
LELAND OLDS IS NOT QUALIFIED

TO BE A MEMBER OF THE

FEDERAL POWER COMMISSION BECAUSE —

1. As "Industrial Editor11 of the Federated Press, 

Lelsnd Olds has urged "comrades" to enroll in "training 

courses" in the Communist movement and tactics so as "to 

clarify their ideas and equip themselves for greater 

usefulness in th© movement."

2. Leland Olds has sneered at the Fourth of 

July "as the day set apart by the world’s greatest ex­

ploiters to glorify their rise to power."

3. Leland Olds has desecrated the Church by 

alleging its "decay as a religious institution and its 

transformation into a handmaiden of the capitalist system."

4. Leland Olds has asserted that educational 

institutions are subservient to the "money princes who 

govern industry, endow education and generally distribute 

royal gifts to the glory of God and the admiration of the 

populace

5. Leland Olds has specifically advocated national­

ization of the coal, railroad and utility industries
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6. Leland Olds has jeered at the "popular 

delusion" that the American political system of repre­

sentative democracy can be "effective," he has characterized 

that system as "played out," and he has expressed contempt 

for our major political parties and politicians generally

as engaged in a "fake struggle."

7. Leland Olds has clearly demonstrated by his 

published writings, which form a definite pattern showing 

his alien political and economic philosophy, that he is 

fundamentally opposed to the American system of private 

enterprise and the American way of life.

(a) Leland Olds has repeatedly denounced the American 

system in all of its aspects.

(b) Leland Olds has exulted in its so-called "decay" 

and he has anticipated and urged its downfall.

(c) Leland Olds has advocated the elimination of 

private property in productive enterprise, he 

has said that it is headed for the "discard" 

because "inevitable changes in the economic 

organizations of society srs exposing it as 

just another myth preached in the interest of 

a small class seeking to retain power and 

privilege," and he has asserted that owners
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of property exist only as "a privileged class 

of parasites whose idleness and dissipation 

become an increasing stench in the nostrils 

of the people

(d) Leland Olds has gloated over the alleged "fatal 

illness" of the profit system as such, and he 

has predicted dire consequences unless it is 

"superseded."

(e) Leland Olds has advocated a "planned economic 

order" to displace the "anarchy of competing 

private capitalists."

(f) Leland Olds has preached class war and he has 

echoed the communist doctrines of class struggle, 

surplus value, exploitation, elimination of 

capitalist enterprise, and international action 

by workers •• all as proclaimed by Karl Marx

in his HWWMM. WMOWOU his LZL^LLLLLl.

(g) Leland Olds has repeatedly praised the Russian 

system as the coming world order and as a model 

for the United States, and he has exhorted

American labor to engage in "advance preparation" 

because "that change is coming in America."
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8. Leland Olds has grossly misrepresented the 

true nature of his writings for the Federated Press by 

stating to the hearing subcommittee of the Senate Committee 

on Interstate Commerce in 1944 that he did not "advocate 

anything" in articles such as those referred to above.

9. Leland Olds by his writings and by his 

misrepresentation thereof has shown himself to be a 

security risk who should not in these troubled times be 

trusted with power over industries vital to the national 

defense and safety,

10. Leland Olds is, as revealed by his writings 

over many years down to the present, a firm and ardent 

advocate of theories and proposals leading to the establish­

ment of a rigidly planned and regimented economic order,

11. Leland Olds is an unscrupulous propagandist

who has manipulated and distorted facts, spread misinformation, 

and concealed from the President and the Congress his under­

lying views and designs.

12. Leland Olds has been a crusader for alien 

revolutionary doctrine, utterly devoid of a judicial temper­

ament and outlook and completely incapable of rendering 

impartial judgments upon the matters which come before a 

body such as the Federal Power Commission which regulates 

key American industries vital to the national defense and 

safety.



13. As a member of the Federal Power Commission 

Leland Olds has shown himself to be an opportunist who 

shifts his declared positions in accordance with the circum­

stances of the moment and who cannot be relied upon to say 

what he means or mean what he says,
f

14. Leland Olds has shown himself, while a member 

of the Federal Power Commission, to be a practitioner of 

the philosophy that the end justifies the means, to be a 

master of evasion, equivocation and indirection, enH by 

employing misinformation and whatever other tactics might 

seem to advance his objectives, to have sought to induce the 

Congress into allowing him free rein to work his lawless 

will.

15. Leland Olds has demonstrated his disregard

of the expressed will of the Congress and his unwillingness 

to conduct himself in a straightforward manner in adminis­

tering faithfully the legislative acts committed by Congress 

to administration by the Federal Power Commission.

16. Leland Olds has persistently sought by mis­

representations and devious tactics to stake out and to 

extend his own sphere of authority by administrative fiat and 

to arrogate to himself the legislative powers of the Congress
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The following detailed excerpts from. his testi­

mony on S» 1498, in response to searching questions by 

members of th© Senate Committee, reveal how Commissioner 

Olds would give effect to his theories for fixing the 

prices to be received in arm’s length sales in the fields by 

independent producers and gatherers of natural gas. It 

is evident that he would restrict their returns on the 

basis of original cost, would strip all gas moving in 

interstate commerce of any value as a commodity, and would 

pursue a so-called "Investment Return Principle" to its 

ultimate result — a Vanishing Rate Base,

filda. x.10. .&att9£al*aU.,LL«LsL.L» ef QiMualaaioa Majority
The following excerpts from the hearing record 

(Tr. 282-233) show that Commissioner Olds was the recog­

nised spokesman for ths majority of the Commission, which 

also included Commissioners Buchanan and Draper I

* Senator McFarland. Nr. Olds, right there: 
This testimony that you are going to give—The 
chairman referred to a report of the Majority 
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and a report of th® minority* lour testimony 
will represent your own individual views; is 
that correct?

"Mr. Olds* In support of the majority1s report*

•Senator McFarland. But we want to know whether 
what you are saying represents your own views or is 
it a compromise of view: of the majority?

"Mr. Olds. I think I can say that is has the 
approval of the majority of the Commission*

DWU«M
Commissioner Olds was emphatic in his view that, 

although an independent producer or gatherer could not be 

forced to sell hi® WO to an interstate pipe line, once 

he had undertaken to do so he would have to continue 

deliveries at whatever price the Federal Power Commission 

thought reasonable. (?r* 304*3OB)

"Senator Kerr. In fact, if he sold it in 
interstate commerce, he would become a natural 
gas company, and then he would not have any 
choice about whether he would take it. He 
would take it, would he not?

"Mr. Olds. Ns would take it, yos, sir. (Tr. 304)

"Mr. Olds* I just want to say this: When a 
producer finds it to his advantage to sell to a 
utility market and decides to sell to a utility 
market, thereafter I think he should be subject 
to regulation because it is a utility business 
just as much as the sale by a pipe line to a 
utility market*
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nHe can choose, however--he can say, »I 
prefer not to sell to a utility market,* and 
In that case he can keep his gas and soil it 
to some local manufacturer, sell it any way 
ho wants. But once ho chooses, once he finds 
it to his advantage to supply a utility market, 
then he MOD that responsibility, which 
both the Federal Government and State govern­
ments have indicated require regulation In 
order to protect all interests concerned." 
(Tr. 305)

Commissioner Olds here seems to assume an identity 

between "utility" gas and interstate markets, whereas 

actually less than half of the gas supplied to utility 

customers moves in interstate commerce. Moreover, the 

States in their regulation of intrastate gas do not 

apply, and have never applied, to gas production the 

kind of utility regulation which Commissloner Olds and 

his associates strongly advocate and insist they would 

pursue unless prevented.

Later in his testimony (Tr. 424-433), Commissioner

Olds was asked further questions about his concept of the 

"utility obligation® of independent gas producers or 

gatherer®. On th© matter o . mt, he took the

following position:

"Senator Kerr. And the position that has 
taken-place here is that the Interstate case 
makes a producer a natural-gas company the in­
stant he sells any gas at all in interstate 
commerce so, therefore, he can never abandon 
that service, contract or no contract, until 
given the permission by the Commission. That 
is correct, is it not, Commissioner?
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«Mr. Olds. That is correct. (Tr. 427)

fi-fluAu Jbanga. AU. Er.Usa In ,.^aW^_aad. Jutrne ffoatraats
At another point Commissioner Olds expressed 

his view that the Commission could change any and all 

contracts for the sale of gas destined for interstate 

commerce, in those termsi

"Senator Kerr,.... If and when your Commission 
doss assume the jurisdiction which you now feel 
that you should have and should exercise, you can 
change all of these prices under the position you 
took a while ago, can you not?

"Mr. Olds. They would be subject to regula­
tion, and if found unreasonable—

"Senator Lorr, J mean, subject to change•

Mr. Olds. (Continuing)—they would be 
subject to change.

"Senator Kerr. At the order of the Commission.

"Mr. Olds. That is correct.

"Senator Kerr. All of these contracts.

"Mr. Olds. The contract prices that come 
within the jurisdiction of the Natural Gas Act, 
and I have said—

"Senator Kerr. If they sell gas in interstate 
commerce they come under it.

"Mr. Olds. They coms under it.

"Senator Kerr. So that all of these prices 
that have been before your Commission in these 
hearings and used as a basis for these pipe line 
companies to get permits are just mere scraps of 
paper, if your Commission decides to make them so.
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"Mr. Olds. Well, I think that if it involved 
a specific field that had been dedicated to the 
supply of that pipe line—

"Senator McFarland* That is what I an talking 
about*

"Mr. Olds* (Continuing) — I think we probably 
could*

"Senator McFarland. Ton could make then go 
ahead and drill enough wells to make their supply 
complete?

Mr. Olds. I should say within — I think 
that the general question of well-drilling would 
have to be within whatever they were entitled to 
drill under a state authority over the spacing of 
wells, and over those general matters of conserva­
tion of gas In the ground, and allowable deliveries9 
and so forth*

"Senator Kerr. I take it you mean by that, 
lot me repeat, when the production has begun the 
process and has been started to bo sold in the 
interstate pipe line that that constitutes the 
dedication, whether the producer intended it or 
not.

"Mr. Olds. I think, yes, that there is a 
dedication to public service* I remember the 
majority —

"Senator Kerr, 
interstate commerce*

By the act of the sale in

"Mr. Olds.*That is correct
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"Senator McFarland. .There is one other 
question I would like to ask you, I want to 
develop this just one more step* As you we 17. 
know, the demand for this natural gas is in­
creasing, and in various localities, and 
particularly in my state*

"Senator Kerr, Section 7(a)(b) gives 
then the authority, Senator, to compel the in­
crease of services, as I understand it, does 
it not, Commissioner? If they are natural-gas 
(companies) under your jurisdiction?

"Mr, Olds. If they can bo done without the 
addition of major facilities,

"Senator Karr. I understand, 'nr• Commissioner.

"Mr. Olds, If they have capacity, without 
additional investment, then we can order them.

"Senator Kerr, If it is just a matter of 
turning the valve you can have them turn that 
valve, and put 100 million instead of 50 or 10 
instead of 9.

Mr. Olds. Well, what would happen would be 
that a customer of a pipe line, we will say a 
distribution company, could come in under what we 
call a 7(a) proceeding. It is under 7(a) of the 
Natural Gas ’ ct.

"Senator Kerr. les.

Mr. Olds. And ask the Commission to direct 
the company to make additional deliveries,

"Senator Kerr, larger production.

Mr. Olds. Or to deliver to another com­
munity, and if the Commission can do that without 
requiring the pipe line company to build additional 
capacity, than the Commission nay issue such an 
order.



“Senator Kerr. Tou have th® jurisdiction to 
do that?

“Mr. Olds. W® have the jurisdiction to do 
that, yes# 

« • « * *

“Senator Myers. Both ths natural-gas companies 
and independents ar® subject to the sane rules and 
regulations?

“Mr. Olds. That is correct. (Tr. 432-438) 

LLLML. DWOW

Commissioner Olds’ insistence that, once an 

independent producer or gatherer has undertaken to 

deliver gas to an interstate pipe line he has assumed an 

irrevocable “public utility obligation® making him subject 

to Commission control, is significant in another respect. 

Many independent producers have caused to bs inserted in 

their sales contracts with the interstate pipe lines pro­

visions, known as escape clauses, which would terminate 

such contracts in the event that the Federal Power Commis­

sion were found to have jurisdiction over such independent 

producers by virtue of such sales. The Commission, moreover,

2/ Supplemental Hearings before a Subcommittee of the 
Committee on Interstate and Foreign Commerce, House 
of Representatives, List Cong., 1st soss.» on H.R. 79 
and H.R. 1758, June 8 and 16, 1949, pp. 353-359. 
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has issued to certain interstate pipe lines certificates 

on showings of adequate gas supplies based in substantial 

part on gas purchase contracts which contain these 

"escape clauses," Now it is Commissioner Olds’ position, 

however, that such escape clauses are of no effect, 

according to his testimony at the recent hearing on 

3. 1493s

"Mr. Olds, Personally I do not think very 
much of the weight of those escape clauses*

"Senator Kerr. But they are in the contract, 
and they have been approved by the Commission*

Mr. Olds. In sow instances they are in the 
contracts.

"Senator Kerr. And in some instances have 
been approved by the Commission.

"Mr. Olds. We are not approving any contracts; 
we arc approving certificates for the pipe line 
deliveries of gas.

"Senator Kerr. Based on those contracts.

"Mr. Olds. Because, as far as I am concerned, 
I do not think that those escape clauses carry 
any particular weigh .

"Senator Kerr. You think that the producer 
is bound to deliver even though the escape clause 
is later, by the W nion, declared to be of 
no effect?

"Mr. Olds. I think that once the delivery 
starts that that would certainly be the case*

"Senator Kerr. You think once they put that 
gas into that pipe line they are forever under 
your jurisdiction?
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"Mr. Olds. I think that they are under the 
present Lot, yes, sir. (Tr» 323-329)

Such "escape clauses" affect the supply contracts 

of at least five major interstate pipe lines which operate 

or are being constructed on the basis of certificates of 

public convenience and necessity issued by the Federal 

Power Commission. In view of the position now taken by 

Commissioner Olds, on behalf of the Commission majority, 

regarding the "escape clauses" in such contracts and with 

respect to the jurisdictional status of all independent 

producers and gatherer® of natural gas, one of two con­

clusions must follows

(1) Zither the pipe lines in question do not have 

an adequate gas supply under firm contract which would 

have justified the issuance of certificates to the 

knowing that the "escape clauses" would be invoked upon 

the assumption of Commission jurisdiction over independent 

producers and gatherers which a Commission majority now 

declares its purpose to be, or

(2) Certain members constituting a majority of the 

Commission deliberately concealed and withheld their real 

view that the "escape clauses" are of no force and offset 

anyway, thus deceiving the gas suppliers who wore led to 

believe that the unchallenged contracts with "escape clauses" 

in them were acceptable as a basis for the recent issuance 

of certificates to the applicant pipe lines by ths Commission
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Neither of these explanations can be character­

ized as straightforward administration of the Natural

Gas Act in good faith by the majority of the Federal

Power Commission which has now exposed its real purpose

and intentions,

Rag^lation Baaed on Coat

Commissioner Olds also made clear the basts on 

which he would proceed in fixing the prices to be received 

by independent producers and gatherers for their gas. In 

his testimony ho said:

“Mr. Olds. . The cost of producing gas in 
this (Southwest) area, including legitimate ex­
ploration and development expenses, delay rentals, 
and a 6 percent return on investment, and without 
credit for by-products, is not more than 4 cents per 
M.c.f.“(Tr. 339-340)

The word “legitimate” plainly indicates that

Mr. Olds would not only fix such prices for Southwest gas

on a cost formula, but that he would intend to pass judgment 

on the wisdom of expenditures for the exploration and 

development of gas reserves. There would be no way of 

knowing what Mr. Olds, with the full advantage and majesty 

of hindsight, might choose to regard as “proper” or 

“prudent” with respect to such essentially risky operations
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It may be doubted, however, that producers of gas could 

expect such compensation for unsuccessful ventures in the 

determination of {'costs" of production to be allowed* 

Clearly, producers of gas would, under Mr* Olds and those 

who follow with him, be subject to control but not protected 

by it.

In this connection Mr. Olds suggested that the 

independent producer might be better off under regulationi

”Mr. Olds,.., I was going to point out later 
in relation to the testimony of Mr. Ras before this 
committee In these hearings where he indicated that 
ho was concerned with respect to the Skelly Oil 
Company, which had contracted to supply a pipe line 
with gas at a price which might prove to be less 
than cost, that he would receive protection by 
Federal Power Commission r tion because if that 
proved to be less than cost he could come in and 
ask for a rate increase and would get » rate in­
crease.

"Senator Kerr, Th® Commission then would be 
willing to give the producer what it cost him.

"Mr. Olds. That is correct.

"Senator Kerr. For his gas.

"Mr. Olds. That is correct, yes, sir.”(Tr. 303)

Referring later to the sama matter, Mr. Olds

said >
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”It sight be pointed out that if a producer 
selling gas in interstate connorce for resale is 
not recovering hie costs he say be granted an in­
crease by the Federal Power Commission under the 
Natural Gas Act »O presently on the books.” (Tr. 516)

n«gj^BA.je£JauiAflra^
When he was asked whether he thought the Com­

mission would make full allowance for exploratory costs 

in unproved territory, Hr, Olds significantly qualified 

his affirmative answer by reference to "improvident” 

expenditures, as follows:

’’Senator Johnson.,.. If I just left my present 
operations and went to new territory....there is no 
question in your mind but what the Cotmission would 
make full allowance for those exploratory costs?

?. Olds. I think the Commission would. I 
think the Commission would be in duty bound to keep 
in touch with the company and advise them as to 
whether they''felt that the expenditures were im­
provident, but L think basic j.ly that as long as 
those—

’’Senator Johnson. Of course, they all thought 
the expenditures in Texas were improvident.

”Mr. Olds. Yes, sir, if it was along the 
regular line of activity of the exploratory activity 
for gas in the oil and gas companies’ line, I am 
sure the Commission would allow for such costs.
(Tr. 585)
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The first question presented is how Mr. Olds 

can so assuredly prediet just what the demission might 

do regarding such matters in the future, especially in 

view of Mr, Olds' own distinctions between "legitimate" 

and "improvident" expenditures, as noted above. Ko one 

could foretell just how far the Commission in the future 

would be willing to go In such matters, before it would 

see fit to exercise the benefit of hindsight and cast 

out various expenditures as "improvident." It seams most 

unlikely, however, that a Commission dominated by Mr. Olds' 

type of thinking would say to producers* "Go ahead and 

drill and search; if you arc unsuccessful in your efforts, 

we will require the consumers of gas to bail you out." 

Under Mr.Olds' theories and practices, there would surely 

be a large element of "heads-I-win; tails-you-lose" in the 

process of second guessing by Monday morning quarterbacks.

The problems which would confront gas producers 

in these c5rcuNstancss were well pointed up in these terms* 

"Senator Johnson. Might they not be afraid that 
instead of 5 cents they might get 4 or 3 or 2 cents, 
or perhaps nothing at all?
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HMr. Olds. I would assume that under the 
present circumstances — and I am going to give 
you some instances of what has been said in t- is 
record and elsewhere— that their main interest 
was that becoming free from regulation they could 
get higher prices. (Tr. 527)

"Protection" of Producers

On the matter of “protection” to producers,

Mr. Olds also made particular reference to the smaller 

companies, as follows-

“Senator McFarland. Do you think that for the 
protection of these smaller companies maybe it would 
be better for them if they would be regulated and 
would come in under this so that you could make them 
pay a fair price for this gas?

“Mr. Olds. I think it is a definite consideration
I think you have had testimony by at least one pro­
ducer, not a very small one, but one producer where 
he felt that the 4 cents he was getting for his gas 
was inadequate, and I think that that producer would 
find it adequate if he were under regulation and 
could seek a changee

“Senator McFarland. Why did you advocate not 
bringing that 90 percent (of smaller producers) in?

“Senator Johnson. He is willing to take the® 
all in, but if we are going to compromise, why, wo 
will let 90 per cent of the little ones go. You are 
not insisting, Mr. Commissioner, that we exempt the 
90 per cent, are you?

“Mr. Olds. No, I certainly definitely am not. 
(Tr. 4M)

Notwithstanding this emphatic statement, however,

Mr. Olds elsewhere In his testimony took a different
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position regarding the smaller producers!

’’Mr* Olds.*.* Probably we should find some 
way of relieving th® small producers from regulatory 
requirements. By ruI© or statute or otherwise, I 
personally would ds willing to fix a maximum amount 
of sales in interstate commerce before Jurisdiction 
would attach, (Tr. 498)

Further on in his testimony Mr. Olds cams back to

the treatment of small producers and, after considerable 

hesitation, recommended their exemption from regulation!

"Mr. Olds. Earlier in ray testimony I stated 
that I believed it would be feasible and in the 
public interest to relieve all small producers 
either by rule or statute from regulation.

"Senator Johnson. And you do so recommend?

"Mr. Olds. I would be glad to furnish the 
committee with —

"Senator Johnson. Just say yes.

"Mr. Olds* I am not ranking a reeomendation 
that the /- ct be amended, but I will be glad to furnish —

"Senator Johnson. Well, you say it would be in 
the public interest. Why would you not recommend some­
thing in th® public interest?

"Mr. Olds, I think it can be done under the Act 
by classification, if the Congress decides that it 
is best done by regulation.

"Senator Johnson. I am not talking about whether 
it is done by act or by regulation; I am asking you to 
submit what you suggest there, and you say it is in the 
public interest, and I assume you must recommend ft if 
it is in the public interest. You would not recommend 
something that was not in the public interest.
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ttMr. Olds. I think it can be done by statute 
or rule.

"Senator Johnson, X am not specifying the method 
by which it can be done; X am just asking you whether 
you recommend that It be done.

"Mr, Olds, I am recoaaonding that it be done, 
Yes. (Tr. 506-507)

Mr, Olds gave his views on the treatment of dry­

hole expenses, including both those made by a producer in 

his established field and those which he 'night make in some 

outside area in searching for additional gas supplies. 

Again, as in other matters, Mr. Olds undertook to predict 

what the Commission would do in the future on these matterst

MSenator Johnson. Do you allow a company to 
charge off its investment in a string of dry holes 
outside of Its established successful field? You 
either do or you do not.

"Mr. Olds. I do not know whether we have had 
that specific question presented to us. I think 
in case —

"Senator Johnson. The answer then is 11 do not 
know.1

"Mr. Olds. I do not know, without looking it 
up. (Tr. 512)

"Mr. Olds. Mrw Head also stated that my testi­
mony before the House committee concerning the treat­
ment of dry holo cost was untrue unless the Commission 
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had reversed its opinion on that natter during the 
past month. But Mr, Head did not point to a single 
instance where the Commission had disallowed the dry 
hole costs of a natural gas company, nor can he, for 
his statement is wholly unsupported.

"Senator Johnson. Let me say on that point, 
that Mr. Head said that you allowed companies to 
‘expense1 dry hole costa incurred in connection with 
the development of a specific field, but you do not 
allow investment capitalisation of those costs, How, 
who is right?

"Mr. Olds. Well, I think— To my knowledge, the 
Commission has always allowed the company subject to 
its regulation, to cither •expense' or in certain in­
stances to capitalize all dry hole costs,

"Senator Johnson. And for the record, you do 
allow investment capitalization of those costs?

"Mr. Olds. Under certain conditions. After the 
companies come under our regulation, then the dry hole 
drilling subsequently is ‘expensed’ year by year. It 
is U part of the annual expense, but in cases where 
there has been a long period prior to the regulation 
it depends somewhat on how the companies in the past 
accounted for their drilling, their exploratory drilling

“Senator Johnson. Now, Mr. Head said that you 
would not allow dry holo costs for operations outside 
of a proved field; that you would not permit a company 
to charge off its investment on a string of dry holes 
outside its established successful field. Now, is 
he right on that, or is he wrong?

“Mr. Olds, I think he is wrong on that, Mr. Chair­
man. It is my knowledge— To my knowledge that is true. 
To t he p.ytept . that. we hava. had gitu.ati.9ag .arlae^ Atol



rtSenator Johnson. In other words, in his field 
where he has eight wells, he goes out, leaves Texas, 

A goes into t UtO of Oklahoma and drills a 
dozen dry holes, and then you would allow bin to charge 
Off that inve I in those dry holos, even though 
it was not In connection with his established field?

.Mr, Olds, Is long as it is a part of his 
effort to supply a market, is, to secure gas 
reserves, to that extent—

’’Senator Johnson, I assume that he would not be 
drilling then unless he was going to supply a market,

Mr. 
y.ou„ vsrUsi

arMyWa. **♦ »» independent pro-
duoer were engaged in drilling In savor.? 1 fields, ex­
ploratory drilling, presumably he would be drilling 
for oil as well as gas, hut in connection with that 
it would all appear in the general accounts of the 
company, as expense associated with exploratory, a 
regulatory procedure assigned in proportion to the 
amount of gas that had been discovered.

Olds. That is right. KL.LLLKLLLMr
to.A.

Senator Johnson. Let NO get t: is cl oar at this 
point in the recordr No, 1, you do allow inv t nt 
capitalization of those dry hole costs?

Mr, Olds, That is right.

"Senator Johnson. The answer is yes.

HMr. Olds. The answer isr Les, that is right.

Menn tor Johnson. Second, you do permit a company 
to charge off its investment in a string of dry holes 
even though that exploratory is outside of its success­
ful field, just as long as they are out looking for gss 
or drilling for oil and bringing gasj you make that 
allowance?
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"Mr. Olds. That is right*

"Sena tor Johnson. Your answer to th' t is Yes"?

"Ar. Olds. Yss. (Tr. 579-582)

Thus, Mr. Olds wavered between "yes" and "naybe" 

and between assumptions and certainties in presuming to 

settle questions which might arise before the Commission 

in the future if it were attempting to fix the field prices 

to be allowed independent producers and gatherers. More­

over, Mr. Olds1 remarks on this point should bo related to 

his earlier comments, cited above, wherein he sought to 

distinguish between "legitimate" and "improvident" ex­

penditures by producers.

A further inconsistency bearing on this matter 

appears where Mr, Olds cited with approval ('Jr. 513-514) 

statements that the successful producers seldom do much 

wildcat drilling and instead buy from those who b ing in 

the field. Mr. Olds expressed th® opinion that this alleged 

circumstance is of "very material significance" with respect 

to Commission regulation of the large oil and gas-producing 

companies, (Tr. 514) Just previously, however, Mr. Olds 

made the contradictory observation (Tr. 510) that "wild­

catting today is done increasingly by big companies cover­

ing wide areas able to average their dry holes and production



holos in such a way that the romantic wildcatter’s risk 

of all his capital on a wildcat well is no longer characteristic 

of discovery*1* It is evident that Ur. Olds varies his 

testimony depending upon the point W is tr to make at 

the particular moment* 

M,. .914a.,1.. yjxalm.. n£.. W?

The foregoing excerpts from Commissioner Olds’ 

testimony also are significant in relation to his explana­

tion of th® -investment return principle,” which he advocates 

and which he endeavored tn explain and justify. (Tr* 374~ 

387$ 572-575) In this connection, Commissioner Olds said 

that he thought the Commission would continue to allow some 

return on investment even though a^l of the producer’s 

costs had been fully recovered prior to a rate proceeding. 

In support of this position, he cited the hone case, but, 

as will bo shown below, Commissioner Olds did not see fit 

to disclose fully or accurately what the Commission actually 

did in that case* The highlights -K Commissioner Olds’ 

testimony regarding the -investment return principle,w 

as he views it, are summarised below. 

Risks Minimized

The following excerpts from his testimony show

that, in Commissioner Olds* view, the fixing of field 
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prices to be received by independent producers and gather­

ers would be largely a routine matter based on accounting 

and statistical data relating to past operations!

"Ur. Olds.... I do not WWW to imply that 
there are no risks in the search for and discovery 
of oil and gas. But, except for the small wild­
catter who goes ahead and drills without the benefit 
of geological and geophysical studies, such risks 
are calculable as well as diversified. The discovery 
cost of oil and gas has been pretty well established 
through cost accounting and statistical controls.

' (Tr. 509)

"Furthermore, it brings out the extent to which 
development of scientific exploration departments 
has taken the place of hunch and luck, while the 
application of cost accounting controls where 
regulation allows all exploration costs, has renf ered 
the discovery, operation of natural gas companies 
susceptible of regulation on the same principle as 
1ft LLLL1LL tj» HE MZML11W L^.LLL.^1LLL of LLL21L1L 
atilia. (*». 510)

mmi WMOH
Commissioner Olds was obviously reluctant to 

commit himself in specific terms as to how the "investment 

return principle" would be applied!

"Senator Kerr. I take it that the Commission 
would base the reasonableness on whether or not 
they were getting a reasonable return on their in­
vestment?

"Mr. Olds. That is correct.



"Senator Lsrr. After the producer had gotten 
all of his money back and a reasonable rate of 
return, and a hundred percent profit, then you 
think it would be reasonable that they would just 
go ahead and furnish the gas for nothing?

”Mr. Olds. I am going to point out in con­
nection with the Hope case that the Commission has 
not taken that position.

"Senator Kerr. I know, but they would have 
the authority to, would they not?

"Mr. Olds. I think not. I think they would 
not be upheld by the courts in any such position.

"Senator Kerr. How far down do you think 
they could reduce the price and ds upheld by the 
courts?

"Mr. Olds. I think the whole thing is a 
question of reasonableness, and ’that is the question 
in any regulatory operation,

"Senator Kerr. Let us assume that the producer 
has gotten all of his money back, and a reasonable 
r«-.te of return, and one hundred percent profit, -and 
has still got two-thirds of his reserve, and thinks 
he has a contract whereby he is getting or going to 
get a certain price for it. Would it not be within 
the power of the Commission to say, 1 Well now, 
you have gotten all your money back; you have had 
a good return on it, and you have made a hundred 
percent profit and, therefore, we are just going to 
let you furnish the rest of it for nothing.*

"Mr. Olds. I do not think so, Senator.

"Senator Kerr. You do not think so. Well now, 
how low do you think they could go?
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"Mr. Olds* I do not think you could establish 
that in any general terms. I do not think you could 
determine the rule.

"Senator Kerr. It would bo a matter up to the 
Commission, would Lt not?

'Mr. Olds. It would bo up to ths Commission, 
with the further things th-?.t the whole thing would be 
passed upon by the courts....,

"Senator Kerr. Well, you say the court has 
approved ths investment return principle....Is that 
not your testimony?.,..

"Mr. Olds, That is correct.

"Senator Kerr. Well, when all of the investment 
is returned, and a one hundred percent profit, and a 
good rate of interest for the time, then, what would 
it be reasonable to pay | producer thereafter?

"Mr. Olds. That I would have to determine in 
an individual rate case......I think, however, I can 
say definitely that you would not have a situation 
exist where there would be a Zero rate base.

"Senator Kerr, But, you see that you have 
established tie investment return principle*

"Mr. Olds. That is correct.

"Senator Kerr..... Then, out of the experience 
that you have had, what is the reasonable basis where­
by you determine what the producer is paid thereafter?
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nMr. Olds. Again I say that would depend on
the individual case....

"Senator Kerr. What would be the difference 
then as between two companies, both of whom had 
received a on© hundred percent return on invest­
ment or reasonable return, while receiving it, and 
a one hundred percent profit? What would differentiate 
your decision as to what would be a reasons Ta rate 
for one of them to receive and wh t would be 
reasonable for another to receive?

ffMr. Olds. Well, the Comission, looking at 
all the facts in the history and all the elements 
in the picture of the company, makes their determina­
tion as to what a reasonable rate base is.

"Senator Johnson..What do you take into con­
sideration where a company has received complete 
return of its investment?

"Mr. Olds. We take into consideration how it 
has received that complete return; we take into con­
sideration what it has been charged to; we take into 
consideration the ownership factor in the thing.

’’Senator Johnson. But 
been returned. Then, where

th® investment has already 
do we go from there?

"Nr. Olds. X can only talk about specific cases
(Tr. 374-380)
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MWWWOMM.MOoa
Finally, after all of this reluctance to describe

his conception of how the ’’investment return principle”

might be applied, Mr* Olds suggested that, even though the 

entire investment in a gas-preducing property had already 

been recovered, a rate base would be determined in accordance 

with a ’’proper accumulation of depreciation” calculated on 

the basis of the remaining unproduced reserves as compared 

with the past production up to the time of a rate proceed­

ing* His explanation of this procedure follows:

’’Senator McFarland, What general standards 
do you maintain, then, in regard to the case— 
the question that has just been put—- of the 
general standards of a company which has been 
returned fully its investment, with a reasonable 
rate of interest thereon?

"Mr, Olds. I should say that in general, 
in terms of a company that was just coming under 
regulation, it had not been under regulation, 
we had not regulated it before, and where their 
situation had arisen, during the periodI when it 
was not subject to regulation, that we would 
establish what vs considered in terms of a proper 
accumulation of depreciation, a pr'oper accrued 
depreciation on that property. We take the 
original cost; we deduct that accrued depreciation, 
and we give them a return on th® remainder.

’’Senator Kerr, Suppose all of it had been 
depreciated, and 100 percent more?
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"Mr, Olds. No, I said we would establish 
what we would consider on a life basis the proper 
accrued depreciation, We have had many companies, 
several companies, which have accrued sore 
depreciation than WO have actually deducted In 
arriving at a rate base,

"We have determined that the proper accrual 
of depreciation, based on the nature of that property— 
we will say that a property that had an original 
cost of $20,000,000$ we will assume that they had 
an accumulated amount actually in terms of 
depreciation $18,000,000, We study that property 
and determine that a proper accrual, based on the 
life of that property, was $10,000,000 in the 
depreciation reserve. That is what the reserve 
is that they should have had In terns of all the 
characteristics of the life of that property.

"We deduct that 110,000,000, and give them 
a return on the other £10,000,000, plus working 
capital.

"There have been cases where we have allowed 
pipe line companies where that situation has existed, 
to transfer an excess accumulation of depreciation 
into their surplus account, so that it becomes 
actually property of the investors in the property.

t

"Now, that is as near as I can come to giving 
a precise answer to the way we deal with this,,., 
(Tr. 380-382)

The foregoing explanation by Mr. Olds is entirely

In terms of depreciation—•■as shown per books F. what might 

be regarded as the "proper" amount according to accounting 

formulas preferred by the Commission. It does not run



directly to the basic question of what t W procedure would

be if the entire Investment had been returned from past 

income, regardless of what the depreciation method might be.

Under further questions Mr. Olds continued to elaborate

upon his theory of what the Commission1s procedure would

be, with reference also to situ tions where oil as well as 

gas might be involvedr

’’Senator Johnson....Should the Federal Power 
Commission be given the opportunity to regulate 
the sales price of gas in the Richard King Field, 
Under its practice it first would determine the 
1 prudent investment cost' that should be allowed 
the property from which the gas is produced, and 
it would find that the investment cost had been 
recovered entirely. Now, how would you handle 
that particular situation?

”Mr. Olds. I would handle that particular 
situation, I would say, this ways that whatever 
they had retired in the way of investment through 
the sals of oil would have nothing to do with the 
rate base which the Commission had established.

"Senator Johnson. All right. They have 
retired it all, so you start clean. Now, what 
we want to find out is if you are given this 
authority, how it is going to be applied to 
cases like that.

"Mr. Olds. He would be entitled to a return 
on his investment, with O proper allocation a» 
between oil and gas 5 but the fact that out of the 
sale of oil he had retired his investment in oil 
wells which also produced USD would not reduce his 
investment for purposes of a rate base.
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"Senator Johnson, Can you regulate the gas 
business without regulating the oil business if 
the well produces the sane things?

Mr. Olds. I think so, yes, sir,,..

"Senator Kerr. I appreciate your asking 
questions, and I would appreciate your asking the 
question of what his return would be if hi® in* 
vestment had been paid bank out of the return of 
gas, and them what it would ds,

"Senator Johnson. Let us assume that, for 
the purpose of the answer, that they had already 

? their investment returned from ths sale D 
gas. Then, where would we go?

nMr. Olds. At the risk of being criticised 
by technicians who know it much better than I do, 
I would say that we would proceed as followsr 
We would find out when those wells first began to 
produce gasz we would find out at the present 
time, currently, what th® anticipated further life 
of those gas wells would be, and how much they 
would produce Itt I D periodj how much they had 
producedj how much they would produce. In other 
words, find out how much of the available gas 
there had been produced out by those well®,

aWe would establish in terms of th® life SO 
those wells from here beyond the present to the 
future, what would be a proper accrual of depreciation 
and depletion> we would deduct that from th© total 
investment. That would be on the assumption that 
it would be a certain proportion of the retirement 
of that capital for the full anticipated life,..
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"Senator Kerr. Is that what you call th© in­
vestment return principle?

Mr. Olds. les, sir, that is the way we apply 
ths investment return principle, and, as I say, we 
have had similar situations.

"Senator Kerr. Then the statement of the in­
vestment return principle, any relationship between 
that principle and the return of investment, is Just 
purely coincidental.

"Mr. Olds. Ko, it is related definitely to the 
characteristics and life of the property.

"Senator Kerr. But, suppose the investment is 
fully returned, Mr. Commissioner?

"Mr. Olds. I have tried to give you a very 
precise answer in terms of a situation where that 
investment has been completely returned.

"Senator Myers, LLS LL.iM.S LLSL .SEEH.KL 1ML. 
fall L»LSL iil£i L-L2LLLL. M. S.LLY?

"Mr. 0I6s. M _^LL LLL IvoksS
Deeperties. Actually, I am going to point out later 
in connection with the Hope Natural Gas Company case, 
they ha'd retired both through using income to do their 
drilling, and so forth, and their very large accrual 
of depreciation—they had, to all intents and purposes, 
had th© situation where if you deduct both what they 
invested out of income and what they invested out of 
depreciation reserves, you would have had pretty close 
to a sero rate bass, and now the Commission went in 
there and determined what was a proper accrued 
depreciation on that property." (Tr. 382-387)

HlaJMKBMflft

Mr. Olds* reference to the News case is particular­

ly significant in view of what the Commission actually did 



in that ease, which Mr. Olds did not fully reveal in his 

testimony* Reference will be made subsequently to the 

opinion of the U. S. Supreme Court in that ease*

First, however, it is important to note that in 

his later testimony, subsequent to the foregoing, Mr. Olds 

finally agreed that, in fixing the price allowance to be 

received by gas producers according to the "investment 

return principle", the Commission would be free to exercise 

its own judgment, limited only by the ”framework establish* 

ed by the courts." His admissions in this regard were 

stated as followsr

"Mr. Olds,.*.A somewhat analogous question was 
decided by the Commission back in 1942 in the Hope 
case. That company had recovered almost all of its 
investment in its production and transmission 
properties. A perusal of the Commission* s decision 
in that case will make i clear that the Commission 
did not fix the rate base at the company1b unre­
covered cost but fixed a rate base some sixteen 
million dollars higher. In that case the cost had 
been recovered through the sales of gas and it would 
be all the more improbable and illegal for the re­
covery of costs through the sales of oil to be 
applied to diminish the investment in natural gas 
facilities,

"Senator Kerr. I would like to ask this 
question there, Mr, Commissioner. You indicate V ere
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that even though the recovery had been from 
gas and almost complete, you indicated the 
other day that although it had been complete 
the Commission probably would develop a formula 
that would give him a return on it based on a 
situation as though he had not returned his in­
vestment, I want to ask you this questioni 
Operating on the investment return basis, as 
the Commission does, and when the jurisdiction of 
the Federal Power Commission over the producer 
of gas thoroughly established as it is, under 
the Interstate case, and if no legislation, is 
enacted to change that, and the Commission goes 
forward in ths future exercising this jurisdiction, 
and assuming that the investment rate of return 
had been approved by the Supreme Court, as you 
tell us it has, there is nothing to keep a future 
Commission from changing the basis on which they 
would let him figure a return? There is nothing 
to keep a future Commission fro® ligitiM him to 
practically no return for his gas ^ftsx/ full 
Investment had been restored or recovered by him, 
is there?

**Mr. Olds, I think the producer under those 
circumstances would have the protection of the 
courts if the Commission attempted to deduct 
from the rate base anything more than a reason­
able amount—I mean from the actual e-rly invest­
ment anything more than a reasonable amount 
representing the expired life of the producers' 
properties, or in other words, the proportion of 
the total ultimate production which had been 
produced up to the time that the regulatory 
activity took place.

"Senator Kerr. There would be nothing to 
keep the Commission from making an order that would 
limit his return for his gas to a very low amount 
after the day had arrived when his entire investment 
with reasonable return had been recovered, would 
there?
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"Mr. Olds, Xjigrg 22L1L 1L 221X122 12 J122 & 
LLLQ1LL1W 1L22 LULL 22L1L11X, LX LllML^LL 12 
M.-^LLMlLL. L2LLLZX LLLLL-?L.n«bZ,s LXLL21 ILL 
1L21 1LLL ILL LE1LL12LL LLLLL1L 8.11L1Y ILL 1XLLL- 
L2X1 LLlLlllclM 1X 1LZ L2LX1L.

"Senator Lerr. As I understand it th© court 
has s-proved the principle of the investment return 
base for fixing the price of gas.

"Mr. Olds, Ths court has done it and left oren 
12 ILL £2321X5123 11L1 L1M 21 XLLL11L1LS MlxL 1X2- 
MLLL 2SL oM MILL 12 LLMllLLl 12 1ZXAL 21 ILS 
KLSr,«112K Lk ILL XLXllLulLX VlllllX 1M1LLLS 1LZ1 1L 
1LX21LL1.

"Senator Kerr. have the/ not endorsed the prin­
ciple of investment return described by you7

"Mr. Olds. I do not think in specific language 
that they have endorsed that as the only criteria.

"Senator Kerr. Have they endorsed it as a 
criteria?

"Mr. Olds. They have accepted and recognized 
it as a criteria in terms of the way In which the 
Commission has handled specific cases.

“Senator Korr. Li-on ML L2LVL1 IxS XXLLLLLL' 
XL221^SZ LLL11 jgffil ILL IMLJMt o£ H-o CosjnJjLSJon 
LZ LllLZx s-HAxaftfl 22 2han,u»d Lx ILL LLixl illsx LIZ 
MXLLtKKkL LsL 1LL2 XLLLXLXM^

"8r. oicls. HZ LSLL1L21SL 1L 1XSL 12 LK°°LL 
tk«t mslLsS 21 LLLL1L11W MILL 11 ILIMZ 1Z 12
ILL 221112 intercut. filsS^SS 1X ILL 222X12. " 
(Tr. 572-575)
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invea11 UK tlon HMS Made prior to Vis appointment or hie Mn» 

WttoN t© the Federal Fever OWMosto
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are untrue. X did not assort that ho is or ever was a 

SoWunist in tha party sense of that term, and it is pre* 
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organ of the WWWWGsG WWWGOW of WO Vorld , WWW
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writing and nailed for sore* Nat the really significant 

thing, after all, is that Vids stood for smd advocated the 

ideas and doctrines MOW X have described and fully OWWe 

nented by Ms own writings.



The KSWS local Mpor to vhloh I have previously 

referred ehooaes GO describe Mr* Cids as *a Nombsr of a 

N0N-0Lpltali«t right," WOWGWWWW thsi pr apo a terous exWeslse 

in GUO MGNUNiiSK Ls ULPMOOd to »OMK*

KG hUU alas been KNUgeetW Mai LelaNd MMB 

NriiinKs far Ma federated WWW WWWGWWG WWWW ike 

lusty WNtzOMW of U ealloN yootht Saak apoUgoUu are inured 

Ibis* This W net a man who I W§ for WWW purpose or 

ether, i» a little OGGWWWAW i» th® ItViMg of EIIWAOUtWA 

wild oats*** For an extended period of st least seveU Pears, 

froN 1ML until 1929, he bared GW fullness of OW WWW 

in JUGAKe NVitlRAO a Nd agitatL "1"). ritiNUK were W

a man of NN Lure -'ears, for in 1929 Lola as Cids Mt A almoet 
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DWHDGWW w shariah in thia WWWWtz la faelt he 
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1944» when his roappoivtaent was before your body at that 

tiao, that he WWW "not adrooatlnf DWDMMWff in his writings 

for the Federated Frees* This la an unmitigated falsehood 
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X have submitted to POWU Remittee for DWDMMWWA 

tian emaot OGplea of hie writings, They speak far than* 

solves, If there Is anything "despicable* DWWWKy it MM* 

ba in the contents of hie articlea, rather than in the fact 

they they haw MOV finally bean bright to light for you 

to consider, Is it euggoatod that the Sonata of the Unitod 

States should net know Mess things? Why is there so meh 

agitated concern and eler® about these disclosures if they 

a no real six Knee? Is there no WWMOWWW Ln the 

ability of the Senate to distinguish between f«at and fiction7 

fhs self*aervind contention by Leland olds that he 

WUO only trying to give the Lnsrioan people a shook treat* 

Moot will not stans examination. lay eno who really mate 

to pro serve the American system and see it improved doos 

HOt advocate the *complete* elimination of the ca pl tn lint 

WyatemK or MOWWOG the ^discard* of WO institution sf 

private property in productive ontorprice, er say that the 

profit system should be * superseded,* or urge An er loan 

verkora to engage In *advance preysration0 for the introduction 

of the Russian eyeteN as the new world order into cur country.



LslsM *UO clearly OWWWWDUWtGO by his 

own published writings that Mu real ala is Not to iMprovo 

■- • -* f t '.•■ ! ' r ! ' .

MAEM p-hLIosophiss, proUrems L«M U<yis« So has skMWM 

himself to do fRNdKUONtcklly OPPOKGck to the LNOrieaN MyetUU 

of Wekvsto WDWWPLM O HUWriDAK way Hf LAOD,

IN AlMO OGWWAtiDU A invite IWGr MrtioulE 

»MGWW»» HA cartain of Ms DWHGMOA Which WWW already 

doGN DOWGMWAO I re eord i

(1) Mere io o»e vhlob I M Olda wrote L»

WW to HMM to WWW I 11 the to* I WMtoV of 
“political OWWWWAM Mood oa geograpHe*! ropro- 

itoWH 1» PtoDW ? and in which he applauds 

toWto Itoaollni Ml thoir tototo LN establish* 

tof A different kind M WWGWWG In order that 

you MM Meo that WWDAA are net words takes out of 

oovtext, May I read to you this entire art!alae 

(Photostat 03* Federated kreas toMS H*MAL- 

UGUOWbor 11* 19L9* p, 1)

(2) The editor of the IMOtoUl toXtottlMf
offiolel erKTN of GW Industrial Workere of the 

World (I«W«we)* in the issue of August 11, 1926* 

VW 1* onthNeiastieally urged that paper* 



publish Just such articles as island Olds Is vriUftg^ 

la WtD particular DOWMotz MtaM MOW suggests GM 

Mt i norms ohouls da distributed in vaUGK, la aeeorckanee 

with the slogan contained in WW masthead st IndLuatyl^l 

which roesor "labor Orestes All Wealth - 

All Wealth Must To te Xtaber^* (Piss tee tat FL1)

(?) WWW la WWWW all«out article by IclRaM 

Tide appearLag in the FMmM Fraas MMg latter* 

April 6, 192.7, p. 1, La which he assents that "the 

prohies of attacking capitalist control will hare to 

be M*a* Referring to the owl industry he argues 

that ‘’the opposition of the WMGM Nine workers to 

competitive wages oca only de made offsatire through 

the elimination of eoapetltlve p Irate capita lion,* 

and ha gone on to conclude that the "nlncre haw two 

alternatives! To develop, along with the rest of 

organised labor, political power oafflcleat to put 

over nationalisation, or to soak control by the workers 

thanselves under a worker government, (Photostat DLL)

(4) VMer the heading * property Beware, * in 

the Federated Press fc^ber Xflttffg, Fuly 2s, 1927, p, 1,



Lslans 014® MWREmA® that WVOWchO property LN the 

MpltUllDt AGNI® i® headed for the MifiOard*, N»d 

rm SNUG that ^iRovi table GkUMAOA L» the GOOMMkle 

ONKRKLSKtLSNK ok sosiety LN® SFPG«LRU Lt RO Z««t 

another vyth xreMOhed L» WO laterest DOW wall 

slNKs mklng to ratals paw and privilege*" 

(IMUM m)

(5) Ik the Fader®tad Free® MjWL Latter far 

September 22, 1927, p. 7, Lola Nd Olds deplore® 

whet he ONIls attempt® bp the eapttalLet prosa wto 

OLeeredlt the Raeaiaa mrranont la the epee of 

Aaerlean worker®,41 sad ho prodieta that out of sash 

maneuver® "will seme eventually a labor international, 

international La feet as well as la M®o«*

*fhe treat Ion of a real international, ** ho 

eonttauee, "require® not only Winging together 

Wat reasins of the Anatardaa Iat» Federation of 

Trade Unions with the Red Int* of tabor ”7alone but 

also the inolnoion of the Amorloan Fedoration of 

labor with lie feMtaBOrtdM satellite,^ (Photostat 

FI§)



(6) Here is another nossago fro® Leland Olds 

in which he prediets dire oonsoguenoes •’unless the 

prefit system is superseded*1* He was not proposing 

any Moderation of profits thouUht to he too greet* 

tto vKS suggesting the abolition of profits when he 

wrote this piece in the Federated Frees ^KL.lLtML, 
April 12, IMS. p. 1. (Photostat AM

(7) Here is another one on the profit system 

as sueh, in which Leland Old® criticises fornor 

President Coolidge for believing that the profit 

system is "raising society to O higher level than

Amninn." That article appeared in ths Federated 

WWW k.pril 19, IMS, P. 1, when the 

"boy author" was I7 years of age. (Photostat FL2)

W On ^une IL, IMS, in the Federated Press 

tuba* Letter for that date Mr. aids scored "the 

popular delusion8 that the Anorloan political system 

could any longer be "effective," Knd he represented 

that "politicians must perpetuate this idea for their 

Jobs depend on it," but the true view "would reveal 

the politician government handling certain administro 

tire details for an immensely powerful ruling eless** 

These assertions by Leland Olds, it should be noted, 

are categorical denunciations of the American system* 

(Photostat MZ)



(9) Tn the ease vela Leland vids in the

Federated Press my L6, W, PP. Mb

flatly predieted •th© ooaplete MKNinU of the ©Id order 

of capitalism* because it is •outworn.* (Photostat F^S)

(10) Then on Itovoebor 1, IMS in the Federated 

**«»« p. 1» M». oicke really got down to 

business. Anong other things he eaid that the 1MK 

national ©lections •not mrk the beginning of the 

end of the democrats if it io to be a forward step 

for the workers.« This arttele is not very long and 

L should like to read It to you in Ito entirety.

CPhotostat M)
(11) Ones again, paying his re spent a to private 

property. Island Olds in the Federated Press Labor 

letter* Farmery LL, 1Y29. p. 1, stated that owners 

of property exist only as *a privileged elans of 

parasites whoso idleness and dissipation bosons aa 

inoroasi.ng stench in the nostrils of the people.®

' -'t - ■?,' * -

It has been ay purpose to lay before year 

Committee the results of my investigation of the record 

of Leland olds. For the first ties the dark earners of 

that record have been brought clearly to light before this 

demit too. Zo informed, the Sonata Nsy or Way not want 
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to give its stamp of approval to the philosophise and 

MO NG those he WW prnoticed* That Is for yen to dos ide. 

For My OHM part, X firmly believe that the reoord of 

Leland Olds reveals his as utterly unfit to serve or • 

regulatory body such ee the Federal Fever Coml salon 

whieh wielde great power® over key Industries vital to 

the welfare and safety of our Mt ion* Ke is WOMa lifted 

by his own expressed beliefs and by the kind of tactics 

which he prastioes.

Xt has been suKWested by tel®nd Olds that, 

even though he admittedly gave Mbits expression to radio®! 

and subversive do str Ines in former years, his views have 

sinoe ehanged. For those who have not witnessed the faeile 

ohonges of position and the opportunistic twist® »nd turns 

executed by this devious and versatile Kan, sush pleadIngs 

Night SOWN plausible and oonvinsiKU. is a member of the 

Federal Fewer Comsission heland Olds has shown himself to 

be a spreader of Misinformation and a Nester of evasion, 

equivocation and indirection in his performnone before 

GWsnitteGS of the Congress as well as in his administrative 

conduct.

Bering the unrestrained period of hie writing#

for the Federated Frees he was openly cows itted to destroying 

and overturning our basis .tzmerisnn political and asomonis 

institutions to the® with alien systems which he 



revered* Nov he plead® that he didn’t really Nearr what 

he rm Id In hie tiatcgoricRl danunc1stlens af the Anerie»n 

Institutions and undertakes Instead to Present himself 

Ln the Miss of a * see Lal wformor**

In his testiNOZM here lent Wednesday he well 

haw yen believe that his categorical denunciations

(1) deseerstins the Church as s "handmaiden of the 

capita list apaten**

(L) SLeerinU st the fourth of July •as the day set 

apart by the world’s greatest exploiters to 

glorify their rise to power**

(3) jeering at th« *popular delusion* that the 

Lnerican political systeN can any longer be 

*effective**

(4) exulting in tha "decay* and •dee«* of the private 

enteral se ay stem*

(5) predietIng •Inevitable Changes* loading to the 

"discard* of the institution of private property 

in productive enterprise,

(6) gloating over the alleged •fatal illness* of the 

profit system and predicting dire consequences 

unless it is * superseded**

(7) advocating a "planned economic order* to displace 

the •anarchy of competing private capitalists,*
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(d) MGNSKLNU ClSOS V»r,

(9) whoinr th© oorRMmist doctrines of MDG M«.rx,

(10) MWMidW the WWWM DWWOW In contrast with 

our own, and

(11) OAhortiNU kNOViKRN WWOWO to join with MWWDW 

union© in international netinn ts abolish sapitKlisn 

ODD PMMAIUA WO "OONiNU world order"

should s.11 ba regarded simply o statements whish *ln retro* 

spent haw OWWWG to Mf an unfortunate OWWWWOWMI

This, in reality, la hie explanation, Beyond this he rarely 

added that 11 If I wore wit Ing of the saw conditions today 

I would probably use language based on wore experience," 

Tn short its the m old Olds, the saw underlying views 

dressed up in different language»

In the light of the foregoing, I think it is 

appropriate and just to say that with respect to Mr, aide 

"the past is prologue" and that in resent years he has newly 

gone underground,

Leland olds and certain of his supporters haw 

else attempted to picture him as the greet defender of the 

consumers* interests and the public welfare, as ths stalwart 

strong Man who fights against insuperable odds to protect 

our society against evil and hew. Effective regulation



will be GLSss, it is alleged by the Nossst Mr. VIS8, W»L«WK 

he 10 the cm whs DWlO-OA- WM plemv s.aS »»»»§»« GOWDOMW 
- " - - ' ' ' .

For KMSh AWWIKLOM @f iLSiSPSLONbility I haw 

the OH aMvtw far fWP WWWWWWGDW^ I K» DWMMWG that 

UH OWN will be UpMiLtsck W the M«UGrAl power S«»iMLsa 

or soKfLr»WS by the SORLtO Ms is sat siRssrHly dewt«4 

to the Mbits WMWWWGD If, cm the GWWM hR«S, WS Lmw 

rGeshsS ths MtAt whsro vs «st r«ly NMU a ma like 

HMmD MckD to WMWWOG WW Mbits tstorHSt, v» haw 

AWWOWD A eerrar M»s LaSssS. I, for ons, Ss sot bslisva 

thmt Lt §.W MOGWWWOMd DWG I thLkk it N0N1S de SRtWSKG 

folly to S0Qttn«O M »KN vith ths r»GWM L»s POrfarNSLWO 

LWZ KNSOrlyi»L SG«1U»« of HMUM VISA la s position of 

Mbits trast LKs r««PG»»ibility with §TH«t Power 0WGT 

DMUMWW vital to the KGDUrity of ths MltGO Mato*



COPY 

Matsd itVSS I'M d«SW nMh LMMwMck to to GSWMSttoS with

WKNS r MWMtokG MM «M to§«sMEM SO Is miMb MM

DSSMSt ts WWW a5 Its MWUMt «ck AWWM | rati MMS dv toolmtor to Ms 

MDWt,

- 'U8K Rm yto MWA toland 1 Obto w M^ttoU hto ton^w^^ffy 
>

«MMOW tor Ms Mwl©ratod Wtt ds W» Ls L o5 Mrlto

MWMff LLLOSGZLtM Ml <UM kNKOSLM. It to alm a WWW M WWW rv«M 

Mat owl VDwsME mod A to to prtam chvtos WW W 1- t!W Q^Ltzmss 

tetog either draft ewto* sEttoSg ar psssMl^ both* ftototor tos Lsmx 

hmm IMHSWlMO HO dEtoU i^UNRLtot KLfULAtlSV* "iE iZMS It WWE MM 

Ma MMWAMM WDM kms GUM MMU MWWOMIMM iW Dvr teab WWW.

,W» XX 'UM ^WMtoUtSU KWWM M Ms AMWUtM WiWO 

DUL-WM MeAtoto lZWckWT ML A OEMUWkMMW MW Lator WrMM ^Wtotosstos 

«M.tsr at tL» M» tas, a Ownmtot «WMKR» ttwwftw a «TMW«M8mt 

for the tolly Mm WMMU UWWOiO MMy to Ms WWO  

Htatos* «M, sM«MMckLy» a ME wbr < Ms MLZy LMMsto sst

crosM QssmWSM OEy.

La WWW WMWKMM to Ms mtdngton ELM of N» f admM WWW 

dy MW pro«mt bMWdmrt, 'Mt <MrtoU« INcketok lms regtotMWt with Ms 

toMOGWM st ZWttos as «R WWOWVS Qt Ms ussLM SMUAM to Ms WMvtoss 

o5 M'LtEtol LsulMU^t « M» Lz-L«»A« dEstto oF Ms WUW» .

Mag WB •MMMN fwa, tto WMWtM wwearetatiw

of Ms Mtomtock Wass MS ». tomw MM* ?>• 7«N toW to I WMWl 

sENS9«rS«ch st Ms», M» ELsLL MUG SWUM*



X. The "Invoatpent Roturn Princip^a" 
By." ..feaaJ&?«g£»

LL.LZLS.WLM -by..£.omt.3gi.o.nsj1^ 
9MP. and .ZLMZML

1/
In their testimony on S. 1498, Commissioners 

Olds and Buchanan attempted to explain how they would 

proceed to regulate independent producers and gatherers 

of natural gas on a "utility" basis of price fixing if 

they are permitted to give effect to their theories and 

designs. Such price fixing was proposed despite the fact 

that the search for and production of natural gas have 

none of the characteristics of a public utility operation, 

They advocated the application of a so-called "Investment 

Return Principle,M which, as applied to producers of 

natural gas, should properly be designated as the Vanish­

ing Rate Base Theory because of the likelihood that the 

regulatory procedures proposed by them would result in 

no further return being allowed to producers upon their 

producing and gathering properties after discovery costs 

were recovered from sales of gas.

Hearings before a Subcommittee of the Senate Committee 
on Interstate L Foreign Commerce, U.S. Senate, 81st 
Cong., 1st sess., on S. 1498, May 17, 18, 24, 26 and 31, 
and June 7 and 8, 1949.



In simple terms, the “Investment Return Prin­

ciple” as applied to gas production, which is considered 

more fully below, would operate essentially as followsi 

A producer has invested, for example, iH,000,000 in 

discovering and developing a natural-gas reserve eat1 nted 

to amount to 50 billion cubic feet. The initial “rate 

base" consists of tin 1,000,000 of costs. Assuming 

that production from this reserve will continue over a 

period of 20 years, an annual charge to operations of 

A50,000 (il,000,000 x .05) is made to cover depreciation 

and depletion and this amount is deducted each year from 

the “rate base" which, therefore, declines in amount at 

the rate of H50,000 per year. A return of 6 percent Is 

allowed on this declining rate base, which, together with 

the producer’s operating expenses, taxes, etc., determines 

the total price which he is permitted to charge for his 

gas. Thus, at the end of 10 years, his “rate base" is 

reduced in half and his allowed return in this case 

would then be (30,000 (tz500,000 x .06). At the end of 

the 20-year period, his "rate base" would have disappeared 

and his allowed return would likewise be reduced to

nothing. If the various estimates and assumptions on 
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vhich this procedure is based turn out to be in error, 

th® producer would receive thereafter nothing for his 

remaining gas, except his operating expenses in pro­

ducing it. At no time would such producer be permitted 

to receive any value for his gas as a commodity! he 

would be allowed to recover only the 0cost" of producing 

It.

Jtomaxx. M MML.MMMWW
To summarize their testimony on this and re­

lated natters, it is observed that Commissioner Olds or 

Commissioner Buchanan, or both of them, under questioning 

by members of the Senate Committee at the hearings on

3. 1493, expressed the following viewsi

1. Advocated the fixing of prices of arm’s length 

sales by independent producers and gatherers on a "utility0 

basis of calculated "investment return” as measured by 

costs incurred in the past, with no recognition of the value 
2/

of gaa aa a commodity, (pp. 239-244, 321-2). "We arc

not talking,” said Commissioner Olds, °ln regulation about 

what the commodity is worth. We ar® talking about regulation, 

as nearly as possible, on a cost basis.” (P, 241)

References are to the printed Hearings on 3. 1498, 
81st Cong., 1st Bess.,



-4-

2. Opposed any definite grant of authority from 

the Congress to impose such a novel system of regulation, 

suggesting that ample authority already exists under th® 

present Act despite conclusive evidence to the contrary 

in the legislative history (Ip. 201, 212*13, All, 419).

I, Undertook to prophesy as to what th® Commission’s 

procedures in the future would be on matters concerning 

which the Commission has never had any occasion to take 

a position, (Pp. 246, 325).

4. Maintained that "utility" regulation according 

to cost formulas can properly and readily be applied to 

speculative ventures in exploring for and producing 

natural gas. (p. 296).

5. Contended that ths fixing of field prices to 

be allowed independent producers and gatherers would be 

just a matter of determining "discovery cost .... through 

cost accounting and statistical controls." (p. 296).

6. Asserted that th® discovery and production of 

natural gas are "susceptible of regulation on the same 

principle as is applied to ths production properties of 

an electric utility." (p. 296). This position was taken 

despite the basic difference that electric energy is 

manufactured by man, whereas natural gas is discovered 
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in nature under speculative and extremely variable con­

ditions, and has a market value bearing no relationship 

to discovery and production costs.

7. Regarded as unimportant the impractical!ties, 

extreme variables, unpredictable factors and weird results 

which would be involved in attempting to apply regulation 

on a cost basis of "Investment return” to the risky and 

uncertain operation® required in searching for end pro­

ducing a resource such as natural gas. (F. 296).

3. Contended that once an independent producer had 

begun to sell gas In interstate commerce, ho could be 

compelled, regardless of any contract, to continue to furnish 

such gas indefinitely from his ’’dedicated’1 supplies and 

could not discontinue or diminish deliveries without specific 

permission from th© Commission. (F. 261). In other words, 

every independent producer selling any gas which subsequent­

ly moved in interstate commerce would be a ”natural-gas 

company” subject to all the provisions, requirements and 

obligations of the Natural Gas Act which apply to the inter­

state pipe lines.

9. Stated that "escape clauses” in gas supply con­

tracts, under which many independent producers in recent 

years reserved the right to terminate their contracts in 

the face of burdens of utility regulation by the Federal 

Power Oommission, "do not carry any particular weight*” (P. 220).



10. Suggested that MO DWWMG«AOU could require a 

producer not only to maintain but to increase his deliveries, 

irrespective of contracts, except perhaps where additional- 

major expenditures might be involved, (pp. 262-5).

11. Contended that the Commission could, with respect 

to all gas eventually destined for interstate commerce, 

revise the price and related terms of any and all contracts, 

existing and future, for the arm's length sale of natural 

gas in the fields by independent producers, (p. 224).

12. Suggested that the Commission might see fit to 

raise some contract prices for gas and to lower others, in 

accordance with ’’utility cost” procedures. (a.209, 28?, 299 

and 303).

13. Differentiated between "legitimate” and ’’im­

provident” exploratory and ’’dry-hole” expenditures, in­

dicating that hindsight would be the basis for judgment

on such matters, and that some actual bona-fide costs would 

not be allowed. They failed to suggest any criteria whatever 

for the classification of these expenditures necessarily 

made In connection with the unavoidably speculative and 

hazardous venture of discovering gas. (?p. 224-5,32?).

14. Admitted that "arbitrary” allocations of joint 

costs, as "purely an accounting matter,” would be made be­

tween oil and gas operations in th© many Instances where 

these two resources are Inherently associated in exploration

and/or production (Pp. 416-7).
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15e Admitted that the Comission could, under ths 

regulations proposed, deny any further return to a gas 

producer after all of hl® costs had been recovered and 

retired from prior operations, although Commissioner 

Olds suggested that ths Commission would not necessarily 

be so drastic, in all instances, in applying his version 

of an "investment return principle." (Pp. 241*4,321-2)*

16. Suggested that the Commission would vary Its 

methods depending "on the individual case" and the 

"characteristics of the thing," thus creating additional 

uncertainty. (P. 240).

17. Concluded, by Commissioner Buchanan, that after 

a producer had got his investment back according to the 

"Investment return principle," the Commission would, hence­

forth, allow him only his operating expenses for all the 

gas which he had left for subsequent production and sale, 

(kp. 416-8). Later, however, Commissioner Buchanan en­

deavored to disavow this view in attempting to reconcile 

his own testimony with some of the statements made by 

Commissioner Olds. (P. 421, and supplemental statement sub­

mitted by Commissioner Buchanan to the Senate Committee

on June 17, 1949, as included with the record of Hearings 

on S. 1498).



18. Gave the Senate Co 'mittee a misleading ex­

planation of the Commission* s determinations in the Hope 

case, the true significance of which Commissioner Olds 

withheld in citing it to explain his version of the win­

vestment return principle.* He failed to point out in 

his testimony that the Commission in th® Hope case ruled 

out entirely from rate-making consideration 117,000,000 

of production properties on the ground that all the costs 

thereof had been returned from past income, pr e

beginning of regulation. The effect of this -erodedure was 

to apply retroactively regulation according to the winvest­

ment return principle.“ This action of the Commission, 

moreover, was condoned,though not affirmatively approved, by 

a majority of the United States Supreme Court; and there 

were strong dissents on. the particular matter In issue here. 

(See Appendix B, attached hereto)

19. Admitted that, in fixing the prices to be 

received by independent gas producers according to the 

“investment return principle1’, the Commission would be 

free to use its own judgment, limited only by the 

“framework established by the courts”:

“Senttor Kerr. There would be nothing to keep 
the Commission from making an order that would limit 
his return for his gas to a very low amount after the 
day had arrived when his entire investment with re­
asonable return had been recovered, would there?

■Mr. Olds. a.ft£.£i ALLLL Ls MLKlM XL aton L 
§LLJLL1LL XWi.Jo.Xaii JZShaMZt 2£ attesting M, 
sax^iiOR, .tomxflx, unreasonable, axcent ILfi. fact, that 
Uig. LiiW.lKLj.SM, LLSLLLL ttlillU XLs iXS^SWXL eatub- 
llfi&fi* M ML courts.
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"Senator Kerr. As I understand it the court 
has approved the principle of the investment return 
has® for fixing the price of gas,

’’Mr* Olds, The court has done it and left 
open to the Commission th«t kind of regulation which 
produces an end which is practical in terms of the 
operation of the particular utility business that is 
involved,

"Venator Kerr, Have they not endorsed the prin­
ciple of investment return described by you?

"Mr. Olds. I do not think in specific language 
that they have endorsed that as the only criteria.

"Senator Kerr, Have they endorsed it as a 
criteria?

"Mr. Olds. They have accepted it as a criteria 
in terms of the way in which th® Commission has 
handled specific cases.

■Senator Kerr. Jxaa ML MM? ML MLLlE
receded M LL M ML M ML L2MLM.LFL 
LL MM-L S£ LL ML Wl LQ-.KL Mfi 
MrrZMLLL ML MLL LLLSLLLLL^

>'»r. 0Ldn. Iks Co-:niasion la free to ehooee 
MM...s»MaS.^_LLm»MtL<>L.vLLorr^tt thinks is in 
the public interest, .oheckod. b.v the Courts." (p.32?)

It was thus admitted that, under the method of 

"utility" regulation contemplated and advocated by the 

Commission majority for application to independent producers 

and gatherers, the Federal Power Commission would be virtually 

free to impose its own judgment as to how much a producer
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would be allowed for his gas. The "Investment Return 

Principle," as desoribed by Commission© ‘ Olds and Com­

missioner Buchanan, is synonymous with the Vanish'ng 

Rate Base Theory, for after a producer•s investment 

or rate base in a producing property had been fully 

written off under that theory, he would not be entitled 

to any further return, other than to cover current 

operating expenses, on any additional production of gas 

from such property. Consequently, the application of this 

theory of regulation to a discovered and non-reproducible 

resource such as natural gas presents the real prospect of 

reaching a "sero rate base" and no further return whatever

More detailed excerpts from and analyses of 

the testimony of Commissioners Olds and Buchanan on these 

matters at the hearings on 8. 1493 are contained in Ap­

pendices A and C, attached hereto. Appendix B also re­

views the pertinent facts and circumstances of the Hono 

Caso, the true ighifloanee of which Commissioner Olds

misrepresented in his testimony
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"y.aalahlas. Rata.A

It is appropriate to see how such a novel 

theory of price-fixing for natural gas production, as 

proposed by a majority of the Federal Power Commission 

in accordance with their MInvestment Return Principle,» 
■

would actually work out in practice. L few simple 

illustration’s will serve to highlight the absurdities 

and inconsistencies necessarily Inherent in the proposed 

regulation of arm's length sales by independent producers 

and gatherers.

IM,natratlon 1. LLSL LLL MLLLLLLL LsLL LLL 

WM 4iSS4V4k/ MM ML ML LLS«?V.SrL SLLL LLL Lmv LL« 

Stob LLL MOM £Uad Xsx LLL LLL a£ LLL mU Ls folater, 
than for the otta.-Each of two gas producers, in the 

same general area, invests $1,000,000 in searching for 

and developing natural gas reserves. Producer L comes up 

with 50 billion cubic feet, but producer B, loss successful, 

finds only 1 billion cubic feet for his efforts and $1,000,000 

Under regulation as proposed by Commissioner Olds, producer 

B would b© entitled to get 50 times as much for his gas, 

as compared with A, simply because it had cost him 50

times as much to find it and get it out of ths ground. If 

not- what criteria, in view of all th© many variable and 
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unpredictable circumstances encountered in such speculative 

undertakings, would be used under a cost formula of rtinvest­

ment re turn " to distinguish between * legitimate*’ and "im­

provident" explorations?

It thus becomes clear that the basic fallacy of 

this whole approach lies in its failure to recognise that 

M» LLlLlL ft£ LLL )MMl LL LLlLtiLLZ-LXL M ML LLLX fiX

LLL WL.MLi.LL IX. Hather than being "susceptible 

of regulation on the same principle as is applied to the 

production properties of an electric utility," the pro­

duction of gas, because of vastly different conditions, 

is about the least susceptible to such regulation of any 

economic activity,

I WLL XLL LLLMLLLL MLLLLLL

ML LLLL laMUUKfc Li LLL ML LLL ALL LMZMLL MLLLLLLL 

cost thar the other, the price fixed for the ga,s of pne

LLL1L M ALMLL LLLL XLL LLL LLhLL.— As a variation of 

Illustration 1, above - producers A and V both find 10 billion 

cubic feet of gas. However, while A found his at 3,000 

feet drilling through generally soft formations, neighboring 

producer B had to drill to 6,000 feet, much of it through 

hard rock cud difficult water conditions. Moreover, B’s 

gas was found to be highly sulphurous or "sour." Because 



of these, or perhaps still other, differences in producing 

conditions B spent $3,000,000 to develop his gas property, 

whereas A* s total outlay was only $1,000,000. Because of 

the nore difficult conditions encountered, B’s operating 

costs also proved to be correspondingly higher than A1®.

According to the *investment return principle" 

as expounded by Commissioner Olds and Commissioner 

Buchanan, producer B would be entitled to get 3 tines as 

much for the same amount of gas as A is allowed — if, 

that is, B could find a purchaser of his gas on such terns 

Indeed, some interstate pipe line already connected to 

B’s other wells might well bo required to take his high- 

cost gas on the theory of "dedicated supplies" which 

Commissioner Olds has advanced,

lUMtotlqn J* MWMMB qqs&sl la WWWWW 
LLLLL LLL L21 LLLML1. --ln this case, producer A, 

with an active but depleting producing property subject 

to price fixing on the "investment return principle," 

decides to explore elsewhere for additional gas supplies. 

Not regarding his established area as sufficiently 

promising for further drilling, he conducts such ex­

plorations in a new and distant area which, from pre­

liminary geological examinations, seems more favorable 
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Several wells are drilled in this unproven area — all of 

thorn ’’dry holes” — at a total outlay of $500,000. The 

question then would be whether, under the ’’investment return 

principle," gas consumers supplied from the established 

producing property could properly be expected to defray 

the costs of conducting unsuccessful explorations in a 

different part of the country wholly unrelated to established 

operations and which would not, in any case, have benefited 

those particular consumers* It would be hard to justify 

such a practice. let, the producer would have no other 

opportunity to recoup such losses, since the returns on 

his successful operations would have been limited to a 

6 percent return on a progressively declining or vanishing 

rate base.

. 4. - Xo&U&aX A^LsM ML LL j& 

LLLLL MUSMLLL ift LZLL Mft LLL LLLL. —Producer A, subject 

to the ”investment return principle,” invests 51,000,000 

in developing a gas reserve estimated to amount to §0 

billion cubic fest. For price-fixing purposes, the regula­

tory body further estimates that this gas will be produced 

over a 10-yesr period and production proceeds according to 

this anticipated schedule. Each year within that period,

the producer is permitted to charge off $100,000 as 
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depletion or depreciation, and the ’’rate base” is reduced 

accordingly in determining the amount on which a return of 

6 percent may be earned. (To simplify the illustration 

It is assumed that production is at a constant volume 

throughout the 1C-year p jrio1«)

By the sixth year, the depreciated original 

investment or "rate base" has been reduced to >500,000, 

on which the allowed return at 6 percent would be $30 ,000. 

Spread over his 5 billion cubic feet of gas production in 

that year, this return would amount to 6 mills (k.006) per 

thousand cubic feet ( .0. . The producer would be allowed

this amount, plus his current operating expenses, taxes, etc 

but he would receive nothing for the value of his gas as a 

commodity.

At the end of 10 years the bookkeeping process is 

completed — the investment has all been charged to past 

operations and the rate base has been reduced to Aero. The 

trim mathematics of this procedure would all work out to 

perfection, provided, that is, the initial estimates and 

precise calculations are really borne out by what actually 

happens. In the gas-producing business, however, unlike a 

"utility operation", such neat results are highly improbable
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(a) JX g&Uaate, ft£ ai flffffTT* la Ms. ILL 

LLL LLLlL te 1L La L1LLL WWU LLLL HMM MM ILL LE 

LLLLL.-S.LM ML LLL .StLLL DWWMGs — N the producer 

finds, as the end of the tenth year approaches, that he 

still has a reserve of gas remaining, perhaps 3 or 4 

billion cubic feet, adherence to the "investment return 

principle" would require that he furnish his remaining 

gas free of any charge, except for operating expenses. 

There would be no further return on investment because 

it has already been completely charged to and recovered 

from past operations.

(B) J£ ostlne-ta o£ LLL FQgPXY? 12 122 ILL 221 1L» 

LLL 12 1LL1S1M 1S1LLS 12121 £221 12 £222X91,21 ILL 22X2- 

£2xa£al aullal 12 L laial la a a 12 ilia LLL12L2L. — The 

opposite turn of events may likewise happen. Instead of 

producing on a 10-year basis, as assumed for price-fixing 

urpesos, the producer finds Ms gas supply exhausted, by 

virtue of conditions which could not have been predicted, 

after having produced only 5 billion cubic feet in 5 years. 

Only half of his original investment has retired. The 

other half is lost, for there is no opportunity for its

recovery. His gas is gone
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Thus, if the producer’s reserve turns out to have 

been underestimated, he faces the prospect of giving his 

remaining gas away, except for operating expenses, after 

the assumed invsstment-life-period has ended. On the other 

hand, if the reserve turns out to have been overestimated 

in the price-fixing process based on the •investment return 

principle*, part of his investment will never be recovered 

because his gas supply has been exhausted before the regula 

tory formula has run its methodical course.

Xllu^Ar.aUaP 5» 11 tat al LLLZi Lss LLSL rsoovsrsL 

LLlLL Lr r.ss»Ls.1iLsL LL L.L..L. LLL LrkiLuasr -till Ma LLS 

he may .have LL 11 rate base* and may havo to rivo ayay his 

LL^MlLlLL LLL MLL L^L^. LLLLlL^LL LL 1MLLM* -- In 

this instance, producer L had invested 1,000,000 in his 

gas-producing property, all of which had been fully re­

covered from past operations and Income prior to the advent 

of regulation. Then, In a rate proceeding it is found that 

the producer still has half of his original reserve of §0 

billion cubic feet remaining for future production and sale

In such a case, Commissioners Olds and Buchanan 

»ug d that a departure from the *investment return 

principle1’ might be made, so that'the producer would be 

permitted to start over again with one-half of his original 

investment in the "rate base*, or 1500,000. This is, 



however,, not the procedure that MW adopted in the Hone 

case. There, with the tacit approval of a majority of the 

H.1. Supreme Court, the Federal Power Comission ruled 

out entirely from rate consideration $17,000,000 of gas* 

producing properties on the ground that this whole amount 

had been recovered from past income prior to regulation, 

(See Appendix B, attached hereto.)

KZMHmHWU. Hq MW MW MA ZM MW
MM MW LLZM- MU MWMMKSU WU LL LLLL1LM M LMMLLM 
LLL» L further coNplioation is presented in all the many 

cases where oil and gas are produced together in a joint 

operation. Under such conditions, extremely complex questions 

of cost allocation would be involved in applying the ^invest- 

mont return principle". Commissioner Buchanan suggested that 

such allocations would be "arbitrarily* Bade "as an account* 

DW matter,* but he offered no solution for the problem. Now 

would a price*fixing Commission go about the assignment of 

part of the Joint costs to gas, for example, in a situation 

where a producer, having spent $5,000,000, developed re­

serves of 25 billion cubic feet of gas and 5 million barrels 

of oil in the WWW underground structure? Sould the natural­

gas production be considered as an incidental by-product for 

cost allocation purposes? No one could predict what might 



be done under such conditions. There would be many 

opportunities for a Commission, concerned primarily 

with reducing gas nrices to a minimum, to load the 

joint costs heavily on the oil operations and to favor 

gas. The net result of this would be that consumers 

of oil products would be required to subsidise consumers 

of natural gas.

XUiM.,tEal»Afln..JZ» £dkfia Alai.paKl.te la azaateA 
.frateaaa. saa aalA Xac iAtewtete taaaaala&Aaa aaA caa 
gold for intrastate use. — Ono further example will 

emphasise the essentially different conditions applying 

to interstate and intrastate gas. Producers A and B 

operate gas-producing properties side by side. Producer 

A, having contracted to sell his gas to an interstate 

pipe line, becomes subject to price fixing according to 

the "investment return principle". As time goes on, his 

rate base and allowed return decline, so that he is re­

quired to deliver his gas to the interstate pipe line 

first at 4 cents, then 3 cents, and later (when his rate 

base has all but disappeared) for perhaps 2 cents to cover 

only his operating expenses. Meanwhile, producer H sells 

his gas for consumption in an intrastate market at 5, 6, 

or 7 cents.
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The absurd result is that gas which sight 

continue to nove into Interstate markets would be "priced" 

by the OoMLission at only a fraction of the price paid by 

local intrastate consumers for the same kind of gas pro­

duced in the sama field or area,

Under these circumstances, it is likewise evident 

that independent gas producers would avoid further contracts 

for the sale of gas in interstate markets, wherever other 

market outlets were available or in prospect. As the con­

sequences of price fixing for interstate gas in conformity 

with the "investment return principle" and "vanishing rate 

base" became evident, only the ver .wst gas producers,

such as producer B in Illustration 1, above, would continue 

to contract for the sale of gas for transportation to 

interstate markets.

The foregoing analysis of the "investment return 

principle" advocated by the desion majority recalls 

the pertinent observation made by Justice Jackson in his 

dissent in the Hone ease:

"The case before us demonstrates the lack 
of rational relationship between conventional 
rate-base formulas and natural gas production 
and the extremities to which regulating bodies 
are brought by the effort to rational::',. .cm,’’ 
(320 U.S. 591, 645 (1944)).



EMM L
IMJb ciMon^lL.the_j ... Court

In view of Commissioner Olds’advocacy Of the 

wInvestment Return Principle** which would result in a 

Vanishing Rate Base for the independent gas producers? 

his admission that the Commission, limited only by the 

tolerance of the courts, would be free to do as it pleased 

in fixing prices for gas coming from producing properties 

whose costs had already been recovered from past income? 

his emphasis upon the Bone case as support for his 

assertions, conclusions and predictions as to what the 

Commission might do in the indefinite future? and his 

inaccurate and deceptive statements to the Senate Com­

mittee in hearings on R. k. 14.98, it is significant to 

see just what the Commission really did in that case and 

what the Supreme Court had to say about it.

The following excerpts from the U. S. Supreme 

Court decision in ' ( .8. 5'-l, January 3, 1944),

and particularly the dissenting opinions of Justice Reed 

and Justice Jackson, clearly disclose that the Comission 

ruLsL LLk op?,; lately £12*000^000 &£ LLL1 expenditures jjj 

MHMOWW prpF.prtipj M ML DWWt ££ thg MMW MLLSLL 

LM LLM L11L FPSKXvrsd AafiPrW L fitoirg.M to pzW.xxM.0L
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LLLMLM LLLLL 12 L1Z LL On the 

other hand, the Commission did, as mentioned by Mr, Olds, 

permit ths retention of certain investment outlays on 

which the Commission considered that *excess* depreciation 

had previously been charged. In other words, the Co®* 

mission 1st past accounting practice, as between charges 

to capital account and to operating expenses, govern its 

disposition of the amounts involved; and the Court declined

to interfere with the Commission* s inconsistent procedures 

in this aatter.

The pertinent passages from the ma Jorltv decision

of the Supreme Court in the Hone case ares

"Hope's estimate of original cost was about 
Hoy,7)5,000-— approximately i 17,000,000 more than 
the. amount found by the Commission, The item of 
$17,000,000 was made up largely of expenditures 
which prior to December 11, 1933, were charged to 
operating expenses. Chief among those expenditures 
was sone s12,600,000 expended in well-drilling prior 
to 1923. Most of that sum was expended by Hope for 
labor, use of drilling-rigs, hauling, and similar 
costs of well-drilling. Prior to 1923 Hope followed 
the general practice of the natural gas industry 
and charged the cost of drilling wells to operating 
expenses. Hope continued that practice until the 
Public Service Commission of West Virginia in 1923 
required it to capitalize such expenditures, as does 
the Commission under its present Uniform System of 
Accounts. The Commission refused to add such items 
to the rate base stating that * Ko greater injustice 
to consumers could be done than to allow items as 
operating expenses and at a later date include them 
in the rate base, thereby placing multiple charges 
against the consumers.* For the same reason the 
Commission excluded from the rate base about
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*31,600,000 of expenditures on properties which 
Hope acquired from other utilities, the latter 
having charged those payments to operating ex­
penses. The Commission disallowed certain other 
overhead items amounting to over (3,000,000 which 
also had been previously charged to operating ex­
penses. And it refused to add some $632,000 as 
interest during construction since no interest was 
in fact paid. (pp. 598-599)

"The Circuit Court of Appeals set aside the 
order of the Commission for the following reasons 
....It concluded that the well-drilling costs and 
overhead items in the amount of some 117,000,000 
should ha e been included in the rate base. (pp. 599- 
600)

"LL IX 12X1 LLLLLk L§ MI LL1L LMM LSLLyl 
LZ LLM 12 X LLULL1 L»L LMLZLLLMM, ZMMLM M- 
LL1LL LL1LL ML XI M Ll LL LLZ. IM 1LL1 1X1 XL 
ZMMM MW1LLLS 12 TLLL1 1X1 LKX1L LLL LLL121L 
MLlLMML 1L LL1 MM 1LML1LL1. (?. 602)

"M L1M of MM lUmHX M IX 
LL LLM LSI L1SL 12 1LLL1LL IX Sit
IX ZLWlLLlW 1L ML IX of LL1MMM1ML
ZM L1XL E1L M ML LL1L 1LLL ALL LLLZMML1 MM 
ML M.MLN1 1LLSLMLLL MZLLL LL 1LLL1LLM LLs LL" 
pHed M MLL1MML. LLLLZ. (p. 605)

The dissenting opinion of Justice Reed goes dir­

ectly to the matter of the treatment given to past expendi­

tures for production facilities already recovered from



past income, in these clear termsr

LSjjt L Major LLLLL. 1 AMM- MS M 
Ms &1&XPZM& to Ms §LKKlSLlLS to Ms L.YLMAKSLA 
M .W.LLrsALX^ AvLr, Vs»Z LLZ ijite imM 
SflMAaJ. cost; . MSLS. LSLS LLA KLKSMsrs.L to Ms 
LWlLStoL MSLLLS MsT LSLL MZTLSL M LLS.r- U n« 
LLMKKSst to MS <-MP.«.»L M & AA-LL MZL At LLS LL- 
reculated. ffLLKrLSS LLL LLt L-fp»A AM LLS- 
sMslon M LLM LLtoLL M Aft toff A to« Ms r?t» ALLS 
aatoAal Anx.MAa.ftaA MLM ML toss MMLsrsL 
Ms E-s.'WMML LsrAsL iira£t WLSLZ wMsa. Is 
LL too MM aart to Ms ALLLLMsLt MstoL LS ALLS 
toLS dssn LMrF^?.xAoa M Ms MLS AML L2L LAMX 
S^pLtal ALLLZMSLt MLM MLto.ML.to ML Mss LLLLLLX- 
SL Lto LLAL LLt As LAtoL.W.M LX toLLSL M LLLtoLS. 
LLLL AL MHtot MLMLLLA MrLLL-^Lt Ms ALM to 
Ms vrovsrtv As A«.ss»tsL LZ AM Aarstoa Ato LLkLrAiur 
AM XLts ALLS>—LA ,1,MM As 2S AJAaxAtoA Aa Atosx 
LLt AM sMLttsLAx LrM.WA LLLt to LSLt to AM 
LLS.M.A? .^S.SkMS AM LLXLLLL9 M AM »SX.SL8lr»tM 
LsrAsL MS Mss LiitoLtoopii M xAtsra AM LXLLssA 
LSLt M AM LW.MtS.k-x LLSL LLS LtoLL L LSLLEAAL 
LSAML. MM LLLtS AM ?ns»sp M LLLsr AM AM9.LL 
to AM kMK.AS.flAM LLS AM .sto'A, AL AM LLto LXLSLLt 
LLL.MA-SL_t AL AM3_LALAAtL ML toss AM LSLWtLLS 
-)LLAAcn.SLtoAsA LtLXLSL MAM ML LLL s isallowoU? 
(p. 624)

Justice Jackson1® dissent is no less cogent 

with respect to the matter at issue here*

BThe Commission contends nevertheless that the 
1 all important* formula for finding a rate dass is 
that of prudent investment. But it excluded from 
the investment base an amount actually and admittedly 
invested of some $17,000,000. It did so because it 
says that the Company recouped these expenditures 
from customers before the days of regulation from 
earnings above a fair return. But it would not 
apply all of such * excess earnings1 to reduce the 
rate base as one of the Commissioners suggested. 
The reason for applying excess e'rnings to reduce 
the investment base roughly from #69,000,000 to 
#52,000,000 but refusing to apply them to reduce it 
from that to some $18,000,000 is not found in a 
difference in the character of the earnings or in
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thelr reinvestment. The reason assigned is a 
difference in bookkeeping treatment many years 
before the Company was subject to regulation. 
The $17,0 :0,0 -0, reinvested chiefly in well 
drilling, was treated on the books as expense. 
(The Commission now requires that drilling costs 
be carried to capital account.) The allowed rate 
bass thus actually was determined by the Company1s 
bookkeeping, not its investment. This attributes 
a significance to formal classification in account 
keeping that seems inconsistent with rational 
rate regulation. Of course, the Commission would 
not and should not allow a rate base to be inflated 
by bookkeeping which had improperly capitalised 
expenses.. I have doubts about resting public 
regulation upon any rule that is to be used or not 
depending on which side it favors."(pp. 643-644)

It is clear that Mr. Olds misrepresented the 

circumstances and implications of the Bone case, while at 

the same time he sought to invoke it in support of his 

advocacy of the "investment return principle" in his 

testimony before the Senate Subcommittee.
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1/
At th® hearings on 3. 1493 Commissioner Buchanan 

appeared for questioning as to his views on the regulation 

of independent producers and gatherers of natural gas.

The essential portions of his testimony, particularly with 

respect to his exposition of the Investment Return Principle 

or Vanishing Rate Base Theory, are summarised below.

Reference also is made to the Supplemental Statement which 

he submitted to the Senate Committee on June 17, 1949, in 

an effort to amend his testimony.

...LkZlL J1£ . Afli

Commissioner Buchanan strongly advocated the regu­

lation of independent producers and gatherers on a cost of 

production basis, under what he regards as clear authority 

under the present Natural Gas Act. With much evidence of 

confusion, he gave his interpretation of the "investment 

return principle" and how it would be applied. He also

X/ Hearings before a Subcommittee of the Committee on 
In ate and roe, U. 3. Senate, 31st
Cong., 1st sees., on 3. 1498, May 17, 18, 24, 26 and 
31, and J uno 7 and 8, 1949.

■



oppressed his view that Order Ro. 139, under which ths 

CoinMssion has exempted independent producers and gatherers, 

is a complete nullity.

is to ths' scope of the present Let, Commissioner

Buchanan took the following positionr

"Senator Johnson. Do you agree with Commissioner 
Olds or Commissioner Draper on whether wo should have 
positive legislation, or in the absence of any legis­
lation, the Commission should go ahead and act?

Mr. Buchanan. I think the law is very clear as 
it is. Any doubt Matz was to be found in what was 
meant by the Act was clarified by ths Supreme Court 
in the Interstate decision. (Tr. 750)

M U G U W
"Senator Johnson.....Tou do not agree that that 

would be wise policy to amend the Act to exclude 
independents from the control of the Commission?

Mr. Buchanan* Well, of course, the wisdom is 
a matter for you. My opinion is that it should not 
be amended.

MSenator Johnson. To exclude them?

Mr. Buchanan. To exclude them.

"Senator Johnson. But it should be amended to 
make it clear that they are included?

Mr. Buchanan, No, I think that is clear now.

"Senator Johnson. Well, I thought you just stated 
that you thought amendment would be wise to nake it 
definitely sure and certain.

Mr. Buchanan• Oh. no; I think this Act is 
perfectly clear now.* (Tr. 769)



Immediately before that, however, Mr. Buchanan 

had taken the opposite positionr

♦♦Senator Johnson. Do you think the Act probably 
ought to bo amended but not to exclude independents, 
but to make it clear that they are covered?

Mr. Buchanan. That is right. You will have 
to I Section 1(a), if you ar® going to do the 
thing properly, because that is the public interest 
that was found in 1933.« (Tr. 768-769)

On the rule adopted in August 1947 by the Commis­

sion in Order Ko. 139, Mr, Buchanan gave the following 

opiniont 

"Senator Johnson. You were not a member of the 
Commission when Order 139 was written?

Mr. Buchanan. No, but I have definite opinions 
of 139.

"Senator Johnson. What are they?

Mr. Buchanan, I do not think it means a thing, 
Senator. I think 139 is a complete nullity. I do 
not think it deceived anybody." (Tr, 750)

In th® following testimony Mr. Buchanan made it 

clear that he would favor regulating gas producers on the 

basis of "cost of production"*

"Senator Kerr. What is the basis that the 
Commission uses in determining what price to fix 
for that gas sold by the producer?

Mr. Buchanan. It would be on the basis of 
the cost of production,

"Senator Kerr. On the basis of the cost of 
production?

Mr. Buchanan. Plus a return on the investment, 
and the capital necessary." (Tr. 755)
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Mr., Bnebanna.._ojL..-iA<i "Inveataent..Roturn Princinla'1

Mr. Buchanan attempted to expound his view as 

to how the "investment return principle" would ds applied 

to independent producers and gatherers, particularly as 

to how price would be fixed by the Commission after the 

producer’s investment had been fully returned. He re­

peatedly took the position that there could be no problem 

in that regard because the producer "should" bo out of 

gas when his cost had boon fully returned. His confused 

views and contradictory statements in this matter are noted 

belows

"Senator Kerr. When it gets all of its money 
back, then what price would the Commissioner sot 
for that company?

"Mr. Buchanan. I do not think that would be 
possible.

"Senator Kerr.....Now, when he has got all of 
his money back, plus 6^- per cont, then what will 
the Commission let him receive?

"Mr. Buchanan. At that stage I would say that 
ho ought to be out of gas.

"Senator Kerr. Well, suppose ho is not? supposO 
that the actuality io beyond the omnipotence of your 
Commission to predetermine, and something happens which 
you did not expect, That is in the realm of possibility, 
is it not, Commissioner?

"Mr. Buchanan. I do not know, Senator, Tou are 
way beyond me.



’’Senator Kerr* You do not think that you could 
contemplate the possibility of his having gotten his 
money back, plus a reasonable rate of return?

Mr. Buchanan. And still have a lot of gas left?

"Senator Kerr. Yes.

Mr. Buchanan. No.

"Senator Kerr. Or suppose he had a little left, 
would that be possible?

Mr. Buchanan. He would still bo earning on It.

"Senator Kerr. Would that be possible?

"Mr. Buchanan. It could be, yes.

"Senator Kerr. Then at that time what basis 
would you use in determining what he would receive?

"Mr. Buchanan. Exactly the same basis as before.

"Senator Kerr, 
back?

Although he had gotten his money

"Mr. Buchanan. No, 
gotten his money back.

but you said he had not

"Senator Kerr. Oh, yes, I said he had gotten 
his money back, and still had a little gas left. Let 
us suppose he had got all of his money back, plus 

per cent.

"Mr. Buchanan. I do not think the quantity of 
gas left would be worthy of mention.

"Senator Reed.....Mr. Buchanan, I have a case 
exactly In point where a gas utility has had its 
fair return, has depreciated its property clear 
around, and yet it has a very substantial amount 
of gas left*



"Senator Kerr* From th® WWW MMDOUGWG,

"Senator Heed. From the same reserves. Now, 
I think It is a very fair question.

Mr. Buchanan. Perhaps you can answer it, 
Senator Reed; I have never had that experience.

"Senator Reed. If you cannot answer it, that 
is all right.

"Senator Herr. Ton cannot answer it, then?

Mr. Buchanan. I cannot conceive of such a thing

"Senator Lorr. You cannot conceive of such a 
possibility of your Commission's not being able to 
know 50 years ahead how much gas an area is going to 
eventually produce?

Mr. Buchanan. No, I do not think the Comission 
can figure that at all.

"Senator Kerr. What do you mean they cannot 
figure? You do not think they can figure how much 
it will?

Mr. Buchanan. They make estimates, but perhaps 
I do not understand your question, Senator.....

"Senator Kerr. Well, I happen to know fields 
that have produced for 50 years and are still pro­
ducing

Mr. Buchanan. I think I can recall some myself.

"Senator Kerr. I now ask you if it is possible 
that your engineers or your Comission would make a 
mistake.

* . • ♦ •
Mr. Buchanan. Oh, yes, we all make mistakes, 

Senator.

"Senator Kerr. Then, they could make a mistake?



WDtz Buchanan.

EKWWHMk Kerr. And the man sight not get his 
money back and his reserve he gone, is that possible?

Mr. Buchanan. That is possible, yes.

"Senator Lorr. Then, is it possible that he 
night have his money back and still have part of 
his reserve? 

WK ‘ WW 8

"Mr* Buchanan. Granting the original mistake, yss. 

"Senator Kerr. Tou think that is possible?

"Mr. Buchanan. ?ss«

"Senator Lsrr. If then the matter war© brought 
before you, what would be the basis that you would 
use to determine what he would get for his gas there­
after?

"Mr. Buchanan. I would not know, sir.

"Senator Kerr. Ton have not the remotest idea?

"Mr. Buchanan. I have not the slightest idea." 
( ?. 755-761)

AllfiMaa&ft fif QparatXnr. g,swam,a 0«U/. .MAflC.J’aXI lOTaatosnt 
aagovapoj

After the fo :.ng testimony, which pointed in 

various directions, Mr. Buchanan finally arrived he 

conclusion that a gas producer who had.already received 

a full return of his in I in production properties

wa»M HWWWWU H» MtWM L1L LLSNLSSS LM.

LL LLtLLL- in producing additional voluNss of gas from 

the saAs reserves. Bis testimony at this point also 

refers to the matter of allocating costs between gas and



oil operations where the two ar© jointly conducted, with

Mr. Buchanan observing that such allocations would be 

’’arbitrary* r

"Senator Kerr. What would bo t result,
following your principle that you say you operate under, 
of getting his MODEM back, plus a reasonable rate of 
return?

Mr. Buchanan. He would get at least his operating 
costs, and a return on his capital,

"Senator Kerr. But ho has already got his capital 
back.

Mr. Buchanan. Bis working capital* Rs would get 
his operating cost, and a return on his operating 
capital, working capital.

water Kerr. In other words, then, all that 
you would be in position to allow his would be his 
operating costs, would it not, Commissioner?

Mr. Buchanan. Well, it could be. Granting the 
original Mistake. I do not think the original mistake 
would happen.

"Senator Kerr. Sir? Well, you said that it 
could happen.

Mr. Buchanan. I think that you could — that 
is right.

"Senator Kerr. You said that vs all make mistakes, 
did you not?

Mr. Buchanan. Yas.

"Senator Kerr. And you grant ths possibility 
that ©von the Federal Power Commission could make s 
mistake?

Mr. Buchanan. Oh, yost It definitely has 
made mistakes.
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"Senator Korr. All right. Then it wakes up 
here one lay, in tho face of the reality, which proves 
that it was mistaken, and the only thing that you could 
do would be to actually allow him the operating expense 
would you not?

"Nr. Buchanan. That is right.

"Senator Kerr. Now, then, let us say that he is 
getting his gas from a well that produces oil along 
with it; and suppose that in a natter of a year he 
gets the entire investment back from his oil production 
Then, what are you going to allow him for his gas?

Mr. Buchanan. That would not affect the gas at 
all, not the slightest.

"Senator Kerr. What formula would you use in 
determining what he would be entitled to?

Mr. Buchanan. I do not know, Senator; that is 
purely an GWWW ting matter, and we have—-

"Senator Lead. I do not think that you as a 
member of the Commission.....ought to say that it 
is purely an accounting matter.

net or Kerr. Who determines I . tter of 
allocation?

Mr. Buchanan. Fundamentally we ar© advised by 
our technical staff.

"Senator Kerr. Who determines it?

Mr. Buchanan. We determine the policy.

. • • * .

"Senator Kerr. Suppose a well cams in making 
an average of a hundred barrels a day allowable of 
oil, and allowable of 5 million feet a day of gas?

Mr. Buchanan. Well, I think, Senator Heed will 
agree that nobody can give you an answer to that 
statement.
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»Senator LWMH Suppose you fix the specif io* 
tions to on® that you can answer*

•Mr. Buchanan* It would depend entirely ** the 
values would de allocated entirely upon the costs of 
producing the two elements- natural gas or the oil*

•Senator Kerr* Nell, suppose that the natural 
gas flowed and brought the oil out with it?

•Mr. Buchanan. Well, it doos thatj it does that.

11 Senator Kerr* Then, how would you allocate it?

Mr. Buchanan. Still it would be on the basis of 
the costs of the two.

"Senator Kerr. Suppose it did not cost anything 
to produce it? Suppose all a man had to do was to 
just turn a valve, and here it comes*

"Hr. Buchanan. I think that at the wellhead, if 
that is what you are talking about—

“Senator Kerr, That is where you regulated the 
price, is it not ?

•Mr* Buchanan, I think that the allocation would 
be on the actual investment in the well at that time.

•Senator Kerr* Suppose ths investment WWW 
-1S0,O0O*

•Mr, Buchanan, It would be on the basis then 
of the amount of gas produced as opposed to the 
amount of oil produced.

•Senator Kerr. Thon, what you would do, you 
would arbitrarily determine what part of the invest­
ment you thought should bo returned out of gas*

Mr. Buchanan. Oh. J HHink. X& would. M AL 
astetoua: toalatoa la LLs. sM, xaa." (S7 761-764)
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Once again, Mr. Buchanan repeated his conclusion 

that after a gas producer* s investment had been fully 

recovered he would be allowed only his operating expenses:

"Senator Terr. But having gotten that pert of 
his investment back, which your Commission in its 
wisdom or lack of wisdom fixes as being the investment 
for 'that gas production, plus a reasonable return, 
thereafter all that your Commission could allow him 
under the basis of your formula would be his operating 
costs,

Mr. Buchanan, No, no. He would be entitled — 
you are supposing now that the cost of the well has 
been returned?

’’Senator Korr, I an supposing that the cost of 
that part of it allocated to gas has been returned 
from gas production.

Mr. Buchanan. I still insist upon the position 
that just does not happen.

”Senator Kerr. But you did admit the possibility 
that it night happen?

Mr. Buchanan. Oh, yes.

Monster Kerr. And In that event the only thing 
that you now can say he would receive would be his 
cost of operation?

Mr. Buchanan. If that did not happen, yes,* 
(Tr. 765)

DMWWMM...Mitt LKEL.8LL.MTQ.L.LLS
Subsequently Buchanan reversed his field, 

agreeing that a gas producer who had already recovered his 

full investment would be allowed more than simply operating 

expenses thereafter. Mr. Olds* testimony on this subject 



having bean read buck to him (Tr. 772-775), Mr. Buchanan 

said he agreed with it "absolutely •r

•Senator Myers.....Do you agree with Mr. vids' 
views on that particular subject?

•Mr. Buchanan. I think that was absolutely 
correct. It is much better expressed than I could 
express it.

"Bena tor Kerr. You are not telling me th 
you did not mean what you said a while ago In answer 
to Ly question?

•Mr. Buchanan. I think wo agree.

•Senator Kerr. But I say, regardless of whether 
they agree or disagree, you were honest in what you 
said to no a while ago?

•Mr. Buchanan. Absolutely.

•Senator Kerr. And you knew what you wore 
saying?

•Mr. Buchanan. Kos, absolutely,

•Senator Kerr. Sir?

"Mr. hi ch a nan. Yog.

•Senator Kerr. You did?

Mr. Buchanan. Yes.

•Senator Kerr. That is all.

Mr. Buchanan. I think that they both no an the 
; thing.

•Senator Kerr. Well, whether they do or not, you 
understood my question and were honest in your answer?

Mr. Buchanan. That is right.* (Tr. 775-776) 
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vv-'.Qnv...bz 8emiaala.aag....B.u£n,aa.{W
After the conclusion of the Senate Subcommittee

hearings on S. 1493, Mr. Buchanan on June 17, 1949 sub­

mitted to the Committee a supplemental statement regarding 

his testimony. In this statement, among other matters 

referred to, he repudiated his hearing testimony, as cited 

above, that only operating expenses would be allowed a gas 

producer after he had recovered his full investment. This 

supplemental statement is evidently intended to accommodate 

his position to that taken by Commissioner Olds in his ex­

pressions on the same subject. M LLLM LLKLLLLLZL, KLLLLLL, 

MIL LMt.M .LT.LLL1.LL 1$ M^MLL LLL^LZL7 LL ML LLklLL 
taken by the Commission in tho Hone case r where i/a ruled ppt 

LL^LLlL .LL7 .MQ.AQQO M MM DWMMWWM M LLLmMLMLl^.

MMIMm M ML MWM MM MM MM LM LLLL LuLLT
WWWWM MW LLLL 1LLLLL. (loo Appendix B, above.) 

Mr, an’s remarks in his supplemental state­

ment on the subject of tho investment return principle ere 

as followsr

wThe question of the so-called "vanishing rate 
base" under the Commission*s method of rate regulation 
was raised by Senator Kerr. Tho answer to that question 
is very simple. Even though the producer’s entire 
investment in leases, wells, gathering lines, etc., has 
been returned to him out of income prior j& ML assertion 
&£ LLLLLLLMlLL by the Commission over his sales of



natural gas in interstate commerce, nevertheless, 
when jurisdiction is taken by the Commission an 
appraisal of the situation is nude as of that date. 
The amount for depletion to be deducted from the 
producer1s original investment in the project is 
determined by taking the ratio of the gas already 
produced to ..-a tai estimate ■I UM ro serves of
the producer in the field or fields. Foi pl.©, 
if the producer had originally muds an investment 
of $1,000,000 and hud produced to the date of the 
Commission's investigation % of his gas it would 
be considered for the purpose of rate regulation 
that he had recovered i of his investment or 
§2-0,000. The past would be forgotten and he 
would be given a fresh start. From then on, the 
return annually of a portion of his original 
investment would be upon a depletion basis which 
would take into consideration his production for 
the year, the reserves of gas yet remaining to be 
produced and his unrecovered investment as pre­
viously determined. The romai re
re a od each year, the 7? , UA WUA testified
by me at the hearings, the situation described by 
Senator Kerr as a 'mistake,• and the illustration 
given by Senator Reed could not possibly happen 
under regulation. In my experience I have never 
encountered a sero rate base nor have I ever dis­
covered where any regulatory commission had ever 
used or suggested using a aero rate base."

The foregoing contentions by Commissioner Buchanan, 

in which he attempts to deny that application of the 

"Investment Return Principle" to gas production by independent 

producers would result in a Vanishing Rate Base, are falla­

cious and misleading for the following reasons, among others r

1. The exact answer to Commissioner anan's attempted

denial is given in ths dissenting opinion of Justice Rood 

in the Hope case, with reference to the 17,000,000 which 
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the Commission had excluded completely, wherein he asked: 

•’What would the answer be under the theory of the Comission 

and the Court, if the only prudent investment in this 

utility had been the seventeen million capital charges which 

are now disallowed?'’ (See Appendix S, above) MW result 

ELL. WWWWMMMM M A m MW Mm WO- MLLMsTK. 
LL LuxMLL LZLLLL MWWW M MW WWMW Lu ML LLL.

2. fhis would also bo the result of the procedure 

which Commissioner Buchanan recommended in his testimony 

before the Senate Subcommittee on June 7, 1949, where he 

repeatedly said that, after a gas producer had fully recover 

ed his investment, any further allowance to him under 

"utility” regulation would be limited to a coverage of

of his operating expenses only, with no recognition what­

ever of a return or of any value for his gas,

3. Commissioner Buchanan cannot possibly give any 

reliable assurance that this practice, which Is the very 

essence of the "investment return principle" advocated 

by the Commission majority, would not be adopted by the 

Commission in th© future. Commissioner Olds admitted in 

his testimony that the Commission would be free to do as 

it pleased, except as it might perhaps be checked by the 
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courts. But a majority of the U. 3. Supreme Court in the 

Hope case did permit the Comission to rule out completely 

from rate-making consideration #17,000,000 of producing 

properties — thus giving effect to the Vanishing Rate 

Base Theory in that particular case.

4* The most that Commissioner Buchanan actually 

says in his Supplemental Statement is that, in his opinion, 

a gas producer’s return received "prior to the assertion 

of jurisdiction" would not bo confiscated by retroactive 

regulation. But the Commission did just that in the 

Hone case.

5. Furthermore, Commissioner Buchanan avoids any 

reference to a gas-producing property which HM subject 

ILLS Ms iMMdiMAag 21 112 DUWMW to "utility" regulation 

in accordance with the "investment return principle." 

Under that theory and procedure, no further return could 

consistently be allowed after the investment had been 

entirely written off against past regulated operations, 

no matter how much gas such producer had left for subsequent 

production and sale.. The rate base would be a flat " ssro" 

with respect to such property or properties, and ths 
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producer, consistent with the Vanishing Rate Base Theory, 

would be required henceforth to give his gas away, ex­

cept for the current operating expense of producing it. 

There is no other possible answer consistent with the "in - 

vestment return principle1* of regulation advocated by 

the Comission majority.

5. Commissioner Buchanan persists in his Supple­

mental Statement as he did in his testimony, in con­

tending that the Commission could not make a "mistake" 

in the future projections necessarily invdved in apply­

ing the "investment return principle" to gas production. 

Anyway, he says, corrections and adjustments with respect 

to reserves and depletion would be "recomputed each year." 

This is false and misleading, for it would be obviously 

impossible for the Commission to conduct a rate or price­

fixing proceeding for each producer each year, or any­

thing approaching that frequency. Even in its regulation 

of the interstate pipe lines, relatively small in number, 

the Commission has found it impossible to review the 

rates of particular companies more often than once or 

twice in a decade. If, In addition, independent gas pro­

ducers were I20 to be regulated, with all of the complexities 



and variables which would be presented, it is certain 

that miscalculations and errors of projection and estimate 

would be seriously cumulative, not self-correcting as 

Commissioner Buchanan suggests.

Relevant to the testimony of both Commissioners

Olds and Buchanan, no more pertinent observation has ever 

been made regarding the basic impracticality of subjecting 

gas production to "utility" regulation than the following 

concise statement by Justice Jackson in this dissenting 

opinion in the Hone cases

"The case before us demonstrates the lack 
of rr ’lienal relationship between conventional 
rate-base formulas and natural gas production 
and the extremities to which regulating bodies 
are brought by the effort to rationalise them," 
(320 U.S. 591, 645 (1944))


