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ASSISTANT COMPTRURLLN GURIRAL OF THE UMNITEDR STATES
WATMING IO, . 2038

bgonst bk uulﬂfahg HLJAMJ%BLE

-

B-176205

-

The Honorzhle Abrahar A, Ribico®f
. Chairman, Cormitiee on Governrent -
" Qperaticns
- United States Senate

pPear Hr, Chalrman:

This report surmarizes our review of the Federal Lnergy Adninistr
_ tion's (FEA's) covaliznes ond enlorsiront offorts Javoted to corast
crude oil producers.

In our March 33, 18975, Yotter to you, we provided you with inforration
on FEA's progress in redirscling tha ¢eoplicnce ond enforcemoft nroopas
along with prelinminary inforrition on the resules of the initizl crude
oil producer 20dits,  Inm sthoeguens discussions with your stoff, ve

agrecd to eleborate on the prodocer audet oiforts,

In developing this repcrt, we visited FIA head-uarters erd three
of its regional offices, Callas, Lervar, ena Hanses Oty oearninid audst
reports and surporting docurents; end keld discussions with avditors and

progran officials,

task. There are over 18,030 cCerastic ¢cruza oil oriducers, rercing fren
one-family, backyard creraticns with 2 sirgle well oroducing 2 “iv ber-
rels of o1l a day to majo~ o1l cenrenics with contral Of thousarcs of
wells, Cumership patteens ave oficn cornlicited by assigning srodusticn
rights to othar partiss and by cCrining L2 produstion of severzl oil-
producing proparties in ine szrz zre2 inic @ single producing unit to
achieve maxizys production at a ninimum cost.

<

To date, FEA has concentrated its coroliance and enforcerant efforts
on indepencent producers of crude oil, Independent oroducers 22c0unt for
about 30 perzent of domestic cruve 01l proZuction. As of August 22, 1375,
FEA audits of incependent producers’ operations resulted in

--gonsent agrecrents with 3% producers under which the producers
agreed to refund 2 total ¢f $3.2irilion to customers and to
pay penaltizs of about $135,030.
. . . j!' ] )
--notizes of pretedle vicletion issuzd or being prepared for 52
other producers involving absut S11 rillion in potential violaticrs.
- .‘\

i
{

-
t OSP-76-4

was of poor quality,



s

5-17820%

~-fnvestigations of 163 producers completed without any violation
being detected.
Since LA regions did not follow & uniform policy for comprenising
civil penalties, producers that were determined to be in vielation of
price regulations were treated fnequitably.

In contrast to {ts work on independent producers, FEA had not
completed enough work on crude il production activities of rmajor oil
companics 1o establish whether those companies had complicd with petro-
Teta: pricing requlations. Twenty sajor o1l coxpanies control abeut
70 percent of the domestic crude oil production.

FEA needs to intensify its aucit coverace of the crude oil produciion
operations of major oil companies. Im addition, it needs to implement:

-=fi more systcrmatic methed Tor selecting indopondont producors
for cudit so that cudit efforts can Le concentreted on those
producers rost tikely to be in violation of pricing regulctions.

--A uniform policy for erriving at civil penalties so as to insurc
ejuitoble “reatront of preducers in vielation of pricing rccula-
tions. Sou2 reaions had assessed no ponalties, whercas othor
regions attempted to collect sore penzlty from cech vielater.

Our findings are discussed below, followed by conclusions to the
Mministrator, FEA, and coiments of FER officials on & droft of this
report.

BACKGROUND

Twenty larce oil companies control the production {through Teases,
lopg-term supnly contracls, etc.) ef about 70 percent of dougstic cruce
cil. lost of the companies ore fully integrated in that they ere invoived
in 211 facets of industry operctions--exnloration, production, transporia-
tion, refining, and rarketing, The 30 largest oil compani2s reving eleul
85 percent of the petroleum products sold in the Ration.

For years, crude ¢il prices remained relatively low and supply vas
plentiful. In 19272, domestic crude oil sold Tor chout $3.392 a borrel end
imported cruéc oil sold for ahout £3.32 2 barrel. Houever, domestic cruda
0il production continucg to docling and the oil industry becone rare de-
_pendent on irported crude oil.  In Octchber 1973, wher imports ccccunted
for more than 3% percent of derastic consunption,-the frab natiens cut off
oil to the United States and other countries.

-2-
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The Emergency Petroleum Allccation # t of 1973 (87 Stat. 627} was
to help mininize the adverse impacts of short-term petroleum shortages
by placing equitable restrictions on supply, cost, and profit, The act,
wnich was the basic lenislative authorization for control of petroleun
product prices, expired August 31, 1975; however, the President signad
Tegistation on September 29, 1975, reinstating the price controls until
November 15, 1975,

The Federal Energy Administration Act of 1972 (88 Stat. 96), provided
for & reorgonization of govertmental functions, en an interim basis, to
deal with energy shortages. FEA carries out the petroteum pricing pro-
visions of the Erergency Petroleum Allocation Act.

To bring ehout the legislated enerqy goals, FEA estahlished a series
of regulations coverning the allocation and pricing of crude petroleunm
and refined products. The regulations governing the psicing of damestic
crude oil are 2 carryover of requiaticns which were originally developed
by the Cost of Living Council under authority contained in the Economic
Stebilizetion Act of 1970,

Basically, the regulations established a two-tier system which
provides for controlled and free market prices on the first sale of
domestic crude preoduction through four basic rules.

--Hontaly production up to levels produced during the corre-
sponding month in 1972 is terred "old oil® and is limited to
a ceiling price of 5$1.35 higher than prices on May 15, 1973,
This averages to about $5.25 a barrel.

--Production exceeding 1972 ltcvels {Tess edjustments for any
production below 1972 levels in previous emonths) can be sold
2s “new 011" at uncontrolled prices--about $12.75 a barrel.

--For each barrel of new 0il nroduced in 2 month, a matching
amount of old oil production is “released® from price controls,
Released oil gquantities cannot exceed the production level in
the corresponding month of 1972.

-~“Stripper wall oil,"” production from properties averaging -
10 or fewer barrels a day for each well, is also eligible
for sale &t uncontrolled prices.

FEA regulations define the average daily preduction of crude oil
from a property as the oualified meximum total production divided by
the product of the number of days in the year times the number of wells
that produced during the year. To qualify for maximum total productien,
a well must have been maintained at the maxirum feisible rate of pro-

. duction, in accordance with recognized conservation practices, and not

ST DOGUHIENT AVAILABLE
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significantly curt ilced by rmochanical failure or other disrupticn in
producticn. If unusual curtailments in operaticns otcur, operators may
make adjustrents in the computation of & well's averaﬁe-dAIIy ﬁﬁJCui,ﬁ.
- Cc¢yuazn§ an ooil well's averoge daily producticn is Important teocause
that figure determines uhether an ol well is a $tri;per or a nonstripper
and the awcunt of now or released oil which is produced by 2 well., (nce
a preperty qualifies as a stripper well under FZA reculatiens, a1l sates
are eliginle for uncentrolled prices even if production rises above
10 barrels @ day in subsequent years.

In 1874 about 2 billion barrels, or 64 percent, of the total dorestic
crude o1l produced vere soid as old ofl subject to ceiling prices. The
remaining 25 percent, or 1.2 billicn barrels, were sold at uncontroiled
prices, as follows:

Percent of 1974 Rumber of
Type of crude oil sroduction barrels
) {mi?iionsz
How 15 480
Stripper 12 384
Released ¢ 288
Total 3% 1,152

In a previous report to you on the prOuTewc in FEA's compliance
and enforcement offort [B-172205, Dec., 6, 1974), we pointed out that
there was almost no direct audit of crude oil producer operctions which
provide the basis for the cost of crude 0il processed in refineries.

We pointed out that zudits of producer operations were irportant because
jt was the point of productwon that the type--new 1y oid, stripp;r, or
released--and consequent price of crude oil used in refineries were
determined. Since the cost differences between 01d and other types

of crude oil are substantial, we believe an adeguate progrém of verifi-
cation at that level is neeced to insure that crude oil purchasers, and
ultimately, consurers, are not overcharged. In respense to that report,
FEA said it was redirecting its coupliance and enforcement effort to
include audits of crude oil production,

Currently, oroducers can be cudited through one of two FEA progrzms.
Independent produgers’ operations are audited through a program called
Project Producer.' Producors that are also refiners are audited through
the Refinery Audit and Review Progrant.

3 1

!
i
~ ! -

s
The prograa was initially calle& Projcgt Penipuiator.

/

(A

‘1 DOCUMENT WALABLE
B ,

[



Copy microfiimod
was of poor quality.

B-178205

When FEA believes a provision of the price regulations has been
violated, it first 2itempts to obtain & voluntary price rolibage 2nufer
a refund of overcharges by the producer. If the producer iorees to teke
the voluntary actien, FPA formalizes the zctier in a vritton consert
order. Under recent reaulation chane2s, & consent order hes the sare
binding effect as an adninistrative order.

if voluntary comsliance cannot be achicoved, FEA may issue a hotice
of Probable Yiolation (N0PY) which rotifies the producer that FTA has
reason to believe it has violated the pricing rultes, The producer has
10 days in which to respond to the nottce. cnd 1% ray also have an
inforr.al confcrence with FEA, I the procucer fails io rebut the charoes,
FEA may issue a fredial Order vhich can roguire ithe precucor to refund
overcharges to its custorers, FEA allows 10 doys for appeel of a
Remedial Ordor, If FTA danies the ¢preal, the firm con anpeal fortior
through the judicial system.

In addiiion, the requlations provide for civil or crirnal penaliies
when FEA dELCT"‘h*b hat a violation has occurred., Civil penalttdes raw
be assessed to & maxirua of $2,500 a cay for cach violation. FEA cén
corprorise, < ttTe and collect civil penalticsy bovover, it dons not -
have the suthc=ity te nresecute to collect these zennltios. This is
done by the fioartment of Justice. Crininal penticies of $5,000 2 day
for each violaticn may be imposed whenever FEA doiemines ;Eat A vie.u-
tion of its roguiations is willful. FEA s to rofer cases involving
significent evicance of willful violation to the Departrent of dvitice
for crininal prosccution.

PROJECT PRCDUCER

In Noverber 1974 FEA initiated Froject Procducer to avdit inlepend:at
¢rude oil producers' production cperations, FLA's nationel Office of
Complicnce erd Enfercenent selccted frem ronthly reports, which "“oézc: s
were required to submit on cruce oil productiOM. tho 129 cducivs ULt
reported the areatesi velure increases in new oil produced fnom Semtaecher
1973 to October 1974, The 125 procucers accounicd Tor abcut 4 poveeni of
the total production of new uncontrolled oil reported to FEA duawug the period,

Because the potcntial for violations is greater ewong thoso producers
reporting the greatest volive of increases ir new 011, FEA efficials
believed and we aarce that ofiorts sheuld be divected at such preducers.
In February 1875 FEA hoedguarters officiale told ve that they vare xcvio'ring
the monthly mcduction vorores suhnitted by prodicors to torcet for audit
an additiona) 1,030 ind.ocndent producers thal had reported larse volvie
increases in nsw o1l preduction.,  However, as of Yaly 31, 1575, FTA
headquarters had not sclected and notificd fie ;;k.tors ¢f #’1*10nu1
independent preducers that sheuld bo cudited trg:r Projeet Prodecer., As
3 result, rezicnal offices have selected their cun lists of producers
for audit undor the preject.

BEST DOC UN\EN'\' AV A\LABLE
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The rethods by vhich regicnal offices seiected the additicnal
producers end the effectiveness of such rethods are somewhat guestion -
able. In some cases, regicnal offices selected producers on vefiﬂery
suditors® racc: venditionsy hovever, in rost cases, ragionsl offices
fdentified and celocied producers by reovicwing otrunity telerherne
directories or industry publicuations. In some cascs, the regicnal
offices made the selection without bnowirg citler the total preduction
of the prodqcer or the percentace of uncontroiled oil incluced in fts
prod uc*iown Ye believe that, with lirited manpose- availeble to eudit
the 12,000 cruce 91l producers, FEA shkould have a wore systezatic basis
for selecting pniential violators of the pricing resulations. be
believe FLA nesdquarters should expedite its efforts to identify and
select for audit atcitional producers that reported large volume increases
in uncontrolled oit.

fs of August 22, 1975, FEA reported that 93 field auditors vere
assigned {5 Project Producer. One hundrod ninoty-nine producer investi-
gations hed been corpleted, and no viclations were found in 1€3 of these
cases. Fra nosodicled consent acrcencents with 26 producers ihat werc
violating pricing regulations which inveTved refunds of chout 33.2
millica. Penatties totaling about $115,000 were coliccted frea 18 of
the 36 pxocuccrs thet signog ccnfent agreenents, and FEA is negotizting
the avount of {he peraliy vith 5 other preducers that sicacd consent
agrecrents,  In addition, 21 LOPVYs with potential vzs?aticn& of about
$3.9 millien hove teen issued to producers and 31 K0PYs wilh potential
viotetions of abcst 6.2 willion weve in various stages of presaration.

Violations cotected included the erroncous classification of eld
ofl as rew, released, or suripper well oil,  For example, the folle:ing
excerpt from a merorandunm dated Decenber 23, 1974, prepared by an FEA
fnvestigator illustrates violations detected.

*1. I have finisned ny investigation of [the companyl.
Out of abcut 175 leascs, 1 Tuund discrepancics in 16 leasas
The total ove:rcharges collected were §183,778.76.

"2. Tuo of the leases had claired moderate amounts of
production as new ang released 01l when it was not, The
violation on these (wo leases was only $3,210.£3,

"3. The reniaining 14 leases had been classified as ’
strippers. Their production had been drasticaily cut

in the last 4-5 wentns of 1973, Their production wes

then diviced by 375 days. When the produciion is

diviczd by tiie ciys of production or when the nistorical

and current proouction patterns are studied, 1t beconms

apparent that these are noi stripper leases. The firm

-6- | QES?DGU&



Copy microfilmad
was of poor quality.

to {21l within
_,' witr 1%, they
nd still get the

has raneuyvered their producticn {0 ¢t
the strirror grtneary, 1§ thovw et
produce &21f the perral accunt of
full erount of roney for it.

t ey

[
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oil an

“4. 1 have presented ry findings to the firm., They
dzclined to rzke any corment until receiving written
notice. 1 recovvend that FEA fssue an NOPY to the firm
as soon as possible.”

thb huPV on Aug 'St a, iJfa fne preducer qucsti ed the rener
thich FEA had couuted the crount of the violetion and reque stcd &
conference with FEA, As of Septeshor 5, 1975, FCA 2nd the prodic
had not et to discues the 900,

fesolving the ehove case end rany o her cases involving moientic)
violaticns ¢f trna pr1€1ng reevlations vis deleyed untid rrmu"*or5
questions vore larified bv FIA's rnjiof71 counsel endfor FES's
headquarters (ffice of Genoral Counsel. Far oy veesle, FEL T8
auditers used differeat forrules in corsuting the eutrage AR IY
ﬁFOJJCt1Gn of ofl w2lls because of uncortaintios concorning 2o
ranner in vhich the computation snculd be rade. Under one for-ula
auditors vsed the nu=aor of czlendar gays in the vaar, wharczs under
another forruls auZitors used <he actuxl production davs. For one
of the procucers FEA investicuizd, enplicetion of the first for-uls
would have idertifisd the averaee ¢aily croduction as 7.7 berrels
while applicition 47 the secend fors u1a would have identificd the
production as 11.7 tarrels a cov. In M2rch 1975 FIA rogional cffices
expressec uncert2iniizs to tho rationsl office aheout tho prota-
rethod of computing ¢verace ¢aiiy gpreducticon. Cn June 10, 1373,
FEA's Office of Cenerel Counsel notified ragioral offices this zctes)

. OW

production days should be wsed in cermpusing averigs ¢aily procuction.

In addition, bzcause FEA hradquarters did not provide form:) guid-
ance to FEA lega“rs regardino trne circumstances undaer which rh.tgts
should be scucht from procucers that ware in vinlition of pricine ressic-
tions, renuoﬂnt ovfices we v151 ed vsed cifferent criteria for os::fsi:;
civil pcne!‘ies uncer Project Producer.  The folloving tzhle shows, “or
the three regicrs we visited, ..e resorisd nurSar of consent ©oreiTinls
reackea, the dollar value of the vigiatisns, ¢~d t“* arount of penaitic
that had teen collected from v%ola;ors as of July 25, 1675,

-\"
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fmoamt of Rrmoent of
Recional Reaber of refunds and penalties
office consent anyecrants rcilhacks collected

Dallas 5 § 440,827 - 0
Kinsas City 10 652,466 $50,0135

Denver A ?Sg);i 0
Total 11 SLAGLAS,  S50.035

Kansas City regjicnst office oificials te‘d vz that they sought a ponaily |
for every vicletion (hey “rtected and thet their gesl was to col?ecf
penatly which spproeiniere 10 corcent of the azovnt of the siclaticn.
According to them, the Y0 nereont enveainates interest the producer
Vould ha e Lola L0 Toric o valn CfLaue 0BG A0 TR GVOTCha oo Sncaries.

In contrast, tre Dallaw i Traveor rocional officrs bad collected no
penalties under Prodect Fro tuenr, 2vn regiconnt of ficials told us they
intended to assess poraiiior oo waen they dotcicined that cvercharges
ciianated frem neglicons v dnoonciondd disrooard of the regulitions,

Under these differat coitathes, a pred voer in the Fanses (ity
region that fif L“tu'""if faclonenty vieleld pricing reculeiicns
would have been roguir:s o it cvarcharaes end Lo piy o 1oty
whoereas a similtar Vﬂslhtnr in o Deilas or Denver regions voul have
only refunded the ovaiciiicda,

*

He believe that FUJ naids consictent criterie Vor determining vhen
penalties should be esscseee iominst vietaiors o the pricing regulotions
so that violators ere Lroaicd rouitebly, regerdlcss of their ccoarirhic
focation, ‘

CRUDE 011 PRODUCTION OF ! %3032 Ol (BI0ALIES

Al

M n e v amor @

FEA hos not suffici. oily andited major oil ctipanies’ domestic crude
oil production 10 cstablich vhethop thrre conponics are in suhstontial
compliance with crude ofl piricing regulaiions.

FEA has audit teons escionnd to the 30 Jarcest refining covvanies,
which account for abeut &4 repes nt of demostic rofining cepacity. Fn...-
February 1975 the auiits vore consucted on a cvelical enproach. Uncer
this approccih the auditers roviweed refiner {renccctions appliceble to
specific periods.

B st n By T S
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Trensaction during Scheduled
___period coraletion daée
Frc""s Ie
Cycle | Hay 1, 1673 Jdan. 31, 1974 May 31, 1974
Cvele 1T » Feb. ', 1974 June 30, 1674 Sept. 30, 1978

Cycle 111 July 1. 1974 Sept, 30, 1974 Jan. 31, 1975

Ordinarily tws auditors were 2:signed to each refiner and were
respcqsib}e for cor ctzng a compreronsive, 13-segrant audit progran
covering the rijor ;ch s of the refiners' gperatiens, {ne oo the 13
segrents called for tno suditers to daternine the va!ic:tj onZ BCLUriCY

of quanticy (o7d oo of dimietic orodn n'rcn::f:, includiern povchoooe

made by a retyner sron it c.m crugs o0il producing cTthaht“S. §10.1
on ronthly reseris .nich ?hf firms fubmitted to FEA, Verificzation

was to encompass the bese ronth of Jiy 1973 and subseguast rr"bs. ;“j
rtprefcn.c fve coentity ond cost ﬂ;:J were to be traced to supply and
paycent documants.

In our yrsvfﬁus?j reptic s 3 Decepber Y974 report Lc you, ve pointed
ot that fri .aj ret corplated the andit work, including the work on
dorestic cruce ¢il, on t*c first tuwa c;cle,, p.?rarily bageusz of ke
Virited u”VUu-- ¢ss‘"qﬂﬂ o cach rafiner. Ve also reviencs the thind
cyeic sudit ranorts ¢ the 20 majer rofiners to Cetermine the coverere
afforded to woastic crude oil trarsactions.

~

)

We found that the eudit teams did no audit work at 16 o7 the 20
refiners. At 13 refiners ¢he gudit work done vas ot sufficiint to
permit suditors to rzhe en overall cssessrent of refiners' ceroliance
with crude oil ;ric‘n. rec.istizns, At the voraining refiner, cir-
pliance actions hed & n initiaied ca two violztions the auditsrs ferad.
One violatizn, whigh Tvol e errencous clsssificetion of injecticon
wells 2s prcvuc:n« +2315, Shus alleeing certein leases o bo chessivicd
as stripper well |l s, resulted in cvercharﬂ"s of about &4 filion feor
the cariod July t : yurbar 1873, FEA and tho company ere rcostiating
the r2thod by wnich tne corpany will repay the overcharr&;. The other
viclaticn involeed w2 erroncous caiculaticn of the montaly prodicticn
of wells curing .he 1972 bese year. FEA has cirected the copiny to
receroute the biase weer production so that the dollar arsunt of overcharces
can be ceterninad.

’\' “
\n .
D b e f‘)l
-, (‘
LYA

In February 1878, FUA chanced its rethod of auditing refincers from
the ¢yclicz) enzroach to @ rocule arproach. Under the radule évorcach,
FEh fcentificd 20 distinct aspacts of a refiner's operations xﬁich could
be audited by tre eudit teoms. (Sce enc. I.) Each of the 3D audit teas
was assigreu certsin rodules vhich were to Le ¢civen priority éttention.
The teaws weve not oivan doadlines for co:plevtﬂﬁ the assigned roduics
tut wire 0 sub-it resorts after work &n cach racule wes co'pi wed.
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Under the domestic crude module, FE% auditors uore ¢o werify coois
associated with company-cened production {equity cruce) as woll @3 pure
chases from nenatfiliates sources. (Cost associated with eguity crude
con oo trafed Lo otho urdis ::: 30LLTTE QalLTants, such as cer iy cesllotirn

records wnd roports; hoogver, the individual producers raintain tne fuirce
docuronts asscciated with non,.‘llia:&a cruce purchases., LA auci
were not circcted to verify source docwents in the case uf ronafiis
crude purchases, byt they were to insure that invoice costs vaore actu*ctely
vecerded by the company. ‘

in dune 1975 FEA ¢fficials told us that fron one to four audifors
had bzen assigned {0 cach refirer, fAccording to FEA officials, 12 of
the 37 avdit tearns were rot assigned the comestic crude pro‘ru..ch eggie
and the remaining 18 teazs wers assianed tre dovestic crvﬁe il prodoction
iodele &3 one of the miicrely arcos. Husover, o8 of Juliy O, 30750, wos
one audit of da“ﬂs*'c crucs i) production had been completod undr A
module arprocch, The avdit covered 1 nonth of a wajor refinar's orari-
tions, ard.the coditors concluded thal the corpany wes properiy h
cosis aftributzble to curostic crude oil purchases. Regiorncl ofd
told us ihat the auditors assicrned to the 18 comy nlcs whoss éeo o
orude product ‘on vere to ke eudlteu vere responsibie {or revie.ing
1 to 10 ccditicnsl audit rodules. With enly {roo one to four 2 iiter
avaiizble at cach rajor refirer to work ¢n & ruber of audic z.CJ’es
addition to the dovestic crude produc ien radule, 18 ¥s highie unlit
that any of the modules ¢in receive adeguate etiention,

COLCLUSITLS

Althouoh crude 01T  rirn controls initielly expired on f JSt 1,
1975, FEA officials have publicly staled that FEA is cormitta” o TL-
pleting its audits of thz petrolewn “adustry for transccticns 9ccurriu;
during tbe pericd price controls were in effect. Furthercore, (ne
Presigent siened legisltaticn on Septa ber 23, 1975, reinstatin- i¥2
price conirols catil lovescer 15, 1575, e Believs FER must 52 r»r"i o
and irprove its fudits of crude ol preduce. s in ¢vder to provide 2000 0Lz
assurence that producers are in substantial corpliance with cruce pricing
reculations.

Fe prcposed that FEA: ﬁ :

--Intensify the coverage afferded production cperaticns
of major oil companies.

|

--Expedite efferts to identify and dissenirate to tre
regional offices the ramies of indenendent producers
that are, according to renonts sulsiitted to FEA, rost
likely to be in viclation off pricing regulationa.
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--Insure fralersntetion of ¢ vaifore poliey ragarding penalties
which should be souunt end co¥%crz ¢ frem pro«,cer: that are
deternined to 2 in violetica wf FOA pricing roguisticns.

FEA €Eﬁi:HTS

On Seplerter 2 we ret with officizis of FIA's (ffice of Goraral
Counsel and (ffice of Pogulatory Prosrors (o discuss our report and o
obtain their corente. FEA offirfzis zgreed vith cur report ard iis
fingings &ngd szid th@. they had inftictes channas wnich snould improve
the progren for auditing corestic crule oil producers.

The offic* § rodrded pub thet pn foeast 17, 1976, FER's fepara?

@i PRI b

Counsel end fosistint Jomdeictrinoe cop fijulitory Progesms fgevsd

. ¢ L") - - o . G-J‘ - UJI\ - 5w
& joing serorzasum to &l Pagloned Addnistriiors setting foreh Fih's
policy ¢ efvil penaisies. Tro oo weendws roirsed cut that willfyl
violzsicns are subjer. te erivinel 2ction. Jo statad (hot g civil
peneliy should to spumnt dn 31 caers viore oo violation apiears o
have boen rore wnon $r: oroduct ¢f o honcet nictake, but not & wilifud
action, Yro rerorand.s suts fords e follcning cxe~ples of inttarsns
tn vhics & civii peneley {8 virrenioel

1. Viclation of & sirple, oicer resulotizn,

2. Violzticn of g coolex bul neverttnloss vell-krowm
provisicn of o regulaticesy with rosrrct to which
FEA has providsd the fniishiy with rouch guidonce.

tice vhich

oreg
FEA consiitutes

3. PRopeating, evzn 36 drzlvorieatly
the rarty wes soovicusly notifis

a viciasicon.

.C
5!.;’

coeds ord otbercise
ceutions that would

5. A violzsion
r.anect to L
suppert a ¢ric

.' LE 4

1Ful byt with
t evidinee to

The officials trlieve v
sistent zsscssm2at of po2
ragulations.

3%
vt}
e L
b ot
[ SO
v ﬁ

¥ stiurmant will result in 2 more con-
(§ L-inst vielrticors of ~rude pricing

The ry-tor of evritors gosizred o tho Tirgest r;ftn:rs ThE
increased, 50 o2t croseelly fec . o to eirel Luditers will b2
assignzd to cocm of Vo orefipcrs. Teo @ddilisnzi rargpuar will pormie

- | U'uu\“i\‘\

g ¥
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more «ffort to be placed on the dowestic crude ofY rodule. In addition,
on Septerber 10, 1975, the Acting Associate Astaistent Adwipistrator for
Compitence, Regulatory Programs approved a veviscd staffing plen under
which ebout 30 of the 93 auditors currently assigned to Preject Producer
will be transfurred to the Refinery Audit and Review Program to gssist
in corpleting “he crude 011 production rodute at tarcs refipers. FEA
intends-~throuch the use of stratified sampling technigues--te corplete
fts aucits of the domestic crude production rodule by Deeember 31, 1975,
These eudits will include verification of costs associated with eauity

preducticn. Verificatien of nonaffiliated crude production will bte made
under Praject Producer.

Alse, the Office of bencral Countel issued two rulings dated August 29,
1975, which should clarify certain requletory questicrs wiich Feve irpeced
corpletion of several producer irorestications. Cne ruling clarificd the
meaner in which the aversge daily production of @ well should Le caleulaced
when cruce preduction has been curtaiied and the other ruling (larified
how & priperty 15 defined for purpises of corputing base-pering wunthly
procuction.

fn Auaust 29, 1875, FLA aiso issued an armendrent to the crude
pricing requlations which states that loase condersates (or cortein
tiquids produced {rom ofl and cas welly) ore inciuded in tie definition
of crude o1 and that liguid condonsates procuced from gas wells are
not eligible for the strippar ofl exerption,

FEA is still in the process of selecting additicrnal independent
producers far audit under Projoct Producer. According tc FEA offfcials,
they have experiences rany deloys in recefving coples oF the rorthly
reperts because other FLA organizaticnal elerents heve bien entering
the dats on the monthly reports inte a computer system, FEAR has now
received ¢ rajor portion of the monthly reports and plans to celegt
addftionai incependent producers for audit by late Septenber 1875.

E é Sincerely yours,
e (L /7
| C{gngf”;hi1lip S. Hugheg:

L/,ff Assistent Corntrollor {oneral
! | ¢f the Unized States
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15.

18.

20.

REFIEEOY AHNIT AuD DEVIFY PPNADAY

Desk Peview of {oonine ’“ﬂ*h?y feports
Supporting Stk dules

Review of Covprny Procedures
Domestic Cruda

Imported CrudefTransfer Pricing
Transportu&ienf‘arine ang Pipeline
Purchased Preducts

?ost Becovery

Befinery Palerce Tueentive
Class of Purchzsier/Ditcounts
Octene Ratincs

Pesidual feel--Tedlic Liititizs
Profits

Non-Product Cosis

Pricing

Entitlerents

Complaints

Allocation Sales Calculations

Custormary Business Practicus
{Credit Cards, Lease Cancellations, etc.)

Reseller Crude Siles
€alculations

Special Projects
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