products in the United Sttes?

ta) Where applicable, please give the souree of thix information,

i Are these figures for USRS operations diferent from the figures used in
weparing the reports o stoekholders and information provided the Federal
Frade Compission for purposes of preparing its Rates of Return in Seleeted
Maunufaciuring industries? If <o, please explain,

) How does e rate of return on UND petroleum investinents, as de-
seribed above, compare with your rate of return on other investments?

LEarnings altributable to U'.N. operations as percenl of cstimated avcrage stockholders’
g pe l" f g
¢

yualy tn the U.S.
Year: Year---Continued
1973 . 1.6 wes . L. 169
W72 . . . 123 1967 ... . P [}
ey .. . L . 12.2 66, . ... e 16, 4
1970 . . A | 1 L1 .. U W 1)
ey ... .. . . .2 120 164 . . . L 13. 4

1) The souree of the information is estimated alloeations of carnings and aver-
age stockholders” equity data eontained in Company records,
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(h) The figures for earnings atteitiaiable to U8, operations are not different
from the figures used in preparing the Company™s Anntial Report 1o steckholders,
res for estimated average stockholders’ equity in the llS have not bwan
included in the Anvual Report to Stockholders. With respeet to carnings and
average stockholders' equity, figures provided to the Federal Trade Commission
srior to the fourth quarter of 1973 represented total worldwide data of Tesaeo
ne. and subsidiary companies consolidnted. Effeetive with the fourth guarter
of 1973 such figures were provided to the Federal Trade Connmission on a total
worldwide basis as hefore, and in addition <such data were provided with respeet
to U8, aperations,
te) The rate of return as deseribed above refleet< all operations.
Question No, 2. What i~ the rate of profitability to sales? To taxes, ather thun
excise tanes? To fabwr costs? To total investment, including borrowed capital?

Carnings altubulable €ainings attubytable farmngs attubulable  €armungs attubulable
10 US. opcrations as 10 U.S. operatidns as 1o U.S operations 38 o US operations as
percent of Texacs  percent of Teaaco  peicent of Texaco petcent of aserage

and subsidiary com. and subsiirary  and subsitiaty com. wvetted Ciptal i
panies’ not sales  companies” duect  pames’ U.S pavioll United States

tevenue in the tanes and empinyee

Year United States ! benetits
1973 ........ .. ... 10.5 178.2 1.8 9.6
1972 12.1 189. 4 2.2 10.2
9. 131 193.1 81.9 10.4
1970. .. 1.9 1811 9.9 i
1969 .. 141 W54 .3 103
1968 19.4 308.7 14.4 1.3
1967 . 18.6 315.8 131.9 TR
1966, .. 1.7 .8 164.7 143
1965... . 1.8 325.6 19.1 13.%
194..... .. 15.6 2.9 102.5 n.s

1 Sales revenus in the Uniled States excly jes £10ss income (10 seivices, equily IR nel 1aCIm® of nonsybsidiary Com-
agm. dividends, interest and other net income applicable to U S. operations The earmings ate the 10131 aitubutable 10
S. operations,

Quixtion No. 2. What is the total of exploration expense and capital iny estuent
in petroleam as<ers, in dollars, vear by vaar? What is the ratio between your taal
ensh income igenerated by carpings, deprecintion, depletion allowanee, vie.,’ and
yeurr totud investment in petroleum assets, inelading exploration expense?

Estimated cash flew

telative o U S

operations as

Teraco and grircent of

subsioiaty Tesaco and

orpanies’ sutv idiaty

capital and corpanies’

exploratory capital and

[} ditures In exploratony

the United States espenditutes i

Yeat (nmilons) United States !
(peicent)

1973 $907.2 919
9n. .. naLy 108.9
" 661. 9 1.8
1970 . 60.9 126.0
1969 468 1 151.0
198 61).2 121.0
1967. %1.9 130.3
196 . .. . 5148 1316
19%% . . . . . 496.2 1211
1964 . . . . U . mi o

- —— f— e e e s - e - o — -

i Represents sum of foliowing amounts estimated 10 be atuibetable to U.S. operations. net income. deprecia‘ion, Jeple-
t1on 3nd amorlization, proysion foi income taxes  delerred; equitly 1 undistriuted earnings of nonsuDsIddLY COMpanies.
Cash income a5 descrined 1s belore maning any proJssion for payment of cash dividends and any other dispatiions of
funds that may be requited, such 8 increases n working capital, ispaymicatl of dedt, eic.

Question No. §. Provide information as to the dodlar amount of petrolenm earn-
ings paid ent in dividends during the applicable period and <how dividemds juad
as a pereent of US. petroleum carnings. Assume dividends are payable out of
U.N, petroleum carnings in ihe <ame ratio as U.S, petroleuns carnings are to total
carnings.

FYT | I X R
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Cash didends pad

a8 parcent of

eaimegs attnbutatie

) 0 US. operatwes

Total cash dindends based ypon above

Yot pad (milisons) promise
$470.4 %.4

cs., 50.8

4 4.2

1) 435.8 530
1 n.3 5.9
: 21 i}
L1 T PP e e e 2&.4 5.8

Question No. § Fourth Quarter— 1973 Farnings and Retail Prices, Please
provide an explanation for any inerease in U.S. fourth quarter 1973 earnings over
carlier fourth quarter earnings. In thiz connection, it wonld be helpful it the
explanation were to include ap estimate of the proportion of inereaze attributable
to ) normal growth in sales, (0 inflation, () absence of soft markets due to
shortages, (d) inerease in ceiling price of domestie erude, and i) any other fuctor
increasing profit margin, To what extent are higher gasoline priees at the pump in
the fourth quarter attribmtable o inereases in cost refleeted in the dealep
tankwagon prices texplain the source of inerease in cost<)? To inereases in profit
reflected in dealer tankwagon prices? To inereases in the retail margin udifferentinte
between company controlled retailers and independent retaiters)?

Texaea's fourth quarter 1973 carnings attributable to the United States did not
show un inerease w{n-u compared with the fourth gquarter of 1972,

Inereases in Texaco's denler vnkwagon prices for gasoline during the fourth

uarter of 1973 were in accordunce with the cost of Living Council’s and the
%«-l«-ml Energy Oftice’s Mandatory Peteoleum Price Regalations,

These price inereases were made to effect dollar-for-doliar recovery of inerensed
conts of domestic and imported crude and products, as computed in accordance
with the CLC-FEO regulations,

Texuco does not set the pump price for gasoline except at some 24 Texuco
salary operated serviee stations,

In regard to inereases in profit reflected in dealer tankwagon prices, Texaco's
carmngs are not segmented in this manner.

Questian No. 6. Provide an estimate of your capital requirements in the United
States for the period 1974 83, 1) assuming your rate of return on U.S, operations
was the same as your average rte of retaen for the period 1964 -93; and (h)
assutping vour rate of return was one and onehalf times vour avernge rite of
return for 1964-78, Assume for this purpese that you will be able to borrow
dircetly up to 25 prreent of vour financial needs and are able to use off-the-halance
sheet finaneing for 13 pereent of your needs, \What is vour view as to the validity
of such financing assumptions as applicable to the circumstances of your
company?

COMMENTR

Tt iz not exactly clear what this guestion is attempting to arrive at,

The question implies that rupil:al requirements will differ depeading upon the
Jevel of rute of return. Viewing the industry as 2 whole, capitd requirements will
be determined by the demand for energy sand the eapital costs of constructing
the facilities needed o meet the demand. Inoa sense, rate of return will not deter-
mine capital requircments, but rather will determine whether or not capital
reguirements can be met,

li)’ another interpretation, this question appears to be asking for projections of
Ceapital expenditures,” in the United States rather than “eapital requiremems.”
Clearty, the Iniglu-r the rate of return, the greater will be eash availability and the
more will be reinvested. However, it is not possible (o project eapital expenditures
for petralenm investment in the U5, on the basis of hypeothetioal cash tlow eised
on an asstmed rate of return in the USC The amonnt actnadly invested on U.N,
petroleum operations will not only depend on energy demand but also to some
extent on the attractiveness of alternative investments in other energy induostries,
W hule rate of peturn <erves the fnction of generating capital, it also serves to
alloete capital 10 its ost cesnomice uses. For example, carnings from foreign
operations could well be reinvested in the United States petroleum industry, if
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the rate of return were more attractive here. There is uo way that this could be
fuctozed into 8 simple model. Any attempt to 'pmjcct capital expenditures for
UK, aperations, based on projected eash avails from UK. investment would also
require many other assumptions, e.g., on dividend payments, working capital
requirements, deprecintion, ete. In view of the many simplifying assumptions
required, it in felt that any projection of capital expenditures could be grossly
misleading, particularly when the United States is arbitrarily segregated from the
rest of the world.

In evaluating the oil industry’s mte of return, however, the following should
be kept in mind: :

@) Profits in industry in general have been inadequate in recent years, Growing
shortages in many areas indicate insufficient capital investment,

) Rate of return calendations are based on Listorical costs and can be somewhat
mirleading during periods of rapid inflation. As historical costs understate the
valie of assets in such periods, rate of returm tends e be significantly overstated.

Rate of return hased on the replacement value of assets would probably have
been considerably lower than book rute of return in 1973, However, the economic
feasibility of new projects must be bhased on anticipated profitability of these new
projects at eurrent cost levels, which are substantially higher than costs of com-
parable investinents made in the past.

1) During perivds of rapid inflation, investors require a greater return on
investment to compensate for the declining purchasing power of the doliar.

) High grade industrial bonds, with a minimum of risk, currently yield some
8¢, compared with 457 ten years ago,

o) Investment in energy industries tends to be riskier than in many other
industries, This is particularly true with respeet to explorstion in new arcas and
massive investinentz on projects requiring new technological applications, e.g.,
svathetie cil from coal, shale and tar sunds,

«fy A higher than average rate of return is the means by which capital resonrees
are attracted to areas of greatest necd. As enery ¢ self-suflicieney is a national goal,
the rate of return should be attractive enough to pull resources into the energy
industries, This is the way the market mechanism works.

In view of the above, rates of return higher than present rates are
fully justifiable.

Another approach has been prepared, enclosed as attachmenta 11 and 114,
that. interprets question No. 6 as a0 request for “eapital availability” as distinet
from “capital requirements”. This assumption as to capital availability permita
a mathematical projection from current statistical data and detined guidelines
regarding borrowing and the rate of return. Capital requirements, on the other
hand, are determined by the demand for energy, the capital costs of conrtructing
necessary facilities to meet such demand,

Supplementing comments alrendy made on the statistical aspeets of this ques-
tion, it is obvions that the projected data in this exercise do not include the
effeets of ceonomic or palitical events which may occur in the nexst twelve years,
Any governmental actions such as unrealistic price controls, an execss profits tax
ar removal of the depletion allowanee will have signiticant impact on the ability
to maintain even the historie rate of revurn or the amount of funds gencrated from
non-cish charges,

Quextion No. 7. What percent of your total United States sales of Lu-trnlvum
praducts during the applicable period were derived from foreign erude?

Forcign crude run al domestie v fineries as pereent of Teraco and subsidiary com-
panes' refined product sales ralume in U nited Statcs

Year: Year - Continued
| LY 2 F eeee 2.7 68 _ ... femeceeeee.e WL T
| L o S [ . L2 | LI . e ceneeeene 9N
| LU . w7 1966 .. ._.. e .. ks
| LT . 7.6 | LLTH s oo ceeee KL G
| R em—ae a6 90 . e, W2

Question No. 8. Deseribe the typical situations in which yon have contraetua
relationships with a forcign subsidiary involving a pricing problem. To what
extent do yan believe it pos<ible for a United States company complying with the
prresent tax regulations governing sueh relationships to shift United States profits
to the foreign subsidiary? Do you recommend anyv alternative approach for
regulation of suech transactions to prevent the shifting of United States profivs
to forcign subsidiaries?
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Our transfer prices todoreign subsidiaries are based on our best judgment of
fair anw's length prices. These obviously cannot e precise and from time 10
time we have had disagreements with the Jeeal managements of foreign suls
sidizries as to the fair price that should be charged. Likewise we have had disagree.
ments from time to tine with foreign govermnents as well ax the US, Internal
Revenue Serviee, but in all instances have managed to reach amicable settlements,

A US company complving with exicting income tax regulutions could no
<hift U8, prodite 1o its forcign subsidiary sinee transactions beiween related
emtities are required to be on an arm’s length basis. Under Seetion 482 of the

“Internal Revenne Code aud the regulations pronmileated thesnder, the Come.
missioner of Internal Revenie has the power (o pestructiire any transaction bee
tween relited entities which he dees “necessary in order to prevent evasion of
taves or eleardy to retleet the incote™ of the parties,

We believe, therefore, that the Commissioner has adeguate authority 10
pelice imtercompuny transactions and 1o institgte changes in these instances
where he helieves ineame is being <hifted to the detriment of the US0 Creasury,
It <henald e notead als o that aur intercompany pricing arrangements are subject
to close serutiny by foreign governments as well as the U.S, Internal Revenne
Nerviee,

Q- stion No. 9, Provide information as to investments and espenditures ont.
side the United States duaring the apulicable perind. Relate this information 1o
the <um of 0 caruiugs oitside the United States and (b net eguiity and debst
capital raised outside the United Stave<, daring the applicat le period,

Inm;-an‘a-s-ubm-
nues” capital 2nd
exj fo:alory expend-
Nuse* cutside the
United States as
pescent of eat- ings
aAtibutatie to

Texaco and sybsd- Cpera 1008 oy e
anier” caprial and the United State<

eriloretery eapend. and net equity ad
dures vutside the debt caital ‘aiceg

United States outside the

Yeu (m:llions) United States

1973, $4i6 7 2
19i2. . 48.0 il
191 0.7 ¥
1970 305.6 35
199 3218 39
1 Nl 50
1967 33].8 4%
196 222 & 40
1905 222.71 @
191 230.7 8

Question No. 16, What wonld have been the impact on rate of retuen on stock-
hedders” investment in petroleun assets in the United States if there had been o
depletion allowanede?

Sarninss altributabie to U8, aperations as poreont of estimgled arerage stockholde rs’
cquity an the U8, asswming porcontage depletion discontivued « flective Junaaru 1,
| T

Yeur: Yeur- - Continied
0 . R . O 1 196N . R P H
1472, . . . W4 1967, R X
ey, .. . L. LU e . . L Lo 12
1970 ) o [T jaes. . . .. 126
ey . . . e N T Jutd e o R (1 |

It ~hould e noted that in arriving at the above rate of return, it has been
assumed that pereentage depletion was in existenee prior ta January 1, 19618 It
<hould also be realized that if iereentage depletion has heen diseontinued effectis e
Janmary 1, 1964, that it conld have had a waterial offeet upon the Company's
puliey as to investment prograns, dividends, ete., which would have in trn
affected stockholders” eguity. Toe auswer furnished represents a mathematical
caleulation mude in the wanner requested without segard to the potentinl adverse
impact of the assumed absenee of pereentage depletion on the aprations of the
Company, therefore, on the carnin < and stockholders” equity duta used in the
caleulation,
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METHODOLOGY OF COMPUTATIONS IN ATTACHMENTS ITAND I1A

1. Stockholders Equity Junuary 1—1974 Figure represents Stockhulders equity
in U.R. Subseguent years reflect the addition of 50 pereent of net income.

2. Rate of Return—14 pereent and 21 percent to refleet committee guidelines,

3. Net Income—14 pereent (or 21 percent) of average cquity (beginning + end
of year divided by twa),

4. Dividend<—a0 pereent of net income,

3. Retained I-Znnunrpt——.'vo wreent of net income.

6. Net Property, Plant and Equipment Junuary 1--1874 figure represents net
praperty, plant and equipment in U8, Subseguent years reflect addition of new
capital investment. (ine 11) and =ubtraction of allowance for depreciation, deple-
tion & amortization Qine 7).

7. Depreciation, Depletion and Amortization—7 percent of Net Property,
Plant and Equipment.

8. Funds Generated—retained carnings plus depreciation, depletion, and
amortization.

9. Additions to Working Capital—20 pereent of retained carnings.

10. Barrowing for Capital Investment—Inerease in long term debt which will
Keep debt.equity ratio at 1:3 1975 and after horrowing equal to 1:3 retained
carnings,

11, Available for Capital Investinent—funds generated (line 8) plus borrowing
Hine 10) less additions to working capital.

12. Total Debt December 31-—1973 figure of £1.13 hillion represents long teem
debt in U8, Subsequent years refleet new borrowing to achieve and maintain an
asstmed maximum feasible debt ratio,

13, Debit Equity Ratio December 31 —10738 igure of 0.29 is increased (o 333
in 1974 and held constant thereafier,



QUESTION NO. 6a
TEXACO, INC.—U.S. OPERATIONS CAPITAL AVAILABILITY WITH RETURN ON INVESTMENT AT 1964-73 AVERAGE
o miltions of dolters]

Totsi 1974 1905 192 1977 1978 1979 1990 1981 1982 % 1904 1965

3960 4247 4535 485 52% S619 60X 643 69 748 W 8,952

0." B P
! 815 874 33 1,006 L0 L19? l.al
m 3 355 3% 408 437 69 so3 540 7 1
87 308 330 354 380 07 437 469 $03 59 s €20
$,3% S, 8% 6,2 6,608 7,009 1,40 7.9 8,397 8,929 9.4 10,109 10,764
an 412 4% 463 ol $21 $53 Ses 625 66S 708 33
664 720 %6 817 s 28 9% 1,057 1,128 1,204 1,206 L3
057 062 066 071 076 os1 087 0% 101 108 116 124
266 102 110 118 127 13% 145 157 167 10 193

206
873 760 10 %4 22 N Lo L1200 LI L% 1, 1,458

EXISTING DEBT AND BORROWINGS FOR CAPITAL INVESTMENT REPAID BY ACQUIRING NEW DEBT. DEBT TO EQUITY RATIO MAIRTAINED AT 1:3, (DEST TO TOTAL CAPITAL AT 1:4)

!2 Totsl debt (1973 -31.158) Dec. 31 . ... ... ...l 1,416 1,58 1 628 1.7 1,83 2,000 2,154 2,311 2,478 2,658 288 3,09
3. Debt/equsty 3110 Dec. 31 (1973«0.29) ... ..o .ol il a3

........................................ e R R e S L L LT T T PP TR S P N




QUESTION No6b
TEXACO, INC.—U.S. OPERATIONS CAPITAL AVAILABILITY WITH RETURN ON INVESTMENT AT 115 TIMES 1964-73 AVERAGE
{in millions of doltars]

Tots ! 197¢ 1975 1976 197 1978 1979 1990 1981 1982 bt 1984 1905

i. WM JOR laeincecacciocsecncesoncecanconnncns (36.”) 4,39 4,886 S, 627 6,028 6. 696 7,438 8 262 2177 01 11,30 12,578
Z m“' mm":.. " 2 "°"§?§""°i;ﬁ§""'i:263 N 1 T o
4. Less dividends . 10,018 439 488 542 %8 1 825 916 1,017 1.1 1,255 1.394
g' Net property, plant and equipment Jan. 1. 10.012 5.‘3';’0 &g; 6.2:4‘) ) 223 '} g ;Zﬁ Q.g; to.:g ‘2;; t}.izzz l 333 :3%
A e REE TEOTSG MG M W om0 BB W2 8 B
9. 0ss 097 108 120 134 148 165 183 203 26 o1 0m
10. 316 163 150 200 223 287 278 305 39 376 419 o4
11 1,084 2] 1,076 1,187 1.310 1,87 1,99 1,768 1,95% 2,163 2,396 2,652

EXISTING DEGT AND BORROWING FOR CAPITAL INVESTMENT REPAID BY ACQUIRING NEW DEBT. DEBT TO EQUITY RATIO MAINTAINED AT 1:3. (DEBT TO TOTAL CAMITAL AT 14)

12* Totsl debt (1973 =51,158) Dec. 31.......... cocvunes . . 1866 1,629 08 009 wm @ 5 059 ] 74 13 @7
13. M‘qﬁy(lmote 3 21973-0.29) ............ caessamenes 333 e ..}:........i ....... 2: ..... ..3: ........ ?’ ..... ...?: ...... ?'........j'......,..?.........?....
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QUESTION NO. 1
TEXACO, INC. AND SUBSIDIARY COMPANIES
{Doliar amounts in millions}

Year
1973 1972 m 1970 1969 1968 1967 1966 1965 1964

Total:
Netincome. . ...........ccovineiannnn. $1,.292. 4 $889.0 $303.9 $822.0 $769.8 . $590.9 $540.7
Avecage stockholders’ equity ........... 7.583.6 6.959.9 6.512.2 6.083.0 $.724.5 83 4,.264.7 4,031.2

o geaemmmemews o e semveers S r soTmeec o b sdw s g maees L orm & .

TR S & LR TR IR . [ -3 S .- Eeg e wenIY g o4 OUENE T CPROTETENT - LMol

Rate of returm on average stock-
hoiders’ equity (percent)......... 1.0 1.8 13.9 13.5% 134 154 15.3 4.4 13.9 134
Sim MTmSmR v mpooSmTiiERSeg 0 LM GSTUSmECSc . UULEEIERIIG.. . TORSSISUTCUTMESD TUOVTEE S S L SLE TEEDT L ek PO SRONSTOR_ZY D OPEIRLOE 0 JSOMEAR eneloate ol

mcome. ... .. .. . eas .9 38.3 $439.8 $460. 8 0 $493.8 $840. 5 $394.3 $3%. 4
Average stockholders' equity........... 3,924.8 3.513.2 3.607.6 36140 * 3.48L.5 3.23. 2,919.7 2,608.1 2,535.7 2,86,
3 S 2 E S - T TR - o A - AT ! UTIENEENST Lr T TENGTOSSTSRID CEET T I i

Rate of retum on aversge stock- T o ’ ' '
holders’ equity (percent). ........ Vll..G 12.3 - 12.2 12.7 7 AIAZ.Q 16.79 AK.’ ““, » 15.5 I{.l

S $450.7 .1 $362.0 . .
3.658.8 3.3%.7 2.““& 2,474.0 2.92;3. ] 2,08.

213.5 $196.6
1.9%5.1 L18.0

i TR S Ha SR SRR RN L AR Tl

oquity. . ...ceiieiiaas 2.9 13.3 16.0 4.6 18.7 130 1.9 iLe¢ 1.4 1S

! Net incoms excludes nonrecurring protit of $17 after applicable incoms taxes, fiom Note: The source of the information 13 estunsted aliocations of earmags and avecage stockholders’
liquidation of Great Lakes Pipe Line Co. +800.000. oquity data contained in COmpany secosds.

%9



QUFSTION NO. 2

TEXACO, INC. AND SUBSIDIARY COMPANIES!

{Ooliar amounts in mitilons]

1971 1570

1972

1973

.9
3385
$1.292.4

ecnsm
==

1ecsmsssnance

Attributable to U.S. operations. . _._ ...
Attributable to operations outside the United States. ... ..

Net income:

$500.9 $540.7

o e

$750. 5 23654.0
e TR

$819.6

.8
A e S T

o came——

$822.0

$289.0 $903.9
LIS AR TR w2

TORB. .. ceeceriiciciacccncccaccctc nnacacrancnconannns

Sales:¢

ressssusssscsssnenrannen

tesesmseranstrassmranvinon

cerenmsens

rofitabuiity
Rate of profitability (pescent) . -.-.-oTIIITTTIIIITINTT

Mds
Outside the United
Total.........

14.7

$4,457.0

1.5

.0 .3
S 2.9 $5. 164

13.3

$5.781.8

13.2
vl

$6.238.6

$7.411.0
122

566.5
= 10.4
TR T T T i

S
1.5

$11. 2

.
.
v
.
.
s
.
.

i
W
i

£
£
i

caiecs_enermamyeas

£
.......,.m.nm
2~2% 8§
8 g |

:
i

asessercesnasasrencancnas

-

.oa

W
i

Rate of profivability (peecent)_ -0 T11TIITIIIT

c8a - scsiwreeess- b nsc.ssarmemse

$8.372.0 $2.74
1.2

$9,2%.7
14.8

sessmienemn

cecmrssBicisnsanceen,

Rate of profitability (perceat)..........

Total.

*Ssles revenue excludes Rross income from services, equity in net income of noasubsidiary
companies, dividends, interest, snd ather net income, whereas et income is applicable to all sources.

g profit of $17,800,000, after applicable income taxes, from

liquidation ot Great Lakes Pipe Line Co.

tater information received from Texaco.
2 Net income excludet nonrecurrin;

1 Corrected per
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TEXACO, INC. AND SUBSIOIARY COMPANIES
QUESTIONS HO. 3 AND 9

{Dollar amounts in millions]
Ratios: Capital expenditures
and exploration sxpenses 35 8
Caitat (pescent of—)
pil

Capital tecovery Adjusted Adjusted
expendi- (depieci- earnings ' earng
tures and atwon, de- lus plus
eploia- Explora- Adjusted  pleton  capital Net Adjusted  capital

tion ex- Net tion eatmings and amot- mom‘ income eainin recovel

penses  income expense  (2+3) tization) (849 a+2) +3) (1+6
Year Cot. { Col. 2 Col. 3 Col. 4 Col. Col. 6 Col.? Col. 8 Col. 9

$328.4 $42.3  $370.7 §151.6  §522.3 113.9 100.9 .
3943 41.6 a9 148.5 590. 4 125.8 l‘i‘g. g 84, 8
1480.5 50.9 491. 4 154.8 6!%2 1l g 104, n.7
493.8 46.2 540.0 171 m. 1 104, 78.4
$48.0 9.0 581.0 191.5 8.5 122.5 114.3 86.2
418.0 6.2 9.2 218 g 691.5 112.0 91.7 6.1
460.0 80.1 540.1 M, 8.6 130.5 1.2 76.5
439.8 59.1 498.9 2%.1 755.6 150.4 132.6 8.5
4383 s4.1 492.4 288.5 7180.9 163.1 145.2 9.5
X 4539 61.0 514.9 339.1 8540 199.9 116.2 106.2
0yr...... $.970.4 44150 541.5 4,95%6.5 2.170.6 7.120.1 135.2 120.5 7 8.8

P~ . e e e T i ST ATl . TRl Tlee b g """“""»‘2»‘."““""
foreign:

| 230.7 2.3 1.1 3.4 .3 8.7 108.7 108. ; 80.2
22.7 196.6 .1 192.3 16.1 :Zéi 4 113.3 12 8.5
222.6 3.5 .5 2140 108.7 1 104.3 104.0 69.0
331.8 28.7 .3 251.0 1205 381.5 129.3 129.1 81.0
394.1 206 et 1.6 130.4 402.9 145.1 145.1 9.0
323.8 L8 ......... . L8 121.0 l7¥ é 92.0 9.0 61.6
305.6 62.0 ... . 320 125.1 u.; 8.4 84.4 62.7
500, 7 681 ......... 464.1 136.1 600. 100.9 101.9 8.4
418.0 480.7 .......... 450.7 138.4 589.1 106.1 106.1 8l.1
026.7 8385 .......... 838.5 2116 1.050.1 50.9 50.9 40.6
3,436.7 3.617.8 2.6 36204 1,252.2 48126 9.0 9.9 70.5

t:uua income excludes nonrecurring proft of $17,800,000, after applcable income 1axes, from sales of Great Lakes Pipe
] .
MOBIL OIL CORP.
Monin O1L Corp.,

New York, N.Y., March 13, 1974,
Hen. RusseLl B. Loxg,
1°.8. Seuvale,
Washington, D.C.

Dear SExatonr Loxa: Pursuant to your request, enclosed please find answers
to the energy questionuaire previously received from the Senate Finance Com-
mittee. Confirming our recent conversations with Mr. Robert M. Willan, of your
staff, in preparing answers to these questions we have found in some instances
that our financial and accounting systems and data did not provide information
in exactly the form requesied. fu wuch instunces, we have supplied comments
which are directed at the intent of your gquestion. in addition, we have combined
the answers to questions 3 and 9 to place them on o comparable basis,

In view of the foregoing, care <hould be exercised if any attempt is made for
statistical purposes ta combine these answers with those from other questionnaires.

During our conversations with Afr. Willan, he requested we also provide you
with the impact on sharcholders’ return on equity and on assets if no domestic
pereentage depletion allowance had been availuble. For the year 1973, this im-
pact would bave been as follows: .
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1. Return on Shurcholder Equity Without Domestie Depletion

{in percent)
Worldwide United States Foresga
Bshmated . . it ieeeiieraaeaane 1.6 8 21.3
Without currency conversion factor beingincluded. . .............. ... 12.0 s 16.1

2, Return on Assets Without Domestic Depletion Fquals 4.8,
For your convenience, we have added these figures as notes to the answers (o
questions 1 and 2 in the body of the questionnaire.
1 trust this will at?)pl,\' the information which you need. If not, please feel free
to call Mr. Clifford J. Johnson, at 212;883-3190.
Yours very truly,
Pavy Lirree,

Question No. 1. What was the overall rate of return, after taxes, which vour
company reilized on stockhoiders' investment devoted to exploration, develop-
ment, production, manufacturing, transportation and marketing of petroleum
products in the United States?

Aunswer. The table below shows Mobil's rate of returm on average sharcholder’s
equity split between ULS. and foreign operations, These data inelude chemical
and real estate operations ~ince arbitrary allocations of assets, liabilities, overheads
and taxes would be reguired to separate them from our petroleum operations.
Because thiz portion of our business is relatively insigaificant, its inclusion should
not ereate any distortion in the data.

Percent retuin on shareholder’s equity

hiﬁo:ﬁu‘v—i'« United States fom;;

______-___-

RErrES55580vw
DODPNNRDOWO SO
#EnSweSSSwmee
COODONWN OB 0 tNes Q9
PENRRERSEBEER
v ) (od 0= NS CD WO I 00 B O~

~
B

11973 if exclude domestic percentage depletion. .

1973 data when excluding eaimings resulting from currency transtation (1 e., conversion of foreign profit and loss state-
ments 1nlo weaker 1973 doilars) would have been

3 Estimated wmithout domestic percentage depletion.

Subquestion (@). Where applicable, plense give the source of information,

Answer. Source of earnings and sharcholders’ equity is the Annuast Report (1964-
1972), Source of estimated earnings and sharcholders’ equity is the Earning
Redease (1973).

Subquestion (h). Are these figures for U8, operations different from the figures
used in preparing the reports to stockholders and information provided the Fed-
<ral Trade Commission for purposes of preparing its Rates of Return in Seleeted
Manufucturing Industries? 1f so, please explain,

Answer. Data are taken from reports to stockholders. The Federal Trade
Commission colleets data which allows them to caleulute a worldwide return on
zsl'l:m‘hc dders equity. These sume data are used to culeulate the numbers shown.
abuve,
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Subgyucstion (). How does the rate of return on U.8. petroleum investment,
as described above, compare with your rate of return on other investments?

Answer. Ax shown above, the rate of return on U.8. investment has been below
the return on foreign investment.

Question No. 2. What ix the rate of profitability to salex? To taxes, other than
excise taxes? To labor coxts? To total investments, including borrowed capital?

Auswer. The table below shows United States earnings as a percent of United
States revenues, taxces, Inbor costs and total assets,

{Dollar amounts in mitlwons)
Percent
Memo: US.
Revenues | Taxes? Laborcosts 3  Total assets ¢ eainings
5.8 1%0.8 6 45 $120.6
6.9 14.0 3.6 5.9 152.5
1.5 154.0 43.0 5.3 M.z
8.3 152.0 0.7 6.6 210.5
8.6 u}z 55.6 6.9 231.9
8.9 152.3 52,2 1.3 5.8
82 126.7 51.2 6.4 246.9
1.4 n.s 6.4 5.7 235.3
6.9 152.1 3.2 5.6 238.9
.90 134.3 ol 8.9 m.8

_ 1 Revenues exclude excise and State gasoline tazes. These data are the U.S. component of the revenus figure published
in the Financial and Operating Statistics suppiement to the Annusl Report. )

1U.S. anes exciude excise and State gasolne taxes and import dulies. They represent the U.S. component of income
taxes and property, production, payioll and other taxes g:blnbod 1n Mobil's Annual Reports. The U.S. Fedetal income Lax
provision included in this total is 1dentilied sepatately in the SEC 10-K Aanual Reports.

3 Labor costs include na‘xtdl and benefits. These costs are the U.S. component of the worldwide payioll and benelits
figures published in the Financial and Operating Statistics suppiement.

4 U.S. totsl net assets are published in the SEC 10-K Annual Repotts.

Nole.—~1973 estimated return on total assels without domestic percentage depletion: 4.8,

Question No. 3. What is the total of exploration expense and capital investment
in petroleum assets, in dollars, year by year, und ax a percentage of the sum of
(a) enrnings (ufter taxes and dividends) and (h) exploration items which were
expense? Please indicate whether this table is based on income for tax purposes
or for financial book purposes,

Question No. 9. Provide information ax to investient and expenditures outside
the United States during the applieable period. Relate this information to the
sum of (a) carnings outside the United States and (b) net equity and debt eapital
raised outside the United States, during the applicable period.

Answer. Both questions request information as to exploration and eapital
investment and their relation to net income and net income plus designated
adjustiments. Question 3 pertains to U.S. operations; Question 9, to foreign opera-
tions. We thought our response to these questions would be most useful if we
provided consistent data. (See schedule attached).
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QUESTION NO. 3

{in mutiions of dollars}
Ratios: Capital expenditures
and exploration expenditures
83 8 percent of—

Capital Adjusted Adjusted
expendi- Sarmng eainings
tures and plus plus
exploras Explora-  Adjusted ) capital Net Adjusted  capital

tion ex- Net on  esrain Capital  recover income  earnin recover
penses  income expenss  (24-3) recovery 4+, a+2) Q=+ (+6)
Yeat Col.1  Col.2 Col.3 Col.4  Col.$ Col. 6 Col.? Col. 8 Col. 9
40.3 161. 1.4 311.8 189.9 141.9 73.4
4.0 199. 152.7  3%2.2 192.6 142.3 83.4
56.8 22%0 1649 392.9 2618 196.6 1.1
53.0  263.1 183.1 446.2 193.2 154.3 9.0
52.0 8.9 9.3 2}3.2 118.6 146.5 8l.8
51.9 5.7 21% 1 .8 168.95 m.g 81.4
61.6 308.5 23,9 54%.4 zosg - 164, 92.6
62.2 2.5 234.2 5817 ). 190.8 106.8
e 10.6 309.9 258.1 561.6 281.5 1.3 1Hs.5
estimate... 7189 2138 64.8 338.6 2#5.6 6.2 262.6 22.3 18.2
10 yr..... 4,701.6 20450  S566.7 2.711.7 21143 4,826.0  219.2 113.4 9.4
[~ U UL (U . S, SO T e e = i s T T S o e e e e e+ B . S i i e Tt St e e S

Foreign:

1964. .. 231.2 13.6 3.0 210.6 9.6 30;.2 133.2 109.8 15.0
1965.. 263.5 162.6 2.8 2154 1. 3.1 152.2 122.3 80.6
1966. . 3.0 1849 3.6 224.5 119.9 344 126.6 104.2 61.9
1961... MmS 153 2.2 205 121.8 35?. 3 155.4 122.5 n.8
1968. 288.4 192.83 58.6 2514 136.0 382.4 149.6 1e? .4
1969......... 3655 58.7 250.4 1.7 395.1 183.9 142.0 2.5
1920......... 3133 2358 62.7 298.% 154.2 452.7 158.3 125.1 8.5
wl......... 470.0 64.3 369.8 164.2 5.0 153.8 121.1 88.0
g;g ........ . 5004 335.3 1.4 4047 186.2 600.9 151.3 122.4 8.4
estimate... 621.9  569.0 81.4 656. 4 209.1 865.5 109.3 9.7 1.9
10 yi..... 3,620.7 2,538.5  582.7 3,121.2 1444 4,565.6 142.9 116.2 19.5

Note: Cash Bow has to cover not only capital expenditures but changes in working capital requirements and dividends
10 sharehoiders. Over the 10-yr peciod 1964-73 in order to cove: cash requitements Mobil increased long-term borromings
about $660,000,000; approximately half was foresgn borsowings.

Quistion No. 4. Provide information as to the dollar amount of petroleum
carnings paid out in dividends during the applicable period and show dividends
paid as a pereent of U.S. petroleum earnings. Assume dividends are payable out
of U8, petroleum carnings in the same ratio as U.N. petroleum earnings are to
total earnings.

{Dollar amounts in millions)

U.S. earnings  Dividends paid
Total  pad outin as a percent of
dwidends!  dividends ¢ U.S. earnungs

A4, L e e e emiaeeeieiae $141.1 $51.9 48.0
F§: T YD 154.9 1.7 8.4
1966. ... ... . e e e 167.3 80.5 41.0
1967 . e e e e . e e e e e 187.4 102.1 48.6
1968 .. e il eee e e 207.5 1A S 48.2
1969 . C e e e e e e 228.2 128.9 50.0
1970 ... ... ... . e R 3.1 124.2 0.4
191.. . 258.8 112.6 4.9
9 ... . .. e e e . 269.3 112.0 46.9
1973 (estimate). ... . ... . . .. e 285.1 9.7 33.8

1 Mobal's total cash drndends are pudlished in the unancial and operating statistics supplement. . )
2.8, divicend allocation based on (he assumption ¢ 1at dividends are payable oyt of U.S. earnings in the same 1atiy as

U.S earmings are (o 1512l earaings. _
s The U'S. dividend earn:ng: 13ti0 15 the same as the wosidwide tatio published in the linancial and operating statistics

supplement.
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Question No. 5. Fourth Quarter—1973 Famings and Retail Prices. Please pro-
vide an explanation for any inerease in U.S, fourth gquarter 1973 earnings over
carlier fourth guarter carnings. In this conneetion, it would be helpfal if the
explanation were ta include an estimate of the proportion of inerease attributable
to (a) normal growth in =ales, (1) inflation, te} absence of soft markets due 1o
shortages, (d) increase in ceiling price of domestie erde, and ) any other factor
increasing profit margin. To wfml extent are higher gasoline pricos at the pump
in the fourth quarter attributable to increase in cost refieeted in the deater tanke-
wagen prices (explain the souree of ineresse in cost<i? To inereases in protit
reflected in dealer vankwagen prices? To inevense< in the retail margin differentinte
between company controlied retailers and independent retailer<?

Answer. Mobil does not have andited profit and o< stitements that could be
used (o answer the guestion. We can, however, provide <ome generad comtuents
that are directed at the intent of your question,

A variety of indicators are prepared (o provide managewent with an under-
standing of current operations. These indieators showed that our United Sties
fourth guarter results were very poor in our refining and narketing operations,

Our fourth quarter resalts <uffered significantly due to C.L.C. regulations cons
coerning cost passthronghs. Under these regulitions, increases in erade prices (and
Mobil buys much of its ernde oil from other companics) ure debited aganst earn-
ing« immedintely with no cost passthrough permitted until the subsequent onth,
Under these ciremmistances, for instanee, the sharp inerease in Deeember erudse
costs could not e reflected in produet prices until January. The loss we incurred
in December o thus absorbed entirely by the Compuny with no hope for future
recovery unless, at some future date, crude eosts decline sharply white the <ame
C.L.C rules continie to govern,

Question No. 6. Provide an estimate of your eapital reguirements in the United
States for the period 1974-83, (1) assaming vour rate of retarn on USRS aperations
waus the sime as your average rate of retumn for the period 1964 735 and (9
assuging your rate of return was one and one-half times your average rate of
return for 1964- 73, Assume for this purpose that you will be able to borrow directly
up to 25 pereent of your financial needs and are able to use off-the-balimee-sheet
financing for 13 pereent of vour needs, What is yvour view as to the validity of
such financing asstumptions zs applicable to the circumstances of your company?

Answer. It ean be misleading to forecast year-by-year eapital requirements
laised upon o particular set of finaneing assumptions,  Expenditures are more
likely 1o be detepmined by the opportunities available and the business elimate
then existing, Expenditure foreeasts are particularly bazardous when limited to
ane oil company. Too much depends on such factors as the smount of acreage put
up for sale hy the Federal Government, the level of bidding at these sales, and
eventual suceess in tfinding oil and gas reserves,

In response to your question, however, we ean make a number of generul com-
ments,

First, the tuble provided for Question #3 <hows historieal Maobil United Rtates
capital expenditures and explorution expenses for 1964 through 1973, Over this
decade, these expenditures more than tripled, rising from 8229 million to $719
million. The 1973 expenditures, however, included significant offshore lease sale
bunuses and it must he re-cmphusized that future levels of expenditures will be
affected, ax stated above, by future oppertunitios made available and the fature
business elimate pertaining,

Second, the Chase Manhattan Bank has, on at least two oceasions, published
amalyses of the petrolenm industry’s kng-term eapital requirements and financing
needs. We attach two of these studies duted 1971 and Novewmber 1973, These
studies puint out the need for increased internal cash generation as well as in-
creased external borrowings, The warning is given that o Lick of understanding
in these areas will eontribute to petrodeum and energy ~hortages funh in the
United States and elsewhere, The kn\‘('llﬂ‘('r 1973 ~tudy coneludes thar earnings
will huve 1o grow 184 per year in order to generate the funds required from now
through 1985,

Third, the level of expenditures Mobil (or any other energy companyd ¢an
suxtain will, in line with the Chise analyses, clearly depend on the business
elimate ereated by Congress. If this elimate involves higher taxes, higher consuwer
prices will be needed to restore eash flow for investisent unless there is 1o be
a reduetion in funds available for investiment.

Legislation to Jimit profits will have the direet effeet of reduced ability to
sustain investments in energy.

Fourth, we recently provided verbal testimony before the Senate Permanent
Subcommittes on Jouvestigations in which we stated that in the U.S. we need
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a rate of return which is adequate to finanee our business and attract the necessary
rapital. We further indicated that to be competitive in these arcas it was neces-
sary to have a rate of return approsimating that which smanufacturing has in the
U.8., which, of course, varies from time to time. It was onr judgment that that
rate of return is upwards of 129 today, and would probably be in the range of
12 to 154, [t shauld be recognized that we have two types of business in the U8,
the marketing, refining business and the producing busines<. With respeet to the
latter, it ix a higher risk business, and therefore would require a higher rate of
return to attract the necessary risk eapital. In addition, we would expeet, aud
require, a higher rate of return on investments in foreign countries generally
than we would require in the United States of America beesuse of the higher
risk involved in these foreign investinents, : ’ )

Attached is a chart comparing the rte of return for the petroleum industry
with total manufacturing and with some other capital intensive industries, Tt
can be observed from these tables that petroleam has had o rate of petum
approximately equal over the period with toal manufacturing. Similar data
presented for Mobil in answer to your Question #1 shows that for Mobil in the
U.S. we are below the average, and that without the benelit of foreign carnings
we wottld not have had a satisfactory rate of return,

Finally, a compatison of the rate of internal tinancing of the oil industry versus
other industry is ax follows:

- - P

Percentages for fufl year

1970 191 Ton
All manufactuning corporations . .. ......... ... eeeiiin o oaeaa. n1 76.1 8.9
Petroleum tehing ... .. .. .. .- e e e 6.5 1.8 N4
Eiectrical machinery equipment and supphies. . enee veen 66.2 89.6 69.1
Pumatystonand steel. . .. . ... ... iiiiiieeiiien - .. 69.0 69.4 81.2
Chemicals and alhed products .. ... ... oL L 8.7 ni 6. |
Motor vehicles and equipment. ... .. .. ... ... ... . ... 8.7 80.3 9.1

The pereentage of internal financing et forth above were caleulated based upon
data taken from the “Quarterly Financial Report for Manufacturing Corpora-
tions" for the fourth quarter of 1970, 1971 and 1972, Federal Trade Commission- -
Securities and Exchange Commission. These publications earry the Library of
Congress Cutalog Card Number 49- 45045,

These caleulations were made using as external financing the net of gross new
borrowings and capital stock less the debt and capital <tock retirement.

It is our understanding that the petrolewm petining eategory in the FTC
statisties includes integrated companies, such as Mobil, as well as those com-
punies whose principal business i< petroleum refining and marketing, We expect
that the series does not include companics engaged exelusively i petroleum
exploration and producing.

Mani. On. Corp.,
New York, N.Y., April 1, 1974,
Mr. Rosert M. WLy,
Tar Counsel Commuttee on Finance,
[’.S. Senale,
Washington, D.C.

Dran M. Winkax: We have completed the forms for Questions #1 and 2
which you supplied by letter of March 19, 1974,

We have reviewed again the data submitted with respeet to Question #6. In
view of the many uncertainties surrounding our industry both here and abroad,
we have no confidence in long-range capital spending projections. In view of this,
we are extremely reluctant to expand upon informution already furnished.

I have been advised that you are also interested in obtaining an estimate of
1974 First Quarter earnings and a comparison to Fourth Quarter 1973 earnings.
As a matter of long standing policy, Mobil does not make publie estimates of
future earnings. | am advired that such pnblic estimates would lead to complica-
tions with the Securities and Exchange Commission. When our First Quarter
carnings have been published, we will be glad to discuss them with you,

Sincerely yours,
Pave LitTue,
Gencral Tax Counsel.



QUESTION NO. 1
MOBIL OIL CORP.
{Oollars amounts 1n mithons]

g
g
8
g

1973 1972 1971 1970
Totat corporate;
Net tncome R $849 3 $9574.2 $540. 8 i
Nt asscty (sharcholders' equity) .. ... $5.714 8 $5,145. 4 $4,831.9 $4.540.1 b7
Rat of retutn net asscts (percent) 15.6 1.9 1.5 199
Unti J States
Nct ncome . $275.0 $238.9 $235.3 9
Net assets . $2,775. 4 $2.666 4 $2,543.1 $2.513 0 V3
; Rate of return net assots (petcent). . .. . 10.1 9.2 9.3 10.1
LIIPLE
Netncome | . .. . $574.3 $335.3 $305.5 $235.9
Netassets $2,939.4 $2.479 0 $2,288 8 $2,027. 1 81,
Rate of tetutn net assets (percent). . ... 21.2 14,1 182 12.0
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Source. Funancial Conirols Department, Mar, 28, 1974,
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QUESTION NO, 2
Mugil OlL CORP.
{Dollar amounts in militons]

1973 1872 1971 1970 1969 1968 1967 1966 1965 1964
Net income
Unded States. ... . ... ..., ... $275.0 $238.9 $235.3 $246 9 $257. 8 $237.9 $210.1 sm.z $152.5 8120.6
Foteign . .... ... e e 574.3 335.3 L. 9 2358 198.7 192.8 175.3 84.9 167.6 173
Totad _.... e e e e 819.3 %74.2 940. 8 482,17 49. - 430,7 389. 4 3561 320.1 2902
- - - E o B - ‘ - o - EE N W B P BT I el
Sales-
United States $3.929.5 $3,439. 1 $3.198 & $3.074 1 $2.912.6 $2,758.4 $2,518.1 $2,292.0 52, m c $2,047.8
Rate of uomzbly (percent). . 7.0 6.9 2 8.9 86 8.3 7.5 59
Foicign .. $7.5%. 1 $5.832 5 $5. 1417 $4.34 2 $3.805.0 $3.%35.2 $3.381.0 $3,077.8 $2. 818 3 $2,549.3
kaw cf prohtabibity (percent) . . 7.6 8.7 %9 § 2 .5 5.2 6.0 59 6.8
Total . $11,529.6 $9,2/1 6 $8,3%0.1 $7.309 3 $6.717.6 96,2916 $5,899. 1 $5.369. 8 $5, 0!3 1 $4,597.1
Rate of prefitabibity (percent) 2.4 6.2 6.5 6. 6.8 6.8 6.5 6.6 6.4 6.4
Taxos (nihee than excse):
United States 31918 $152 2 $199. 8 $194.9 $163.9 $126. 4 $i32 2 $i.2 $113.8 $92.2
Rale ot profitabiiity (percent) . S8 Y nl. i 541 Y 9 6 6. 3 €05 60.6 $7.3 5.7
Fot.t $1.211 9 $8.,5 ¢ $75 8 $342 6 $103.9 33616 $240. 4 $223. $194.7 $176.7
k‘e ¢ of protitabiity (nercent) . 32.1 87 87 L) 1.0 2.6 22 453 46.3 49,6
Totol $1.408. 7 $987.2 $958.6 $642.5 $9567. 8 $5CS. 0 $3/8.% $334.7 .9 $268.9
Rate of profitability (pereent) 30 3.8 36.1 29 4.6 45.9 50.8 S1.S 50.9 $2.2
Empdoyc 1 cannat (1otal assels):
Uaste 1 States $4.893 5 $4.815 6 HixK9 $A.104 7 $3.987.4 $3.5:0 6 $3.346. 1 $3.016.7 $2,902.3 $2,641.1
Rate of prottabality (percent) | 5.9 56 57 64 11 69 6.6 5.8 5. 4.5
farcien . $5.796.9 $1 8011 $4.335 3 $3.81¢ 3 $3.979 6 $3,380 2 $ 877 8 $2.996.0 $2,392.6 $2,302.7
Rate- of proftabdily (peicent) . . 10 8 73 74 6 97 6 2 64 1.4 2.1 8.0
Total .. 8l0.6%0 4 $9.216 7 $8,592 3 $7,92 0 $7.163.0 $6,900 8 $6.223.9 $5,612.7 $5,294.9 $4,943.8
Rate of profitability (petcent) ... . 8.5 .S 6.6 6.4 6.5 6.6 6.5 6.5 6.3 61

Saurce hnancn& Contrcls Dc; :mmenx Ma: 28, 1374,
Note  See ccirectcd question 2 pet letter June 12, 1974,
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Monin O Cour.,
New York, N.Y,, June ), 1107,
Hon. Russenn B, Loxg,
Chairman, Committee on Finance,
1.8, Senate,
Washington, D.C.

Driae Sexaror Loxa: Enclosed i a further response to Question #6 of your
questionnaire, The material submitted has been prepared in accordance with the
form that you furnizhed.

We expeet that our U8, capital expenditures in 1974 will be in excess of those
incurred in 1973 when the amount expended was 8635 million. Funds available
for U8, capital expenditures, pursuant to the asstinptions given, would wa ia
adequate to cover what we now foresee for expenditures in 1974 even it Mahil's
U5 rate of return was 1307, of the average 1964 1973 re.

Furthermore, the funds available wonld not equal 87, of the now foreseen 1974
USRS, capital expenditures. The 1974 capital expenditures planned for the U8,
are predominantly for exploration and production, manufacturing and distribn-
tion investments, It has not been the practice of Mobil or the industry to finonee
neh investments through the off-the-halance-<heet route. Therefore, we would not
think it prudent or practical to assmne that in the future the industry can or will
redy greatly on off-the-balunce-sheet finaneing for investments in these funetions,

To penerate from UK aperations the U0 capital expenditures bwing forecnst
for 1974, the U.S, rate of retuen woritd need to bwe greater chan 147, the dividend
pavont would need to be less than 307, ; or the debt 1o net aeset ratio would have
1o be greater than 269,

Another souree of funds that Mobil has used in the past to eover its US. capital
expenditures has been eash flow generated from its non-US, operations, In view of
recent events overseas and recent propecals regarding the tnation in the US, of
foreign carnings, it is pot possible to foreeast at this time the extent to which that
~oniree of funds will be available to cover future UK capital expenditures,

Pavy Lirrne,

Question No. . Provide an cstimate of your capital requirements in the United
States for the period 1954 -85, Go assuming your rate of return on U operations
was the same ax your average rate of return for the period 1964- 73: and (In
asstming your rate of return was one and .one-half times your average rate of
return 1964-73. Assume for this purpose that vou will be able vo borrow direetly
up to 25 pereent of your financial needs and are able 1o use off-the-balanee-<hicet
financing for 13 pereent of your needs. What is your view us to the validity of suyeh
financing assumptions as applicable to the circumstances of vour cotmpany? The
form provided with this question indicated a 307¢ dividend rate and a 10¢, net
anuual capital recovery rate,)

Answer. We have lmllmrrd the attached estimate of funds< available for eapital
exprnditures in the United States for the period 1974-85, in the form reque-ted, on
the basis of the following assumptions:

1. That U.X. net income after taxes would be generated based on a rate of
return on U.N, net assets that is () equal to our average rate of retuarn for the
period 1964- 1973 (0.3 and (b)) one and one-halfl times our average rate of
return for the period 1964 1973 (14.077).

2. That fund< would alzo be made available from the recovery of capital in-
vested in previous yvears at an annual rate of 109 of net property, plant and
equipment.

3. That 307 of ‘our U.S. net income would be paid a= dividends to our stack-
holders.

4. That external direet borrowings would be made at an annual rate which
would maimtain our U8 debt at a level equal to the pereentage reltionship
that debt had to U8, net assets in 1973,

J. That there is no change in working capital. Given these assumptions the
funds available for capital expenditures in 1974 would be:

ta) $465 million, asswming our return on Bet assets is equal to our average
rate for the period 1964-1973.

thy =530 million, a~suming oor return on et assets is one and one-half
tiles our average rate for the period 1964 1973, ‘
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The eapital expenditures shown on the form are not a Maobil fareeast but are
equal 1o the cash flow available for capitad expenditires produced under the given
assumptions. Actually, our eapital expenditures in the United Staves 1otaded $655
million in 1973, We expeet our U.S, capital expenditures o be higher in 1974,

Thus, given the stated assumptions, there is o signiticant ~bortfall in funda
available during 1974 o meet our expeeted outlays, Given the added sissumption
that we are able to use off-the-balance-<heet financing for 13 of our needs, we
would ~till face a significant shortfall of availuble funds,



QUESTION NO. 6.—BASED ON RATE OF RETURN CALCULATED AT AVERAGE 1964,1973 RATE

MOBIL OiL CORP,
fin millions ot dollars)
Total 1974 1975 1976 1977 1978 1979 1980 1881 1982 1583 1984 1985

Netassets Jan. Yoo .. .oooiooieiionon.o.. e eeeeaceteainane 2,775 2,904 3,039 318 3,329 3,484 3,66 81
Rato of return, parcent. . < 1T i T Te1  Ta3 g3 93 33 g $3 %3 MY Agm e asn
Netincome. . .. .. . .. i 258 210 283 29% 310 32 3N 35 31 389 €07 a2
Capital recovery, 10 percent et ... ... R 327 341 358 375 394 413 433 454 an 500 524 549
(Dividends S0 percent). - (129) (3% 142y (148, sy ey 170y (178 (186) (19%) 1204) (213)
Funds avalable . . | | .. 4 476 499 523 549 57% 60! 63l 662 694 121 762
Copital expenditures. . ... . . ..., . 465 510 534 560 588 615 644 675 708 743 778 815
Botrowings ., .. . . 9 k] 35 37 39 4 42 “ &% A9 Sl 83
Repa{mem at 10 peicent por yeat in Sth year:

7 L R U feiiseacesensas 1 1 1 1 1 1 1 1

1975.. .. ... . .- . et e A ieraea i ieeemetsaseeesiveeans 3 3 3 3 3 3 3

1976 e e . ) . e e et eee e meeeal . 4 4 4 4 4 n

1977° L. O e et iamieiiemereeans aenveieean - 4 4 4 4 '

1978 ... . X . e e e ce e iaeeaas cee erammeaeaan 4 4 4 .

1979. .. ... . . . . ceee - . S i e Rk mAAA ia .M nEmE s eAAARaSn A s amananseanaaererane eernan 4 4 4

1980, L .TTIIILILIIIIII . e e e e leaeee e ————— T 4 4
Total ! g T e R e T S PR USSP O M
otal repayments...... .. e L 8 12 16 20777
Debt. . ... ... . . 721 755 790 827 866 906 948 992 1,038 087 1 Ig 1 :3?
Oebt,not asset, percent... .0 LTI TTIITL T T S %0 2.0 %60 2.0 .9 %.0 2.0 2.0 %.0 Q 26.0 26.0




QUESTION NO. 6.—BASED ON RATE OF RETURN CALCULATED AT 1'; TIMES AVERAGE 1964, 1973 RATE
{In millions of dollars]

Total 1974 1975 1976 1977 1928 1979 1980 1981 1982 1983 194

B

4,85 4767 5,100 5,458

Netassets Jan. 1. ... .o ... oo 2,969 3, 177 3,399 3,637 3 891 4,163

Rate of return, porcent. . . a0 14.0 id, is.0 14.0 140 4.0 144 10 10 14.0
Net income . 416 “5 503 509 545 583 624 667 ne

Capital recovery, 10 percent net. P, k11 373 401 430 462 496 532 N 612 €57
Dividends 50 percent). . eeeiae eieeamiemaeee e ameeae (208) 222y 1238) (254 12712) (297) (312) (33 (357) (382)
unds avadable . . ... .. L. 521 559 596 639 68Y 73% 787 344 904 969 1.039
Capital etmdmue!. .............. e ieiermscssescr-a 606 650 697 747 801 857 98 1,0% L1312
Bomwmgs .- 9 51 5 58 62 66 1o 8l 87

........

Total repayments. . ...... I e
Debt, pay femeiisesmedmioces:cabenvenomiascanane

26
Debtjnet asset, percent. ..o o... .. ...l LLllIlITIllllll 26.0 26.0 26.0 2.0 26.0

r u':"
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Mot Oas, Cone,
Naw York, N.Y., June 12, 147 §.
Heom. Russuin B Loxa,
Chairmar, Commdter ou Finance,
['.8. Serale,
Washington, D.C.

Diar Seaaror Loxa: In referenes (o your aral request, we have caleulated
Mobil's return on average invested cipitald for the years 19641973 -—split briveen
forvign and U5,

The income nimber used in this caleulation i< the sum of Mobil's net itcome ns
reported each yeur, plus estimetted after-tay interest expense on long-term debt,

.

Invested eapit:d is defined as ~harcholder's equity plus long-term debt.

194 1965 196 1967 1968 1969 1970 19711 W2 193

United States............. 6.0 72 16 &8 92 91 90 81 80 8.8
Foreign .. 1 106 1.4 w4 127 99 108 126 15 193
Worldwde. . _.............. 83 &) 22 94 98 98 98 li 11 138

s < st g ot

1 Without the $159.00:0,000 fore:gu currency teanslabion factor 1n 1973, the foreign fetun would have been 1% € perceat
and worldwide 11 6 percent.

Sineerely yours,

IPave Lirtie.



QUESTION NO. 2

MOBIL OIL CORP.
{Dollar amounts in millions]
1973 1972 1971 1970 1969 1968 1967 1966 1965 1964
Net income: '
United States. ... ......oc.ocvunrnnnnn $275.0 $238.9 $235.3 $246.9 $257.8 $237.9 $210.1 $171.2 $152.5 $120.6
Foreign. ... ..... L.l 574.3 335.3 3055 235.8 198.7 192.8 175.3 1849 167.6 173.6
TOWcoreeanne e ieeieiae e 849.3 1.2 540.8 a8z.7 46.5  4%.7 5.4 - 3%6.1 el M2
oW oL BT I me e e R T et LT - TR el - .= e S - - TE LN m s e
Sales:
United States. .. . . ... ......... ,929. 5 $3,439 1 $3,198.4 021.4 $2,912.6 $2,758.4 ,518. 1 $2,292.¢ 194.8 $2,047.8
Rate of profitability (percent). _..... . 7.0 6.9 7.4 . 8.2 8.9 8.6 ¥ 83 A oy 69 59
PO .o s $7,5%. 1 $5,55¢.5 85,1417 $4,345. 2 $3,805.0 $3,535.2 $3,181.0 $3,077.8 $2,818.3 $2,549.3
ate of protitabiivty (percent). ... 7.6 s. 7 5.9 5.4 5.2 5. ¢ 5.2 6.0 5.9 £.8
Totsd......... ... AR $11,525 6 $9,271.6 '$8, 340. 1 $7,369.3 $,717.6 $6,293.6 $5,899. 1 $5,369.8 $5,013.1 $4.597.1
Rate of profitadility (percent). ...... 7.4 6.2 6.9 6.6 6.8 6.8 6.5 6.6 6.4 64
Taxes (other than excise):
United States. .. . .. ... ... ... $194.8 $152.2 $199.8 $194.9 $163.9 $126.4 $138.2 $i11.2 si13.8 $92.2
Rate of profitability (percent) .. - 58.5 61,1 54,1 55.9 61. 1 5.3 60.3 60.6 §7.3 6.7
Foroifn. - i Coeroanty - $1,0139 $835.0 $758 8 $423.6 $403.9 $381.6 $240.4 $223.5 $194.7 $176.7
Total, ey oAby (pereent). o SLad) 82 e seazs  sen8 w0 swns  sme7?  swss s258
Rate of profitabrirty (percent). ... . 316 3.8 36.1 42.9 “we 45.9 50.4 51,8 0.9 82.2
Employed capital (total nuts?:.:
UnitedStates .. . . _.......  $4,893.5 $4,415.6 $4,106. 9 $4,104.7 $3,587.4 $3,520.6 $3,346. 1 $3,016.7 $2,092.3 $2,641.1
Rate of profitability (percent) . .. . . 8.8 8.0 8 1 9.0 9.7 9.2 8.8 7.6 7.2 €.0
Foreign. .. ... . DD 95,1969 $4,801. 1 $4,445.4 $3,816.3 $3,575.6 $3,380.2 $2,877.8 $2,59%.0 $2,392.6 $2,302.7
e of profitsbility (percent). ... ... 19.3 12.5 1,26 10,8 9.9 10.7 104 1.4 10,6 1.5
cevemonn s erienranereiienniees  $10,690.4 $9,216.7 $8,952.3 $7,921.0 $2,163.0 $6,900. 8 $6,223.9 $5,612.7 $5,294.9 $4,943.3
Rate of profitability (percent). ... . 13.8 10.1 10.1 9.8 3.8 9.8 9.4 9.2 %] L3

1 Corrected June 12, 1974. Adjusted net income includes net income plus interest on long-teim Source: Financial Controls Department, Mar. 28, 1974,
debt adjusted for taxes. Emp capital is shareholder’s equity plus long-term debt. Without the
$150,000,000 toreign currency transiation tactor in 1973, the foreign retusn would have been 14.8
percent and worldwide 11.6 pe:cent.

L9
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GULF OIL CORP.
Gury O Corp,,

Washington, D.C., February 15, 197},
Mr. Micnakt Steny,
Commillee on Finance,
U.S. Scuale, v
Waakington, D.C.

Desr Mgr. Stiun: The attached <chedules and information are submitted
by Gulf in answer to your qaestionnaire 10 withesses testifying before the Senate
Finance Committee on Febraary 13 and 14, 1974, The following paragraphs are
explanatory notes to cach gaestion and provide additional information comparing
Gulf's 1973 rate of return on domestic opermtions to other U.N, companies (see
puara, 10),

1. Information regarding rates of return on stockholders’ inrestment (net asscls)
refers to all investmentz, nol just those rclaling to pelroleum produels, since the
information is not available for earlier vears on the basis you requested. However,
all but a =mall portion of Guif's total investment is in petroleam and related
encrgy ficlds, e.g., coal, nuclear and petrochemicals. As the data supplied in
answer to Question 1 <how, Gulf's return on net assets in the UK, has been de-
clining steadiy sinee 1968, und actaally reached its lowest point in the st five
years in 1973, or 7.1, This low rate of return reflects the sabstantial reinvestisent
of funds in exploration for new sutrees of petrolenm and development of nuclear
power, Gulf’s rate of return on its non-energy related investments (e.g., real
estate) i3 carrently higher than it rate of return on energy-related investments,

2. The rate of profitabilivy for taxes shown is the ratio of profit after taxes to
profit before tax. For exmaple, in 1973, U8, profit before taxes (other than
excise taxes) was SA83 million (226-- 157) 5 profit after tax was $220 million; and
the rate of profitability was 39¢ ¢ (226 divided by 383). Thus, the effective rate of
taxes other than execise taxes us o pereentage of net ineomie bhefore tax was 414,
The information requested concerning the rutio of domestie net income to domestie
Inbor costx is not available, It should be noted that the mte of return on r:xyil:nl
%g;}luycd in the U.N. hug also declined steadily since 1968, to a low of 6.3, in

3.

3. This schedule shows net income after taxes but before dividends and the
resulting percentage fe.g., 66 for 174 is Lefore dividends, Schedule 3a shows
dividends for the applicable yvears: henee the pereentage can casily be ealeulated
after taking dividends into account if that is desired,

4. The data requested in Question 4 are avaoilable only for the years shown. A
t;(.{"qulerme calculition of U.N, petrolenm carnings is not available for years prior to

ld&ae

3. This information is not availuble at this time in the form requested. How-
ever, a copy of the press pelease explaining Gulf's 1973 financial results ix attached,
thc‘ This information will be available early nest week and will be subwitted

en.

7. The attached schedule containing the information requested in Question 7 is
self-explanutory.

8. The attached answer to Question 8 is self-explunatory,

9. The attached schedule in answer to Question 9 is self-explanatory.

10. We are also attaching a copy of the urticle from the January 1, 1974, issue
of Forbes Magazine referred to by Mr. Henry in his testimony. As shown on
page 65, based on earnings for the last quarter of 1972 and the first three gquarters
of 1973, Gulf's 1973 return on equity (net assets) was estimated at 12,8 and ity
return on cmployed capital at 9.60¢. In fact, as the attached data show (zee
answers 1o Questions 1 and 2), the actual 1973 figures for Gulf's U.S. operations
were 7.1¢5 and 6.3, These rates of return rank Gulf below 500th in the list of
851 companies surveyed.

Please let me know if we can be of any further assistance to you or the
Cominittee, :

Very truly yours,
J. M. Rekse,
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Gueur 01 Corp,,
Washington, D.C., Februury 21, 1974.
Mr. Micuarn 8tenx,
Commitice on Finance,
L8, Scnale,
Waskington, D.C. -

Deanr Mu. Stees: Following my letter of February 13, 1974 I now enclose the
answer to Question Na, 6,

1 would adso like to eall your attention to a change in the answer to Question
No. 1L For the yeur 1972, the US, net assets should be shown as 3238 instead of
#4303, This changes the rate of return from 10.2¢ ¢ 10 1037, The forcign net assets
should be shown as 2171 ruther than 2106, but this change has no effeet on the
rate of return,

Very truly yours,
‘ Jo M. Reuse,



QUESTION NO. 1

GULF 91, CORP.
[Dollar amounts in mitlions]
1973 19721 11 1970 1969 1968 1967 1966 1965 1964
TMN?{W‘": $800 $347 $561 $550 3611 9626 $568 $505 $427 $395
meome ...........................

Netassets.. .. ... ... .. ..cccconeaean 5, 569 3 $, 521 S, 2719 S, 040 4,751 4,812 4,089 3.819 3,591
Gaited Rmomwa nst assots (percent). . a6 f0.4 10.7 125 137 3.4 izs LS i3
Net ineome ........................... $226 $327 $341 $359 $407 $420 $391 $358 $304 $267

Netassets . . . . T T CTTITTITTITC 3,029 23,238 123 3,200 3,222 2,999 2,753 2,641 2,550 2,420
For mot teturn net assets (percent). 7.1 210.3 0.7 i1.0 13.1 e ies 3.3 2.2 210
Net income. ... rreeeenvenenenean $574 $120 $220 $191 $204 $206 177 $147 $123 s128
Netassets_ ... ... ... ...l 2,540 az,m 2,398 2,009 1,818 1,752 1,65 1L, 448 1,269 1.7
mmmmmmm ........... 4.7 5.3 10.0 10.0 i.a 2.1 s 0.8 10.1 3109

i Before extraotdinary writeoft.
2 Corrected per letter of Feb. 21, 1974, o
ﬂwcumcﬂonammnetmmptm 1964 which is calculated on actual.

04



QUESTION NO 2

GULF OIL CORP.
{Dollar amouats in millions]
1973 1972 19711 1870 1969 1968 1967 1966 1965 1964
Mmsm 26 321 $341 $359 $407 $120 $412 $267
L
Foreign. . ... ... ...... ... ... .. 514 126 220 191 204 206 166 147 123 VIZ‘
Tt eieeineiieiieneneniaanns 800 ) ‘561 550 sl 626 518 505 ar s
Um&ed States .. . e $4,619 $3, 949 33,841 83, l $3.073 83,838 L. iiiiiieiiiiaiiteiicieaciiieciaecanaaeas reresenan
Rc:a ot wehuhmiy (petcem) ....... 4.9 81 89 11.0 110 . i iiie. teicmieemamcvsansisamcssesecss
Foreig . $5, 217 $3,675 $3, 364 32, 7!6 32,807 $t, 762 L elee - . . iee caimecmacsseseca
Rate of proitabiity (pm:em) ..... 10 3.4 6.5 1.0 3.5 1.7 e imiaaana .. e
Total . .. ... ... ... 39,836 $7.624 $7,205 36, 897 $%. 110 $5, 9% $5. 110 M, 6% 34,185 $3,804
Rate of profitability (perceat) ....... 81 5.9 7.8 10.0 1.2 1.3 10.8 10.2 10.4
Taxes (other than excise):
Umited Stat $157 sizg 3151 3166 $150 $101 $173 $179 3136 132
Rate ol pco!mhhty (p«ccut) . %9.0 n.s 69 3 68 ¢ 731 20.6 70.4 6.7 69.1 .9
Forei &“ $1. 484 $923 $832 su21 $467 3318 $351 3299 $213 $168
e of mmwy (permt) ...... 27.9 12.0 20.9 2.8 30.4 3.0 32.1 3.2 2%.6 43.2
.......... $1.641 $1.051 3983 $687 $617 $519 $524 $438 $349 $300
Empl mlhte c:t prohtabuiity (percent) .- 32.8 29.8 %.3 n.Ss 49.8 547 $2.5 9.6 9.0 8
mployed capital
United States ......__......... ...... $3, 885 $4,123 $3.998 $3,991 $3.821 $3,730 $3, 306 172 | X 1§ N
lteol profitabdity (percent) ___ .. 6.3 8.7 82 98 11.3 12.2 . ... . ”‘
..... . $3, 785 $3. 709 $4.034 $3. 406 $3.047 32,672 $2, 146
Rate ot plnmabmty (pclccm) . 12.% 4.8 1.5 1.4 86 93 .-
..... $7,670 $7,832 $8,082 37,392 . 868 . 402 $5,
Rate ot mvmatnmy (p«ml) ....... 11 6.8 8.4 8.7 10.t 11.0 1.4

Note. --Employed capital percent is based on “‘adjusted’* net income.

1L



1973 19721 191 1870 . 1969 1968 1967 1966 19%65 1964

Exploration expense . race $156 $i14l $113 $109 $123 $it0 $106 $i0l bd!
79 239 388 Al 260

o ———— . - — . e e

4
LT TR 635 493 366 8 811 554 400 36i 363 3s
R N R E- R B Rt I BRI IR R I s t.s oz ot o- RN T EL e sotaz e 17 omems
Earnings (after taxes).................. 800 47 561 550 sil 626 a7
ation expense. ... .. ._l- 156 141 13 109 123 110 106 101 9 n
L1 T 956 588 ? 659 ;7] 736 674 606 518 45
ENISTRITC2ITI OB IANS oS oL XSS s e rommam s LT IAISSTIS LTt AT k= gl W - e - =

Total investment and ¢ se as percent of T
mc.lndexpm.-..f?.‘? ........... “. .. 66 85

Total United States:

54
Exploration expense . . $57 $53 $39 $46 $52 $46 $,9 1
Capital investment ail opermons) 3 1 1 180

- R o s iy < A S PO

&
8
£
g
&
¥

g ¥4
38

N 132
Earnings Cafter taxes).................. 26 3 a7 e T
Explorationexpense .. ... ........... 57 53

inc. and GXPOASE. ... on e naniataanan 153 88 L] a3

Total foreign:

Exploration expense ceemne $9 388 $74 $63 b 3
Capitat investment (all openuoas) ...... 104 80 140 109 1

20 20
Explonuoumensn ................... 9 88 7 63 n

Total investment and expense as percent of et :
inc. ndomaa..............‘f. ....... 30 ” n 68 b 3 %6 80 . 63

11972 capital investment as reported in the 1372 Annual Report was $349. It has been restated in * Above dats are before dividend pavment to sharehiciders Totat expenditures for period wee
1973’s Annual Report for comparative purposss. $2.62 bellion Unasted States and $1.73 bitron foresgn; talo 13 1.5 United Siates to 1.0 foreiga.
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QUESTION 1i0. 3A
l;mdends
nmms of Dallars ”
dollars sh:r.:
$297 $1.50
i (]
n2 1.0
312 1.%
312 1.%0
291 1.40
29 1.2%
N8 12.10
1R 1.8
m 1,70

[P R R —

) Before 2-fo1-1 stock spiil,

QUESTION hO. &
»

[Res—— B T Ty D e e e e —

M.Hu. 1 of doilars

4 e m—

T 193 1972 1970 1970 199 1928 1567 196 1935 1964

TYolal corporation:
Pelroleum earmings t. ... oo iiiiiaaenns $1.182 s68 ... ... . L
Tola) AUANES ... «ov vorevnromnn voe oonee 00487 561 $550 611 $626 Wl fia8 T §20 5398
Devtdends . oo iiiieiieriiennine. weeenee 255 311 312 312 32 M1 ¥ A8 12 W
Umited States;
Petroleum earnings . ..o.oooiaireniniiaee 40 420............. P ereeteerannencasaases
Dindands2,. ... . ................ IR PZ I T RO OO .
Dividends a3 a petcent of pelroleum eanngs TS 26 &) JLCIIITIIIIIIL LTI L .
Foteizn
Petiolaum eaIMINES Y. cuverrmneenanenornnns . 662 238 ... ceenneeas s eenreier e, veee
Didends 2. ... ... | 32200 1 T PPN reeevenes e
meendusapeurmnlpeuoleumeammzs W AT e iiee ie ebeies caeiieseresnne

1 Petroteum earuings are before amortization of nonproducing leases and ewlmmm and dy iule expense.

2 Basis—Petroleum earniugs were 1a excess of tolat earnings, accordingly all ‘ividends ate paid out of pelicleum eatmings,
Dividends paid were spit United States, Foreign in the same 1aio 3s Uinted States and foreign petroleum earnings were
10 total petroleum earnings.

o e e P W s v s et 4
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QUESTION }O. &

GULF OIL CORP.--U.S. OPERATIONS CAPITAL REQUIREMENTS WiTH RETURK ON INVESTMLIT AT 1964 73 AVLRAGE

{Oollas amounts in snilions] .

Total 1974 1975 1976 1977 1978 1829 1980 1981 1962 1963 1524 1985
tnvestment <Jan 1., ... ... ... ... ... .i.i..... SSI 776 $3,029 $3,266 $3,741 34,158 $4.621 35,135 $5.685 $6.273 36,899 $7.566 $8.278 $9, 028
Rate of return (PeICent) ... ... c.c vmianecnnicnnecne LT oo e e i e iaeinsaenaeas T T erar e . eteeae b recieaes

Net income .......m'n.six" TTTs3se s394 A3 S48 $SAL $600  $E6S  SIB $8 ‘ $368 $1
Plant exhaustion 10 pe«:ﬁntnﬂmves!mem e eaeieae , 175 303 337 34 416 %2 S14 968 627 689 7% 827 902
lcﬂﬁﬁpﬂteatmdmdﬂws e atmn aah aaa 3.962 117 197 219 243 210 300 3 367 403 442 ARR 528
funds generated . . .- Cbetiee eeiene . aea 179 480 s 593 659 732 798 867 949 1.017 1.099 1.18% 1.27%
Capital reuuumuls ............................... 13,572 680 ne 791 819 96 1,062 1. 15 1.253 1.3% 1, %5 1, 580 1,700
Botrowmings. .. ... e iaemie e . 3,393 160 173 ) 198 220 r{t) 266 289 313 339 366 3% 425
R yment -10 cent o TTtmorme e - T ) T ) o B o - - Ao
PUGTE DO TOWINR oo e, USROS e 16 16 16 16 16 * 16
975 DOMIOWINR o i iin o e eiime e e ee ameeniann M eiimeimeeia s eeimemmeiamea meaaaioa . 18 18 18 18 18 18
1976 DOTTOWINR .ou oot o n it et iie it aemaanaeene venemaan PR . PSS (] 20 20 20 0
1977 BOTIOWING .. . i e e ieiein e e e eeaeeeae e v ——an - IO ceeee . e 22 22 ¥ 74 22
1978 DOTPOWINR . oo e e - et meeemimnnne . . . . . R . . 24 28 F
BT DO IOWING . it e e it iieinin e taimaea e s aaan e et mam em o memas o meeeeitasameaaeeeeaamaaaes Caeee [OUTUUOR 2% 26
1980 borrowing .. eemeesmneimenetcanna. aaieemna eeiwiaen . . s cvemaan .. . beaeiba 29
Totslmsymentt i rdse4mceiictasiacancasaan eeeii eam - e e 16 34 54 100 126 15%
Total debt Dec. 31 969 l. 133 l 35 l 556 :.aoo 2,050 . 305 7 2.564 2.827 3.083 3.32 3.632
Debt investment ratio Dec. 31 (peccent) "85 3.4 31 337 350 %0 %7 372 s e xr. T

t Beginming in Sth year from date of borrowing.

¥i



QUESTION NO. 6.—Continued
GULF OIL CORP.—U.S. OPERATIONS CAPITAL REQUIREMENTS WITH RETURN ON INVESTMENT AT 11y TIMES 1964 73 AVERAGE

[Dollar amouats ia millions]
Total 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985
Investment—Jan. 1 $3,029 33,485 34,010 $4.614 $5309 36,108 $2,003 $8,003 99,120 10,368 Sil, 760 $13,312
Rate Of 1etUPA (POICBA). .. oo onoeieiiaenimaainaaaneas BB i e i i diiaieicaciadamsaactateeicseseaiacaamiasn eeximcaemnin mee 4-camasancaca
k=3 R e e LA LT S I . - = T .. s - = -4 i il 2
Net income . $533 $613 $705 $852 $34 81. 075 $1,232 $1,408  $1,605 $1.825 $2,089 2,342
Plant cxhwshoa 10 percent net 8,607 302 348 401 &% @ 50 610 700 800 912 1,036 L1 1.33t
S0 percent dwvidends, . ....... 7. 573 266 306 352 206 467 537 616 704 802 912 1.0 1.1
e g om om B E B MO I R i IR
e re.... 5 R : . 8
Bo? ......................................... 5,183 189 218 251 : 540 07 682 765
B R R i et o S B 1 ket T e KT an T i e T e B e SRR L i g e T n e e T R el EET T STRIR
Repaymcnt-10 percent per year beginning in Sth year i
trom date of borrowing . .

1974 botrowing 19 19 19 19 19 19 1
1975 borrowing. . 2 22 22 22 22 22
1976 BOTTOWING. . .. e i imiuoinrencsionaonaransesarasaitansnsnssnnsasonmoaaaaaaieiomeaaoothositecieietessasisesietsiatosasaa 3 25 25 25 25
29 29
3 a3
k4
Q
207
§.232

“us

¢l
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SHARE OF REFINED PRODUCTS SOLD OF FOREIGN ORIGIN—~1964-73

Refined prod-  Total foreign origin products

ucts sold US
. barrels Barrels
Year : per day perday . - Peicent.

. 500 96, 200 15.5
6°8. 300 97,900 14.9
100, 400 95, 300 13.5
740,100 102, €00 139
786, 600 106, 600 13.6
796, 200 105, 800 13.3
799, 600 103.100 12.9
774,900 108. 100 4.0
803. 200 136, 800 1.0
902, 100 245,900 5.2

Note.—The above figures were derived by assuming that, for both products made in Gulf sefinesies and thase purchased
from otner refinsrs, the foreign aersved proporlion ss the same as the ratio of Gulf’s tuns of foreire tude ol to Gull's tutal
Tuns,

Question N, 8, Deseribe the typieal <ituations in which yo't have contractual
relation<hips with a forcign <ubsidiary involving a pricing problem. To what
extent do von helicve it possible for a United States eomgpany cotplving with
the present tax reyulations governing steh relationships ‘o shift United States
profits o the foreign subsidiney? Do voa reconpnend anv aliernative approach
for regulation of <uch transactions to prevent the shifting of United States
profits to foreign subsidinries?

Answer, Under U.S, 1ax daw the sales price in the producing eountry is nsed
to deterimine ULS, taxable income in accordance with Scetian 482 of the Tnterna
Revenue Cade,

I <ile i< not made to an unrelated party then the s ealenlation for sales
to related parties must he priced on an “arm’s leneth™ basis, The UK, Internal
Revenne Serviee has tuken the position that the “arm’sdength” price §s generally
the Pepsian Guif mrket price, adjusted for quality differentials and freight parity
(o the con~uming nerket, AFRA freight charges have been accepted us an
“arm’s-Jength” standard 1o determive parity in each producing conutry.

No precise ghidetines have been written and tax ~ettlenents have been based
upon discossions with each individuad company taking into account itz particulur
facts, To the extent possible, we understand that company settlements have been
made on w copsistent bhusis, Arrecments on pricing have been resched with most
companics throagh 1971, This pricing basis is ased for determination of tax
liahilitics, for Cost of Living Couneil reporting and for Customs reporting,

We do not believe there is any ability 1o “shift” profits from the UK. to a
foreign subsidiary., We believe the carrent svstem i< working well, Any attempt
to cxtablish precise pricing guidelines wounld be impossible heeanse of the many
complexities of the business, \We would, therefore, recommend that the currend
system he maintained.

QUESTION KO, 9

{Oollar amounts in sullions)

1973 1972 1971 1970 1969 1968 1967 1966 1965 1964

Foreign expenditures. ........ooo.... erevanes $203 SI68 A $I72 3208 54 SIG4 $130 $125  $92
Foreign eatnings . .......o..... e anns TS 126 220 191 208 206 177 1 123 128
Foreign debt ! at yearend......... cemeeeen veees A58 700 7955 615 517 405 148 145 142 63

Total e2nings and debh........oooonne... 1,028 826 915 806 721 611 325 292 265 191

Expendity. s 12 earnings and debt (percent)...... “—15*8 ”2? 3—:25. 0 : ﬁ 3.:2;8: 5 | il- 6:52). 5'14'. 5'62 T2

1 Includes cuirent portion.
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Gurrr On, Cone,,
Washington, D.C., April 50, 197 4.
Mr. Roneer M. WiLLAN,
Tus. Coanacl, Scuale Committee on Finance,
Washington, D.C. '

Dear M. WinLan: T am enclosing a schedule containing the answers to Quus-

tions 3 and 9 in the form yon requested,

You will note that the total of cupital espenditures and exploration expense as
<hown in Column 1 includes higher figures than we originally transwitted to you
in reply to question 3 of your guestionnaire. The ditference is that the original
data pertained to the capital investment in petrolenm assets only, and the data
avtached pertaing to total corporate capital expenditures, exe uding business
investments. These eapital expenditures correlute, of cour<e, with the total
corporate net income figures and capital recovery figures shown,

After yon have had a chanee to review this and the answers to the other guese
tions, it might be useful 1o get together to clarify any guestions you have. l‘l e
1t e know if you think this would be useful or it we can be of any further
assastanee.

Sincerely yours,

J. M. Ruse,

.

42-561—74——F0



QUESTIONS NOS. 3 AND 9

GULF OiL CORP.
[Dollas amounts i millions]
Ratios— capital expenditures and exploration
expense as 3 percent of—
Capitat Adjusted Adjusted
expenditure . eatngs . © . earnings
wlou::u‘l Exploration e Capital mm': Nat income proi
expense  Net income axpense (2+!; tecovery 445) 1+2) Q -t-,) 1 +6)
Col. 1 Col. 2 Col. 3 Col. 4 Col. 5 Col. 6 Col. 7 Col. 8 Cot. 9
$53 $320 $189 $509 155.8 130.0 81.7
58 362 202 564 142.4 119.6 76.8
51 409 217 626 133.8 112.1 76.5
59 450 254 704 138.9 120.7 77.1
46 466 286 752 9.9 8.5 53.6
52 459 292 751 139.3 23.5 5.5
46 405 335 780 123.7 09.6 60.0
k] 380 238 678 145.2 30.3 73.0
53 374 33 705 143.6 23.3 65.4
$7 283 a2 655 248.7 198. 6 8.8
514 3,98 2,76 6,684 141.5 122.9 7.9
s - LD e RS TELITT et WL - B LTI S e A Sl KU £ < O Pl T L R
17 145 n 222 117 9.6 64 4
33 1% 104 260 179.7 41.7 85.0
50 197 i 308 124.8 %0.5 ° 83.4
47 224 114 338 189.3 49.5 9.1
64 270 134 404 300.5 29.3 153.2
n 25 159 434 245.6 82.2 115.4
63 254 187 481 211.5 208.7 . 120.2
% 28 212 506 239.1 178.9 103.9
28 214 245 459 8.1 162.3 - 8.0
9 6713 238 9l 65.9 6.2 4.5
Total 10 ¥f.eemriecnnnaeccccanannan tesensscacssnes 3,88 2,09% 606 2,702 1.su 4,283 184.5 143.2 . 9.3

Note. --Cash fiow has to cover not onl ycam exm‘iumbm:hammwkmmnﬂmummmwmmmm-r iod 1964 -73 in ordes to cover cash fequitements
Gult mcreased tong-term borrowings about $134 biltion ($1,332,000,000); approximately 60 percent was foreign. yepel

82
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STANDARD Q1L Coumraxy oF CALIFORNIA,
April 8, 1974,
Hon. Russuny B, Loxg,
Chairman, Commiltce on Finance,
- U.8. Senate, Washington, ., - - - . . . o

Dear SExaTun Loxa: In response to your letters of March 13 and 19, 1974,
addressed to Mr, L. T. Vice, we enclose our response to your questivnnaire on U.S,
operations of oil companics.

We have responded to all of the questions in exactly the form that you provided
us, We hope that the information will be useful to the Committee in consideration
of pending legislation.

Very truly yours,
II. L. SeveraNce, Secrelary,



STANDARD OIL CO. OF CALIFORNIA

QUESTION-NO.1
Oollar amounts in millions} b
1973 1972 L 72 1970 - 1969 1968 1967 1966 1965 964
Totat company'
Netincome. ... ... ...ceciicanmecann $844 $547 $S5t1 $455 $454 $452 $352 . $308
Net assets—end ot year.._.__._....... $5. 806 $5. 221 $4,919 $4. 646 34,428 $4, 209 $3,975 $3, 768 $3,57 $3, 398
v man“su& on average net assets (percent).._ 15.3 10.8 10.7 10.0 10.5 .o 10.6 10.5 10.1 9.3
es:
2:: ‘mm """""""""""""" “u‘g sa?zgg a%g ss.”ogg as%z‘g a’%&% sz,‘% ;z.gs?} a.”sg 52.3 }3%
| G

Rmmonmgcny:\.asseu(pemo 5.5 6.4 6.0 63 7.4 7.4 7.0 .27 1.7 . 6
Ntt NCOMe. ... .cncncnanacanccannen $660 $347 $326 $261 $234 $241 $218 $186 $163 $143
Net assets—end of year. ... ............ $2,338 $2,009 $1.834 31,548 $1. 2383 $1, 292 $1. 1% $1, 101 $1, 049 $9%
Return on average net assets (percent).... 30.4 12.8 19.0 12.8 ‘ 12.5 19.4 19.0 17.3 15.9 15.3

®

-—Tm:«;ounttdiﬂet&omthouupomd totthodualTndeCommsimh.Mmm Source: Annual report and Form 10-K filed with SEC
?um 1973, the data reported to the FTC was “‘total company*’; commencing with the 4th X
973npon.tlnpto m»mnc:.mpmmumu.s.mmmm

investment is comparable to ‘‘total company'’



QUESTION NO. 2
STANDARD OIL CO. OF CALIFORNIA

e

{Doliar amouats in mitlions]
1973 1972 1971 1970 1969 1968 19663 19651 196412
84 $200 fss $19¢ $220 11 | $200 29 $i68
% () 3% 261 23 241 3’3 186 s%ss 143
547 sil a5 454 452 09 3% 152 e
s: 059 - 860 67 589 391 265 138
s3'5.2 ‘ 33.&5 a’?.z sz'a.es 32.“ gau sz'u.a sz.“' sz.ggg
$4,224 2771 $1, 207 $1, 406 $1, 315 $1,076 671 $830 $a78
W6 mE® ;18 s §9s  Smy  Se) paw R 2
0.9 94 9.9 0.4 ”iu L9 i.s “h.z 8.2 124
$178 162 155 $15% siis $120 $110 3120 $100 $96
50,8 55.2 54.4 5.4 5.1 63.7 63.5 €2.5 5.4 6.2
$1,048 $859 $737 $520 $155 $388 213 366 $55 344
38.6 8.8 20.7 32.6 340 38.3 a4 e X 8 7%.5
$1.226 $t. 021 E5 ) 3696 3573 $508 $196 $155 s
0.8 9 %1 39S 8“2 4.1 51.6 6.5 .4 6.8
St 517 $504 $485 $458 $458 3438 $416 $401 $375 $356
Percent of profitabiiity .. 35.6 39.7 3.1 a4 48.0 @2 5.9 9.9 50. 4 .3
Foreign. . ........ e $127 $97 365 358 $59 $al $21 $21
Percent of profitability 519.7 357.7 07.5 401.5 4034 482.0 s31.7 8857 818, 0 681.0
Total amount. ... ... . s644 601 $565 $523 $516 $4a3 $457 32 3305 $377
Total p.tmng&%gmm_.{....m... 131.1 91.0 9.3 8.0 8.0 92.6 8.5 1.5 0.1 8.7
nves! 1! erm debt):
United STaLEs. o e o eeeeeeeeenmann $4,220 33,93  $3.768  $3,570  $3.523  $3,400  $3.267  $2.9%  $2717  $2.5%
POrCONt Of PrONLADIILY - - 2o ven ev o oonoeme e on R 5.1 5.8 5.5 5.8 6.7 6.7 6.5 7.4 7.3 6.6
L IR ol szisso 317 $2, 205 1,822 $1, 541 $1. 413 $1,263 nim $1, 074 sziuzo
T remount f profitability IO ;nz) ss.%sg ss‘%rg s.g'sg ss.g‘si u‘%‘xg :43%‘3% $4 3’52 a‘%‘,‘{ sa.zif
‘otal amount ... __... ... . ) ) ,
¥ percent of proitabiliy .- 13.5 9.5 9.6 9.2 9.6 0.1 9.9 0.1 %] 8.9

1 Ratios for years prior to 1967 not comparabie to later years due to consolidation of certain

European affiliates in 1967,

2 Company and majority-owned subsidiaries, only.
3 Profits after tax divaded by_pmmbduoall taxes (except excise taxes).

18
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QUESTION NO. 8
STANDARD OIL CO. OF CALIFORNIA
Ooliar amounts in millions]

e e 1973 1972 1971 1970 1969 1968 1967 1966 1965 1964

camul expenditures and exploration expense.. $562 $533 sl 8528 SSSO 486 $503 sl $527  $uk6

Nelincome. . .....ccovncnvavmencpescene l“ 200 185 194 220 21 l9 200 189 165
84 7% 6l 4 9 8 8 n

N , 268 216 246 268 308 279 285 211 231

C»M tocovery....... ceesesscecacnonee 31 293 286 M 250 28 235 215 192 181

Adjusted earnings plus capital recovesy.. 583 569 532 539‘ 558 _562 }ld i 50 463 n_s

Capital expenditures and exploration expense a5 o I
a peicent of:

NEtinCOMe.....cevvernecnremeacaosocnnn 305 266 260 272 252 230 263 226 219 270
Adjusted eatnings. . ... oo 210 193 196 197 182 160 180 158 194 138
Adjusted mmw plus capital’ recovery. 9% 94 9% 98 9 8 9 9% L4 107
Memo: adjusted earnings plus apnm

secovery less dividends................ 107 lll 108 lZI 125 106 lzo lls 143 133

’&mul expenditures and exploration expense, . 8333 SZSG $376 8260 $22| 3165 ;uo Sl(u_ $127 sm

NOLInGOME. - eeneeeneeeeesamoenanee e 3T 36 zsn 26 20 208 1% 163 143
Exploration expenss........ eesrovenasencs N 99 62 33 29 29 29 2 25
Adjusted CARINES .- onnneeeneeennnns I TR T T
Cap1.al TOCOVRIY . ouerenecnrenvaciesanese I 54 9 38 3 2

Ad;usted earnings plus capital recovery.. 8’25‘ 490 446 355 326 26 29 253 219 195

[ %~ —— R <3 3

Capitat expo:;l_itum and expliotalion expense as

8 percent
Netincome. ... ..ococunenronvens teeeaee S0 T4 15 100 94 68 5% 78 8
Adjusted eanings . . ................... 45 63 97 8% 8 6} 8 68 N
Adjusted earnings plus capilal recovery... 40 52 84 73 68 § 4 S8 64
Memo: Adjusted earnings plus capital re-
covery loss dividends.......c.cooveeenn S¢ 1M 127 19 108 79 5 o4 88 9

Note.~Dats other than net income is for company snd majority-owned subsidiaries oniy.



QUESTION NOS.3 AND 9
STANDARD OiL CO. OF CALIFORNIA

Dollar «mounts in miliions]
Ratios: Capital expenditures and exploration
expensas as 3 percent of —
) Adjusted

c._gt; amnﬁss ‘Mtc;t!cd
expends [ eamings plus
and . Adjusted . caprtal Adjusted capitsl
exploration R Exploration eammgs Capital recovery  Net income um:ss ety
expense  Net income expense @+3) recovery (4+5) A +2) (1+4) (1+6)
Year ) col. 1 Col. 2 Col. 3 Col & Col. 5 Col. 6 Col. 7 Cotl. 8 Col 9
$446 $165 $72 7 $18t $418 270 188 107
527 1 82 n 192 463 2”8 194 114
451 85 285 215 500 158 90
503 191 8 279 235 S14 180 8
486 211 93 304 258 230 160 86
554 S8 304 254 558 99
528 194 74 271 539 27 197 98
481 185 61 236 286 532 260 196 20
533 200 76 2716 293 569 256 193 9
184 8 - 268 315 583 305 210 9%
5,071 1,939 799 2,738 2, 500 5.238 261 18% 97
= e =N T _mmermTEt 1m0 el LIl BU.oP RIS - a7 5.2 H Teamt AT & TTETT R0 PP S ]
124 143 25 168 195 87 74 64
1965 .. .iciiciciiaciacacoinee 127 163 25 188 31 219 78 68 58
1966 . ..uivvenan .. 104 186 29 215 38 253 S6 48 41

1967.... 140 218 29 247 48 295 64 57
1968 . 165 241 23 270 56 326 68 61 1
1969 . 221 234 33 267 59 326 94 83 68
1970. 260 261 40 30t 54 355 100 86 73
1971 . iece ornemcocacasacccasossnasnsnnasnsassen 376 326 62 388 58 446 155 97 8
1972, i cecacacesccncnccnscamennsanessssavsaanssanse 256 347 59 405 84 490 78 63 82
19730 ciiancen ereecemsccasnesesnensvane rmsascanan 333 660 L) 734 91 825 S0 45 L]
Tolal 10 ¥rS. .ooeenniacccceirtanreanncnacasocaana 2,106 2,179 405 3,184 546 3.730 % 66 56

Note.—-Cash flow has to cover not only capital expenditures, but aiso changes in working capital requirements aad dividends to shaceholders. Data other than net income is_for company and majority-
owned subsidiarres only.

€8
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QUESTION NO. 4
STANDARD OIL CO. GF CALIFORNIA
{Doliar amounts in iillions)

(78 1972 197 1970 1% %8 197 196 165 1964

Tota! corporation:
Net income..........oen S 40 51 §455  WAs4 $AS2 sA09  §386 52 §308
Dividends. . ........... . $283 46§31 3 3% a8 §202  §1%0  §les 146
Dividends as percent . ‘ o - ‘
oelincome ......... 31 45 4% 2 R g H N 8 9
Domestic opesations;
Net income...... veeee S184 $200 8135 $1M4 a $191 1 S189.  $165
Dividends. ............ RS 7 JE T TS T {17 B 11 C R 94§10 8 $83
Dividends as percent
0ol INCOme. .ooeveneee 3 L1 4% 52 52 8 49 0 49 149

Note.—The payout ralios for ““lotal corporation” and “‘domestic” ate identical due to the company's praclice of repoiting
1o the shateholders and the SEC as a single sntegrated line of business. .

Questiox No. &

As shown in other accompanying schedules, the company’s 1973 domestic
earnings of $184 million were 7.9 pereent less than 1972 domestie carnings of
$200 million. Domestic carings for the fourth quarter 1973 were 43 percent less
than for the comparable 1972 period. This decline in carnings is mainly attribut-
able to the fullowing cireumstances: Inereased eost of purchased crude oil; higher

ayients to governments of foreign production areas; inability to pass through
nereased costs on u timely busis; and substitution of purchased vil for equity oil
during the period of restricted supplics. ‘



QUESTION NO. 6-—PART A
STANDARD OiL CO. OF CALIFORNIA

DOMESTIC OPERATIONS—COMPANY AND MAJORITY-OWNED SUBSIDIARIES? S
Jin millions of dotlars)

Total 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985
Sharehotders® equity at Jan. 1. _...... cerasaaacsaeanen 358 412 $3,468  $3.601 $3,739 $3,883 $4.032 $4.187 $4, 552 $65.016  $5,544  $6,138  $65,804  §7,548
32‘.&“‘%"‘" 45 t of net R u 3;2, (%) (113) %?7) 122) (mls) (ﬁ?) (ﬂ:’» (x?g) 32, (&) (213 (%;)

vidend~ a cent of net income ... _ ... ...

Capstal recovorypp.t:ns explotation upem. e eeen s 426 428 469 (517 569 629 696 71 856 951 1,057 1, 175) 1,308
Net cash avarlably. . ll 870 561 €07 661 718 784 857 S 1,049 1,163 1,292 1,43 1,597

Capital and expicration nse s wotkiog camtal
additions 2. u, W ol 18,458 73 860 957 1,065 1,187 1,321 i, 519 1. 708 1,908 2,130 2.3 2,653

Net outside tmamnna (direct “debt and ‘easc tmam:mg) -
mmted to 38 pevmt of total capitats. .. ... _. . 4118 212 253 29% 37 403 260 284 328 363 407 458 51
ity required 2670 Lot iiiieieiimmecttaaecceanceaaecacanncacnan 204 290 335 382 431 483 545
Repaymem of exusnngdmct debtand direct debt portion
of ftew financing ¢. ceamneiucesanase-esama 1051 28 28 23 22 30 54 81 103 118 236 153 179
Gross dedt and lease hnancing . ... ... ................ 5, 169 240 2n 319 369 433 314 365 427 481 643 (11} 630
1 Rate of return on 1st of year shareholders’ equity ~ 196473 average -6.97 percent. < Actual schedute of existing debt, plus new debt at 10 percent per year commencing in 5th yeat.

2 Capital expenditures based on Socal's hustorical percentage of industry apphied to independently 3 Represents amounts required in new issues.

pubhis ndustry estimates.
3 Ditect debt and lease tinancing in amounts that maintain total capital ratios at 25 percent debt,

13 percent lease financing.

S R e



QUESTION NO. 6—PART 8B
STANDARD OiL CO. OF CALIFORNIA
DOMESTIC OPERATIONS—COMPANY AND MAJORITY-OWNED SUBSIDIARIES !

{in millions of doliscs)
To:ad 1974 1975 1976 1977 1978 1978 1980 1981 1982 1983 1984 1985

Shareholders’ equity atJan. 1. ... ... .. eeiliiiiaa 560 150 $3.468 $3.668 $3,879 34,102 $4338 $4.588 94,852 §5.132 85575 36,157 96,822  $7,%69
3“.&2‘.&"";‘4& """ t of net income . (2 g: ) (3233) (g;) (?236) (gg) (;os:) (;?2) (ggg) (35) (2533) (g.ao) (g:) (ﬁ,

iv s A cent ncome. _ .
Capitat «mypp‘('os exploration expense. . . 426 469 s17 569 629 695 m 856 951 1.057 1.175 1,308
g‘mn‘md u‘:t‘& i e pr k i lz 889 628 680 740 805 879 1,051 L1s1 L272 411 1,568 1.7284

n 2 wmo us w 10|

additions 3, 3 w 18,494 788 876 975 1,085 1,208 1,384 1,497 1,666 1, 8% 2,129 2.380 2,65%
Net outside financing (duect debt and lease inmu— ; -

lirnited to 38 percent of total capital . ... ... ._...... 4,131 160 196 235 280 329 384 a8 367 - 357 407 458 512
New equity required. . . 1,878 (... e cwriecveceenencanane fetemmiasicie seceseamansesecsi-esescsscia 148 261 3t 354 400
Repayment of existing direct ‘dett and direct debt pomon

of new financinpé. . . we-e 1,037 28 24 23 Y /4 30 49 70 96 120 239 156 180
Gross debt and lease financing 4, 5,168 188 220 258 ot 359 433 516 463 477 646 614 €92

1 Rate of return on 1st of year shareholders’ equity =1.5X1964 73 average =10.46 percent.
2 cml expenditures based on Socal’s historical percentage of industry apphied to independently

industry estmates,

debtamimsefmmna&nammmm!wmﬂumratmaﬂwmtm

3 Direct
13 p:tccent tease nnancing.

tual schedule of existing debt, pius new debt at 10 percent per year coramencing in Sth year.
3 Represents amounts required th new issues.

98
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QuesTioN No. 7

Pereent of U.R. refined producet ~ales derived from forcign erude oil:

L PO ... 471.2
L PPN 37.2
| 1L SRR 30.6
... e NNV . A |
weo. ..o ... e e e et e 28, 5
TGS L e e . 401
W7, L e e eieeeenn e em———— e A
R DU - | M |
T . e e e e 26
1064, ... ... . e e e eciciaceas 2.7

These ratios are bused on uneertified data, using arbitrary assumptions in some
years as to exchange teansaetions and parehuse sell deals, To the extent identi-
fiable in our records, imported products have been treated as derived from for-
cign ernde vil: the derivation of domestie-purchased produets is not aseertainable
and such produets have been assed to have the same foreign domestic composis
tion as our own-manfactared products, The weight given forcign erade oil in
the above pereentages hius been determined by the ratio of imported erude oil to
total U8, erude runs. Imported unfinished prodacts are assumed to have been
converted 1o finished products o a one-to-one ratio. Inventory effeets have been
ignored,

Question No. 8

Except in a few limited eases involving export of specialty produetsdike lubri-
eating oils or petrochemicals, Soeal has had no problems related 1o possible
shifting of United States protits to foreign sabsidiarics,

Instead, Socal pricing problems have involved relationships hetween two UK,
companics, This situgtion does not involve a shift of U8, profits; rather, it in-
volves a determination as to which of several UN, companics <hadd earn the
profits. Internnt Revenue Code Section 482 is designed to deal with this <itaation
and it hus been our experience that the Serviee has exereised gapproprinte diligenee
in handling its responsibilities in this area, A ~

QUESTIONS NO. 9 AND NO. 10
{Doltar amounts in millions] ;

1973 1972 1971 1970 1969 1968 1967 1966 1965 1964

QUESTION NO. 9

Foteign capital and exploration expenditures?. . .. .. $333 $256 $376 3260 3221 $165 $140 $104 $127 1A

w T - - - - - e PREP G Pt =1

Foreignnetincome.. ............. ... ... .. . 660 347 326 261 234 241 218 18 163 143
fiel increase in foreign long-term debt and bank

DOIIOWIARS 1. .\ oo cee e eaaas (6% 6 166 15 W 6 U3 6...... 5

Total........... demeneaervesreanea asanan 495 353 492 316 218 305 33 1 A 163 _ _|6§

Cxpenditures as petcent of oal................... 61 13 76 69 80 S0 42 sS4 18 M
QUESTION NO. i0

Domestic operations: '
Return on equity from question No. ) (percent). 5.5 6.4 60 63 7.4 2.4 20 2.7 17 69

Theotetical return ¢~ equity without statutory <+ = ‘
depletion allowar,..s percent)............... 3.5 46 41 45 52 49 47 55 56 49

1 Company and majority-owned subsidiaries.

Hote.—It is our belief that this is 8 meaningless and completely misleading answer. Such an answer assumes that
there would have been no difference in economic assumptions, investment levels or price levels, or any of the other
factots that enter into the complex economics of the industry. 1t is inconceivable that there would not have been less
independent drilling. less dniling by integrated companies, different prices and 3 mytiad of othes changes in the
industry, if percentage deplelion had not been allowed. ‘






STANDARD OIL CO. (INDIANA)

Smxn.ua O Cﬁi (livm.l\.\é.\)t
*hicago, Il., Apri 974
Mr. Bos WiLLAN, ) T P
.8, Senale Commillce on Finance,

Washington, D.C.

Dean Sir: Pursuant to your written request and our subsequent telephone
conversations, we are furnishing the attached data for Standard Oil Company
(Indiana). This data is being furnished exclusively for use by the Senate Finance
Conunittee and in accordance with our understanding that the individual company
information will not be publicly disclosed.

If you have any questions pertaining to the attached daty, please feel freeto

call me.
Yours truly, ‘ -
F. J. Saatnorr,
Director, External Reporting and Policy.

———

Staxoaup O, Co. (Ixnraxa)
Chicago, 1., April 18, 197},

Mr. Bon WiLLax,
U'.S. Scnale Commillee on Finance,
Washington, D.C.

ianr Sie: This will confirm our telephone conversution today regarding data
fc\»r R\zm‘lz;’;(‘i‘ 0il Company (Indinna) which was furnished you by my letter dated
Apr N .

It will be satisfactory for Stundard's individual company data to be disclosed,
provided that any such disclosure would include comparable data for all the
companies responding to your survey.

Yours trul
v . J. SaaTHoFF,

Dircclor, External Reporting and Policy.

1. \What was the overall rate of return, after taxes, which your company realized
on stockholders’ investment devoted to exploration, development, produetion,
manufucturing, transportation and marketing of petroleum products in the
United States?

ta) Where applicable, please give the source of this information.

th) Are these figures for U,S. operations different from the figures nsed in
sreparing the reports to stockholders and information provided the Federal
I'rade Commission for purposes of preparing its Rates of Return in Sclected
Manufacturing Industries? If so, please expluain. ‘

ic) How does the rate of return on U.S. petrolenm investment, as deseribed
above, compare with your rate of return on other investments?

{Sce attached sehedule.) .
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QUESTION NO. 1

STANDARD OiL CO. (INDIANA)

|{Dollar amounts in thoussnds)
ot T e L T
1973 1972 1971 1970 1969 1968 1967 1966 1965 1964
Total te operations
MMW pe $466, $320. 033 $307, 835 $282. 851 $264. 185 $242.707 $206, 181 $186.634
Net assets . $3,038.500 $2,822,718 32,764,793  $2.733,388 $2.641,776  $2,616,98  $2,533,62%
Rate of return ' (percent)............... 1 0.5 1.0 10.9 1.0 10 . 9.3 .92 8.0 1.5
us. petfoleum oparations:
Netincome. . _............ vesemeanaene $380. 572 $288. 632 $245. 942 $258, 186 $259. 778 $216. $260. 670 $282. 531 $221,612 $214,627
Netassets. ... ... .....ccomcivcncennne $2,628.513 $2, 468, 260 $2, 288, 300 $2, 187, 900 $2, 060, 115 $2,053, 613 ﬁ.mﬂ SlG $2, 123, 65 $2,093, 791 $2, 086, 637
Rate of return ! (percent)....... Neimesna 14.9 12.1 1.0 12.2 12.6 1L 10.6 10.3
Fomgn petroleum operations
e 2 BN S8 A5 8T NP AN W0 By 8
Rateofmwa‘(puccnt)... 8.4 6. i1 X 6.5 "5.4 0.6.... .. .. (%)) [0%))

S o o e

1 Cakulaten on average net assets.

2
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QUESTION NO. 2
STANDARD OiL CO. (INDIANA)
PETROLEUM OPERATIONS

{Dollar amounts in thousands]
1973 1972 197 1970 ) 1969 1968 1967 1966 1965 1964
Net income: - ' . : ‘; )
United States. ............. resicanece $380. 572 $288, 632 $245, 942 $258. 186 $259.778 $246. 491 szeo. 570 T $242,531 $221.612 $214,629
FOTOIEN . cacecarcnccnccnvancaccenenase 85, 842 59, 961 99,628 61,847 48,057 36, 360 176 (15.431) €27.995)
L T, ) 466, 414 ) 3&§. 493 o 7345.3?0‘ }20.033 ) 307 835 N 282, m” 7 264 ns 232. m B 206 m 105.63‘
u«masw ceveee 34,663,390  $4,113,457 93,839,000 $3,666.000 $3,478,600 33,283,000 - $3,083 000 82.992.000 $2,786,000 2,644,000
Rtl! of profitability (perceaty. .. 17, 8.2 7.0 6.4 2.0 1.5 1.5 8.5 3.0 8.1
c.... 91,033,128 40, 35% $632, 036 $550, 149 $450, 384 $357, 956 $293, 427 $204, 356 3158, 152 $127.812
Rat oimtmwny (;mmt) ....... 83 8.1 15.8 11.2 10.7 10.2 1.2 0.1 .3 (21.9)
Total. ._..... $5.696,518  $4,853,813 $4,471,036  $4,216,149 - $3,928. 384  $3,640,95% 83.376.&27 $3.196,3%  §2,944,152 $2,771.812
Ratcotp(ombmty(p«mx) 3.2 7.2 .7 1.6 7.8 7.8 1.6 .0 6.7
u ited States._ . 71, 700 45, 500 $228. 300 $239, 800 $206. 000 $230,.500 . 8178.000 $156, 800 160. 700 $114, 200
" Rite of profitabiity (pmum ....... 9 58.4 # 54.0 51.9 51.9 $5.8 51.7 - 60.7 $ $8.0 GS, 3
Foraign__ ... e $135, 800 $17, 000 $i1, 200 $3, 100 ($3.100) ($25. 900) uoo $3, 900 $4. 600 $5, 800
. of pmmm:y (percent). ... 38.7 . 7.9 29.9 95.2 106.9 347.6 4.3 4.3 (142.5) (126. 1)
e eeemanevss $407, 500 $262, 500 3239, 500 $242,900 - $202, 900 $204, 600 suz.aoo $160.700 . $165,.39%0 $120, 000
Employed m mﬁubmxy(pmm ..... 53.4 57.0 9.1 $8.9 60.3 58.0 60.2 55.% 60.9
oyed ca ' :
u:mc S‘:'tm , $3.400,910  $3.260,707 $3,107.862  $3,048,110 $2,910.960  $2,753.314 sz.su su $2. 635, lss $2,444,959  $2,458 311
Rate of profitabil 12.4 10.1 9.2 9.5 10.1 10.1 9.8 B 87
&: aas $1,566.099 $1.202.825 §1.122,061  $1,006,621 $911, 570 3787.370 am. 539 $543, 234 $552, 466 $447, 038
te of ptotwmt (p«oent) ...... 6.8 6.1 9.7 7.1 6.1 5.2 0.8 0.3 @n €6.3)
e ieecvenen . $4.967 009 94,463,532  $4,229.923  $4,055,731  $3.822,530  $3,540.688 83.296.380 $3,178.840  $2,997,425  $2,905, 345
Rstco! mmhhtyl(uml)-.. 10.7 . 9.0 9.3 89 9.1 9.0 8.1 7

1 Based on adjusted net income.
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QUESTION NOS. 3 AND 9
STANDARD OtL CO. (INDIANA)

5 {Doliar amounts in thousands}
Ratios: capitat expenditures snd exploration expense
Capital ex: J (53 hadhe o
1) &3

penditures and ) Adjusted plus capitat Net Adjusted  Adjusted sarn-
exploration i Exploration earmn Caprtal 6 income eataings  éngs plus capital
expense Net income expense Q@+3) recovery (34-5] (+2) {1 +4) cecovery (1 +6)
Year Col. 1 Col. 2 Cot. 2 Col. 8 Col. & Col. 6 Col. 7 Col. 8 Col. 9
$357, 389 14, $94, 359 $308, 988 $215.070 $524.058 166.5 115.7 68.2
341,310 221,612 86,574 308, 186 243, 551, 154.0 110.7 61.8
374,865 242,531 97. 326 339. 857 239.878 $79.735 154.6 110.3 64.7
438,780 260.670 94, 991 355 661 218,951 574,612 166.8 122.2 25.7
479, 445 246. 491 139 532 356.023 234,706 590, q 1943 134.7 81.2
528, 064 259.778 94,375 354,153 251,019 608.172 203.3 189.1 8.8
426, 258. 186 78.062 336, 248 273,283 609 531 175.0 132.9 73.3
4:4 113 285,942 85,651 331. 5% 247,394 578. 990 172.4 121.9 73.3
549. 00 288.632 99.227 387,859 274,938 662 7197 190.2 141.5 8.8
631,574 380,572 118,286 498,858 305,227 804, 985 167.5 122, 7.3
4.573, 322 2,619 043 958, 386 3,577,429 2,507,234 6,084,663 174.6 122.8 5.2
104, 622 (27, 995) 33,752 S, 757 17,215 22,972 1) ) 455. 4
112.254 (15,431) . 18.37 21,977 40, 351 1) 610.9 278.2
128,97 176 49,139 49,315 33 244 82, 559 U 252.6 150.9
147,453 3,515 40, 446 , 961 5. 396 , 357 l§ 335.4 .185.8
179,220 , 360 , 530 . 890 37.203 114,093 492, - 233.1 157.1

221,492 48,057 63,148 111,205 , 560 150, 765 460.9 199.2 + 146,
187, 61.847 55, 455 1172, 302 53,412 170,714 302.9 ‘159.7 109.7
248,221 99,628 61,840 161, 468 , 226 , 694 285.1 151.3 109.2
322,6 59, 861 91, 847 151, 708 81 161 232,869 539.0 212.7 138.5
400,114 85,842 86, 486 172,328 98,931 awn, 866.1 2.2 147.5
2,043,917 351,860 556, 448 908, 308 480, 325 1,388,633 580.9 225.0 147.2

t The percent is not meaningful.

(4]
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4, Provide information as to the dollar amount of petroleum carnings paid out
in dividends during the applicable period und show dividends paid as a percent of
U.S. petroleum carnings. Assume dividends are payable out of U.S. petroleum
carnings in the same ratio as U.S. petrolcum carnings are to total carnings.

0.S. PETROLEUM EARNINGS PAID IN DIVIDENDS

Amount Percent
L1 1 OO criveces vesssrrenssoss ceooncsn $133, 425 35
1972 o ceeerectreccctccncncacacooes vevseons ceoserureranenes creevaenusosann 128,417 45
L e e trreraeecasasecnanrrsenanresasr o acsemrnasiuanranranrennaneamennann 114, 360 4}
131, 982 5
132.23 51
19,1 :s

}l '%22
109, 866 ;§
9,044 &

3. Please provide an explanation for any increase in U.S. fourth quarter 1973
carnings over catlier fourth quarter carnings. In this conncection, 1t would be
helpful if the explanation were to include an estimate of the ‘m:porti(m on increase
attributable to (a) normal growth in sales, (b) inflation, (¢) absence of soft markets
due to shortages, (d) inerease in ceiling price of domestic crude, and (¢) any other
factor incrensing profit margin, To what extent are higher gasoline prices at the
pump in the fourth quarter attributable to increases in cost reflected in the dealer
tankwagon prices {explain the =onrce of inerease in costs)? ‘To increases in profit
refleccted In dealer tankwagon prices? To increases in the retail margin (differens
tiate between company controlled retailers aud independent retailers)?

Fourth quarter 1973 carnings fram U.S, petroleum operations exceeded com-
arable carnings for fourth quarter 1972 by approximately $25 million. This
nerease was due principally to the following factors,

In millions

of dollars
Inereased revenues from erude and NGLosales. o oo oo oo ann 64
Incrcused revenues from sales of natural gas, fertilizers, pesticides, TBA, o4
L (SR U e ———— emrmmm————————
Increased costs, other than cost of refined produets sold. .. ... ... ... e (30)

Inercased realization from refined products:
Due to price increases through May, 1973 oo iviavnnaraaa. 40

Due to price increases under phase IVo___. ... e eeeeeama————— .. 42
Increased cost of refined products solda - o e ceeoo.o. wm——— e ———— (115)
25

For gasuline supplied by our company, the total inercase in retail pump prices
during the fourth querter 1978 was due to inereased costs reflected in our dealer
tankwagon price, plus any related changes in taxes hased on a percentage of sales
price. Since our product costs inereused more rapidly than our realizatjons during
the fourth quarter, the profit reflected in dealer tankwagon prices would have
decreased during this period” Likewise serviee station operators were prohibited
by regulation from inereasing their margins during this period; however they were
permitted a ohe-cent increase in margin on January 1, 1973,

The above answer apl)lics to all of our gasoline sales to retailers and assumes
compliance with Phase IV regulations by all retailers supplied.

6. Provide an estimate of your capital requirements in the United States for
the period 1974-85; (a) assuming ~our rate of return on U.8. operations was the.
same as your average rate of return for the period 1964-1973; and (b) assuming
your rate of return was one and one-half times your average rate of return for
1964-73. Assuine for this purpose that you will be able to borrow direetly up te
25 percent of your financial needs and are able to use off-the-balance-sheet financ-
ing for 13 percen’ of your needs. What is your view as to the validity of such
financing assumptions as applicable to the circumstances of your company?

(See atiached schedules. In addition, we have attazhed a copy of a statement
we prepared in conjunction with hearings before the Ql,’grm:nmnt Subcommittee
on Investigations which addresses the question of the rate of return necessary to
achieve cffective petroleum industry performance.)

42-501—74~—17



QUESTION NO. 6 : {3
STANDARD OIL CC. (INDIANA)
U.S. PETROLEUM OPERATIONS CAPITAL AVAILABILITY WITH RETURN ON SHAREMOLDERS' AVERAGE EQUITY AT THE 1964-73 AVERAGE OF 12.0 PERCENT
{Dollars in millioas}

Total 1924 1925 1976 87 1978 1979 1980 1981 1982 1983 1984

Shareholders’ «Mtvlm.l..' ............. . $2,629 $2,808 $3,000 $3,204 $3,423 $3,657 $3,906 $4,173  $4,438 $4,762 35,087

Return on average squity (percent). ... ccccneecacecacn ;xz) 12) 12) 12) 12) Sg) 12) g%) : gll) g;) gi) gz)
Net income._....... iesegagtaaeat cation G0 percet W $5,176 18 1
Jan. 1 mny)m?.' .............................. 4,654 263 281 300 320 342 366 391 417 446 476 509
Less dividends (45 percent of net i 2,600 147 157 168 179 191 205 28 233 268 266 284
Fonds generated. . cu.eeccuce o onninen conncnes eeea 1,830 442 473 S04 539 576 615 658 702 750 201 856
Net borrowings (33 percent of deita equily).........---- 1,059 0 64 68 3 78 83 8 95 101 108 116
Capital avdbbility-..-.......-.-..-f ................. 8,889 502 537 572 612 654 698 7 ”7 851 909 972

Debt 0 percent per year):

repapments (10 percent Dor YOU): - eemereeee . ® . . 6 6 6 6 s 6
1975 DOTrOWINgS. cocaveencaneces evemsamnsascesnen 3 ceans casssaanseee cecoon 3 6 ? 6 6
1976 DOIFOWINES . ceaanmcncoonsnscsnsasasnacannsns T PO cevesesens - .. 7 7 6 4
1977 borrowings memesmsmecesanen= - - Z e cessascone 7 7 8
1978 borrowings. eeoan aeaea 23 eenee wsee aeee k 8
................................ 16 eecemsecmsssssmcesErsesesseasencassasensannaena

- 8 eeercecsccccecumcsemasssessnasenann eeceesenanssecmansasase eesveconsen ceenscsrasans esemmccnscerassecnnnnate
Total repaymentS. . cc.eoccnnncncncens 3 RO ceemeemcasecconn - 6 12 19 7 33 43
Debton DeC. 31t . ccecccccvonccssccacrmccnnacsossecnncace 903 967 1,035 1,108 1,186 1,269 1,358 1,483 1,554 1,662 1,778
Ewwm Dot 311 cenaan.en - 2,808 3, 3,208 423 3,657 3,906 173 4,458 %2 087 434

31 (percent) () ) 32) ) 3 a3 () 33) 33) a3)




e i, W
&

AVERAGE EQUITY AT 150 PERCENT OF THE 196473 AVERAGE OF 12 PERCENT (12X1.5=18)

S* “reholders® equity Jan. 1....._. R, 629 $2,205 538 3970 434 WKTE  §5260 7,081 $,818
Return on average equity (perceat).- ... C.ZZ 1111 1 18 18 18 18 1 18 13 a 18 18
Net IRCOM. < eeerae s o Saniaien G et Bi' 5 » ) gso) ) ) sao) &7 4 ) ioo) l ) l.s«u) 1,&1)
Jan. 1 @QUitY). o oeeoeciaaeiai e S, 764 263 321 354 391 431 476 526 581 641 708 7™
Less dividends (45 percent of net income).... 4,913 25 w 274 301 333 368 405 M3 435 547 604 666
Funds Qenerated .o eeooaaacaaanes -- 11,768 5% $93 654 723 798 820 73 074 186 309 a5 §97
mmm% porcent of deita equity). -2 111117 ém 9 101 i 123 136 150 165 l'm l’m 1’m Lzas l'z‘n
Capital availabifity. . .......... 13,770 627 634 765 846 934 1,030 1,138 1,257 1,388 L5 L6 1,88
.9

10

1

12

13

15

17

5 87

1,035 L1465 1,269 1405 1.555 1,720 1,903 2105 2,329 2,574 2,845

2,922 3205 3538 3907 4314 4763 5260 5808 6413 2,08 7,318 €33
@2 32) 32) @) & QY @) LE B € Q3 @

:munst.mamummmdmumw.mmuw percent of consolidated company debt on Dec. 31, 1973,

e
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Quesriox No. 9

STATEMLNT ON RATE OF RLTURN NECESSARY TO ACHILVE EFFECTIVE PLTROLEUM
INDUSTRY PLERFORMANCE

The aipply of energy is dircetly related to expenditires made to provide that
supply. The current ~hortage of petroleam is a direet conseguenee of inndeguate
mpil:a} spending, which is itself a produet of inadequate carnings during the past
seVerid yeurs., .

A November, 1973 update of the 1972 Chase Manhattan Bank analysis of the
30 leading petrolewn companics estimates that “the worldwide financinl needs of
the petrolewm industry between 1970 and 1985 are expeeted to amount to §1.35
trillion. ‘The industry must depend on three sourees for this capital: protits, eapital
recovery, borrowed capital. After allowing for the amount of money prudent
management can be expected to borrow, and the maximum amount of eapital
_recovery currently permitted by law, the industry's indicated dependence upon
profitd i The 1970-1985 period amounts-to 7535 bhillion,” . .

Based on our assessment of the requirements of the domestie petroleum industry, ™ 777

an after-tax rate of return on stockholders” equity of 15 to 19 pereent will be
required to make the necessary contribution to a national self-suflicieney in energy
within the next 10 vears, Our estimates take into acecount the rate of intlation that
will affeet the dollar costx of reaching such a goal, and the extent to which the
industry can reasonably be expeeted to attract investors,

Standatd Oil's estimated 1973 earnings increased 36 pereent over 1972, vet the
inerease to this level achieved only a 12,9 pereent return on sharcholders' equity.
With operations argely contined to the U.S., Standard attained an average rate
of return of only 9.2 pereemt during the 10-year period from 1963 through 1972,
In 1972, the company’s avernge rate of return was 10.2 percent.

Comparative data on rates of return provided by the First National City Bank
show that rate of return or sharcholders' equity for the U.S, petroleum industry
averaged 118 pereent over the 10 years 1963 through 1972, This was slightly
helow the 12.2 pereent average for all manufacturing. Among the 25 leading
capital-intensive industries included in the bank’s survey petroleum ranked
fifteenth in rate of return. At the same time, the petroleum industry ranked
first as the most eapital-intensive of these 25, with an investiment of $150,000
!w:‘- employee in 1968, more than three times the level of the second-runked
industry.

Year-by-year review of FNCB data reveals that the petroleum industry’s
rate of return fell helow the total manufacturing average in seven of the 10 years,
?ml declined without interruption after 1968, to the lowest level of the decade
n 1972,

Over the past 10 years, from 1963 to 1972, Standard Oil Company (Indiana)
hus reinvested 53 pereent of its net income and paid the remaining 47 pereent s
dividends to sharcholders. During this same 10-year period, the company’s tetal
capital and exploration expenditures have been almost 2.5 times net income.

‘or the 10-vear period (1963-1972), the =ource of funds for Standard’s capital
expenditures, debt service, and inereased working capital has been:
Percent of

total funds

Reinvested net ineome. e S R, .- 25
Qx:pilnl recovery (depreciation, depletion, amortization, and <o forth) ___. 47
New horrowings . ____ . _______._._. e e e ——— 17
Capital stock issuance, sale of properties, and soforth. .. ____________ .- 11
" Daring these same 10 years, total capital and exploration expenditures have
heen as follows: Pereent
Explorstion and prodeetion___ .. _________ e e e e————— - 61
Manufacturing, transportation, marketing, :fd o forth. ___________ ———— 36
Totale oo oo eeeeee0 P ———— R IR (|

Over the pust deecade, net tixed assets of the domestie U.S. petroleam industry
in activities other than marketing have grown at a compound annual rate of
approximately G percent. Yet during this period, domestie erude oil and natural
gas liguids produeing capacity has grown only 0.7 pereent, while domestie refining
apaety has inereased 2.9 pereent. Meanwhile, ULS, consamption of petroleum
haxs inercased ot an annual rate of nearly 5 pereent.

Thus, while the growth of industry assets has exceeded the growth of real
con~umption, expansion of producing and refining eapacity has lagged far behind,
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This has been a direet conseguence of the steadily ineressing enst of finding,
prodacing and refining domestie oil, and competition from importz, Only a portion
of this cost is attributante to the general inflationary trend; nueh is due 1o the
inercasingly diflicult and codly ek of finding ard producing new erade oi! and
natural ga<,

In common with the remainder of the domestic oil indastry, Standard Oil s
faced with vestly inercased requirements for funds< if it is (o make o <igniticant
contribution toward expanding the U8, energy sapply base, For exaanple: In
1970 Stndiird’s capital expenditures tataled $703 million, of which some S400
million was for exploration and production. In 19773 the total was over 8t biliion,
with some 8722 million for exploration’praduetion. For 1974 the company has
budgeted approximately S1 billion in vxp‘ur:ninn and prodaction capital expendi-
tures alone, with another $100 million carmnrked for other phises of jts husiness,
In sum, the company’s capitul expeonditure plans for 1974 represent (uer 2.7
tines its estiated 1973 carnings,

“The conclusion” must he-drawn-that nil induetry earninge far 1973; far-from--
representing excess or windfa!l profits, represent i necessary rerovery from
depres<ed carnings which have ('l‘l:tr:u‘lt‘l'ill'il the petroleum industry i recent
vears, Thits, 1973 carnings provide, muach more than in prior vears, a viable bisis
for an evaluation of what consitutes adequate carnings for the judustry, 1 is elear
that a sound national palicy calls for a reversal of the depressed oil industry profit
trend of the past deeade. . :

The petrolemn industry’s 1973 inve<tment hase mu<t generate an average anmil
arpings rate of 15 to 149 pereent over the bong term, if the industry i< to respond
adequately to the energy deminnds now facing the United States and the re.
mainder of the Free World.

7. What pereent of your total United Btates sales of petroleum produets during
the applicable period were derived from forcign erude?

U8, sales derived from foreiqn erude

Year: Parecnt | Y ogp—Continued Peecent
1973 . ... e memccree—.a 16 196N . e e e .. D
| LU S - 10 | L 4
[ K1) PR ec et ) 106 ... D
1970 e - ) | LT Y . )
1969 ... _... R, . ) 1111 . e e .-- )

8. Describe the typical situntions in which vou have contractual relationships
with n foreign <ubsidiary involving a pricing problem.

To what extent do you believe it possible for a Unived States company comnlying
with the present tax regulations governing such relationships to =hift United
States profits to the foreign subsidiary?

Do you recommend any alternative approach for regulation of such trans-
actions to prevent the <hifting of United States profics to foreign subsidinries?

One typical situation in which we have a contractual relationship with a foreign
subsidiary involving pricing is the area of <hipping, in which ocean transportation
is charged by a foreign subsidiary to a U.N. affilinte. In this situation the foreign
subsidiary enters into a new contract each vear with the UK. aflilinte and the
prices churged therenunder are bazed on guotations received from four independent
ship -brokers. We helieve that this prevents the shifting of profits from the U.S,
to the foreign subsidiary and is in conformity with present tax regulations,

9. Provide information as to investments and expenditures ontside the United
States during the applicable period. Relate this information to the sum of (2)
earnings outside the United States and (b) net equity and debt eapital raised
outside the United States, during the applicable period.

{See sehedule attached to Question 3.]

10. What would have been the impact on rate of return on petroleum assets
in the United States if there had been no depletion allowanee?

. Rate of return  Rate of return

if no depletion with depletion

allowance allowance

| & 1 DS PPN 8.7 1.0
1970... . e heeenenee ceveseenreeseemaceceemmeeseneann . 9.9 1.2
1969 .ooeees eeecremcmtmeaceracmnn PO eeeemeemmemeeemeeeememeceanman 9.2 1.6
L SN 8.4 1.9
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SHELL OIL Co.

PrepAred Staremest or G. S. Wornert, Jr., Vice PresineNt AND GENERAL
Counsti, Suewy O11 Co.

INTRODUCTION

My name is G. S. Wolbert, Jr. Although [ am presently Vice President and
Associate General Counsel of Shell Oit Company, my up{)cnrancc is due to the
fact that I was Shell’s Vice President-Finance from November, 1970, until Decemg
ber, 1973, and previously served as Treasurer of the Company from October;
19G8, until becoming Viee President-Finance. ;

We in Shell are grateful for the opportunity to participate in this Committee’s
.. development of information on the profitz and rates of retarn realized by oil
companies from their operations in-the United Statea during the 10 year period
1964 through 1973. {n order to provide as useful a document as possible we have
arrayed in tabular appendices our data on the points which the Committee
requested us to address. To the extent that analysis and comment on such data
would appear to be warranted we have provided same in the text, arranged in
order to correspond with the attached nl)pendicos.

Before entering upon a point-by-point discussion, I would like to make a gen-
cral comment on our figures and their use to indicate the cconomic condition of
enterprises engaged purely in petroleum operations solely in the United States.
Broadly speaking, my company probably comes as elose to fitting this descrip-
tion as does any integrated ofl company of substantial size in the industry. low-
ever, we do conduct, within the Shell Oil corporate entity and in exceedingly close
conjunction with our domestic petroleum business, 8 petrochemical venture whose
revenues in 1973 accounted for about 1375 of the company’s total, While a facile
mind can develop many distinguishing characteristics between the chemical
and oil “businesses”, the substantial amounts of products and services that are
interfaced hetween these activities (averaging in excess of 20€5 of our chemical
total costs and expenses) have caused us to consider ourselves to be conducting
o single line of business. I wight add, incidentally, that governmental agencies
to whom we report or by whom we are regulated, e.g., the Securitics ana Ex-
change Comunission and the Federal Energy Office, have aceepted this conclusion,
We gave serious consideration to attempting to cxtract from our numbers a de-
rived ‘ehemical balance sheet and income statement so as to create a “purified
residue” for the Committee's purposes, but the arbitrary nature of any alloca-
tion of shared facilities, utilitics, and services and the fact that these allocations
would change from year to year, thercby precluding comparability between
years led us to the conclusion that it would be far more misleading to submit fig-
ures stripped of notional chemical financial statements than it would be to use
our actual figures, with the mental reservation that they do contain an clement
that is not purely petroleum. We have made a separation between “Domestic”
and “Total Company” figures by excluding from “Domestic” the following: (1)
Profits from a foreign subsidiary in the years 1964 through 1970 whose opera-
tions primarily consisted of the purchase and resale of foreign crude. See Ap-
pendix H. (2) Losses primarily incurred in foreign crude oil exploration ventures
_in the yvears 1970 through 1973. Sce Appendix H. These are discrete numbers and
can readily be broken out.

RATES OF RETURN

Turning now to the Commitice’s points of interest, we first examine the Rate
of Return realized on Stockholders’ Investment. Most analysts use this test as
a proxy of industrial health and investor interest and we believe that it prob-
ably is the single most significant ratio. Appendix A shows Shell's rates, by year,
for the period 1964 through 1973. Because we already had on hand certain com-
{)arisom which use our regular Rate of Return (“Total Company”) we have
isted rates or. both ocr normal company busis and on a “domestic” basis for the
special purpose of this inquiry.

In Appeudix B we show our “Total Company” return on Shareholder [nvest-
ment against time and compared it with our Return on ‘Total Capital, A:. you will
note, the latter line is consistently lower than Return on Shareholders’ Invest-
ment. While we do not urge this ratio as a su )rl:mwr of Return on Sharcholder
Investinent, we do suggest that as our capital investment requirements cause us
to borrow more and more money, the significance of this ratio will increase if we
are unable to hold the line on our debt-cquity ratio.
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We also plotted two other curves, one showing the historical Rate of Return
on Sharcholders’ Investment for all U.8, Manufacturing Corporations and the
other showing such rate for U.8. Utilities. Unfortuncztely, the source of our daia
for Utility Companies only goes back to 1964.

Comparison of these curves serves two purposes, One provokes a viscoral
reaction that if our Rate of Return is below all U8, Manufscturing and/or
Utility Companies, we don’t have an excess profits problem; what we should
be concerned about is how we can get our carnings up to a level that will be
attractive to the investor, which brings us to our sccond point. We must compete
in a free capital narkel for funds to finance expansion, It is difficult to say a
priori preciscly what return wili be required to attract funds because “investor
expectations” is an abstraction which varies, among other things, with confidence,
degree of risk and rate of inflation. We do have a benchmark, however, in public
utilities. Because the cognizant regulatory agency is charged with seeing that
utility rates are a8 low as possible to protect the consumer, yet sufficiently high
* to attract capital, these rates should sct a floor upon whiqh to construct an
appropriate target for vil comgan,v returns, For utilitics, rates over the past ten -
years have been so low, that by not being able to generate enough funds them-
selves; they had to get out in the market and borrow heavily so their coverage
rate has gone down consistently, and many utilitics have sli!)ped in their rating.

An investor will appraise alternate investment opportunitics by means of a

discounted cash flow test. Because of differences in the operation of, and in appro-
printe methods of accounting for, a public utility and a company cngaged in the
oil business of equivalent discounted cash flow carning power will have different
Rates of Return on Shareholder Investinent. We estimate that because of the
oil production industry’s fast write-offs, long lead times between first exploratory
efforts and production and the practice of expensing dry holes a company engaged
l)rimurily in oil and gus production would requirc about 3 percentage points
higher rate of return than a public utility in order to equal the utility's dis-
counted cash flow earning power. As we go downstream toward refinery and
marketing the gap is narrowed and we believe that an independent refiner/mar-
keter would equilibrate nbout % point higher than the utility rate. We view our
own business as being somewhere in between these two, say about 13§ to 2 points
higher than a utility with an equivalent discounted cash flow.

Due regard must be given to the element of risk. If our company simply equaled
the earning power of a public utility, we would have an exceedingly difficult time
attracting capital. Surely the investor is entitled to, and will demund, a factor for
risk., There is no consensus concerning the magnitude of this premium. We do
have studies which evaluate the risk differential between an integrated oil com-
pany and a public utility to be about 2 percentage points.

Utilizing these concepts, we can construct a rule-of-thumb figure for a domestic
integrated oil zompany. Starting with the 11.5% median Rate of Return on Share-
holders’ Investment which the &:\s. telephone and electrie utilities have averaged
during the past ten years, we add the d.c.f. equilibration factor to 1% to 2 points,
plus the risk premium of 1': to 2 points to derive a total of around 15% for
domestic integrated oil companics.

Lest this rough approximation be taken as an absolute, let me hasten to add
that this figure is at best simply a measure of centricity—a 10 yvear average of
median returns. Let me use our own figures from Appendix A to illustrate two

ints: first, Shell's domestic average of 12.35%, for the 10 year period might be

alanced by another company whose internal growth rate was faster than ours.
Its 10 year average rate of, say, 16.65% could not be taken to indicate excess
profits because of the very nature of a median, someone has to be above it;
second, the depressed carnings experienced by Shell in the past five years (1969-
73 average “‘domestio’” return of 10.64%) would require five good years averaging
around 18.35%, to bring us to the 10 year average median we have targeted. This
is a most important point. If we cynically disregard the bad years and impose a
so-calied “excess profits” tax on the good years, there is no way that the industry
can finance the on-going capital investments that will be required to meet even
xf;everely constrained consumption of, let alone normal demand for, energy in the
uture.

One final point before leaving the subject of Return on Shareholders’ Invest-
ment. Up to now, we have approached investor expectations froin » historical
basis. This i3 a satisfactory technique so long as inflation trends are such that
the investor fecls confident of accommodating inflation in his calculations. If
the trend causes the investor to become uncertain about the future value of his
investment, his expectations are bound to rise substantially above the levels we
have discussed.
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CURTAIN INTERYLSTING RATIOS

In Appradin G we have Gdmlated separately for total company and for
doanestic aperati ms, ratios derived from four eomprrisons: (1) net income to
revemtes (exelisive of consumer exeise and sales taxes); 12) net income to taxes
wexelusive of consmer exeice and sales taxes): () net ineome to labor costs;
and 1) net income (adjusted to retlect aftor-tax interest expensel ta (otal capital
(Sharcholders’ Investment plus long-term debtss, These figures pretty well

speak for themselves with perhaps one eomment: our net ineome to taxes per-

.

centage foll 307 5 from 1968 (o<t year prior to the zo-called Tax “Reform” Act
of 1969) to 1972,

Appendix D lists vearly Capital Expenditures and Exploration Exprense both
in absolute duliar amount and as 4 pereentage of internally generited funds
tineluding exploration expensed. It is no ineidence that our 1964 -67 <pending’
internal gcucx;uif;‘u watios were soon followed by three SIS0 million, 25 vear

debt offerings and a S300 willion cquite 4naneing -in 498 We huve timmed.

back our expenditures sipee that time but, looking (o the future, if Shell is to
bear jts <hare of the search for cnergy it must have an inereased eapaeity to
internally generate o higher level of fupnds ns well as o attraet additional invest-
ment from equity holders and long-term fixed obligrtion lenders. We will have
more un this point shortly,

One important element in the attraction of eguity investment iz a stable
dividend poliey. Appendix 1 provides information on the dollae amount and
pereentage of petrolenm earnings paid ont in dividends by Shell during the
period 1964 (o 1973, Shell has not raised its dividend per share sinee 1969, On
the other hand, despite the sharp deerease in its carninss during 1970 throngh
1972, it did not reduce its dividend, Serions eonsideration was given to eutting
the dividend, especially in 1970 when the payout ratio rose to 68,29, However
the investment community places haavy weight on eertaimy of dividend, and
our examination led us to conelude that as a pesponsible company in a8 non-
cvelieal industry which was not faced with an impending liquidity erizis, we
should keep faith with our shareholders and maintain the dividend antil our
circmnstanees dietated otherwise, 1 suspeet that we were influenced, eonseiously
or unconseiously, by the faect that although the dividend rate as a pereentage
of net carnings was high, the sharcholder picee of the total revenue pic was
down around 3.777 in 1970 to 3.3 in 1972,

SOME COMMENTS ON FOURTH QUARTLER 1973 RESUCLTS AND fETAIL PRICES

Beeause of the production cuthacks and the embargo impe sed by O.NPE.C.
countries on shipments to the United States and the resalting shortage of gaso-
line, home heating oil and residuals there has been o wide interest expressed in
Fourth Quarter Earnings and Retail Prices. The short answer in onr case i< that
Shell Oil Company’s earnings deelined 2 pereent from the Fourth Quarter of 1972,

sxeept for the relief in the pricing restrictions on domestie erude oil last Rep-
tember through the two-tier pricing system, product price increases by the Con-
pany in 1973 were limited to passing through higher costz of purchased erude oil
and products already incurred. While current. regulations allowed a dollar-for-
dollar pass-through of the higher costs of erude oil and purchased produets, they
nevertheless impaired our earnings as well as our margins beeanse higher costs
incurred in one month could not be recovered in higher priecs until the following
month, The eileet of this time lag continues to grow while costs are inereasing
rapidly and this was reflected in our lower earnings for the last quarter of 1973,
The impact of this delay in recovery precludes meaningful analysis of the effect
of normal growth of sales, of inflation, of absence of soft markets or of greater
profit margins.

With respeet to gasoline prices, Shell moved deater tankwagon prices nation-
wide during the last guarter 1973 as follows:

September 15, 1973, 0.9¢ inerease,
September 29, 1973, 0.2¢ increa~e,
October 6, 1973, 0.6¢ increase.
November 9, 1973, 1.0¢ increase,
Deecember 1, 1973, 3.2¢ inercase,
December 5, 2473, 0.8¢ deercase,
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The towal increase of 5.1¢ was strietly in accord with Phase IV Cost of Living
Council regulations, The abwwe inereases in the tankwagon price were purely
pass through of inereased raw material cost: and no profit element to the refiner/
marketeris peilected in them, )

Dealers had the legal right to pas< the above-mentioned increases on to their
customers; however, they were not authorized to add to their vetail yargin pre-
vailing on Mav 13, 1973, unless it was less than seven and one-half eents, We
belicve that the vast majority of our dealers have priced their products to the
public in accordance with the regulations,

A LOOK AT THE FUTURE=-CAITAL REQUIREMENTS UNDLER TWO sSCENARIOS

In order to avaid any =upgestion that we were masing sn estimate, projection,
or forceast of future earnings that might ran afoul of S.15.C. rules, but at the
same time desiring to provide realistie order-of-magnitude numbers useful for
the Committer’s examination, we agrced with the staff to run two cases holding

" outf Return on Xharchoidere fnvestment constant ab the 1964- 73 averge (12,299

and at 1.3 times that average (183920, We also ngreed that the eapital <tructure
would bie 6205 equity, 259, direet dett and 137 indirect debt, We decided also
to u-¢ the historieal average for dividend rate (357 of net income), as well as
holding write-offs, working capital, deferred taxes and property sales and.salvage
at their historieal fraction of net.in «<tment. Average interest on debt was 745
and repayment of new debt wes svaamed to commence § vears after it was in-
curred and to take the form of 23 equal annual installiments. All new indirect
debt was treated as if it were a ten year lease with equal annual payments with
dizcount. rate of 79,

The results of these two seenarios are displayed on Appendix T, Table 1 (12,25,
Retura assumed) and ‘Table 2 (18.3¢; Return assumed), ‘Table 3 is the difference.
between the first two thereby showing the additional Capital Expenditures that
would be made possible if a 18.3¢ 6 return was achieved rather than if a 12.2%
return was realized.

Perhaps a comment on the results is in order. Under the 12.27 return case,
only 13.2 hillion dollars through 1985 will be available for capital investinents;
under the 18.377 ease thic rises to 20.2 billion dollars. Although the direct debt
and off-balance sheet finaneing assumed are somewhat higher than sShell’s tradi-
tional levels, they certainly scem practical although the quality rating of issues
could be reduced to the AA/A range. “Che problem that these model runs throws
up iz not =0 much whether this amount of ecapital expenditure is reasonable to
expect, but rather is it cnough to do the job? 'The National Petroleum Council
has estimated the U.S. domestic oil industry capital requirements for 1971-1985
to be 278 billion dollars of 1970 vintage. If Shell s to do its 8, share, ils require-
ments would be_22 billion (1920) dollars. Subtracting our 2 billion dircct and

‘indircet expenditures for 1971-1973 and converting the remaining unfulfilled

expenditures to 1974 dollars, Shell’r requirements would be 22 billion (1974)
dollars. Thus we see that the capital expenditure eapability arising from con-
tinued historical levelz will fall far (i.c., 7 billion dollars) short. Even at the
18.3¢5 level, there is a 2 billion shortfall. However, it is reasonably safe to assume
that a steady 18.3¢5 rate of return over this time period would make possible an
equity offering somewhere along the way. Once again, though, one must ask in
terms of the present inquiry, “what excess profits™?

FOREIGN CRUDE OIL PURCHASES AND INVLSTMENTS

In :\p'pcndix G we show the percent of total U.S. petroleum vroduct sales
derived from imported crude. .

The Company’s foreign investment base was negligible during the applicable
!)criod. Although we had foreign souree income during 1964 to 1970, as detailed
n Appendix H, it was generated by a 10097, owned foreign subsidiary engaged
in purchasing and sclling foreign crude oil which had virtually no capital invest-
ment. All earnings of this subsidiary were repatriated to the United States.
Foreign oil exploration ventures commencing in 1970 and conducted to date are
in the carly stages and since practically all of exploration associated cousts are
expensed currently, very little capital investinent is involved.
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SHELL OIL COMPANY
RATE OF RETURN
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APPENDIX A
PERCENTAGE RATE OF RETURN, AFTER TAXES, AS A PERCENTAGE OF SHAREHOLDER INVESTMENT AT BEGINNING

OF YEAR

Yeat Tolal company Domestic

1964 13.2 12.5
1965, vee 1.5 Wi
1966, 14.6 4
1967 15.0 1.4
968 15.1 14.9
969, v 1.5 1.4
19 . 89 9.4
197 8.9 9,7
1972 9.2 10.1
197 .o 114 1.6

Note: Aside from the chemical venture which was discussed in the preliminary geneiai commeat, Shell Oil has no other
matenial invesiments against which to compare the return rates listed above.

Source: Calculated from annual report; “domestic™ derived by sublracting foreign income and expenditures from
annual uﬁ:‘( gfum. The data underlying the above rales of return differ from FTC form ““MG" figures. The FTC requested
consolida ‘subsidiaries on the basis of taxability under the Internal Revenue Code. For the {;‘us 1964 through 1969
the “domestic” rates are derived from figures comparable to FTC reports and for the years 1970 through 1973, the “‘total
company” rates should be compalible with FIC figures. Effective, the 4th quarter of 1973, the FTC revised their form so
that net income would be the same a3 that used in our **domestic” calculation but the shareholders’ investment would be

‘““tolal company.
ArPENDIX B

No debt capital was raised outside the United States. Equity capital of approx-
fmately $200 million was obtained from outside the United States in 1968; these
funds were used for domestic investment.

At the moment, we do not have contractual relations with a foreign subsidiary
involving a pricing problem. For this reason, we do not feel it is appropriate for
us to engage in a detailed discussion of the possibility, under present tax regula-
tions, of shifting U.S. profits to a foreign subsidiary. I content myself with simply
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making two observations. First, in the past the Internal Revenue Service has
displayed ingenuity, persistence and resourcefulness in applying I.R.C. § 482 to
this situation. Sccond, the new world crude situation with Governments as sub-
stantial crude sellers and everybody and his brother in the act as crude purchasers
provides a much more informative marketplace,

CLOSING

The length of this statement devoted to addressing the questions propounded
by the Committee already gives me distress. 1 do not intend to compound this
distress by a wordy closing statement. I would like to reafirm our appreciation of
the opportunity to discuss these matters with the Committee. I would also like
to leave one thought with you. We cach have a fantastic task before us to bring
the encrgy problem into manageable shape. We cannot afford many mis-starts or
nonstarts. We need your help and we are prepared to assist you anyway we can.

o

Let us resclve to work our problems out together.

" AppeNpiX €
PROFITABILITY RATIOS (EXPRESSED IN PERCENTAGES)

Year Total company Domestic
1. Net income (o revenues (exclusive of consumer excise and sales taxes): L 02
eeresesecsstenvenrnncorarecaratrnsnneraercensanseranconnessnesnnnn e ]
% 9.0
3 9.0
9. !.?
8 £
I
6o
2, Netincome to Laxes (exciusive of consumer excise and sales taxes):
eesecesertcasnsserasesraseenseeasrensemnsasesarnnen cetemaceceanennee 180.4 189.8
163. 14,2
l# 171.0
177.( 179.4
. 176.0
i it
121. ) 11%0
119, 1186
............... secsesrasssreseenrtresterrararasernerareestrsoserrane 12.3 12.1
3, . .income to labor costs:
964..eeeeiitriemnncsnecscacsnracceannmsnncaneans ceeraccenne 5.4 54.5
965..cnennrenans . . cevevevenen 64.6 62.6
966, cevernvercesennerasanes . cenee 64.3 6.3
967 65.5 63.0
968 . secvesresecareroseransensnonen 67.5 6;.5
3 T RN 5. 5.3
970 veveonee 4.7 41.0
971 . ceoones e 45.3 49,2
972.... eeeee 46,6 zts
4 mn'm’“i'&i"um flect after-tax interest expense) io tolal Capitai (share- %3 ’
, Nel income (adjus reflect after-tax in expense share-
holders’ investment plus long-term debt): pe kg
964 1.5 1%9
129 1.5
B
I%l lh
9.5 9.4
1.7 30
1.6 8.2
3.0 &8
9.2 10.2
35.7 3.5
38.0 3.5
3.9 36.9
36.1 3.8
368 36.2
39.1 33
46.9 4.1
4. a1
45.7 45.9
43.6 M40




104

AirExmx D
CAPITAL EXPLNDITURES AKD EXPLORATION [XPENSE

Peicent of internally

Absolute amount (thousands) generated funs?

Year Total company Domestic Total company Domestie

$502.717 $507. 717 120 122

604, 959 604, 969 132 133

640, 9.8 640, 968 133 133

703,574 703,574 14 13%

642, 383 642,383 112 112

719.629 719,629 119 120

N744 693,490 131 126
543,144 %04, 8 92

689,547 641, 69% 114 105
691,243 622,061 4

! “Inlernally geaerated funds® include funds provided from operations minus dividends plus exploration expense
(zeological, gaophyscal and tand expenses plus lease rentals). These are financial book figures,

Aveexmx E
DIVIDENDS PAID OUT OF LARRINGS

Dividends paid (thousands) Percent of net earnings

Total ) Total .
Yeat company Domestic! company Domeslic
| L PPN $90, 798 $26, 167 45.8 45.8
1965, ..eme e caciaeeee e eetaeeesienennnn 103,194 100, 098 42.5 4.5
|5 T SRR 115,731 1nem 45.1 45.3

3967 et erce e eeccescaanannaan 128,280 123,405 45.0 45,
|} U 151,376 149, 852 8.5 389
1 TS 161,778 160, 160 55.6 55.6
1970, eeees remmmennceaneaanan 161, 119 161,719 68.2 68.2
| £ 2 DO RSO 161. 238 161,738 €6.1 66.1
1972, eeieeeene eeeveeeiaro e raen 161. 751 161,751 62.1 62.1
L2 £ TSR 161,704 161,704 48.6 48.6

1 Ho dividends were allocated to foreign Josses.

ArpExpIx F
TABLE 1.—SHELL OIL CO. ALLOWED FUTURE EXPENDITURES
CASE 1.—RETURN ON £QUITY YO 1964-73 AVERAGE—12.2 PERCENT

[In millions of dollars]
New Tolal direet
Capital Hew indirect  and indiect
Year - . . expenditwes . [Mnaming . debt  expenditures
828 203 200 1,028
899 222 229 1,128
857 13 108 96%
908 123 1 1,025
144 135 1,097
1017 150 147 1,164
1,074 167 162 1,241
1,141 172 182 1,323
1,210 184 203 1.413
, 192 225 1,505
1,35 204 248 1,603
1,435 218 272 1,707
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VABLE 1. —SHELL OIL CO. ALLOWED FUTURE EXPENDITURES
CASE 11.—REVURN ON [QUITY 50 PERCENT GREATER THAN 1964-73 AVERAGE—~18.3 PERCENT

{in mullions of doliars) .
Tolal durect
Capital New [Newindioct  and induect
Yeur expenditutes financing dent  expenditures
888 185 210 1,098
.09 26% 0 1,269
, 064 209 156 1,220
116 175 146 1,262
L2 203 1 1,386
316 1 193 1,509
.40 293 A8 1,468
,993 262 24 1,797
, 687 285 280 1,967
.832 308 kik} 2,145
988 333 350 2,338
295 0 3% 2585
17,210 3.045 2,914 20,184
TABLE i1l.—ADDITIONAL EXPENDITURES PERMITTED BY S0 PERCENT HIGHER RETURN
{tn mutlions of doliass)
Captal Indirect
Year , erpenditures  comnutments Total
60 10 10
130 1 1131
207 43 255
208 29 237
250 k] 289
299 46 345
351 5% 407
a2 62 a4
an n 554
552 88 640
633 102 735
120 118
4,29 686 4,985
Arvexmx G
Percent of U.S. petroleum product sales derived from foreiyn crude
[Percent of imported erude quantities to refined product sales quantities)
Year: Year—Continued:
1964 . e 149 1969, . o eeaeee - eeenw 1.3
1960 . e e e 14. 0 1970. o e 9.5
TG e eevaccnscaneen . 13. 4 B 31 D 139
1967 e e e e 11.6 1072 el 18,5
1968. . oo e eeeee 8.2 1978 e 20. 6
Arrexpix 11
Earnings, (losses) ou!side of the United Statcs
[Earning</(losse:) in tho}xsands of dollars]
Year: Year—Continued:
YOG4 .. . 10,143 1969 o . 2,788
W65, . . 7,283 19700 e 1(12,222)
1966 o 3,666 97 .. (20,956)
VBT . e e 10,713 1972 e eeceeeeee (26,341)
1968 ... 3,271 1978 e eeceeeeeeee (37,137)

1 Net : 91 income and 12,313 losses,
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SueLL Q1. Co.,
Washington, D.C., May 22, 1974.

Mr. RopeaT WILLAN,

Tu> Oounsel, U.8. Senate Fincnoe Commitiee,
Washington, D.C.

Dear Mg, WiLLan: This is in reply to your phone inquiry to Mr. T, R. Purcell
of Shell concerning the effect of our Chemical Operations on the domestic rate of
return on investment. As Mr. G. 8. Wolbert, Jr. (Vice President and Associate
General Counsel of Shell Qil) pointed out in his presentation before the Senate
Committce on Finance on February 13, 1974, Shell considers combined oil and
chemical operations as a single line of business because of the substantial amounts
of products and services that are interfaced between these activities. For this
reason we have not attempted to segregate our chemical operations from domestic
oll operations in calculating the rate of return on investment data provided the
Senate Committee.

We wish, of course, to cooperate with the Senate Committee in every way
possible, and in attempting tu respond to your inquiry, we have reviewed our

- chemical operations for ten ycars to determine it8 cstimated cflect on domestic =~

return on investment. Kc'flping in mind that some arbitrary allocations” were
necessary in this statistical exercise, we cstimate that the effect of exeludin
chemical operations from Shell’s domestic rate of return on investment is nominal,
less than one-half of one percent of the ten-year average (1964-1073).
We hope this information will be of assistance to you.
Very truly yours,
J. CARTER PERKINS,



QUESTION nO. 1

SHELL OIL CO.

{Millions of dotiars)

1965

b

9

1972

1973

$260. 5
826.0
% 9.2

.7

© $2,925.0
= 1.4

(percent)......

Rate of return net assets

NOtINCOME. .eeeecnnennanncnnnaenen
Netassels ... ... .coooicimnecnnancee

Total co

(percent)......

cassesavecnsvasscsnssansan

cssessernasensncnnose

Rate of return net assets

(3;% é;)
(100+)

oY
(100+4)

ameecsssssncnaccsascanacnn

Rate of return net assets (percent)......

1 Represents shareholders’ investmant at the beginning of the year.
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QUESTION NO. 2
SHELL OIL CO. .
[Ooliars ip millions; profitability rate in percent] ;
1923 1972 19721 1970 1969 1868 1967 1966 1965 1964
Netigigme: $369.8 $286.8 $25.5 2434 $288.4 TRy $251.5 $226.7 $188.1
Foreign_ 0. 110 1IIILIIIIIIIINIIIIN @nY 6.3) 21.0) 12.2) 2.8 3.3 - 1e.7 37 1.3 10.1
Total. e e aa 332.7 260.5 244.5 237.2 291.2 312.1 284.8 255.2 234.0 198,
sah!s B BRSNS 4 A S TAt AL STA ST R, S DE SIS ST L BT T TS R LRSS I SE ST R R Tl L LI SN RS NS S
.......................... . $4,932.2 108. 3 ,92‘. 9 620.8 $56.7 325.9 059.0 801.3 536.9 303.5
Rmoe profitabality | -_ 11T IIITIITIT 7.5 “’ e .62 bl ¥ Aty % ”’ 9.0 > bt 33003
FOTO N . o . . ... iiimavdeecemcanevercceccacccenanacaesrneensanenn $0.1 $26.8 $26.6 ©$29.2 $29.7 $36.2 $35.3
Ra!eofprohubthty ................. e emacacmediasemacnue-ecactiriecmamneesenansceenernnnea 10.4 12.3 36.7 1.3 .1 22.9
otal.. P $4,932.2 $4,108.3 33.32 9 $3,320.9 583.5 $3,352.5 088.2 $2,831.0 $2,523.1 $2,339.8
Rate of ptohtabmty ......... 6.7 6.3 6.2 6.6 -”’ 8.1 9.3 ;3' 9.2 9.0 9.1 8.5
. P LA S N S " EEah b U K B AL S G A SELECL S S S ST M e T % o4 R L T X2 - re s ol RN S A
faxes (other than excise): *
VS - $290.9 41,7 $09.0 $213.4 $179.3 $175.5 2152.8 $147.1 $130.2 $99.1
Rate of promab)my 56.0 54.3 %6.0 53.9 61.7 63.8 64.2 63.1 63.5 65. %
Foreign PO . ($33.7) ($22.9) 319.3) (S1L.9) $7.5 $6.4 $8.1 $3.0 $13.0 $to.8
Rato of mluhbcmy ................ 52.4 53.5 - %1 51.5 2.2 U0 $6.9 29.1 36.0 48.3
.......................... $257.2 18.8 89.7 1.9 $186.8 81.9 60.9 5.1 143.2 $109.9
Rato of profitabulity.......... 56.4 ;254 4 ass. 3 2 .0 60.9 as:.z sl63.9 sl62.0 $ 62.0 64.3
e S SEsP A EIN A FE K IL N TR JWCHE . 8 B S AX Lo 2 A W 51 SR AE N XTI N S I A T I SN S -UU S B SR T AR T L B JR e ey PR S
E“"m{lwsOd capital: $3,946.4 $3,662.2 $3,580. 2 $3,378.1 $3,250.9 $2,785.8 sz,aso 0 $2,168.4 $1,880.8 $1,777.4
" Rate of profitabriity "Iif """"" 0.2 "8 8.2 8.0 91 gia MK ] "2.2 12,5 X
Foreign . $4.4 si.o0 (S1.4) $t.0 $0.3 .3 $1.0 (32.1) (3$0.7) gSI,O)
Rate of profitability ... . (100+4) €100+) (100+) (1004+) 1004~ 1004 1004 100+ 1004 004~
..... $3,950.5 $3,662. 8 578.8 $3,379.1 $3.251.2 $2,786.1 32,451« 166.3 1, 880 1 $1,776.4
Rate ot p(otsublhty 9.2 8.0 =, 7.6 7. 9.5 11.8 - 12,5 2 12.3 $ 12.9 11.%
1U.S. taxes exclude that portion of U.S. taxes incurred in foreige operations lor the years Note: Employed capital shown is begmm-u of the year balance of shareholders’ investment and
1970-73. These amounts are shown as foreign taxes. long-term debt. Net income has been adjusted for the alter-tax effect of interest on indebtedness

+

in calculating rate of profitability for employed capital.
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QUESTION NO. 3 H
* SHELL OIL CO. :
{Dollar amounts in millions
. Ratios: Capitai expenditures and expioration
. : . exp3nses a5 A percentage of -
Capital H Adjusted Adjusted
expenditures Adjusted esrmings Nius Adjusted earnings plus
and exploration . Exploration earmngs Capitat  camital recovery Net income earungs  Capital recovery
expenses Net income expense (2+3) recovery @+5 (:2) a:9 (146)
Year Col. 1 Col. 2 co§3 Col. 4 Col. S Col.6 Col. 7 Col. 8 Col. 9
$263.9 $219.0 $482.9 270 192 05
3010 229.2 510.2 257 M '{ld
328.5 251.0 579 5 255 19% 111
358. 8 271.3 636. 1 257 196 nn
397.1 317.9 715.0 208 162 90
379.3 351.8 731.1 250 180 98
322.5 355.3 672.8 278 215 102
336.8 393.7 730.9 190 159 69
362.6 373.0 735.6 224 177 87
452.3 408.5 86).8 168 138 ”
3,502.8 3.176.7 6,679.5 232 179 9
e e 2 ISTRY LD e e CmaRmISTWL L ENL LT BT IIIT T L R VelheaIet. manT T ST B T
| [T RO {1 S P
- 5 eemessnieamesceessenacssocasssomane mee
X SR, k S PO
| {2 1 R O -
k3 B k3 N .
2.8 el 2.8 .. ceeieimsisssceencaansrsacnonssn
(2.6) 141 11.5 208
.3 16.8 172.1 224
(3.5) 23.8 2n.3 236
8.9) 33.2 243 . 285
23.2 87.9 LY e 700-

161

Note: Cash flow has to cover not only capital cxpmdutuus but changes in workmac&mut requirements and dividends to shareholders. Over the 10-yr nviod 1964-73 Shell increased long-term borrowings

sbout $748,000,000 and equity financed an additional $300,000

-
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QUESTION NO. 6

SHELL OIL COMPANY—U.S. OPERATIONS CAPITAL REQUIRCMENTS WITH RETURN ON INVESTMENT AT 1964-73 AVERAGE

{ia millions of dollars}

Total 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

Investment—Jan. 1. . oo .. . ieiiiiiiiirieace. 51, 419 3,095 3,273 3,461 3,659 3.869 4,091 4,326 4,578 836 5 113 5, 406 5,716
Rate of return (percent) . e eee 12.2 12.2 2 2 12.2 12.2 12.2 12, . ] 12.2 12.2
Netincome. . .. 62713 378 422 660 697
Plant exhaustion 11 percent net investment . .. 8,516 £86 526 §58 609 905 959
Less 53 percentindwvidends.._ ... . ... ............. 3.324 200 211 224 236 350 369
Funds generated. .. _........ e rmeaeaeieeameneamrane 765 1,215 1,287
Capital requirements ... ... ... .c..ooviunan. 1, 355 1,440
Borrowings . 204 218
Repa{ment\ ‘3 petcen' yeu on new bonowmg s s
b8 22 2 PN 9 9
1078 Lo it iene e meaiee e eeeie i asaenesemrear.amcaeesenn.sesesasctomciteionassamatanmateas e eacasmanecan 4 §
1977. ... e S ]

5 14 U S [ 6
1979 i e 6 6
1989 .. FOTN 7
Total rapavments . . 76 78
Totai deht Dec. 31. 2,291 2,431
Debt;investment ratio Dec. 31 (percent).. . 40 L

1 Beginning in Sth year from date ot borrowing.

o1t



QUESTION NO. 6~-Continued
SHELL OiL CO,
{Dollar amounts in millions]

Total 1974 1975 1976 1977 1978 1979 1580 1981 1982 1983 1984 1985
Investment Jan 1. .. . ... .iiicciiiaiaiel. $3,095 $3,361 $3,650 3, $4,295 34,664  $5065 95,501  $5,97¢ 488  $7,046 $7, 652
Rate of return (Den.ent). O, 18.3 18.3 18.3 18.3 18.3 18.3 18.3 18.3 183 sil. 3 1.3 il 3
Net income .. . $566 $615 $668 $725 $786 $853 $927 $1,007 $1,093 $1.187 $1,289 1,400
Plant exhaustron 11 percent net. ... . ....... reveeeme , 970 486 534 593 652 708 770 835 908 986 1,071 1,163 263
53 percentdividends ... . ... .. .. ....i.ee.iaa.. 5, 892 300 326 354 384 417 452 491 534 579 629 683 742
Fundsgenerated. ... ... . . .. ......c...cicnenn cenns 15, 186 752 823 907 993 1,077 1,171 1,272 1,381 1,500 1,629 1,769 1,921
Capital expendiure. . ... ... ... .cooiieciannia.aan 17.270 888 1,029 1,064 1,116 1,212 1,316 1,430 1,553 1,687 1,832 888 2,155
Borrowings. . 3,045 185 26! 209 175 217 243 262 285 308 333 360
Re aymnt~4 parccm per yeat begmmng in 5th™ yu: :
rom date of borrowing: .
1974 borrowing.......... . - 7 7 -7 7 7 7
1975 DO P OWINR . e\ . oeeercemeeseinunaccarceaacaccaascar cn.assiensmseas asuaasesecesar s nsee i iaTacn e e on 11 i i 1 i1 11
1976 DOPPOWINR. - - - - oo o oo o oaeemme csaes s msesmeenssasas samssscsscecesisssasnssnssennsassosnarioscnaarsssnss:omnnsrananan 8 3 8 8 8
N L L Lo T TTTerS 07 7 7 7
1978 BOTTOWIMR . e oo o o eeecaeeananen s aamean cmteinaemieecaieesessasaretesacemeesasacieas cssesneenoanans eemarirsesseiesmnencenicasmann —e- 8 8 8
1979 BOIIOWINg. cene e ennenenevaamncnnnane aeemrtmaseneanace et eeeetisseeeeeesmmemesemsssenesesseassmsmmerbecesnaa-aresics aseensansaansonsrebbarnnurannren 9 9
1980 DOPIOWING. .oe o v e eieimnnecenmanceeanes e eiieeee meeserer:-emeeesrisescmsesmii-mmmesmniscesasecs srascasss eeemeesg:cesmaceanicunnmmans  aemesaniie 9
Total repayments........c.c..covnimcnanacaceien 729 36 28 3¢ 28 65 56 68 72 79 83 88 92
Total debt. retenirenee ces 26,208 1,170 1, 407 1,582 1,729 1,867 2,028 2,203 2,393 2,589 2,824 3,069 3,337
Debt/investment ratio Dec. 31 (percent)............... 40 35 3 © L L] 40 40 40 0 L ] «£

Note: Shell Co.—U.S. operations capital requirements with return on investment at 134 times 1964-73 average.
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Punaaes Prtiortem Co,
. April 10, 107,
Mr. Roseer M. WinLay,
Tar Coursel, Commitloe on Finnnee,
Senale Office Building,
Washington, D.C.

Diar Sie: In response to year telephone eall of March 29, enelosed are the
Company™s resprnses to questizms 1, 2,3 and 9 in the format transmitted by vour
letter of March 19 to Mr. Glenn Cox, Viee President, This information is bheing
furnished with the under<tanding that it is confidential and that it witl only be
wred in the aggregate with similar information furnished by other companies,

We respeetfully request that the responses to these same questions transmitted
by my letter of Mareh 27 e destroyed beemise a few minor corrcetions were made
in the dota when being conformed to the new format.

Very truly yours,
11, B. Stian, Compirolicr.

()



QUESTION NO. 1
PHILLIPS PETROLEUM CO.

{Dollars in thousand-}
1973 1972 1971 1970 1969 1968 1967 1966 1965 1964

Total corporate (petroleum operations): '

Netincome. ... .o oiiiiiiiiianens $152, 014 $125, 331 $122.377 $123.686 $131, 419 $138, 236 $155, 128 $133,646 $106. 761 $101, 436

Net assets (stockhu\det s equity) ....... $1, 308, 866 $1, 295, 409 $1,258, 895 $1, 245, 286 $1, 250, 663 $1, 221, 596 $1,134,125 $1,053, 865 $1,014,25% $998,477

Rate of return net assets (percent)...... 1.6 9.7 9.7 9.9 10.5 1.3 13.7 R YR 10.5 10.2
U.S. (petroleum operations).

Netincome. ...... ..............c.... $95, 528 $107,699 $37, 968 $109. 999 $118, 899 $127,908 $140. 899 $128, 319 $104, 887 $92. 063

Net assets (stockholder’s equity).. . ..... $919,674 $955, 231 $962, 539 $981, 532 $1, 008, 807 $1,012,180 8954 08t $8385, 473 $861, 720 $863, 898

Rate cf return net assets (percent)...... 10.5 i3 10.2 1.2 1.8 12.6 4.8 14,5 12.2 10.7
Foreign (petroleum ope:ations):

Net income. creeea $56, 485 $17.632 $24, 409 $13.687 $12, 520 $10, 328 $14,.229 $5.327 $1.874 $9,373

Net assets (stockholde' s Nutty) ........ $398, 192 $340, 178 $296, 356 $263, 754 $231,2% $209, 416 $180, 044 $168, 392 $152, 535 $134,579

Rate of return net assets (percent)...... 14.2 5.2 2.2 5.2 5.2 4.9 7.9 3.2 1.2 7.9

o s s b m——— 14 o~ roantr o

Note: The net assets (stockholder's equity) used in compuling the rates of return were obtained
by allocating (8s requested) the company’s total stackhoider's equity among s operating selneats
on the basis of capital e nployed. This is a very arbitrare method which, in Phillips® case, Iendx !o
produce an unreasonably low investinent for domnestic petroleun operations and, ¢ q

attributed to petrolesn operations. There is no meaningiul of carrect method for allocation of stock-
holder’s equity anor 3 seg nen's, It 1s our opinton that rates of return for segmets of 2 business can
be mope:lv co nputed only by use of canitit e nployed. Finaacial statements presented in repotts to

misteading rate of return. This is hecause such method, in etfect, allzce fong-ter.n debt and oxm
fiablities to the operating segments even though a particular segment may not have benefitef o n
any such liabilties. For instance, the domnestic petroleum operations were mature and contributed
substantialiy to total stockholder’s invest.nent many years prior to the company’s expansion info
petrochemcca!s and foreign operations. These Iiiter activilies caused a substantial rise in the come
pany's long-term debt, a majoc portion of which under the aliocation method described above, was

de the arcounts of Phullips Petroleum CO. and its consolidated subsidianes, with

no w'rmmﬂ being nuade between do nestit petroleu n operations, other do.nestic operations and

foreign operations. The hgures uved herein were derved fro.n the same accounts. Information

turnished the FTC prior to 1973 veas end was on the same basis as the anndal report o stockholders.

:t ‘t?t,é xem eung the £ 1C report was prepared on the same basis of domestic operatioas as defined
¥ orm

FII



QUESTION NO, 2
PHILLIPS PETROLEUM CO.

lDolms in thousands; proﬂ‘abtmy tate in pcfceml

1973 1972 1971 1970 1969 1968 1967 1966 1965 1964
fiet income:
U.S. petroleum operations. .. . ... .. $95, 528 sl07.699 $97,968 $109.999 $118,899 $127.908 $104, 899 $128. 319 $104, 887 $92,063
Foreign petroleum operations N 56, 486 632 24,409 13.687 \2.520 lo. 328 14,229 L. 327 1,874 9.373
Toabe oo e e e e e xsz ou 125 3:n 122,317 xz: €% m c.s m m 155, 128 133,646 106, 761 101,436
. . . - T T Lot s DI - R R
Sales:
U.S. petroleum operations. . . . _...... $1.850,870  $1,727.838  $1,641,477  $1.618.169  $1.587, ssn st ssa.saa $i.934,362  $I, 322.816 $1,144,075  $1,075, 448
ate of profitabuiity 3 . e aaea 5.1 6.1 59 6.6 9 9.0 8.2
Foreign petroleum operations. . ... LD s409,124 $230, 130 $238, m $154, 280 $148, m $i3s, ;ss $111,968 ses. $68, 660 w,osa
Rate of profitatninty ... ... ..... 9.0 1.5 4.3 3.1 2.6 9.1 4.7 (1.3) 39
otal . ‘ . 82,269,994 sx.ssrjw $1.879.918  $1.772.409  §1,736, m $1,693.722 31,646,330 $1.409,632  $1.212.735  $1,122,481
R.ﬂe of piotitatity ... .. ... 58 57 6.3 7.6 8.9 92 8.4 ) 8.6
Taxes (other than excise):1.? T o ’ V o S ’ ST o S
U.S. petroleum operations.. ... ... w nss sm 755 $107. 552 suz net 898 m $i08, 238 $i15, sﬂ 7,074 $66. 146 $61, ﬂSJ
ate of protirability . .. . 47. 4.2 53.6 54, 5. & 60.8
Foreisn petrateutn operations $24 XSZ 52 359 $3. 040 csz 79-‘») (Sl 772) 87, wb) (33 184) $1,031 ($4,246) (38, 879)
Rate of protitatahty . ... e s 5.0 119.5 9.3 ... ... e e aeean 92.3 ... . eeeeieeiees
Total .. ... ...  si21.681  $ie. 116 ﬂili}) 532 $109.267 ssz oaz” " $100,758 s 157 $98, 105 $51, 900 $52, 574
Rate of profitabity...... . " 52.8 9.2 9.5 51.2 5.8 .5 7.0 57,1 62.5 TS
Employed capital:2 o - ‘ ' o o ) o o ) i ’ T
U.S. pstroleum operations. . . ... ..... $1,298.740  $1,381.538  $1.378.078  $1.411.693  $1.446,972  $1,483,297  §1.403, sao $1,219.135  $1,063.189  $1,028, 725
Rate of profitabalsty .. . ... . 7.3 . . .8 8.2 89 10. 10. 9.
Foreign petroleum opevahons. heeiarene $565, 292 $491, 790 $425, 007 $379, 025 $346, 705 $298, CIS $264, 80! $231. 192 $188, 596 $159, 664
Rate of profitability . eeranns 10.0 1.6 5.7 2.3 1.0 59
........... $1,860.032  §1,873,328  $1,803.085 1,790, m' $1.793, m $1,742. 737' 51, 668.43! $1,450,327 81,251, us 31, 184, 389
M Rate of profitabinty . L 1.l17C 8.2 6.7 6.8 6.9 1.3 7.9 9.3 5.2 8.6

1 The net income used for this calculation excludes the company’s portion of the earnings of
companies accounted for by the equity method since the sales and taxes of such compaines sie

not included in the company’s financial statements,

1 Compmu stockhoider's equify pms fong-term debt. Aliocation was made t0 operations on the
baus of capital invest nent in the same manner as described in the response to question 1. The

comments tegarding the correctness of such an allocation method are also relevant here,

* We assume excise taxes refer to those taxes coliected on the sale of netroleum products and

paid to tang agencies.



QUESTIONS NO. 2 AND NO. 9
PHILLIPS PETROLEUM CO.

{Dollars in thousands)
Capilal exponditures, investments and exploration
Capital expenses 35 percent of —
experditures, Lxpintation Alpusled o i e e e e
e tinents, expenses earrings plus Adjusted carn
and exploration (net ut Adpusted Capital capitat Adjucted ings plus caprtal
Year expenses Net income taz benefnt) earn.ugs fecovery ! recnvery Net income earmings recoviy
13 “iY) (42) {:9 (1)
Cal. 1 Cnl. 2 Col. 3 C 4 CaA. Y Col. 6 Col. 7 Col. 8 Col. 9
Domety potiatoum ape ations:
1973 . . PP $i66. 2h% £97. 528 $11.299 $196, 827 $17%. 010 $217.857 1780 155.6 68 5
1972 . ... .. ... .. 175, 871 117,699 7,804 115. 513 13913 214,642 116.8 108.9 51.2
171 Lo 1 339 47 968 7.79; | REPLY 117.37% 2'1.139 102.4 91.9 5.0
19/0 11y 73 104 022 8, 957 114 946 120, 591 239. 577 13%. 4 125.2 62.2
19,5 13,194 113,899 8, 142 e 128, 723 59, 764 164, 2 193.6 73.2
1% 174,811 127.97% B 510 12, 218 119 571 259. 989 1359 127.4 67.9
1957 163, 371 1%, 899 1.6 128, 6/ 116.0317 264, 664 119.5 113.3 63.6
1906 . . 421 022 128 319 1.259 135, 5%4 103348 239,928 332.8 3150 178.0
1965 . ... . . 165 143 104,887 7529 112 416 102,491 o 97 168.4 117.8 77.0
1964 . . . 158 658 92, 063 8,601 10n.672 91. 645 192.317 172.3 157.6 8.5
10 yr. L N - 1.83).67% 1,124,169 &3 664 1.207.833 1.177.961 2,385,794 162.8 151.6 76.7
Foreion petiolesm operations:
1973, . ... . . . ... 176, 259 56, 476 6.781 €3.279 57,892 114172 312.0 278.6 154.4
19722 . . . . . 128,97 17.672 6 293 23.925 45 934 ©9 999 7311 538, 184.3
190, .. . L 111.8%% 24 &3 4,843 29.292 43 7°4 73.9% 4498, 2 382.3 141. 6
970 ... . L .. L 51 691 12 68/ 3an 16. 9%% w157 62.719% 392.3 316.6 85.6
1969 . ... . . ... ... 14,8492 12.579 3.974 16,431 2% 989 53. 483 837.4 635 6 96.0
1954 . . R . 64, 293 19,328 4(33 14. 366 41 75 55.62) 662, 2 476.1 123.0
1967 .. .. L. . 52,815 14 229 6.477 20,706 31,93 95. 641 371.2 255.1 94.9
1946 . . 97, 583 5377 5 216 19,513 19 2% 29.839 1.832. 925. 6 327.0
1985 . . .. 78,721 13874 9. 584 7.458 19.479) 26. B84 4.290.7 1.0%.5 292.8
19t ... L 34,193 9.373 3,098 12. 371 12.933 25, 464 364.8 274,2 134.3
Wy oo .. o o . . 807,239 165, 855 49 578 215, 443 357,284 $72, 127 547.0 421.1 158. 4

i Charpes for depreciation, depicthion, amortization, and retirements,

o e s i et e s x Sene
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QUESTION NO. 4
PHILLIPS PETROLEUM CO.

Dividends paid out of
domestic pelioieum earnings
Year Amount Percent

| L ROVt eererieetecaaaans ceenenees $30,711,000 Q.
e tieriteceacnaataataes niotnoaraesaananan eee-eeas 10,664,000 65
Mm........... eeeeeracesvactaiotatarasacacatannracttetsanacectasasncentsanae . 71,549,000 nt
1970 ... ceeeeretveeerincvesraratas PO ceeevee 81,753,000 .1
1969, 83, 479, 000 n.e
84, 642,000 6.7
61, 710, 000 4.4
60, 242, 000 a8’s
55, 033, 000 s3.7
........ 52, 833, 000 589

" Note: Dividends were assumed to be paid out of domestic peliél}um eatnings in the same fatio 85 such eatmings are
to tolal coasolidated earnings.

QursTioN No, 5

The Company s earnings for the fourth quarter of 1973 2mounted to $86,700,000,
an inerease of $48,600,000 over the comparable 1972 quarter, Of this increase
foreign earnings accounted for K16, as the pesult of higher prices and incrt-us«-(i
production of forcign crude oil (partienlarly in Nigerin), and improvements in
foreign manufacturing and <ales and tanker operations,

The 19 ¢ portion of the earnings inerease contributed by domestie operations
is refleeted in activities other than the petroleum segment, and ean be attributed
wimarily to improved prices and higher sales volumes of chemiceals and fibers,

fhe domes tie petroleum operations carnings deelined 6.7¢ ¢, This was caused by
inereased costs, purticularly erude oil, and lower volume of petroleum products
sold. Under Federal price controls, product prices could be inereased to recover
only the higher erude oil costs while inereases in other costs dabor, transportation,
marketing, overheand) had to be aborbed. In addition, beeanse the cost of erude
oil esealated ~o rupidly during the fourth quarter it was impossible to recover
currently through product prices the higher erude cost< as they oceurred. Thus, 8
substantind lag developed between theie occurrence wnd recovery which has
rarried over into J974.

Qrrstion No,

The attached estimates of domestic eapital requirements for (e period 1974
Lo OS5 were prepared in accordancee with the Senate Finanee Committee assump-
tions that the Company would eontinne to achiove the past ten year historieal
return of TL7 pereent and 17.55 pereent tone and one-half times the historieal
returnd on stockholders” equity. The guidelines wiitized also asmed that 25
pereent of capital requirements conld bhe borrowed dircetdly whereas 13 pereent
woitld be off-balanee ~heet finaneing.

The anmal capital expenditure program derived by assaming continuanee of
the historical return on stockhiolders’ equity i- substantially helow the Company’s
anticipated 1971 throngh 1978 prograue The expenditure program derived by
utilizing one and one-half times the historieal retura more closely approximates
the Company's anticipated 1974 throwgh 1978 expenditures, Athough assumed,
the Company does nat believe that it wonld be in the best interest of it= stock-
holders to finanee 13 pereent of capital reguirements on an off-halanee sheet
basi<. OfF balanee <heet finaneing is an expeasive tinaneing vehiele,

The following halanee sheet debt ratios were computed using the stated return
and linancing guidelines:

{in peicent]

M;nge Range of A.eraze dzbt  Range of rdebt

dett 0 debt to 1o {Mal to total

equly equily capitatiza- capitaira-

1a'm utins tion tion 120128

1974 35 1974-85 1374 %Y 1974-85

Historicat retusn of 11 7 per-2at on <o sholden’ aquity, . 98.3 $.564.6 3%.7 308393
Protimes retura ot 17 599 priceat G stocnho' d21s’ equily . 5.3 434 61,1 »n.9 30.7 31.9
The halaree shiea t debt ratios will waeterelly execed the historiesl norm of the

petroleam indostry of debit to egnity or debt ta tatal capitadization satios, The
Company dos ot believe that sach debt ratios eould be maintained over a
prolong.d period of time withont meterisllv restricting the Compuany’s eapaeity
toinear additional debt shoald annead eapital requirements inerense over the
pital progean computed under the guidelines,



QUESTION NO.

PHILLIPS PETROLEUMCO. ESTIMATE OF U.S. OPERATIONS CAPITAL REQUIREMENTS ASSUMING CONTINUANCE OF THE 1964 72 AVERAGE RETURN ON STOCKHOLDERS' £UITY (CAPITAL ESTIMATES
BASED ON SENATE FINANCE COMMITTEE GUIDELINES)

{Dotlars in millions}

Total 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

Stechaomers equityasot Jun 1 0 0 L L, 4866 917 an 1.028 1,083 1.152 1,220 1,292 1,368 1, 448 1,533 1,62
Rate uf return (percent)., . . . . | J (L) LD AL dLy Ly aLn  aLn o Gi.hy  aLn o aQLn @l avn  GLn

Net income . e e . $1 696 101 107 114 120 127 13 143 st 160 169 179 1
Plant exhaustion 10 pescent net . . . 1,451 87 92 97 103 109 115 122 129 137 145 153 162
50 parcent dividents . . | .. . 814 (5] 53 57 60 63 67 n 75 & 84 89 95
Funis penerated . .. ... 2303 138 146 158 163 173 183 194 205 21 230 243 257
Capital expenditure . O L 223 23% 248 253 279 295 313 33t 3% an 392 415
Barowmgs . . . e 931 5% 59 62 66 70 74 78 83 88 93 98 104
Oft balance sneet tinancang .. ... . ..., . . ... 481 29 30 32 33 3% 38 41 43 45 43 -1} 54

N R R e T UL . B 1% wa T matiom e dnn s o we © e R S B el | i o e el —
Repayment - 10 percent per year beginmng in 5th year
from date ot borrowing:

1974 borrowang ... . . L., . 5.6 $.6 5.6
1975 bartowang ... . . R 59 5.9 8.9
1976 borrowng . . .. ., . .. . 6.2 6.2 6.2
1977 bottowing .. . . ... . .. o 6.6 6.6 6.6
1978 batrowing ... . . . = . 7.0 2.0 7.0
1979 borrowing ... . ... ..... . . e e iiiteianinsiinesseevanscenanasana 7.4 7.4
1980 borrowing _ ... .. .. ... . R . R 7.8
Total repayments . . ... ... L e . , A 6.5
. N - P . ORI . - - o - L LTS Smaew
Total debt t o e e . e . 408 467 529 595 665 733 799 864 928 990 1,049 1, 106
Debt'stockholdars enuity as of Dec. 31, . F . 415 481 $1.% 54.7 87.7 60.1 61.8 63.2 64.1 64.6 64.6 64.4
Debt.total captatization as of Dec 31 .. . . . .. . . . Co. 30.8 3.5 34.0 35.4 3.6 5 38.2 38.7 N.1 3.2 1.3 3.2



ASSUMING 1

et Eem e e G A & it 0o o it e e 1 et <3

’HMES THE 1964 73 AV(RAGL RUURN ON SIOCMOLOERS' LQuITY

Stockicidars” equity as of Jan, 1. | . .. . $866 3542  $1,025  $L.11S 81,213 81,320
Rate ot relurn (percent) . . 8% (17,8 (17 ‘1‘v) C12.9%  (17.99)  (11.%%) (1i.%%)
tiol ince e .. 8300 152 180 196 213 232
Plant exlaus ion 10 percent net 1.724 a7 94 103 112 b4 132
40 perce at ividends | X . 1.4510 76 24 90 93 106 1lo
Fum . caerate] . . 3.237 163 177 163 210 278 248
Capatal mxpenditare . 5,022 263 28% 311 139 358 400
Bottowm .. 1,307 66 " 78 85 92 100
Ot balance shedt tinwncing . .. . 67é 34 37 40 41 48 52
Repavment 10 nercent rer year beginning in Sth year
froey date Gt boitowing:

1970 bottowing .,

1975 hotrowing ..

1974 borrowing ... .

1977 bereowing

1978 ticriowing .

19/9 borrowing

1980 botrowing ... .. .. .o

Totat repaymerds ... . ... . . . e e e e e . 6.6

Tetal debt t | 418 489 &7 652 734 847
Deobt stockholders pquity o7 of Do 31 44,4 a7 7 0.9 53 8 5.8 58 3
Debt total captobization 35 ot Pec. Y, . L. 307 32.3 33.7 3.0 3.0 3.8

1Yu1»cnd deb! tetal include ‘3.«2 000 000 ey ting dcbt as oi Jan. 1, 1974

§$1.436 81,562
C17.9%)  (17.%%)
2492 274
144 156
126 137
270 293
435 473
103 118
% 62

13 7 s
T T 1o
9.7 0.5
3.4 7

B
-99)
¢ 258

170
149
319

30. 0
1.127
3] 9

$1,848
(17,59

3.2
1,228
8.1
3.9

H TR
353 3848
201 219
176 192
378 al
610 663
153 166

79 8
6.6 6.6
7.1 7.1
7.8 7.8
85 8.5
9.2 9.2

10.0 10.0
FOR 10.9
49.2 60. 1
1,332 1,438
0.9 60,4
32.9 i

¥
4
§
3
;
1

611
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QUESTION NHO. 7

Percent of

domestic pe-

Percent of tolal  troleum product

tetinery 1aw sales tepre-

matenial runs sented by

] repiesented by  curcent refinery
Yeat foreign crude ol produclion t
1) & SN 159 8.4
&; 7.9

4 9.2

2.8 5.6

1.9 5.7

19 16.2

4.1 5.1

2.7 tA

HA

HA

1 The remar ung perceatage of peteolzum producl sales was suppired pumandy from putchased products,

Quustiox No. S

A is tyepical, Phillips produces its forvign souree oil by means of U8, eome
panies with hraneh offices in the ho-t coantries, therefore, the contraetual
relationship with forcign subsidiaries involving o price problem i< not a pertinent
question. However, the pricing problem is waterial where the oil andfor gus
produced is used by Phillips internally and not sold to third party buyers, This
wice impinges tpon depletion and foreign tax eredits available in caleulating
"R, taxes on foreign suuree oil and gas income. As a practical matter, “shifting”
U.S. profits to host countries or chewhere, thas improving the company = U.S,
tax position vis-a-vis depletion and foreign tax credits is most unlikely, These
activities are closely serntimzed by the O.LO. Division of the Internal Revenne
Servive and it has a complete auswer (o any such sttempt hy applving LR.C,
See. 82 With this provision, all sdverse threats to US, tax revenues can be
met and no further implementation in this area is indieated,

Quistiox No, 10

The Company's rates of return on stockholders” jnvestuent for domestie
petroleum operations for vears 1972 and 1973 are presented below, with and
witheit the effeet of the pereentage depletion allowancee:

Retuin--

i st s it  ——

thlh Without
percentage percentage
depletion depietion

10.5 1.6
1.3 8.7

For each of the two years, the toss of the tax benefit from the pereentage deple-
tion allowanee would have awerad the rate of retuarn by about one-fourth, This
should be no indication, however, of the ndtimate effeet on future carnings tand
rates of return) by eliminating the allowance, Too many other intangible fxetors
are present.

If the Lot benefits eould not be recovered throngh higher produet prices beecanse
of a regulated ceonomy, the oil industey worlld have the a'ternative chojees of
cither ¢ restrieting such activities to a level compatible with redyeed cash flows,
or th possibly resorting to outside tnancing for the tremendous sins needed to tind and
develop oil and g reserves o meet anever-inereasing demand for energy produets,
This latter course is necessarily subjeet to limitations, such as the borrower’s
credit rating and availability of funds, However, as anindication of the petroleum
indu~try’s heavy relinee on borrowed funds, it might be noted that the debt-
equity ratio for the group of compunics inciuded in the Chase Manhattan Bank's

.

annual anadysis of the industry inereased from 12,74 in 1964 to 22,6 in 1972,
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SUN OIL CO.
Sun On. Co.,

St. Davids, Pa., February 14, 197 ).
[lon, Russkun B, Loxe,
Chairman, Commillee on Finance,
[’.S. Senate, Washington, D.C.

Dear Skxaror Loxa: in response to the points mentioned in the Senate
Finunce Committee’s release of January 28, 1974 and to the subsequent Finunce
Committee questionnaire to all witnesses, Sun Oil Company is pleased to submit
the attached answers. Answers to point 3 of the Junuary 28 release and to question
6 of the subsequent questionnaire to all witnesses are now being prepared and will
be forwarded shortly.

Sincerely yours,
Roserr G. Drxvor,

q:wxlimn No. 1. What was the overall rate of return which your compuny
realized on invested and borrowed capital devoted to exploration, produetion,
manufacturing, transportiation and marketing of petroleum products during the
period 1964 to 1973, inclusive?

Answer:

Return on stackhalders’ cquity pluz Long Term Debl Percent
68 oo L e e el e oo A8
o8, L. e e eeeaan e e .7
W0, . . e e e e {1
1970 L il P
0T e R | 1
L) X A U e e e 0.1

Informution on a comparable basis is not readily available for the years 1964~
1967 beenuse of the Sun Sunray DX merger.

Question No. 2. What is the rate of profitability in relation to sales during the
period 1964 to 1973, inclusive?

Answer:

Ratio of net income to sales (petroleum only) Perecat
OO et e 10,9
L 9.7
L K2
L L7
L U ceereeeoe R
R LU 10. 2

Information on a comparable basis is not readily available for the years 1964~
1967 beeause of the Sun, Sunray DX merger.

Question No. 3. What was the rate of exploration expense and eapital expense in
the U.S. during the saune period, 1964 to 19737

Amswer. Capital expenditures and intangible development costs in the U8,
{exeluding Sun Ship) were as follows (in thousands of dollars):

. Capital

expenditures inc Tolal
1968. .. . ... . e 219,901 4,29 264,193
1969 .. .. . .. ... .. .. 191, 692 38,043 229, 741
1970..... .. ... ..., e . R 282,492 30.841 313,333
[ L1 D L ) 204,988 35.518 240, 506
1912 .. . L. 211,219 33.33 204,550
1973....... .. e e e e e 180, 702 33,238 213,940

Question No. 6. What pereent of yvour total United States sales is based on
imported petroleum produets during the period 1964 to 19737
nswer. The estimated portion of Sun's total United States sales of refined
products derived from imported petroleum terude petroleum, unfinished oils, and
refined products) was as follows: 117 in 1968, 14¢ in 1969, 139 in 1970, 14¢, in
1971, 247 in 1972, and 319 in 1973,

42-561—74——9
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Qucstion No. 7. Provide information as to the amounts of oil investments outside
the United States during the period 1964 to 1973 which were derived from prefits
generated in the United States.

Answer. Capital expenditures and intangible development costs outside the
United States derived from profits generated in the United States were as follows:

b R 13 S e e 859, 000, 00
L K - 70, 000, 000
1070 - o e e e e e e e e e o AT 000, B0
L U - 113, 000, 000
| L o, 000, 00
L 75 Z U . 0

{Nate: hased on the availability of forcign income and foreign horrowings to
offset foreign capital expenditures and imangible development costs)

Question No. (). What was the overall rate of return, after taxes, which vour
company realized on stoekholders’ investment devoted to exploration, develop-
ment, production, manufacturing, transportation and marketing of petroleum
praduets in the United States?

Answer. Return on stoekholders' equity: Pereent
refurn

| £ 3R et cmmmm e e e 15 7
L ELLIS ¢ e emm e e aeemmeemo .o .. U P |
L ) TR e e e 1.6
LTl e e et emmmee e . 12,6
| L2 125
1993 ... U 12,1

Question No, (1a), Where applicable, please give the source of this inforngtion,

Answer, Compuny records.

Question No, (1, Are these figures for U.S. operations different from the figares
used in preparing the reports to stockholders and information provided the
Federal Trade Commission for purposes of preparing its Rates of Return in Se-
leeted Manufacturing Industries? If o, plense explain.

Aunswer. These returns are prepared using the <cone information as was used in
the annual =tockhelder reports and FTC reports, however, the returns differ in
that these returns are for domestie petroleum operations only. Anntial stockholder
reports and FTC reports are on a consolidated basis (dome<tie, forcign and non-
petroleum operations),

Question No. (Ie), How does the rate of return on U8, petrolenm investiment, as
deseribed, compare with your rate of return on other investnents?

Answer. Overadl return on stoekholders® equity for forcign petroleum operations:

Pereent

rcturn
L S (1))
) R O U (U]
TO70 . o o e eem— et e eemememem e ————— 1.0
T e e e e e s e e e i ec i acmececmaa—— 3.4
T e e e e e c e ce e m e e e e e e cmememcmee——= 3.2
LT o e e e e e e imcmcmeeena 12. 4

1 Net loss,

Information on a cmn}mral»lc basis iz not readily available for the years 1964-
1967 beeause of the Xun/Sunray DX merger.

Question. What is the rate of profitability to sales? To taxes, other than cexcise
taxes? To labor costs? To total investment, including borrowed capital?

[in percent]

Net income to sales

b Domestic Total
I 5 RS eecneenas 13.6 10.9
)& 3 SN 1.2 9.7
71 P 89 8.2
52 1 R Y 8.6 8.7
|17 72N 8.3 8.2
1§ ) £ T U ececcsssmsonnecan 1.7 10.2
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{ln percent)

Net income to tazes

Domestic Total
1988, . it irieiiiecronenae et temeeneeoteaeeaeaaeiaae aaa 165.3 106.6
[} 3 T PP 138.2 8.3
|} L T PP 102.1 5.5
... et et em e eeiare it eemeaeieiae e eaeaeeeeaa—nn e 110.5 2.4
| 17 2PN b e eehenanenieteeeeairanneiaaaan 109.6 80.5
1L ) & T TS 9.9 8.9

{in percent}

Net inccme to labor costs
Domestc Total

¥ Defined as lola!l assets less cutrant liabilities.

Question. What i3 the total of exploration expense and eapital investment in
petroleum assets, in dollars, vear by vear, and as a percentage of the sum of
(n) earnings (after taxes and dividends) and (b) exploration items which were
expense? Please indicate whether this table is based vn income for tax purposes
or for financial book parposes,

{Dollar amounts in thousands)

Exploration
_expense Peicent of
(intangible earnings and
developrient Capital exploration
cost)  investment expense
$54, 898 $267, 853 198.0
47,304 252,431 230.7
39,247 325,342 339.9
50, 564 321,895 28,1
52, 145 26, 886 238,4
42,157 271,95 161.0

Note: Table is based on income for financial book purposes. .

Question. Provide information as to the dollar amount of petroleum earnings
paid out in dividends during the applicable period and show dividends paid as
a percent of U.S. petroleum earnings. Assume dividends are payable out of
U.S. petroleum earnings in the same ratio as U.S. petroleum earnings are to
total earnings.

Answer:
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. Dividends as 3

Dividends pescent of US.

paid pelioleum

) sainings

W e i e ieeeeene ceeie e s 10,539 4&5

Qucstion No. 5. Fourth Quurter—1973 Earnings and Retail Prices. Please
provide an explanation for auy increase in U.S, fourth quarter 1973 carnings over
carlicr fourth quarter carnings. In this conneetion, it would be helpful if the
explmnation weee to include an estimate of the proportion of inerense attributable
to ) normal growth in sales, (b) inflation, (¢) absence of soft markets due to
shortages, (d) inerease in ceiling price of domestie erude, and (e) any other
factor increasing profit margin. To what extent arve higher gasoline prices at the
pump in the fourth quarter attributable to inereases in cost reflected in the dealer
tankwagon prices (explain the source of increase in coxts)? To increases in profit
reflected in dealer tankwagon prices? To inereases in the retail margin (differ-
entiate between company controlled retaiters and independent retaiiers)?

Answer. Pre-tax financial  aperating _income  (income  bhefore  nonoperating
revenues and income taxes) of Sun’s UK, aperation (excluding Puerto Rico)
decreased in the fourth quarter of 1973 versus the fourth quarter of 1972, While
Sun realized significantly higher prices for erude oil and eondensate and natural
gas, Sun's U8, consolidated income decrcased ag o result of offsetting cost in-
creases to the marketing and refining operntion which were not fully passed on
in refined product prices.

For your information, during the fourth quarter of 1973, Sun had not inereased
its refined product prices by the full amount of increased costs of furcign and
domestic crude oil and purchased finished produets to jts refining operation,
Additionally, Sun did not increase its refined produet prices to recover any of jts
other refining and marketing costx (e.g., labor, utilities, other operating expenses
and fixed costs including interest expense, deprecintion, vlc.g.

In regard to the mare specitie matter of retail prices, the following points are
relevant. Due to the presence of soft markets, fourth quarter 1972 gu.-nlino prices
were approximately 1L.27¢, gallon below the August 1971 base prices of the Feonowmie
Stabilization Program. As o result of increased costs of crude oil, the average
tankwagon price in the fourth quarter of 1973 was approximately 2.7¢/gallon
greater than that of the fourth quarter of 1972, Thus, the elimination of the 1.27¢
subnormaley accounted for approximately one-third of the total average price
increase of 3.97¢;gallon. (1.27¢+ 2.70¢) However, notwithstanding the absence
of soft markets, since Sun had not recovered the full amount of inereased costs
to itz refining operation, it did not experience an increase in profit in its dealer
tankwagon price. Regarding growth of sales, Sun's U8, refined product sales
volume deereased slightly in the fourth quarter of 1973 versus 1972,

Question No. 7. What pereent of your total United States sales of !’wtml(-um
products during the applicable period were derived from foreign crude?

Answer. The estimated portion of Sun’s total United States sales of refined
products derived frem imported petroleum (crude petroleum, unfinished oils, and
refined products) was ax follows: 119 in 1968, 14% in 1969, 139 in 1970, 149 in
1971, 24 in 1972 and 31 in 1973.

The estimated portion of Sun’s total United States sales of refined produets
derived from imported erude petroleumn (only) was as follows: 8¢ in 1968, 109,
in 1969, 9% in 1970, 8¢ in 1971, 149 in 1972 and 20¢. in 1973

Question No. 4.—1In the January 28, 1974 release asks, “How ix the price deter-
mined with respeet to imports of petroleum products inte the United States from a
foreign subsidiary?”

Question 8 of the subsequent Senate Finance Committee questionnaire requests
a deseription of the typical situations in which Sun Oit Company has contractual
relationships with a forcign subsidiary involving a pricing problem. It continues
with an inquiry as to the extent to which it i helieved possible for a United States
company complying with the present tax regulations governing such relationships
to shift U.S. profits to the foreign subsidiary. Question 8 concludes with a query
on whether any alternative approach for regulation of such transactions is recom-
mended to prevent the shifting of U.S. profits to foreign subsidiaries,
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Answer, Sun Qi Company and itz U.S-based domestic affiliatex import
petroleum productx into the United States from affiliates operating in Puerto
Rico and Venezucla. The principal products imported are #2 fuel ofl, gax oil,
lubricating vil, naphtha, and Kerosene, -

U.S. price controls are not ni)plicnhl(- to the products sold by the Venezuelan
aflilinte for import into the UK. These products are priced at arms’ length, fair
market prices, pursuant to Seetion 482 of the Internal Revenue Code,

In January, 1974 Federal Energy Office price controls were extended to Puerto
Rico. The interrelution between these controls, which are applied on a system-wide
basis regurdless of separate corporate entities and which restriet prices below
market levels, and Section 482, which recognizes the existence of separate corpo-
rate entities and which is premised on a free market, is not entirely clear. Sun Oil
currently ix studying the problem. Imports from Sun'’s Puerto Rican aflilinte to
mainkind affilintes may have to be transferred at the same controlled prices
applicable to sales to unrelated third partics in the U.R,

he other typical situation in which Sun Oil or a San Oil affiliate in the U.S.
has a pricing relationship with a forcign-based affilinte ix the purchase of erade
oil from the forcign-based company and its importation into the U8, or into
Puerto Rico. In nﬂ cases, the erude oil i< sold and purchased at arm's length,
fair market prices, parsuant to Scevion 482, The erudes involved are prodaced
and sold by Sun Oil affiliates operating in Canada, Venezueln, and Iran,

Section 482 and the regulations thercunder provide that inter-company trans-
fers must be at arm’s length prices, which are defined as “the price that an
unrelnted party would have paid ander the same circumstances for the property
involved in the controlled sale”. (Regulations, section 1.482-2(e)(1)(1)) The
Internal Revenue Nerviee has been vigilant and vigorous in itx enforcement of
this provision. Beeause the seetion 482 regulations employ an arm's length
stundard and have as their purpuse and effeet “to place a controlled taxpayer on
a tax parity with an uncontrofied taxpayer, by determining, according to the
standard of an ancoutrolled taxpayer, the true taxable income fromn the property
and business of a controlled taxpayer. . . " (Regulations, section 1.482-1(h) (1))

It iz not pessible for a U8, company complying with the regulations to shift
U.N, profits to a foreign subsidiary.

Section 482 and its regulations are the hest approneh to the guestion of =hifting
of U.8. profits to foreign subsidiaries, These present rules prevent such shifting
and produce the correet answer, penalizing neither the U8, company nor the
foreign affilinte, bat placing each in the same position it would lho it it were
anaffiliated.

Question No. 9. Provide information as (o investments and expenditures outside
the United Suates during the applicable period. Relate this information to the
sam of 1) earnings autside the United States and (h) net equity and deint ezpital
ruised ontside the United States, during the applicable period,

Answer:

OUTSIDE UNITED STATES?Y

{Mitivons of dollars)

1968 1963 1970 9 1972 1913

Capital expenditutes and intangible development
COSIS. . .ueiiier i e el 59 70 L] 132 5 m

GamingsCosses)................ . . .. a2y & & W TalT w
Equitycapital cased. .. ... .. ... )... .. f) ................................. N
Ocbtcapitat saused...... . . .. . . ... ... 2 49
TOL. . oo e ® %) : 19 ) 13

! includes Puerto Rico.

Suex Omn, Co,,
St Davids, Pa., March 29, 147 4.
Ronkrt M. WLy, Esq.,
Tar Couasel, Commillee on Finc:zce,
['.S. Senate, Washington, D.C.

Dear Mg, WirLax: Sun Oil Company is pleased to submit answers to the Nenate
Finance Committee questionnaire to all witnesses in the format sugge<ted with
your letter of March 19, 1974, Please be advised that Question Number 3 has
wen answered in the format requested by Senator Long.
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A response has also been provided to Point 10 of the subsequent questionnaire

to all witnesses. This point had not previoasly been provided.

Additionally, we

are submitting a response to your recent question regarding anticipated cham,cs

in carnings.
Sincerely yours,

Rouerr (. Huxtor,

QUESTION NO. )
{Doltars in millions]
1973 1972 9 1970 1969 1938
Total corporate:®
Netincome... e eieen .- $152 $153 $138 $151 $153
Net assets . 81, 66¢ $1,640 31,612 81,550 1 451
Rale of return net assels (percent). . 9.1 9.4 8.6 9.8 1.3
United States:
Hetincome. . 3R SI34 I $156 $184
Netassels. ......... ................ ... . 3,185 81,055  $1.066 I }'A $1. 259 LR
e A8 O rotur ael asels (percent)......C - 21 TS Tine  Cike 124 15.2
oel
W income. ..o e g g s oy e
Het assets.. ceeens $660 %9 HNH $458 29 2
Rate of return net assets (perceat). . I 12.4 32 34 1.0 L) [0
§ Petroleum operations only,
2 Includes Puesto Rico.
8 Net loss.
QUESTION No0. 2
PETROLEUM OPERATIONS ONLY
{Dollar amounts in millions)
1973 1922 9 1920 1969 1968
Nl erat St S MR Nu BN §sE sis
ni L YU
FOI@IRN. o eeeieeee e veinneianee enes 8l 20 19 4 5) Q@)
| {17 PO 225 152 ] |§3 138 N lSl 163
Saes e e .. v ST e T
Umled States......... ... . .iieeeienan $1,800 81,584  §1,557  $1,503 sL 4ol §1,397
Rate of profitablity (percent) - 1.7 8.3 8.6 8.9 1.2 13.6
Fores '{‘ . 3341 $265 $213 $183 $160 $143
te of wohubmty (wcenl). 23.9 1.3 2.4 Y) “)
To! $2.021  $1.850 $1,270 81,686  §,961  $1.500
Rate of plo.ntab:hty (pelcenl) 10.2 8. 8.2 9.7 10.9
Taxes (other than excise);
United States ceeereneea 3146 $120 $121 $125 1 $il
Rate of prolitabuisty * (pelumt) ........... 4.8 %2.3 52.9 51.7 58.0 62.3
Forey '& .......... $119 368 365 $58 357 342
lool profitability * (pescent). . 40.8 22.4 22.9 2.0 ¢ i
...... $265 $i88 $186 $183 170 153
Rato of mohubuhly +(percent).. . . 4.9 "6 6.2 3.0 9.0 516
Employed capital:
United sulos ...... ceereeeee 32,023 31,248 31,650 $1.721  $1.595 81,499
Rm of profitabshity ¢ (pelcenl).. e 8.1 8.5 8.8 3.4 10.2 12.7
......... e aeean 2 $102 $687 35718 $509 $463
te of proflitability s (oemnl) ............ 1 13 1. 0.2 1)
e SRS 2450 .3 %, $2.104 31,962
Rate of proftabilitys. ... 11 1T 9 1.0 2.2 6.7 I 8.7
U Net loss.

2 As requested, calculaled as the rat.o of profit alter taxes to profit before taxes.
'g:‘lmec‘! ;'s total assets less curreat Liabiiies. Foreign includes Puerto Rico.
(-
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QUESTION NO.3
SUN OIL €9,

(Dotlars in millioas]

Petroleum operations only 973 972 BN 190 1969 198
“uagllg:::\. exwm (istangible developmnt

costs) . . e 1 2 ssl $39 W 35S
Capuul investment. ...l 18 263 k¥4 36 253 268
TOM oo e s 20 33 %5 30 33
Catnings (alter taxes) ! ... 225 182 153 138 151 163
Explaation expense (10C). .................. 47 52 51 » 47 58
Total oo e m w2 W
Total iavestment and explanalion as perceat T R e AT A s A
of INCleases and EXPOISES.. «............. M3 BLo w4 WS BLo W7
Total United States: LT TR R e e
Dollioo eperse (00)...... - B} B WO B B
Tl eoeeee e s 20 a5 . 24 Asu 30 264
Eatnings (after axes)! ... .......... T o wm T m T e s
Explotation expense (1DC). . ................ k{] k] 36 i 38 "

b . o s e < S =+

L l" IGS 170 165 19 a8

Total investment and expenses as perceat o
of ncteases and expenses . .............. 1209 142.8 m 6 150.6 ll&l 115.6

Tolal foreign Tt A e

tiploutm expenss (IDC) . ........... aeeene $i4 $19 $15 $il
Capital investment. .( ........................ 9 5 n g 8 3

L {1 TR veeeecrsecssecassnn m _ i) 12 sl 0 59
Farnings (after tazes)t ... . .. .. ... U 1 R T -(S) ' (215
Expiotation expense (10C) ... .. . .......... 1) 19 15 8 9 1}
Total ..oooennntn e, 95 A k) k! 12 4 _ 10)
Total investment and expenses as percent oo T e ‘. T

of increases and expenses. . _............ 1165 196.7 3847 013 L. .

1 Earnings (alter Laxes) ate balore dividend payment lo shateholders.
2 Includes Pyerto Rico,



QUESTIONS NO. 3 AND 9 (REVISED)

8cI

SUN Ot CO.
{Mstirons of gollars)
Ratwos: Capitsl expenditures and exploration
expenses 33 3 pascentage of-—
CapHtal Adjusted Adjusted
:xp::gdms Expiorat Adjusted amma‘s lmm Net income l:gz'u‘::‘lg mm:l.i‘sc m
2nd explorstion xploration earmngs Capstal capital re- i capital
Year expense Net income expease 24-3) tesovery  covery ! (449) Qa:2) [{EY)] (1+6)
d Col. 1 Col. 2 Col. 3 Col. 4 Col. S Col. 6 Col. 7 Col. 8 Col. 9
Dome-tic:
1968 . 264 184 [} 228 98 326
1969 . . 230 156 38 194 102 296
1970 . . 314 134 3 165 105 270
1971 . 1)} 134 3 170 120 290
1972 28 132 33 165 122 287 .
1973 ... ... .. ... ... 214 144 33 177 150 327
Gyr... 1.508 884 215 1,099 697 1.796 .
forengn - .. cen e el zoe
1968 . 59 [¢1)] 11 10) 9 ..
1969 .. . 70 (6] 9 4 14 8.
1970 . 51 4 8 12 22 Mo,
1971 132 19 15 k1 25 59 .
1972 i) 20 19 39 33 72 .
1973 131} 8l 14 9 30 129
6yr.... 8 9 % 174 133 307
Total corporate: C . N )
1968 . 323 163 55 218 107 325
1969 300 15 47 1 116 314
1570 369 138 3 177 127 304
1971 an 193 51 145 349
1972 320 152 52 204 155 359
1973 . 325 225 47 272 180 452
BY 2,006 9”2 291 1273 8% 2,103 . .

1 Cash flow has to cover not only capitat expenditures but changes 1n working capilal requitements and dividends to sharehoiders.
2 Foresgn includes Puerto Rico.
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QUESTION NO. 4

SUN OiL CO.
[Msllions of dotlats]

193 1972 wm 1970 1969 1968

Im%u%i&???‘ffi,i‘I‘"TT‘ZTZ"'.'f:? - B | ‘fe’v‘ e

u.mﬁ'éf.':".ﬂ? as 3 percent of petroleum earmngs.. .7 Qﬁ lg.i .3 L1 3.5

DoAeUm LS. oo 1“2 “ég ‘g'z oW e

mﬂl:c::ogcnds as 8 peicenl of petroleum uuum.: 1 4.0 4.9 50.3 43.1 .7
PoUGRUBMIBIARS. ... oo e 3’:% WoWw g W e
Dividends as a perceat of pelroleum sarnings . .7 6.0 6.9 50.3 (] Q]

VAssumes dividends are &a‘pm out of petioleum eatnings in the same talio as pelroleum earnings are ‘o tolal

earnings. Dividends appiical

States and foreign petroleum earnings were 10 total pelroleum earnings.

2 Includes Puerto Rico.
3 Net loss.

to petroleum earnings were split United States foreign 1a the same ratio 3s United



QUESTION NO. 6
SUN Ot CO.
U.S. OPERATIONS CAPITAL REQUIREMENTS WITH RETURN ON INVESTMENT AT 1968 73 1 AVERAGE
{Dollar amounts in millons]
Total 1974 197% 1976 1977 l978 1979 1960 1981

Gross mvcslmcnt "n mop«tm plants, and eqmpment‘

S O s JE—— hmt e e e e —— e i b W B A

1982 1983 1984 1985

i s ¢ s ¢ e emnes. it . A e it b i " e . ot ot AR < S AR AT e . et

Jan. 1 .. } R X 773 82 948 $3.132  $3,330 s.su $3.792 S‘.")G 54 339 $4,641 84. 35.309 ss.sn
Rate of retutn ? (percent) . .. .. . . o e sa ss 68 68 68 68 58 68 68 ss KXY
Net income . ... %.898 5167 3177 $188 $199 212 3227 3242 $259 ®n 8296 3316 $338
Noncash charges (5 percent of nfo“ wwestmnt) 2,425 139 147 157 167 177 190 203 7 232 248 265 284
Lass dividends (mimsmum ot 25 petcent of net income) . . 790 60 61 63 61 93 57 61 (1) 69 74 79 84
funds generated. .. . 4,534 246 263 28 302 336 360 384 411 “o 470 502 538
Capitat requirements (includes intangibl

costs - not included in sross investment, cxpensed !ov

net income plrposes) .. 6, 314 332 3% 380 408 4H4 485 519 554 593 633 677 124
Net changes in (olai debt ¢, e e e e i 205 19 38 2 La) 53 57 €0 €5 69 74 84
Total debt, Dec. 31.... . ... .. e e e 556 594 636 681 734 i 851 916 989 1,058 1,138 1.222
Debt/equity ratio, Dec. 31 3 (percent). ... ... e 'ao.x Y 293' “ze.o T w1 me w1 29 26 a4 w2 aa

3
[P, S

1 Becam of a 1%8 merger with Sum-y DX 0-! Co., trguns !oc 1954 67 ate r.ot l«dﬂy nahbku
8 consistent basis and have not been used

3 Assumes a retitement of RI0ss mvestmcnt of & percent per year.

3 Return on gruss investment priof to interest charges. teporting ats, an

‘ Futum debt capacity 1s 3ssumed to equal retamned earnings for the
debt equrty rati. This debt capacity includes whatever otfbatance
may be employed. Beam of the Zb-pcteem debt equity ratio used and potentis! changes 1n financial

g of 13 percent of needs through oftbalance sheet hnanc-

a1 times 14, OF 325-percent
tinancing, it any, which

tm s ngmud 83 unrealistic and \-n not used m the projections.
3 Detined

33 dedt divided by debdt plus equsty.

0el



QUESTION X0. 6 -Continued
U.S. OPERATIONS CAPITAL REQUIREMENTS WITH RETURN ON INVESTMENT AT 1'; TIMES 1968-1973 1AVERAGE

{Dollar amounts in aullions]
Total 1974 1975 1976 1877 1978 1979 1980 1981 1982 1983 1984 1988

Gross investment in properties, plants, and equipment ?

Al L e ieiiieres eeieee - ... 2778 83,067 $3.386  $3,737 34,124 84,551  $5.021 95540 $6,\11 96,742 $7,4% $8, 202

.« . « S - 4 N - - - R S &Y WL A DY RS YT R E® S

Rateotretuend(percent). ... . . . . .. . ... . 10.2 10.2 10.2 10.2 10,2 10.2 10.2 10.2 10,2 10.2 10.2 10.2
Net income © . $5.661  $261  $288  $317  $350  $3%  $425  $468 516 $%69 3627 8692 8762
Noncash charges (5 percent of Rross investment) .. 3,035 139 153 169 187 206 228 251 217 306 337 312 410
Less dividends (minimum of 25 percent of net income) . . 1.414 65 72 i ad R? 96 106 117 129 142 157 173 9
Funds generated . R oo . 7.282 335 369 407 450 4% 547 602 664 733 807 891 981
Caprtal requiraments (includes intangible development

costs  not inciuded in gross investment, expensed for )

AR INCOMB PUTPOSES) . .. ... ionir cinne wen aen 9,811 450 497 918 604 667 73% 8t 895 947 | ) 1.202 1,325
Netchangeintotaidedts . .. _ ... ... .. . LM 68 72 89 87 9% 107 17 129 142 157 173 1%0
Totatdebt,Dec.31 . . ... ... .. ..ol . 585 657 73 824 920 1,027 1.14 1,273 1. 415 1.5 1.785% 7 1.935
Debt equity ratio, Des. 318 . . . . . . . . .. L. w8 w1 w9 w2 2.8 28 2z 20 %8 %6 %4 2.3

 Because of a 1968 merger with Sumnx DX 01l Co., tigures for 1964 67 ate not readily available 0na debt equity ratro. This debt capacity includes whituver ofthalance sheet financing, if #ny, which may
consistent basis and have not been used. be employed. Because of the 25 percent debt e Juity ratio used and potential changes 1o fmancial re-

7 Assumes a retirement of gross investment of & percent per year. pocting tequirements, an addilwonal funding of 13 percent of needs through ofibalance sheet knancing

3 Return on gross investment prior to interest charges, is tegarded as untealstic and was not used in the projections.

¢ Future debt capacity is assumed to equal tetained earnings for the yeat times 14, or 8 25 percent § Detingd as debt divided by debt plus equity.

181
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QUESTION NO. 9
{in millions of dollars)

B o —

1 1912 m 1970 1969 1968

TR R S T TR S

mi:am?f‘mm. e w; n <} 9l 135’ in’
Tolal earnings and deb .. . ._............. 1% %2 % m 1%

Percent expendilures to sainings and debt. ... ... a 5!.2 ) us nzu' SQ.;'; "‘Cl.b ” '_';37.5'

' Capital expenditures and intangible development casts. Includes Pusilo Rico.

Qucx.:i«m No. 10. What would have been the impact on rate of return on stock-
holders” investment in petroleum assets in the United States if there had been no
depletion allowanee?

Answer. The return on stockholders’ equity for domestic petroleum operations
was 13,79 in 1968, 12.4%¢ in 1969, 11.65¢ in 1970, 12.6% in 1971, 12,57 in 1972,
and 12,19 in 1973,

After adjustment to net income to reflect the elimination of the statutory de-
pletion allowanee, the return on stockholders’ cquity for domestic petroleum
operations would have been 13,077 in 1968, 9.8C¢ in 1969, 8.8¢¢ in 1970, 10.1°¢ in
1971, 9.9 in 1972, and 9.1 in 1973,

RATE OF RETURN ON EQUITY

{1a percent)

With Without
depletion depletion
sllowance allowance

15.7 13.0

ﬁ 4 z.t

.6 X

lg.s 10.1

12.5 9.9

12,1 91

N e ree———— et - A — L —

Quextion. What is your estimate of the probable change in first quarter 1974
rarnings as compared to fourth quarter, 19732

If you anticipute change, what are the principal factors to which you would
attribute the change?
w.l‘_:(;w do you praject the possible impnet of such factors in the second guarter,

Answer. Sun anticipates a modest inerease in first quarter, 1974 carnings as
compared to fourth guarter, 1973, The principat factor affecting earnings is new
and released oil. While in Sun'’s view the volume of new and released oil is
expeeted to remain relatively stable, it is not possible to predict market condi-
tions which wight impact on the price level of new and released aoil,

STANDARD OIL CO. (OHIO)

PrepPARED STATEMENT BY CHanees E. Seaun, Cuamsvax or e Boaup axo
Cuier Execuvnive Orricer, THe Staxpawn O Co. or Ouio

Mr. Chairman, my name is Charles E. Spahr and [ am Chairman of the Board
and Chief Executive Officer of The Standard Oil Company of Ohio. 1 am appearing
taduy to provide the Committee my company’s response to the questionnaire
pertaining to domestic petroleum operations and investments,

It may le helpful for you to know that Sohio (as my company is commanly
called) =+ crude-deficient refining and marketing company serving Ohio and
surrounding State< and the Middle itlamic Ntates, f)ur domestic erude production
amount< to about 7¢¢ of our 385,000 barrels per duy refining capacity. We have
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a small interest in the Jranian Consortium with liftings equal to about 555 of our
retinery capacity. In terms of assets we rank about 17th in the industry. in 1970
we acquired East Coast marketing facilities, two refineries, and valuable oil and
'iw leases on the North Slope of Alaska throughi a transaction with The British
detroleum Company Limited. Since then our main efforts have been directed to
the development of our North Slope reserves, to obtaining a trans-Alaska pipeline
permit, and to the realignment of the Kast Coast propertics which remain un-
profitable. We also have investments in petrochemicals, coal and fabricated
plastics. We have developmental interests in oil shale, uranium and tar sands.

I amn particularly ||)l(‘tl.\‘(‘d to have this opportunity to personally respond to

vour questions. 1 feel they are good questions and I hope our responses will be
clpful to your considerations. The results of your deliberations will have a very
significant impact upon Sohio and the petroleum industry and upon the entire
private enterprise system of the United States as well,

Before proceeding to the questionnaire, I would like to comment on the subject
of pml‘il. limiting legislation, whether it be additional taxes or some form of price
control.

1 am philosophically oppused to profit-limiting legislation. It is not the way
by which our country became and remains the strongest in the world. [ recognize
that there are some who don’t share my views in this regard. If those who disagree
with me prevail, 1 believe that profit-limiting legislation should apply to all
businesses, not just the energy companices. If our industry is to be the only one
affected, it will be placed at a significant disadvantage in the competition for
capital at a time when our capital needs are unprecedented.

believe that the development of existing energy forms and the research and
development of new energy forms need encouragement, not the prospect of a
penalty if risk-taking investment is suceessful, Correetion of our energy deficiency
can only come through investment of huge sums of money. We are a very capital
intensive industry. The existence or even the mere threat of profit limiting taxes
g’ill_ prevent the right kind of investment decisions from being made cn a timely
nsis,

My company supports programs that would make thiz country more sufficient
in cnergy. To thiz end I urge you to retain both the percentage depletion allow-
ance and the deduetion of imtangible drilling costs for domestic development and
production. These two incentives are particularly valuable to the independent
driller and producer who has diseor ered most of our best ol fields in this country
and whose efforts ought to e encouraged instead of discournged at this time,

My company would support a requirement that the net tax benefits of these
incentives be reinvested in a broad range of energy research or development to
assnre that the benefits of these incentives are being dirceted toward energy
self-suflicieney.

In summary, 1 helieve strongly that—

1. An exeess profits tax or profit-limiting legislation will prove counter produc-
tive (o our nation's needs for energy';

2. If onr industry is deemed to have exeess profits and taxed accordingly,
then all of American industry should be equally taxed to create the same relative
disndvantage in the capital markets;

3. Any excess profits legislation should provide for plowback exemptions for
investments in energy development or research and there should be definitive
provisions for termination. The reinvestments allowed for exemption should
cover research, exploration, development, transportation, refining or upgrading,
storage, and environmental protection for atl energy forms:

4. A ax assessed at the welthead ean be counter producetive and diseriminate
against the small producer and the development of cconomically marginal wells;

3. Domestie investment ineentives represented by the depletion allowanee and
intangible drilling corts shonld be retained but maditied to require plowback of
tax benefits in energy-related investments:; and

6. ‘the Foreign Tax Credit <hould remain available to all American taxpayers,
However, & review of pavments to foreign governments with respeet to amounts
allowed as foreign tax eredit= is in order,

Many of the foregoing thoughts and comments are contained in a statement
that our company made to the Committee on Ways and Means of the House
of Representatives. 1 respeetfully request that your Committee aceept a copy of
this statement and that it be made a part of the record of these hearings.

Now, | would like to addres< myself to your questions,
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Question No. 1. What was the overall rate of return, after taxes, which your
oompany reaiized on stockholders’ investment devoted to explorasion, develop-
ment, production, manufacturing, transportation and marketing of petroleum
products in the United States?

(a) Where applicable, please give the source of this information.

(b) Are these figures for U.S. operations different from the fimmres used in

reparing the reporta to stockholders and information provided the Federnl
de Commission for purposes of preparing its Rate of Return in Selceted
Manufacturing Industries? If so, please explain,

(¢) How does the rate of return on U.S. petroleum investment, as described

above, compare with your rate of return on other investments?

APPROXIMATE RATE OF RETURN ON SHAREHOLDERS® EQUITY

{in percent]

Domestic Other . AN operabions
petroleym domestc foreign  domestic and

Yeat operations operations operations
zg. i 13.5
1 138
53.6 118 4
55.2 1.9
4.7 ne
5.9 56
4.2 (%]
.4 53
122.4 { 4
1.7 1
s R ST
4.8 .1
n.6 6.3
5 8.6

HNote: Frgures in parenthesis indicate negative numbers.
COMMENT

Our corporate accounting records served as sources of duta used in calealating
the rates of return shown in the above table. We report to oar sharcholders in
accordance with S.K.C. requircinents with respeet to line of business accounting.
For this purpose we use earnings before income taxes, interest and extr:‘.urdmury
jtems, Ninee accounting records are not usaally kept in a way that the data is
readily usable for computing the information you requested, it was necessary
to make certain arhitrary assumptions and alloeations, For example, sharcholders
equity was allocated to each business segment based on its total assets less cur-
rent liabilities relative to total corporate vorrowed and invested capital, Corporate
interest expense was similarly allocated. Thiz is not done in any of our financial
Or tax records sinee we operate with a pool of capital coneept. Most of any u}ller
data which required allocation followed our normal accounting procedures. The
anmual rates of return shown above are based on the avernge of the beginning
and ending stockholders’ equity. The data wsed in these caleulations differs (rom
that supplied to the Federal Trade Commission in that our report to the Com-
mission does not refleet the arbitrary allocations to varions business segments
that we were forced to use in order to respond to your questions, i

Nohio's record for the Iast ten years is composed of two distinet five-year periods.
In the first period we were a regional refiner-marketer with dumestic production
amounting to 165 of our refinery runs. By the early 1960°s we had made some
fundamental decisions. We woald seek to acquire petroleum reserves by aequisi-
tion sinee our finding efforts were not too suceessful; we would expand our mar-
keting into states surrounding Ohio; we would expand our chemical activities,
acguire a fabricated plasties business and enter the vending, motor inn and res-
taurant business. As the figures ahove show, we were successful in the petro-
Jewm business in the environment that existed in the second %adf of the 1960°s.
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There were ample supplies of low cost erude oil and the product price wars of the
carly 1960's were ending. Our non-petroleum investisents slipped into a luss
position as we broadened our investments and the agricultural chemicals began
to min into problems.

By the mid-1960's we recognized that our program of acquiring oil reserves
was not progressing as fast as the oncoming crude oil shortage. We attempted
mergers with several companies who awaed large oil reserves but we were not
suceessful. We acquired oil shale properties and have done developmental research
in oil shale which is continuing. We identificd the potential for conl at a time
when many investors thought coal woald have no futare dae to its environmental
problems and the anticipated conversion of cleetric gencration to nuclear fuel
and in 1968 we acquired the Old Ben Coal Company. Old Ben is a profitable
operation, It has expanded jts production 15 since we acquired it and it has a
new mine under development. Old Ben's eapital investiuents have equaled jts
cash generation since we acquired it.

With the crude vil shortage clearly in sight, we were anxious to acquire a major
source of crude. When the North Slope of Alaska reserves were discovered we
sought ways to participate. When The British Petroleum Company Limited
approached us in late 19G8 regarding a possible merger, we were receptive, By
mid-1969 we had agreed to acquire a wholly-owned British Petroleum subsidiary
which held the valuable l\'url.'n Slope leases and an East. Const marketing and
refining husiness in return for a stock interest in our company. Despite the claims
of others, we knew that the marketing and refining assets were not profitable at
the time and, despite substantial realignments, they are still unprofitable,

The sharp de cllne in the petrolcum return in 1969 shown in the column “Do-
mestie Petroleum Operations’ in the table on page 30 is eaused by the inclusion
of the operations of BP Oil Corporation although the transaction was not com-
pleted until Janugry 1, 1970. The Department of Justice challenged the acquisition
and we entered into a consent deeree but too late to complete the transaction in
1969 as planned.

The continuing low returns from our domestic petroleum activities from 1969
to date reflect losses in the Fast Coast marketing and refining activities, competi-
tive price wars in 1971 and 1972, and an investment of more than $400 mi\liun
to develop the North Slope reserves and the trans-Alaska pipeline, on which we
are receiving no return.,

All of these factors served to reduce our return on petroleum investment to
an inadequate level,

The returns for tho years 1970 through 1973 include the cffect of significant
extraordinary guins or losses from asset sales or from withdrawal from various
marketing arcas of the East Coast.

Without these extraordinary items our returns for domestic petroleum activities
would have been as follows for the period 1970 through 1973:

{in percent)

Return as
shown above Return
including without
exteac-dinaty  extraordinary
Year flems items
1.2 6.7
4.8 4.9
1.6 3.0
4.6 30

It is not unusual that a corporation will often endure heavy expenses to develop
o large investment as we are doing in Alaska. However, we need the prospect
of goud future profitability to carry this program forward. To set a profiv limit
based on our reeent profit returns would be grossly unfair to our shareholders
who have been waiting patiently for the start of North Slope production. 1t is
still more than three years away.,
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Column headed “Other Domestic Operations” in the table on page 30 reflects
the results of our chemicals, ‘)laslics and coal operations. In view of the low
return on our domestic petroleum activities, we have been fortunate in that
our ch(":;xical business has become profitable once again and coal continues to be
profitable.

The column headed “Foreign Operations” in the table on page 50 includes the
resuliz of our interest in Iran, our Canadian operations and the licensing of
Sohio inventions to foreign customers. We disposed of the Canadian operation in
1972. Since we have little if any investment in our patents, the rates of return
for “foreign operations” shown on page 50 are not very meaningful but we have
included them in the interest of completeness. Obviously, during recent years
the results of “other domestic operations’ and of “foreign operations” have been
a big factor in the company wide level of profits.

Question No. 2. What is the rate of profitability to sales? To taxes, other than
excise taxes? To labor costs? To total investment, including borrowed capital?

. Retuin 0a
) Net income as . botrowed and
Net income a5 3 pescent of Net income a3 invested
8 peicent taxes except 3 peiceal of capital?
Yo sales  extise Laxes payioll (petcent)
194......... B S L 108.2 4.6 99
1965 . .ot . t% %S 55. 9.9
l%;.. eareesveriiraaiaas . . 9.3 l&s 6.0 10.9
196)........... e etecataeisotatnran et iaan s 1.6 1 2 9. 136
|5 DR N ne M 8. lis
1969, . oo cerener cemeans 43 Gl% R 4
0. . 5.8 6. S0. 9%
WML retmrercsieaservenierane 4.0 23.! un 5.0
002, e e roensennen 1.4 .$ 10.¢ 2.6
L1 1 T RO s 106.4 3 5.1
RRIEAT e TS LA L L LGSR RO I S B

Aveld
153{« ........................... ciivesenaen 99 1184 2 1.6
1969-73. . iiin it e e e g:t 12.8 4.6
196-73. e . 7 120.1 H. 64

§ Net income plus gross interest as petcent of average botrowed funds, deferred ilems and shateholders’ equity.
COMMENT

With respect to net income as pereent of sales and return on horrowed and
invested eapital, the explanatory commerts to Question #1 are applicable also,

The ratio of net income to taxes is almost self-explanatory. The tax burden
on the petraleum business is substantial,

Labor costs in onr company are undoubtedly higher relative to income than
those of the typical petroleum compuny because we have always operated a
significant number of our service stations with our orvan employers,

Qucstion No. 3. What i< the total of exploration expense and capital investient
in petroleum assets, in dollars, year by year, and as a pereentage of the sum of
(2} earnings (after taxes and dividends) and () exploration items which were
expense? Please indicate whether this table is based on income for tax purposes
or for {inancial book purposes,

Net income

. (after divi- Ratio of

Exploration dends) nlus expenditures

expense and 0.&0.ad _ to et

. capital explosativa internal

investment expenses cash flow

Year (mibons) (mihions) (percent)

$4.3 $48.3 92

69.6 50.8 137

9.4 51.3 96

48.5 58.8 83

9.6 0.6 131

169.5 %.7 299

3900, e 201.3 82.6 251

| L L] PO PN 159.9 6.3 231

| ) S S 101.4 59.9 169

| L T 178.3 n9e 230
Average:

1964-68. . 3.3 54.0 108

1969-73. . - 1635 69.3 235

1908-73 . e ieiiieiees anean 110.9 61.6 180
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COMMENT

The data used in this answer ix that used for financial book purpeses, We are
including small amounts of oil shale and uranium expenditures in the above
data. Per your request, we have maodified the question to include depreciation
and depletion ax part of the cash generation from operations,

The data shows that Scohio has invested substantinlly more than itz retained
gas generation from domestie petrolenm activities over the past ten years, Be-
cause of the heavy investments related to the North Slope and the low carnings,
the cash gen-ration deficiency has inereased substamtially. Based on our plans
for developing the Alaskan operation, the deficieney will probably be even greater
in the next few yvears, ,

Questivn No. 4. Provide infoimation as to the dollar amount of petrolenn
carnings paid out in dividends during the applicable period and show dividends
paid a» a percent of U.S, petroleum carpings. Axsumne dividends are payable out
of U.S, petroleum carnings in the same ratio as UK, petroleum earnings are to
total carnings.

Dividends
pad lrom
petioleum .
eMmings Payoul ratio
Yea (miliions) (peicent)
W96 .. . i eieeiees e 312.6 k)
196%.. 13.7 K} ]
966. . 8.0 2
.4 43
8.0 a
2%6 10
R.2 53
2.9 134
9.6 (]
18.6 2
1.3 42
2.4 5
r{N ) 50

COMMUENTS

Over the years Sohio has attempted to maintain a dividend payout policy of
about 437 (-307¢ of earnings. In reeent years the ratio has fiuctnated above this
rate. Despite cur large capital requirenmients and depressed curnings, we have
maintained, but not increased, the dividend sinee 1969 in recognition of the im-

ortance of dividends to our sharcholders, particularly those who have been
ong-time holders of our stock.

Question No. 5. Fourth Quarter— 1973 Farnings and Retail Prices. Please
provide an explanation for any inerease in U.N, fourth quarter 1973 carnings over
carlier fourth quarter carnings. In this conneetion, it would be helpful if the
explunation were to include an estimate of the proportion of inerease attributable
to (1) normal growth in sales, (b)) inflation, (¢) absence of soft markets due to
shortages, (d) increase in ceiling price of domestic erude, and (¢) any other factor
increasing profit margin. To what extent are higher gasoline prices at the pump in
the fourth guarter attributable to inereasex in cost refleeted in the dealer tank-
wagon prices texplain the source of increase in costx)? To inereases in profit
rollvcms in dealer tankwagon prices? To inereases in the retail margin (differen-
tiate between company controlled retailers and independent retailers)?

COMMENT

We believe that the primary intent of this question is to identify the factors
that eaused domestic petroleum earnings to change. For this purpose we are
using earnings before taxes and allocation of interest. Our 1973 fourth quarter
carnings from domestic petroleum operations deelined 809 from the like 1972
quarter.

42-561—~74——10
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We expericnced a 209 decline in petroleumn product sales volumes. About one-
third of the decline ean be attributed to the sale of our southeastern marketing
propertics to American Petrofina, Incorporated, at midyear, Our crude runs at
our three remaining refineries were 85 lower than in 1972 due to crude shortages
and our sales were on allocation.,

Beeause of the numerous changes in our East Coast activitics and the rapidly
changing crude and product supply zituation, it ix difficult for us to complctely
trace the exact impact of each factor influencing our results.

Our records show that retail gasoline prices in the fourth guarter of 1972 were
depressed enough to reduce our expeeted revenue during that period by about
$3.3 million. This amount is the approximate equivalent of the price recovery
that was expericnced during the first five months of 1973. All of our subsequent
price increases have only reflected cost pass through adjustments,

The combination of higher prices and lower volumes resulted in a 1255 net
revenue increase; however, higher crude and product costs increased by more
than twice the amount of the revenue gain. Partiully offsetting the loss between
revenue and product costs were lower operating, depreciation and administrative
costs resulting from the East Const realignments and asset sales,

The Iag in our ability to pass through crude oil and produet cost increases
had an adverse effeet on our fourth quarter results, We figure that if we had
heen able to pass through higher crude and product costs when they became
ceffective, we would have had $33 million more revenues in the fourth guarter,

Crude oll celling price increases of $.35 on August 20 and $1.00 on December 16
increased the revenues from oil production by about $1.3 million in the fourth
quarter, but increased our costs of{_]mrclmscd crude oil by more than this hecause
our domestie production is only 77 of our refinery needs.

Our approximately 807% decline in domestie petroleum eamings hefore taxes
and interest allocation becomes an 87C, decline in real terms if our 1973 carnings
are adjusted for the 8.47, increase in the Consumer Price Index between the
fourth quarter of 1972 and 1973, —

The lust part of the above question addresses the question of the impact of
dealer tankwagon price changes on the pump price of gusoline. In Ohio the
tankwagon price increased 7.07¢ between December 1972 and December 1973,
Of this increase, 7.5¢ refleets cost of crude pass through under the Cost of
Living Council regulations and .47¢ reflects recovery from depressed prices in
December 1972, Thir latter amount could be described as the inereased profit
margin in the tankwagon price versus a year ago. Until 1973, we had not raised
our posted tankwagon l)rice since late 1970, As you know, we are not permitted
to inerease prices for other than erude and product cost inereases.

When the price freeze was lifted in September, the regulations forced a dis-
parity between company controlled station prices and dealer prices if full cost
recovery was to be achicved. We raised dealer tankwagon prices in October and
November a total of .4¢ more than at our company stations, This inequity was
removed in December when the regulations were moditied. However, many inde-
pendent. dealers have =et prices that they have deemed necessary. Accordingly,
there is n wide variety u(’ Sohio branded gasoline prices ranging upward from
our salary station price. Some of these higher pump prices are in accordance
with the regulations; some may not be.

Because of the numerous realignments and sales of marketing territories in
our East Coast operations, we are not able to provide a meaningful dizcussion of
price changes in this operation. The data shows that the tankwagon price aver-
aged 26.5¢ in December 1973, up 7.8¢ from 18.7¢ in 1972. All of this increuse is
attributable to erude and product cost pass through, '

Question No. 6. Provide an estimate of your capital requirements in the United
States for the period 1974-83, () assuming your rate of return on U.S. operations
was the same ns your average rate of return for the period 1964-1973; and (b)
asswming your rate of return was one and one-half times your average rate of
return for 1964-73. Assume for this purpose that you wiil be able to borrow
directly up to 25 pereent of your financial needs and are able to use off-the-
balance-sheet financing for 13 percent of your needs. What is your view as to
the validity of such financing assumptions as applicable to the circumstances of
your company?
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CAPITAL AVAILABILITY AT 10.-YEAR AVERAGE RETURN—I.3 PERCENT ON SHAREHOLDERS' EQUITY VERSUS 1.5x

AVERAGE RETURN—11.0 PERCENT
{in millions}
Case B assumes
Case A assumes return 1.5
1964-73 average 1964-7

relura—Total  aver T
funds from new funds fiom new  Case B vatiance
B.&.capital B. &L capitsl  versus case A—

Year plusD. &D.  plusD.&D. Tolal tunds
1 )] TP ctererens etecsuarestiareresnsantnns PR 18 1
) W
» (Y 4§
36 i 0
g l§ 5%
2
: 8
A T
26
] 2% |
9% i us
Tolal......... S . 1,8% 2,69 sl

Assumptions: In addition to the assumption provided in your question, we
made the l’ulluwiug additional assumptions:

1. Dividend payout would be 45¢;.

2. Deprecintion and depletion accumulate at rate of 5¢¢ of new horrowed
and invested capital.

3. Rates of return were based on beginning of year shareholdens’ equity
for this purpose,

COMMENTS

This hypothetical exercise clearly demonstrates the importance of a higher
return. Bazed on our situation, a return on sharcholders’ equity 50 percent higher
than our average for the past ten years would generate $841 million more during
the 1074-1985 period. It is interesting to note that a 50 pereent higher return
would bring our return to 119, which is less than the average for our industry
and manufacturing companies as a whole for the past ten years.

The above cases show that at our ten-year average return, we would generate
$1,856 million in 12 years and we would generate $2,697 million at a 30 percent
higher return, To accomplish the development of our Alaskan reserves, to build
our share of the trans-Alaska pipeline, and to modernize and expand our refineries
will require expenditures between $2,000 million and $2,500 million in the next
five years, We may need to arrange for tanker transportation, which would
cost between $500 million and $750 million if we were to acquire the tankers. We
are, therefore, planning to spend more in five years than the 130 pereent case
generates in twelve years, Needless to say, we will need to violate the borrowing
constraints set out in your question if we are to accomplish our task, cven if we
arc able to achieve the higher return. We can do this if lenders and investors are
smlzsiicd that profit limiting legislation will not make their investments unduly
risky.

Question No. 7. \What percent of your total United States sales of petroleum
products during the applicable period were derived from foreign erude?
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SOURCES OF U.S. SALES OF PETROLEUM PRODUCTS
[1n pesceat]

Detived from  Derived from Derived ltem
US.criude o  Canadiam crude  olher foresga
oil crude ol

% 1 0

u 12 ;

8 i 9

6! 1 2?

S

n 1 12
. SO
8 12 0

12 20

2 12 "

COMMENT

Sohio has depended primarily on domestie sourees of crude oil during most of
its history. Ax erude ofl sources near our retineries began to deeline, we utilized
incrensing amounts of Canadian erude in our Ohio retinerics. Our Marcus Hook,
Pennsyivanin relinery uses offshore foreign crude.

After mid-1972 we lost 100,000 barrels per day of our domestic erude ofl supply
which could not be entirely repluced by foreign sourees so that our refineries are
opernting below eapaeity. Currently more than half of our product sales are
derived from Cunadian and offshore foreign sources of erude oil and produets,

Question No. 8. Deseribe the typical situations in which you have contractual
relutionships with a foreigu subsidiary involving a pricing problem, To what extent
do you believe it possible for n United States company complying with the present
1ax regulutions governing such relationships to shift’ United States profits to the
forcign subsidiary? Do ou secommend any alternative u‘»pnu\ch for regulation of
such transactions to prevent the shifting of United States profits 1o foreign
stlnidinries?

COMMENT

I believe that the present tax regulations as they apply to the oil industry and
as they are interpreted provide no opportunity to .-hii'! United States profits to a
forcign subsidiary. Our experience has been that the interpretation and enforee-
ment of the regulations has been very tough. Inaudits commencingin the early 1980's
we believe ail companies in the industry were found to have priced foreign crude
in a manner which was later deemed to be a violation of the regulations. We have
been assessed additional taxes in this conneetion.

Since the present regulations prevent profit shifting, I have no recommendation
to make regarding alternative means to prevent shifting of profits from the United
States,

Question No. . Provide information as to investments and expenditures outside
the United States during the applicable period. Relate this information to the sum
of (a) carnings outside the United States and (W) net equity and debt capital
raised vutside the United States, during the applicable period.
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FOREIGN INVESTMENTS

Foteign invest-
Foreign invest- menls as peicent
mentls as pescent  of equity or debt

Fore:gn savest. ol foreign 131504 outside of
meats (millions) sulniags United Stales

2.4

2.4

2.0

.5

2.3

2.4

2.0 .9 ..

3.0 X I

1.4 .0 ..

6.0

1.3

39

COMMENT

The principal foreign investment made by Sohio was our 1965 acquisition of
n majority interest in Canadian Delhi, Ltd. Our interest in this company was ~old
to St, Joe Minerals in 1072,

The primary sources of our forcign carnings are the interest in the Iranian
Consortium, in which our investment is small, and the sale of licenses in con-
nection with Sohio inventions in which there is no bouk investment. No capital
has been raised outside the United States,

Question No. 10. Demounstrate what your rate of return on sharcholders’
equity would have been in each year if there had been no statutory depletion
allowance,

RETURN ON SHAREHOLDERS’ EQUITY ADJUSTED TO ELIMINATE STATUTORY DEPLETION
Un perceny

Return lrom
question No. 1 Adjusted retuin

10.6 9.5
10.4 9.3
n.7 11.6
15.7 1.6
15.4 4.3
5.1 4.6
1.2 6.8
43 44
16 1.2
4.6 4.2
a1 1.0
4.6 4.2
1.0 6.4
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COMMENT

Although Schio hus not been a large oil and gas producer, the climination of
the statutory depletion aflowance would have wducc«l our rewurn by .6 pereentage
point or almost 1@ pereent in the average year.
Tur Staxpanp O Co,,
Clavcland, Ohio, April &, 197 4,
Mr. Rosent M. WiLLay,
Tar Counsel, Sevate Commillee on Finance,
Washington, D.C.

Dran Mu, WiLLan: In response to your letter of March 19, 1974, we are sub-
mitting on the attached ~ehedules the details of the ealeulations of our responses
to your questions 1, 2, 3 and 6 which we submitted to the Senate Finance Conme-
mittee on February 13, 1974,

After you wrate your March 19 letier, you told me by phone that you wanted
to add the following guestion: *What is the eurrent estimate of the probable change
in yonr first guarter 1974 profits from your fourth guarter 1973 profits? What was
the reason for it? How do you projeet the impact of the same factors in estimating
yvour profit for the sceond quarter versus the first quarter?”

We are not providing auswers to these questions singe our first quarter results
have not vet been announeed and we have historically preferred not to comment on
pussible future proiit levels,

Sineerely yours,
C. W. Kancuen,



QUESTION NO. 1

STANDARD OIL CO. (OHI0)

[Brackets indicate negative numbers; dollar amouats 1n sulhons]
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Finance Committee dated
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'ch:mnts correction of numbers shown in statement to Senate

Feb. 1



QUESTION NO. 2

STANDARD OiL CO. (OM10)
(Revised per letter of May 31, 1978)
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QUESTION NO. 3
STANDARD OiL CO. (OH10)

{Oollats in mithons)
1973 1972 197 1970 1968 1968 1967 1966 1965 1964
1. Capital expenditures and explorstion ex-
penses . . $179.3 $101. 4 $159.9 $207.3 $169.5 $79.6 $48.5 $49.2 9.6 $44.3
2. Net icome from domestic petroleum
operations after tax, “7 149 al 60.5 9.3 9.8 9.8 2.8 n7 R
3 hog:moo of dm«nds payaoh out of
ve I 18.6 9.6 29.0 32.2 21.6 280 284 18.0 13.7 12.6
; mmm lcss dm«aés @3l 26.1 8.3 1 8.3 1.7 3.s 2.4 4.8 21.0 21.9
Explontm expenses and dry holes
e 1.1 1.4 16 44 6.2 2.2 1.8 2.% 4.8 4.6
Dopncutmt and depletion... .. .. 50.7 53.2 31.6 4.9 3.8 26.6 4.9 260 0 as
6 Cash avatladle (4+5) . 7.9 59.9 69.3 8.6 9.7 60.6 8.8 $1.3 5.8 4.3
7. Captal expenditures and exploration ex-
penses as pm:ont of cash svailable
A+6).. . e e et e 230 168 ai 1 13t <] 9% 3 2

44!



QUESTION NO. 6
STANDARD OIL CO. (OHIO)
U.S. OPERATIONS CAPITAL REQUIREMENTS (AVAILABLE FUNDS) WITH RETURN ON INVESTMENT AT 1964-73 AVERAGE
[Mittions of dobiars)

— 1 A A b 3 . 2 S . e e - M vt e e S Sl 4 e A e 8 o A SR S11 L S ae st M £ ke - e i ol e

Total 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1765

[ o s £ i Nty e e . i il S k.

favestment jan. 1. . . ... ... o 984.4 1,038.5 l 095.6 1,155.8 1.219.4 1,286.5 1,352.3 1.431.9 1.510.7 1,593.8 1,681.4 1.173.9
Netincome. _............ 1.774.1 108.3 114.2 120 5 127.1 1341 141.5 '149.3 197.% 166. 2 175.3 185.0 195 1
. 1,417.4 59.4 68.6 88.6 9.4 . . . . . 5

1 54.1 57.1 60 2 63.6
ﬂmds generated . 2,848.2 106 ? 160, 7 175.6 191.1
Net funds generated ... 2, 744. 146.7 160, 7 175.6 1911
Cathoqmtemntsl Caieea Ceabeee iiiaismescs i eevamanes eeamemizs o o
‘5437 33.2 .0 37.0 389

1,430.8 87.3 9.1 97.2 102.5

...........................................................

.........................................................................................

..................................................................................................

............................................................................................

BB, 7 e it eemeeis eestes seaieiaienaieaees 903.5
12365 T & 45

109352 cooit et e eee e e e e e e 2,715.0

oFl



Debdt (percent). ...cus.nss [ & 7 3 T RPN [ & ) T PN vesee €33)
Equity (percent).......... - (5 Y P 0606 . o e it i hecaaa. eisewamia.  iedeeaegraiccessme isacess €67)
:‘nmgf‘m&t Jan. Y.o.oL...... -0 984, 4 1,020.3 1,052.5 1,096.1 1,13%.1 1.177.6 1,220.6 1,265.2 1,314 1,35.3 1,408.9 1,460.3
ate of return. ... ...... (42 ) T O mmmen i+ emesiaa o iveesu-esieiencee cs  dimcnresssnse
Netincome ... .. ........ 1,068.2 1.8 74.5 7.2 80.0 82.9 8.0 89.1 92.4 9.7 9.2 102.8 106.6
Plant  exhaustion-—~10

percent. ... ......... L1,107.1 $6.5 62.5 68.7 75.2 8.8 88.6 95.3 102.1 108.8 115.7 122.5 129. 4
Dividends 50 percent...... 529.2 35.9 37.2 38.6 40.0 a1.5 43.0 4.6 46.2 47.9 £9.6 51.4 53.3
Funds generated 1,960.4 114.4 122.% 130.9 139.7 148.7 152.0 167.1 176.6 186.0 195.7 205. 4 215. 4
fci:; :g;\ds ::inomo&. 1 114.4 122.5 130.9 139.7 148.7 155.8 162.6 169.7 176.7 183.9 190 198.3

TIOWINgS. ... ...ccnuee 2.0 2.3 23.6 24.5 25.4 26.4 27.2 28.3 8.3 0.4 An.s 2.7
Totsl new borrowed and

invested capital ......... 853.3 57.9 60.0 62.2 64.5 66.9 69.4 ns 7.5 7.2 80.0 8.9 %.0

Repsyments—10 percent

66.2 2.2 4.5 6.9 9.3 L8 14.4 17.1
2.2 2.2 2.2 2.2

2.3 2.3 2.3 2.3

2.4 C 2.4 2.4 2.4

2.4 2.4 2.4 2.4

comen 2.5 2.5 2.5

2.6 2.6

e 2.7
SRR N nia g

Total..oaeeeacnnnnn 1,842.9 .. . ... ..
T k —1 Y e me e LT - pr i o
Debt (parcent) __......... (32)... e e aea eaan
Equity (percent) .......... O8). e e

1 Not estimated. .
3 Beginaing in 5 years from date of borrowing.

J24
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Tur 8taxpare O Co,,
Cleveland, Ohio, May 31, 1974,
Mr. Roseer WILLAYN,
Tar Counsel, Senate Commillee on Finance,
Washinglon, D.C.

Drar Mit, Wintan: Enclosed is our_response ta Question No. 2 in terms of
domestic and foreign petrolenm operations using the form of answer sheet you
provided some woeeks ago.

The data for domestic operations is similar 1o thut sent te you on April 5
except that the “rate of Profitability” under the Taxes seetion has been corrected
to be the mtio of Net Income After Taxes to Net Income Before Taxes. Further,
the *Tax” figure for domestie in 1972 has been corrected because of an error in
the numbers submitted to you in April.

The relationship of the figres for Domestie Net Income and for Taxes in 1969
may appear to be a little unusual to you. This is caused by the fact that on Jan-
uary 2, 1970, we acquired a company from British Petroleum for stock, and this
transaetion was accounted for as a pooling. Our 1969 results have been restated
accordingly; therefore, the 1969 net income went down becnuse the operations
acquired had losses in 1969, However, taxes for 1969 were bascd on the operations
which we hud during 1969 prior to this acquisition; and, of course, the amount of
these tuxes remuined unchanged.

Very truly yours,
C. W. Kancuen,



QUESTION NO. 2

STANDARD OiL CO. (OH10)
WHAT IS THE RATE OF PROFITABILITY TO SALES? TO TAXES, OTHER THAN EXCISE TAXES? TO TOTAL INVESTMENT, INCLUDING BORROWED CAPITAL FOR DOMESTIC AND FOR FOREIGM

PETROLEUM OPERATIONS?

{Doliar amounts in millions)
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1970
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United States. ... ..
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Foregn. ... . . ...
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Tne Staxnaro On. Co.,
Clercland, Ohio, May 7, 197 4.
Mr. Roserr M. WiLLay,
Taz Counsd, Scnate Commillec on Finance,
Washington, D.C.

Dear M. WiLLaN: In response to your recent request we are submitting on
the attached schedule an answer similar to our responze to Question No. 3 which
we submitted to the Senate Finance Committee on February 13, exeept that the
attached response relates to our foreign oil related activities whercas our prior
response related to our domestie oil activities.

Very truly yours,
C. W. Kancuen.

QUESTION NO. 9
fin millions of doilars)

1973 1972 1971 1970 1%9 1968 1967 1966 1965 1964

1. Capital expenditures and exploration

OXPONSES. ..o ciaeneeaaes ls 3.4 §‘3‘ 272.4 ‘.2.". 2228 2.5
2. Nol income from foteign policleum T TTEES mmEmesssseeis
“h&am:.'%?;w::f..'.'m.'f'.i. 15 46 42 27 48 S4 60 61 10 538
1
o bove metincome. et 31 30 29 L4 32 25 26 26 28 21
'y Net income less dividends
e O e e, 16 L3 13 L5 29 %4 35 42 A7
"7 Exploration expenses and
N neviynses and oy . 9 L7 20 .8 6 .9 4 .4 .5
Depieciation and depletion.............. .6 .9 24 27 a8 27 a5 ) L1
6. Cash available (445 -o.nenvnrenns 4 & 49 ST 50 63 10 64 67 53
2. Capital expenditures and explotaon T -
expanses as paicent of cash availe
3ble (1°46) (POICENL)- -~ remroeor . @8 6 8 S& 3% 44 N @ 4
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QUESTION HOS. 3 AND 9

petcent

Ratios: Capital expenditures and
exploraion expeats 25 3
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