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SECTION 1:

- Jntroduction and
Executive Summary

‘In Septemher 1982, the FTC published a report on merger
actrvxty in the Unxted States petroleum industry. That report
‘was wr:tten at the request of several Congressional committees
that.were concerned thh the nature and extent of acqutsmons
by the leading petroleuym companies.! The 1982 Report dealt |
with a number of i 1ssues involving mergers and acquxsmons in
the petroleum tndustry, mcludmg competmve ef f ects, possible
effi 1c1encxes, and the financial costs of these transactnons The
_1_2&2_3_@_9;_1 presented data f or 1971 1981 on mcrger activity |
and on concentranon in the petroleum mdustry.

The purpose ot‘ the present stud); is to add three more ;ears
of data, for 1981-1984, to the historical‘ seriesv on merger
activity and concentration in the 1982 Report. The present
study is d1v1ded mto three prmcxpal sectmns (l) an analysns

of acqunsmon acnvxty by leadmg petrolcum firms, (2) a

1 Federal Trade Commission, "Mergers in the Petroleum
Industry: Report of the Federal Trade Commission,”
Washington, D. C., September 1982. [Cited hercinafter as 1982
Report.]



discussion of concentration in crude oil reserves and produc-
tion, and (3) a review of concentration in domestic petroleum
refining.

The 1982-1984 period recorded several ‘large transacﬁons
involv.in_g leading petroleum companies.? Wﬁilc {hcsc transac-
tions were hcwsworthy because of their large size, they do not
necessarily represent increases in the relative size of the
leading petroleum compahics. In some cases, the leading
petroleum cbmp:mies were acquired by firms that ‘prcviously
did not hﬁyc substantial  domestic petroleum interests.
Compared with other large firms in the economy, the leading
pctrolcurh companies, over 1979-1984; vb;cre not the most active
acquirers, measured either by the number of transéxctions or by
the value of the acquisitions relative to the assets and sales of
the hcquiring firms (sece Section 2). Fof 1979-1984, the 18
- leading petroleum companies made 85 acquisitions, each
valued at $15 million or‘n.xorc, and the transactions value of |

these acquisitions each year averaged 3.21 percent of the

? In 1982, US. Steel (now USX) acquired Marathon,
DuPont acquired Conoco, and Occidental Petroleum acquired
Cities Service. In 1984, Socal (then Standard Oil of California
now known as Chevron) purchased Gulf, Texaco purchased
Getty, and Mobil purchased Superior Oil.
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acquirers’ market value. In comparison, 16 Fortune 100 firms
with limited petroleum interests made 10} acquisitions, which
cach year averaged 6.69 percent of the acquirers’ market value,
and a sample of 18 other Fortune 100 firms with no petroleum
interests made 59 acquisitions, which each year averaged 3.53
percent of the acquirers’ market value. Recently, from
1982-1984, the lcadin‘g petroleum companies made $2.5 billvionv
in n'gg divestitures of non-energy related assets; this develop-
ment suggests the conglomeration x‘novcmcnt among petroleum
companies that was of public concern in the 1970°s  has
diminished.

A second major portion of this report concerns changes in
concentration in the petroleum industry, which is affected by
mergers and acqqisitions as well. as other factors. The
appropriate areas in which to measure concentration in the
petroleum industry depend on the vertical stage of production
and on the policy issues pndcr consideration. | We consider
crude oil reserves and production separately from crude oil -
refining. - D ' s

For crude oil reserves and production, the appropriate'area

for measuring concentration is the world as a whole. Since



1973, movements in th;: world price level of crude oil have
primarily governed the basic price paid by domestic consumers.
This should continue so long as the United States does not
directly limit the import of foreign oil products, such as
happened when the pre-1973 oil imﬁort qﬁotas were in effect.
The level of world prices is primarily determined by the
production decisions of the large statc-owned oil companies of‘
foreign governments that control production within their own
-national borders. Changes in ownership among U.S.-based oil
companies will have relatively little effect onb ‘world
concentration, because these firms own or directly control only
a small fraction of the world productioﬁ and reserves.®
Concentration of world crude oil reserves lies in the lower
end of the "moderately concentrated” f'angc and remained
virtually unchanged f rom year-end 1981 to ycar-end 1984.
Measured by the Herfindahl-Hirshman Index (HHI), concentra-
tion of world crude oil reserves, as reported in Section 3, w.as
1047 in 1981 and 1062 in 1984; and the four-firm c‘oncenkt'r;tion k

ratio was 53.0 percent in 1981 and 53.8 percent in 1984.

3 For example, Exxon, the largest U.S.-based oil corﬁpany.
controls only 1.5 percent of world crude oil reserves.
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World crude oil production is unconcentrated. Moreover,
concentration fell from 1981 to 1984; the HHI for world crude
oil production for 1981 was 816 and for 1984, 653. Similarly,
the four-firm concentration ratio fell over the same period
from 57.3 to 52.6 percent.

Concentration of domestic oil reserves and production could
be of a_ntitrust concern if imports into the U.S. were limited for
a prolonged period either by international developments or _by
U.S. government-imposed restrictions on oil imports. Here, the
concerns are limited, however, because ownership of domestic
crude oil production and reserves is uhconccntrated.‘ In crude » |
oil, concentration is affected by success in exploration and-
development independently of acquisitions. Cofr,éspondingly,
the acquisition activity of the leading oil companies had
rclatively little effect on the concentration levels of domestic
crude oil production and reserves.

For US crude oil production, four-firm concentration

(reported in Section 3) increased from 24.8 percent in 1981 to

]

¢ If there were regional submarkets in crude oil, such as
the West Coast, and if reserve ownership were concentrated in
these regions, then intraregional mergers could be of antitrust
concern.



26.1 percent in 1984 and the HHI increased from 251 to 282 over
the same period. Based on U.S. reserves, four-firm concentra-
tion fell slightly from 30.5 percent at year-end 1981 to 29.2
percent in 1984, and the HHI remained virtually unchanged at
322 in 1981 and 333 in 1984.

The markets for refined petroleum products may be more
régioual in nature, as discussed in Section 3.2. For a variety of
économic and technological reasons, international and inter-
regional tradc> occurs more in crude oil than il; refined
products. Thus, while the base price may be determined by the
world market price of crude oil, the refining margins and the
qorresponding p‘riccs of refined products to en_d users 'could
differ ambng regions. | Concentration (and aéquisition A
activity) of domestic oil companies is consequently of greater
concert; in crude oil refining and is more appropriately con-
sidered on a regional basis.

In domestic refining, concentration remained 'rclativ'ely.
constant or rose slightly from year-end 1981 to year-end‘i984,

depending on ti:e region reviewed. On the West Coast (PADD



V)5, the four-firm concentration ratio for 1981 was 55.9 percent
and fbr 1984 58.0 percent (adjusting for a tcmpoiarily closed
refinery). In the Upper Midwest (part of PADD II), concentra-
tion remained unchanged with a four-firm concentration ratio
for 1981 of 54.1 percent and 54.2 percent for 1984 (allowing for
a temporarily closed ref incr&). In the East (PADD's I, 11, and
III), four-firm concentration incrcaﬁg:d f rom 29.5 percent in
1981 to 33.0 percent in 1984. Concentration may have increased
partly bﬁ:causc some smaller refineries closed following the loss
of entitlements to low-cost crude af fcr price controls ended, but
also because of horizontal acquisitions among large petroleum
companies. Yet, this latter effect was limited by the applica-
" tion of the antitrust laws. VIf Marathon’s private antitrust suit
had not blocked its acquisition by Mobil and if the FTC had not
required divestiture of certain refinery assets in the Socal/
Gulf®and Texaco/Getty transactions, four-firm concentration

at year-cnd 1984 in the Upper Midwest would have been 64.2

5 Much rcgiona] petroleum data is reported by Petroleum
Administration for Defense Districts (PADD). The PADD's are
delinecated in Figure 1 in Section 3.2.

6 In the case of Socal/Gulf, the divestiture was of assets
related to kerosine for jet f uel.



percent (instead of 54.2) and in the East 37.5 percent (instead
of 33.0).
These results, and many others, are reviewed in more detail

in the sections that follow.



SECTION 2:
Merger Activity by the ,
Leading Petroleum Companies, 1971-1984
1. Introduction

A principal section of the 1982 Report developed and
analyzed data on merger activity by the leading pctrkolcum
companies from 1971-1981. The purpose of the present study is
to add three more years of data, for 1982-1984, to the
historical series on merger activity in. the 1982 Report. This
update also provides an opportunity to correct certain errors in
the data reported in the 1982 Report.  Data sources and
methodology used for this update are, withnind’icatcd excep-
tions, the same as those used in the 1982 Report.

The ]982 Report observed that apparently heightened
acquisition activity by the largest petroleum companies
("LPC's") could be attributed to these firms’ absolute large size
rather than to any greater propensity by them to acquire other
firms than that shown by other large corporations. The d_afa
for 1982-1984.con£irmf this observation.  Acquisitions by
‘petroleum_ companies included iyn the sample are no larsef pro-

portionally to their size than acquisitions by other large firms,



and apart from two exceptional years, there are no discernible
trends in acquisitions relative to the Lf’C's size. Secondly, the
1982 Report ixoted thaf LPC’s were concentrating their acquisi-
tions on energy-related assets. This trend extended in 1982-
1984, with the LPC’s making substantial nét divestitures of non-
energy-related assets; the conglomeration movement among
petroleum comb’énics, prominent in the early- to mid-1970’s, haé
not continued in the 1980's.

The present study, as was the original study, is organized
around two sets of data. The first reports the merger and
acquisition activity of the 16 LPC’s, as ranked by total sales for
calendar 1970 as reported in the 1971 E_Qﬂ_\m_;_ 100.7 The 1982
Report sought to identify and quantify all mergers, acquisi-
tions, and di;CStiturés, cach exceeding a $10 million threshold,
by the LPC’'s for the period from 1971-1981. The present
Report extends the period examined through 1984. However,

in most of the tables presented below figures are given for

T The Fortune 500 Directory of leading industrial firms
for a particular year bases its rankings on sales of the
previous year and assets as of January 1 of the year of
publication. :

The selection of LPC’s is further discussed in Section 2
below. :
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the entire period covered by both studies. The second set of
data compares the merger and acquisition activity of the 18
largest petroleum companics (as of 1978) with that of (1) a
group of 16 petrolcum-related firms (thos¢ with some but
proportionately smaller oil interests than the 18 largest) and (2)
"a random sample of ‘18 large non-petroleum companies. The
1982 Report presented figures f or cach of these groups over thc
period 1979-1981. The present Report extends this comparison
through 19848 Again, most of the tables present figures for
the entire period covered by both studies.

A large variety of mcasures can be used to describe mergcr'
activity, and our choices arc governed larg’c.ly by those
measurcs employed in the 1982 Report. ‘In both the description
of mergers by LPC's over time and the comparison of petroleum
company acquisitions with those of other large firms, we begin

with some basic data on sales and assets of the firms in the

8 Asdiscussed below in Section 3 and in the 1982:Report,
pp. 52-56, the study differentiates between petroleum
companies that devote their principal efforts to petroleum
activitiecs and petroleum-related companies that have some
petrolcum interests but. devote a proportionally smaller amount
of their efforts to pctrolcum activities. :

11



sample.® We then proceed to look at the acquisitions classified ‘
in scveral ways. Data tables are presented for each of theése
classifications.

The primary taxonomic split is between acquisitions that
involve entire companies, "whole company acquisitions," and
those that involve some of a firm's assets as well as whole
company acquisitions, "total acquisitions." Within each of
these two primary classifications, acquisition activity can be
measured by simple "counts of transactions, by the amount of
the sales price, by the book value of the assets acquired, and
by dollar sales of the acquired firm (in the case of whole
company acquisitions).

The basic data arc then adjusted to correct for the cffc.cts of
three possible sources of bias. The first sét of adjustments
-corrects for the effects of general inflation over the 1971-84
period. The second set of adjustments confines the analysis to
transactions exceeding $100 million in constant dollars; this

‘attempts to eliminate a potential bias caused by possible

&

9 We did not reproduce the 1971 and 1979 historical data
on the petrolcum activities of the firms that were used to
detcrmine the original sample composition, since that data had
not changed. ‘ »

12



underreporting of smaller acquisitions in the pre-1978 period,
when there were no official reporting reqqircments. The third
group of adjustments expresses measures of merger activity
rclaii?e to several measures of the acquiring firm’s financial
size; these adjustments allov{ for the effect of the increase in
measures of the ~absolﬁtc size of petroleum f irms following the
post-1973 oil price increases. |

.Wc believe that by reviewing a multiplicity of measures,
‘which allow for potential sources of bias in the data, we have
strcngthcned our basic conclusions: (1) that there has been no
trend, apart from ‘two very active years (1979 and 1984), in
LPC acquisitions relative to the size of the firms and (2) that
-the acquisition activities of the larger pcirolcum companies are
not proportionately greater than those of other large companies.

In the present Réﬁort, the discussion concentrates on
devclopments in the 1982-1984 period. When appropriate, the
reader is referred to thc 1982 Rggor for more extcnswc_

,,dxscuss:on of carhcr dcvclopmcnts

13



2. Acquisition Activity of LPC's, 197]-1984.
a. Background Information on LPC’s

Table 1 (parts A and B) lists the 16 corporationﬁ identified in
the 1982 Report as LPC’s based on their sales and assets in 1970
and l?7l.’° A LPCis a firm that appeared in the.top 100 firms
of the Fortune 500 Directory of Industrial Companies in 1971
and devoted a substantial proportion of its activity to domestic
crude oil production and refining. The preparers of the 1982
Report determined the domestic crude oil and natural gas
liquids productioh for 1970 and the domestic petroleum refin-
ing capacity as of January 1, 1971 for all the firms in the
Fortung 100 for which information was available. Tﬁqse firms
were then ranked based on indices of their crude oil production
and refining capacity relative to their total sales and assets.

The 16 companies chosen for the LPC group all had high

10 - Several of the LPC’s have changed names since 1970,
with several adopting as their formal corporate title their
previously used retail trade name. The following changes have
occurred: Standard Oil of California (Socal) is now known as
Chevron; Standard Oil of Indiana as Amoco; Standard Oil of
New Jerscy as Exxon; Standard Oil of Ohio as simply Standard
Oil; Sun Oil as Sun Companies; Union Oil of California as
Unocal.

To keep the discussion consistent with the 1982 Report,
the historical names are used throughout this Report.

14



TABLE 1A

16 Large Petroleum Companies, 1970:
1970 and 1983 Comparative Assets,
Sales, and Fortune Rankings
(values in current dollars)

' 1970 1983
Company Rank Assets Sales Rank Assets  Sales

($ million) . ($ million)

Ashland OQil
Atlantic Richflield
Cities Service
Continental Oil

79 1000 1407 | 45 4108 7852
30 4392 . 2738 | 12 23282 25147
62 2193 1714 [NAA. NA. NA.
31 3023 2712 [NA. NA. NA.

Getty Oil 95 1946 1221 | 24 10385 11600
Gulf Qil 1 8672 5396 | 11 20964 26581
Mobil Oil 6 71921 7261 | 3 35072 54607

39 3057 2273 | 16 13094 15249
19 4610 35901 13 22169 19678
14 6594 4188 | 9 24010 27342
16 5397 37331 . 8 25805 27635
2 19242 16554 | 1 62963 88561
83 1747 1374 | 25 16362 11599
48 2767 1942 | 17 12466 14730
9 9924 63501 6 27199 40068
s7 2515 1811 | 31 9228 10066

Phillips Petroleum
Shell 0il (US)
Standard Oil of CA
Standard Oil of IN
Standard Oil of NJ
Standard Oil of OH
Sun Oil R
Texaco

Union Oil of CA

Sources: Fortunc 500 Directory, 1971 and 1984. Sales are for years

shown. Assects arc end-of-year values. Company names are those
used in 1970.

Note: N.A, Company merged, and scparate data are no longer available.
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TABLE 1B

16 Large Petroleum Companies, 1970:
1970 and 1933 Comparative Asscts,
Sales and Fortunc Rankings

(values in constant dollars: 1970=100)

1970 1983

Company:\' Rank Assets Sales _ Rank Assets Sales
e ($ million) \ (S million) .

\ .
79 1000 1407 | 45 1662 3177
30 4392 - 2738| 12 9420 10175
62 2193 1714 |N.A. NA. NA.
31 3023 2712 |N.A.  NA.  NA.

Ashland Oil
Atlantic Richflield
Cities Service
Continental Oil

Getty Oil 95 1946 1221 ] 24 4202 4694
Gulf Oil 11 8672 5396 | 11 8433 10755
Mobil Oil 6 792) 7261 | 3 14191 22095

3057 2273 16 , 5298 6170
19 4610 . 3590 13 / 8970 7962
14 6594 4188 97 9715 11063
16 5397 \ 3733 78 10441 11182
2 19242 16554 | ;1 25476 35834
“83 1747 1374 25 6620 4693
48 2767 1942 ‘17 5044 5960
9 9924 6350| 6 11005 16212
ST 2515 1811 | 31 3734 4073

Phillips Petroleum
Shell Oit (US) )
Standard Oil of CA
Standard Oil of IN
Standard Oil of NJ
Standard Oil of OH
Sun Oil

Texaco

Union Oil of CA

— —— —— - - ———
W
©

Sourced: Fortunc 500 Dircctory, 1971 and 1984. Sales are for years

shown. Assets are end-of-year values. Company names-are those
used in 1970.

Note: N.A., Company merged, and separate data are no longer available,

16



measure of relative petroleum activity on at least one of the
indices and most ranked high on both. For 1970, the LPC’s had
a per-firm average of 394.4 thousand barrels -.per day of
domestic crude oil and natural gas liquids production, and as of
January 1, 1971, they had a per-firm average of 636.5 thousand
| Barrels per day of domestic refining capacity.!!

As of 1983-1984, the LPC's were still substantial»enterprisee
that as a group had increased in size in real terms since 1970,
although not necessarily by acquisition of othei’ firms. Two of
the original 16 were acquired by firms outside the LPC group

and separate data are no longer available for them.!? The 14

‘11 For a more complete discussion of the definition and
selection of the LPC’s, see the 1982 Report, pp. 18-21 and
Appendix A of that report. For a presentation of the salient
statistics of petroleum .activities of the LPC’s, see the 1982
Report, Table III-1, pp. 22-23.

12 DuPont acquired Conoco in 1981 and Occidental
Petroleum bought Cities Service in 1982. The acquisition or
divestiture activity by Conoco and Cities Service up to the time
they were acquired is included in the figures reported below.
However, when an LPC was acqunred by a:non-LPC, subsequent
acquisition activity by the buyer is exeluded from the LPC"
sample.

.The decision to exclude subsequent acqmsmons by a non-
LPC that bought an entire LPC 'was motivated by two con-
siderations: a. Complete data on the petroleum activities for
the merged firm were not always available due to limitations in
financial reporting requirements; and b. Acquisition activities

(continued...)
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firms that remain as identifiable entities had combined assets
of 3367.1 billion as of January 1, 1984 and 1983 sales of $380.7
billion measured in current dollars; in constant (or deflated)
1970 dollars their beginning 1984 assets were $124.3 billion and
their sales for 1983 were $154.0 billion. They accounted for 34
percent of the assets and 33 percent of the sales of the 1984
Eortune 100. In 1971 they accounted for 29 percent of the
assets and 21 percent of the sales of the 1971 Fortune 100.13

12(_.continued)

. and policies of the surviving, non-LPC buyer might have been
. significantly different than those of the acquired LPC so that
the comparability of the data on the acquisition behavior of a
specific group of LPC's defined at a particular point in time
would be limited. :

To account for a possible downward bias in the data
caused by the exclusion of the post-acquisition activity of the
LPC’s purchasers, certain of the tables present alternative
estimates (based on a simple proportional extrapolation) of how
much acquisition activity would have happened if thcsc f irms
: had not becn deletcd f rom the: sample

13 Two more LPC’s were acquired by ogner LPC’s in 1984.
The 1984 ‘transactions were Standard Oil of California’s
purchase of Gulf .and Texaco’s acquisition of Getty. These
transactions did not require any alternative estimates for
subsequent years because they occurred in the last year of the
sample period. '
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b. Basic Acquisition Data |

Tables 2 and 3 provide summary information regarding the
number and size of acquisitions by LPC’s in each year f iom
1971 through 198414 The data in Table 2 refer to "whole
company acquisitions,” which the 1982 Report defines as the
gcquisition pf essentially an ;—zntire firm as opposed to just some
of its assc‘ts.15 Column 1 of Table 2 lists by year the number of
whole company acquisitions that were ‘each valued at $10
million or more in current dollars. Column 2 provides by year

the total value of these acquisitions measured by the amount

14 A variety of sources were consulted to construct the
series on acquisitions including FTC records of premerger
notification fnlmgs under the Hart-Scott-Rodino Act,
Moodyv's Industrial Manual, Moody’s "Industrial News Reports®,

The Wall Str g;; Journal, and Mergers and Acqguisitions. The
128_2__;29_[_1 used these sources and several others that are
described in Appendix A of the 1982 Report.

18 While acquisitions of firms can take on a variety of
~ forms, due to-a number of financial, tax, and lcgal considera-
tions, acquisitions were considered to be "whole company
acquisitions” when control, defined by 50 percent or more stock
ownership, “‘of a previously indepéndent corporauon was
acquired by another corporation. Corporate rcorgamzatxons
and sales of subsidiaries were thereby excluded from the whole
company category. Whole company acquisitions are more
completely defined in the 1982 Report, pp. 24-26.
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TABLE 2

Whole-Company Acquisitions by
16 Large Petroleum Companies: 1971-1984
(values in current dollars)

Number Value Number Assets Sales
of of of of of

Acquisi- Acquisi- - Acquisi- Acquired Acquired

tions tions tions2 Companies Companies

_ ($million) , (Smillion) (Smillion)
Year (1) ) 3) 4) )
1971 1 26 3 92 72
1972 1 47 1 28 9
1973 1 10 1 13 13
1974 5 956 5 1,824 2,295
1975 2 36 2 48 90
1976 3 1,164 4 2,301 2,630
1977 7 1,351 7 2,035 1,485
1978 3 43 2 42 85
1979 9 5,989 10 2,025 1,828
1980 12 1,451 12 2,303 2,889
1981 - 8 3,145 8 5195 5490
1982 2 106 2 318 980
1983 3 1,253 3 687 417
1984 6 29,442 5 36,838 42,602

1 Based on acqu:smon price of $10 million or more in current
dollars. Column (2) is sum of acquisition prices of transactons
in column (l) , . .

2 Based on assets of $10 mnllxon or more in current dollars

Columns (4) and (5) arc the values of assets and sales for
. transactxons shown in column (3).
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TABLE 3

Total Acquisitions and Divestitures by -
16 Large Petroleum Companies!: 1971-1984

(values in current dollars)

1984

Number of Value of Number of Value of
Acquisi-  Acquisi- Divesti- Acquisitions
tions tions ~ tures Net of
. ($million) Divestitures
($million)?
Year 1) 2) 3) (4)
1971 2 113 0 113
1972 4 132 6 -289
1973 3 55 5 - -184
1974 13 1,358 1 1,333
1975 7 678 0 678
1976 7 1,256 5 859
1977 13 1,598 2. 1,542
1978 7 399 4 - 288
1979 14 7,140 11 -4,907
1980 23 5,528 4 5,052
1981 19 4,553 9 -4,251
1982 6 931 - 11 -3,797
1983 8 1,641 14 192
23 32,286 6,861

1 Acqmsmons and divestitures valued at $10 million or

more in current dollars

2 ‘Column ) represents difference of the value of

vacquxsmons in column (2) less the gross value of

divestitures.
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paid for them by the acquiring firm.1®* Column 3 similarly
shows tfxe number of whole company acquisitions each with a
book asset value of $10 million or more. Columns 4 and 5
present the book assets and sales, rcspcctwely, of the
acquired companies for the transactions tallxcd in column 3.
Table 3 presents figures on “total acquisitions,” whjch the
1982 Report def ines as both (1) "whole-company acqui_sitions"
and (2) partial acquisitions involving only some of the assets of

the selling firm, whereby the selling firm remains as an

16 For the earlier years, column 1 of Table 2 may contain
a minor over-counting of whole company transactions. A few
instances of two-stage acquisitions were observed in which
partial stock owncrship was acquired in one year and full
control achieved in a subsequent year. For the initial year,
the assets and sales of the acquired firm were added to the total
assets and sales for whole company acquisitions in proportion
to the fraction of stock ownership acquired in that year. The
remaining assets and sales of the acquired firm were added to
the corresponding measures for whole company acquisitions
in the year in which full control was achieved. Thus, these
figures do not contain double counting for two-stage acquisi-
tions. However, the count of transactions includes a tally for
the transaction both in the 'year of the - initial  partial
acquisition and then again in the year the final step was taken.
This results in a minor overstatement of the number of
acquisitions reported in Table 2 column 1. There were no new
instances of two-stage transactions in 1982-1984.

Sec the 1982 Report, pp. 25-26, for a f ullcr discussion of
two-stage transactions.
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ihdcpendent entity post—transaction 17 Column 1 lists the
number of total acquisitions each havmg a transactlon value of
510 million or more, while column 2 lxsts the total transactxon
value of these acquxsxtxons.“

Columns 3 and 4 ref léct th§ fact kthat many of the LPC's both
sold and purchased assets during tﬁc period studied. Thus,
column 3 of Table 3 gives the numbcf of divestitures by ihese
companies which were valued at $10 million or more, while
column 4 gives the total market value of acquisitions pet of
divestitures; this is equal to the value of total acquisitions less

the gross value of divestitures.l?

17 A variety of transactions aré counted in the total

acquisition category. Such acquisitions include partial
acquisitions of the stock of other firms operating in the U.S.
and acquisitions of subsidiaries or other assets located in the
U.S. The 1982 Report excluded certain miscellanieous trans-
‘actions, including purchase of undeveloped real estate and
mineral leases, corporate reorganizations, transfers of physical
assets to or from joint ventures, and financial investments in
petroleum and coal production payments. Total acquisitions
are more f ulﬂly de-f ined in thc ]_282_3_:29_;_, pp. 24-26’ o

“ The book asset value and sales tclated ‘to the acquxred
assets in partial acquisitions. could not be measured as part of
total acquisitions activity, because the necessary information is
rarely. avaxlable for acqunsmons ol‘ less than an ‘entire fu-m

19 The sale: of an cntxrc company in thc LPC group is
treated as a“ dnvesnturc, Just as is the salc of part of its assets.
~ g (contxnucd...)
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The data presented in Tables 2 and 3 indicate that LPC
acquisition activity, measured in current dollars, has increased
since 1971, particularly during 1979-1984, when compared with
carlier years. This is so whether acquisition activity is
- measured by the valhc of whole company acquisitions, total
acquisitionﬁ. or total acquisitions net of divestitures. For

example, total acquisitions net of divestitures averaged $1.594

19(_continued)

In the case of the sale of a LPC to a firm outside the LPC
group, the proccdure leads to a possibly large negative figure
for net acquisitions, such as arose in 1982 from the Occidental/
Cities Service transaction. - Occidental was not one of the
original LPC’s. Intrasroup transactions (transactions between
two LPC's) are reflected in the number and value of both
acqunsltxons and divestitures, but cancel each other in the net
acqmsntnons sum, because an acquisition by one LPC group
member is matched by an equal divestiture by another LPC
group member. ,

Treating the acquisition of an entire LPC by anothcr firm
as a divestiture of LPC assets is a change in methodology from
the 1982 Report. During 1971-1981, there was only.one whole
company divestiture among the LPC’s, that of Conoco’s sale by
its stockholders to DuPont. The 1982 Report did not count this
transaction among the divestitures. In Table 3 and other tables
that contain. information on divestitures, we have revised the
data for 1981 from the ]982 Report to include the DuPont/
Conoco transaction as a divestiture by a LPC., :

If the DuPont/Conoco transaction had not been treatedas a
divestiture, the acquisitions net of divestitures figure in Table
3 for 1981 would have been $3.549 billion. Similarly, excluding
the Occidental/Cities Service transaction from data on
divestitures would yield an acquisitions net of divestitures
amount of $187.0 million for 1982.
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billion per year over the period 1979-1984 compared with an
average of $542 million per year over the period 1971-1978.
- Comparable averages for the value of whole company acquisi-
tions are $6.898 billion (1979-1984) and $455 million (1971-
1978).
‘Similarly, the average transaction size increased in the 1979-
1984 period when compared with earlier years. Thcvavcragc
whole company acquisition in 1971-1978 was .8158 million and

in 1979-1984, $1.035 billion. The 'average total acquisition was

$100 million from 1971-1978 and $560 million from 1979-1984.

The 1982 Report noted that nmet acquisitions of energy-
- related properties increased from 29.3 percent of net total
acquisitions for the years 1971-1978 to 63.1 percent for 1979-
1981.36 This apparent move toward greater specialization
continued in the 1982-1984 period. Net acquisitions for

1982-1984 totaled $3.856 'bil_lion and net acquisitions o('v

20 1982 Report, pp. 30-31. The 1982 Report defined

transactions as energy-related when at least some part of the
asscts acquired involved either energy (¢.£., oil, natural gas, or
coal) reserves or production facilities (¢.g,, wells or mines); the
definition excluded transactions that involved only transporta-
tion, refining, or distribution facilities. A transaction was
classified as energy-related if it had anv energy-related
component, and the figures reported are for the entire trans-
actions and not just for the values of the energy-related assets.
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enersy-rela\ted asseis totaled $6.334 billion, or 164.3 percent of
net acquisitions. The LPC’s in effect made net divestitures of
$2.478 billion of non-energy-related assets. For the entire 1979-
1984 period, total net acquisitiqns of the 16 LPC's were $17.15
billion of which $15.122 billion or 88.1 percent were of energy-
rciate.d properties. |

The data for 1984 and the magnitude of all acquisitions for
the entire 1979-1984 period are significantly influenced by
three unusually large transactions in 1984: (1) the purchase of
Gulf by Standard Oil of California for $13.3 billion, with an
asset v_avlue of $21.0 billion and 1983 sales of $28.9 billion; (2)
“the purchase of Getty by Texaco for 510.2 billion, with an asset
value of $10.4 billion and 1983 sales of $11.8 billion; and (3) the
purchase of Superior Oil by Mobil for $5.7 billioh, with an asset
value of $5.3 billion and 1983 sales of $1.8 billion.?! These three
transactions alone accounted for 70.6 percent of the market
value of all whole company acquisitidns by the ‘LPC's from
1959-.1‘984, and they accounted for 56.1 percent of allzv total

acquisitions from 1979 to 1984.

31 We refer to these subsequently as the three large
transactions of 1984. ' -
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The coincidence (riot repeated since) of the three parti-
cularly large  transactions in 1984 may have arisen from
circumstances unique to that year. If such were the case, then
distortions may be introduced that might lead to faulty infer-
ences about trends in acquisition activity. To illustrate the
effect of these large transactions, we recomputed several of the
key averages using the 1979-1983 period only. For 1979-1983,
the market value of whole company acquisitions averaged
$2.389 billion per year, compared with $6.898 billion per year
when averaged for 1979-1984. Similarly,, the size of the
average transaction for whole company acquisitions was $351
million over 1979-1983; the average rose to 81.635 billion
over 1979- 1984, For total acquisitions, the annual average was
$3.959 billion for 1979-1983 and $8.680 billion for 1979-1984.
The average transaction (for total acquisitions) was $283
‘million for 1979-1983 and $560 million for 1979-1984. It is
clear that the three transactions were large in relation to those
occurring in the immediately preéeding years. The figures
suggest that but for these exceptionally large events the
apparent trend toward heightened acquisition activity by the -

LPC's would have been much less pronounced.
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" ¢. Adjustments for Inflation

The Aata presented in Tables 2 and 3 are to some extent
biased toward finding an increase in acquisitions. The most
important source of bias is the general inflation between 1971
and 1984, which affects both the total number of transactions
exceeding a particular threshold and the total value of such
transactions. To correct for this, the figures in Tables 2and 3
have been adjusted by a two-step procedure based on the GNP
deflator.??

Inflation influences the number of acquisitions reported by
year in Tables 2 and 3, because thcsc"i‘ables- do not feport

acquisitions valued at less than $10 million. Since the same

physical assets will have a higher market value over time, an

acquisition worth $5 million in 1971 would very likely exceed -

the $10 million threshold in 1984, when it might be valued at
$12 to $12.5 million. The potential bias in the number of

transactions created by the use of an unchanged $10 million in

32 See the Appendix for a discussion of the deflator used
and the specific values for each year 1971-1984. The deflator
has a base value of 42 applied to 1971 and a final value of 103.8
applied to 1984. This represents an increase of 61.8 points,

which corresponds to inflation of 147.1 percent of the base of

42. -
28 |
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current dollars reporting threshold may be partly addressed by
using the GNP deflator to adjusl ’t_he threshold from year to
year. Thus, a time series of tlle number of transactions
adjusted by the GNP deflator counts the number of transac-
tions of $10 million or more in 1971, of $10.4 million or more
in l972, of $11 million or more in 1973, and so on up to
acquisitions of 524.7 million or more in 1984. 'fhe adjusted
results for the number of whole company acquisitions, total
acquisitions, and divcstitures are presented in Tables 4 and 5;23
The nd justment of the'reporting threshold to $10 million in
constant (or inflation-adjusted) dollars noticeably affects the
number of transactions only for the later ‘years of the study
pcriod.‘ From 1979-1984 there were 30 whole company acquisi-
tions each with a transaction price of S_lO million or more
measured in constant dollars (sccl Table '4. column 1) and 40 such
acquxsxt:ons in current dollars (Table 2, column l) Over this
same ume pcnod thcre were 78 total acqulsmons in constant
dollars (Table 5 column-1) compared w:th 93 nn currcnt dollars

(Table 3, column l), and thcre were 54 total dxvestxtures in

L cxplaxned in Appcndxx A all figures are def latcd to
1970 dollars, because the ongmal basis for the data used 1970
information.
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TABLE 4

Deflated! Whole-Company Acquisitions by
16 Large Petroleum Companies: 1971-1984

Number Value Number Assets Sales

of of of of of

Acquisi- Acquisi- Acquisi- Acquired  Acquired

tions3 tions tions Companies Companies

($million) ($million) (Smillion)
Year (1 (2) 3) (4) (5)
1971 1 26 3 92 72
1972 1 44 1 26 8
1973 0 0 1 12 12
1974 5 810 5 1,546 1,945
1975 2 28 2 37 .70
1976 3 826 3 1,624 1,830
1977 7 901 7 1,356 990
1978 1 13 1 19 28
1979 8 3,476 8 1,161 994
1980 5 724 10 1,216 1,505
1981 8 1,542 8 2,547 2,686
1982 1 38 2 142 438
: (€10 asnt  (4a67)t
1983 2 521 3 289 175
(595)¢ ' (330)¢ (200)*
1984 6 11,920 5 14911 17,248
(13,623)¢ (17,041)* (19,712)¢

1 Deflated by GNP deflator, 1970 = 100. ‘

2 Based on acquisition price of $10 million or more in
constant dollars. Column (2) is sum of real acqmsmon

prices of transactions in column (1). @

3 Based on asset values of $10 million or more in constant
dollars. Columns (4) and (5) are sums of real sales and

assets of transactions in column (3).

4 Represents adjustments for changes in group size.
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TABLE 5

Deflated! Total Acquisitions and vacstxturcs
by 16 Large Petroleum Companies: 1971-1984

Number Value Number Value of

of of of Acquisi-
Acquisi- Acquisi- ‘Divesti- tions Net
tions? - tions tures®. ‘of Divesti-
($million) ~ tures*
; _ ($million)
Year ) Q) - (3) 4)
1971 2 113 0. 113
1972 4 125 6 =273
1973 2 41 5 -175
1974 12 1,142 1 1,121
1975 6 516 0 516
1976 7 891 1 618
1977 9 1,033 2 995
1978 4 224 3 162
1979 13 4,145 11 ..2,847
1980 16 2,904 -3 2,655
1981 17 2,217 9 -2,066
1982 5 406 . 11 -1,704
_ ) (433)% : - (-1,818)%
1983 5 - 669 10 342
| (765)° (391)°
1984 22 13,065 10 2,788
(14,931)% o (3,186)8

1 Deflated by GNP deflator (1970 = 100).
2 Acquisitions with transacuon .prices of .at least $10 mnlhon
m constant dollars.

Dlvestxturcs with transactxon prices of at lcast $10 mxlhon
in constant dollars.
¢ Column (4) is the difference of the value of acquisitions in
column (2) less the gross value of divestitures.
8 Represents adjustments for changes in group size.
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constant dollars (Table S5, column 3) compared wiih 61 in
current dollars (Table 3, column 3). |

Forktransactio'ns exceeding the revised threshold levels, a
second adjustment must be applied to the measures of the value
of transactions, sales, and assets. These figures must be
defla;ed to state them in a constant 1970 dollar value by
dividing them by an appropriate deflator. The results of these
deflation steps arc also presented in Tables 4 and S.

Several features of the inflation-adjusted results deserve
comment. The deflated data obviously show a much less
drama’t"ic increase in the annual value of acduis’itions for 1979-
1984 when compared with earlier years. Ngverthe’less, the
deflated data still ihdicate a substantial increase in acquiSi-
tion activity for 1979-1984; when deflated, wholc company
acquisitions averaged $3.04 billion per year for 1979-1984 and:
only $331 million per year from 1971-1978. Similarly, total
acquisitions net of divestitures averaged $810.3 ‘million pef
year from l97~9-l984‘}an}d $384.6 milliioﬂ per year from 1971-
1978. Excluding 1984, when the three iarg’e acquisitions

occurred, whole company acquisitions averaged $1.26 billion
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and total acquisitfons net of divestitures averaged $414.8
million per year from 1979-1983.2¢

The number of LPC;s fell, as noted eatlief. from 16 to 14
ihrough the acquisition of two LPC's by non-LPC’s--Conocb by
Dupont in 1981 and Cities Service by Occidental Petroleum in
1982.25 There are several p_ossiblek ways of modifying the‘
analysis to handle this change. One is to include subsequent
acquisitions by the acquiring firm, treating it as the successor
to the acquired firm. However, the acquiring firm mighi be
much different in both past and future acquisitibn activity
than the acquired firm. Under vthesc circumstances, a retro-
active adjustment in the data to substitute the acduiritig firm's
paskt acquisitiohs for the acquired firm’s is required to gauge
trends in acquisitions. Rather than attempting such a retro-

spective adjustment to the data, which would have grcatl‘y

24 The average transaction size also increased. From 1979
to 1984, the average whole company acquisition, in deflated
dollars, was $3.04 billion ($262 million for 1979-83), while from
1971 to 1978 the avcrase whole company acqu:sntxon was $132.4
million.

2% Although Occidental Petroleum, as its name indicates,
is heavily involved in the petroleum industry, prior .to' its
acquisition of Cities Service, Occidental had very 1imited
domestic crude oil producuon or refining capacity, which were
~ the criteria for classification as a LPC.
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‘ feduccd the comparability of the present data with that in the
1982 Report, we exclude subsequent acquisitions by DuPont
and Occidental from the LPC sample. Acquisitions by Cities
Scrvicé and Conoco up to the tinie of the pnpchase of each of
these companies continue to be included in the data reported.
Unlike the effect of inflation, removing subsequent acquisi-
tions may khave biased ;hc data downward. vTo examine_the‘
possible effect of this change, we estimated, based on a
proportional increase, the amount of merger ac_tivity that might
have occurred if the number ‘of firms in thé sample had
remained constant.?®  These estimatc; are presente_d‘ (in
parenthesés) in Tables 4 and 5. The eétimates suggest that the
LPC's agquisition activity may have bécn 14 percent higher in
1983 and 1984 had Conoco and Cities Service remained

independent and behaved similarly to the surviving LPC's.

.

¢ For example since DuPont acquired Conoco in 1981,
the data for 1982 were multiplied by 16/15th’s to approximate
the amount of acquisitions that would have taken place if the
LPC group had continued to have 16 members rather than 15.
Data for 1983 and 1984 are multiplied by 16/14th’s to adjust
for the additional removal of Cities Service after 1982, -
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d. Large Transactions

The 1982 Report presented Scparatc data on acquisitions
exceeding $100 million. The purpose was to address a problem
that could have arisen from possibly overlooking some smaller
transactions that exceeded the $10 million threshold chosen for
the ]982 Report but that were not ividely (or even publicly)
reported. If this underreporting became more pronounced over
time, possibly because of inflation, then the data series based
on the $10 million threshold would be biased toward showing
too small an increase inv acquisitions activity. ‘B‘y considering a
$100 million (in constant dollars) threshold as a check, the
preparers of the 12&2_3_:29_:1 sought to identif y acquxsmons
that were suffi iciently large that it would be vmually certain

that they would be widely reported.2”

7 Before the implementation in the late l970’s of the
prcmcrgcr notification program by the Antitrust Division of
the Department of Justice and the FTC, .under the Hart-Scott-
Rodino. Antitrust. Improvemcnts Act, thcre were no official
reportmg proccdures for mergers . and- acquisitions. Lackmg
_official data, .information for the 1982 Report was compiled
"from a. vancty of = business press and . financial reporting
services. . This procedurc created the ‘possibility - that some
. transactions that exceeded the $10 million threshold (but
perhaps not by a large margin) would escape being: recorded.
This might be particularly true of transactions . that involved
only transfer of assets, which might not be judged material in

" (continued...)
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Table 6 presents the number of whole company acquisitions,
~ total acquisitions, and divestitures that exceeded $100 million
(in constant dollars) for the years 1971-1984. Examining Table
6 suggests that transactions of this magnitude were relatively
infrequent in the 1971 to 1978 period and became more
frequent in the late 1970's and early 1980's. In 1982 and 1983,
the number of large transactions dropped to a much lower level
only io rise in 1984. Comparing Table 6 with the corresponding
counts of transactions in Tables 4 and 5 shows the same general

pattern of acquisition activity.

27(...continued) -

the context of financial reporting standards or newsworthy in
the perspective of the business press. The preparers of the 1982
Report thought that the problem might grow worse over time,
because as inflation eroded the real value of the dollar, trans-
actions exceeding a $10 million current dollar threshold would
be thought of as progressively less important by those dis-
semmaung the information. This would bxas downward any
estimate of trends in acquisitions.

The implementation of the prcmcrger notification
-program-only partly alleviated the problem, because transac-
tions between $10 and $15 million still were not required to be
reported. One:can even conjecture that the establishment of a
$15 million official reporting level may have reduced the
‘amount of public disclosure of transactions less than $15
million. In any évent, ‘there was a reasonable possxb:hty’ that
some smaller transactions were not included in the study
despite the most diligent efforts to identif y them. Sece the

1982 Report, pp. 43-45.
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TABLE 6

Number of Deflated! Large Acquisitions and
Divestitures by 16 Large Petroleum Companies: 1971-1984
(based on deflated transaction price of $100 million or more)

Deflated
Number of Deflated Deflated
Whole . Number of Number

Company Total of
Year Acquisitions Acquisitions Divestitures
1971 0 0 0
1972 0 0 2
1973 0 0 0
1974 1 1 0
1975 0 2 0
1976 2 2 1
1977 3 4 0
1978 0 1 0
1979 4 6 4
1980 2 6 i
1981 5 6 3
1982 0? 1 2
1983 1 1 0
1984 3 5 3

1 Deflated by GNP deflator (1970 = 100).

? One transaction had a deflated asset value exceeding $100
million, but the deflated purchase price was below $100 million.
For other years, the number of large whole company transactions
with assets more than $100 million in real dollars equaled

the number based on the transaction price threshold. -
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With respect to bias caused by possibiy'morc underreporting
in the later years, the data do show a s‘omcwha; greater pro-
portion of large ac‘quisitions in the later years, w_hich if
statistiéally significant, would be consistent with the hypo-
thesis of bias. The large transactions ieprcsent 50 percent of
the whole company hchisitibns for 1971-1978 and 50 percent
for 1979-1984; large transactions represent 21.7 percent of
total acquisitions for 1971-1978 and 32.1 percent for 1979-1984;
and large transactions represent 16.7 percent of divestitures for
1971-19;18 and 24.]1 percent for 1979-1984. While these figures
suggest that the proportion of large transactions may have
increased in 'th»cvlater period, the differences are not large
enough to be statistically signif icant;” and hence we cannot
conclude that the difference was caused by reporting bias or
any other systematic effect.

The tabulations of acquisition activity reported above in

Tables 4 and § have been repcated for those transactions

3 For the proportion of whole company acquisitions that
were large transactions, the chi-square with 1 degree of
freedom for 1971-1978 ys, 1979-1984 was 1.97; for total acqui-
sitions, chi-square was 1.86; for divestitures, chi-square was
0.29. None are significant at even the 90 percent confidence
level.

38



exceeding $100 million in constant dollars.‘ The results for
whole company acquisiiions are shown in -_’l'able 7 and for total
acquisitions in Table | 8. While the number of such large
transactions increased somewhat in the 1979-1984 period, the
size of the individual transactions has incrgased markedly in
this p;riod, whatever measure of size is‘usﬁd. Total acquisi-
tions avcragéd $380 million per year (in constant dollars) from
1971-1978 and $3.59 billion per year from 1979-1984. The
average per year from 1979-1983 is $1.80 billion. The average
size per acquisition for 1971-1978 is $303.9 million; for
1979-1984, $862.6 million; and for 1979-1983, $449.0 mill‘jon;
‘. Adjustments for Firm Size

Correcting the thresholds used in gencrating the acquisition
data for general inflation may still leave a distortion in the
measurement of LPC acquisition activity, Fsirnce the price of oil
and, 'in response, the values of oil company assets, sales, and
market va—lug hﬁvg moved at significantlyv different rates (and
in r;ccnt timcs. possibly in different directions) than the g’énc.ral(

price index.3® '-Thc data presented in this subsection examine

¥ 1982 Report, pp. 48-49.
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TABLE 7

~Deflated! Large Whole-Company Acquisitions
by 16 Large Petroleum Companies: 1971-1984
(based on a deflated transaction price of
‘ $100 million or more)

Deflated Deflated Deflated

Market Total Sales of

Value of - Assets of Acquired

Acquired Acquired Companies

Companies Companies
Year ($million) ($million) ($million)
1971 0 0 0
1972 0 0 0
1973 0 0 0
1974 : 705 1,443 1,931
1975 0 0 0
1976 ' 779 1,613 1,801
1977 804 1,252 819
1978 h 0 0 0
1979 3,285 912 : 767
1980 636 1,064 1,150
1981 1,477 , 2,477 2,551
1982 02 0 0
1983 ' 479 242 147

(547)% (277)3 (168)3

1984 _ 11,822 14,824 17,202

(13,511)3 (16,942)3 (19,659)%

! Deflated by GNP deflator, 1970 = 100

2 One trans.acii_on had a deflated asset value of $130 million
and deflated sales of $371 million, but the deflated sales price
fell below $100 million threshold.

$ Represents adjustments for changes in group size.
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TABLE 8

Deflated! Large Total Acquisitions
by 16 Large Petroleum Companies: 1971-1984
(based on transactions with a deflated
price of $100 million or more)

Deflated Market Deflated Market
Value of Total Value of Total
Acquisitions Acquisitions Net of
($million) Divestitures

Year ($million)
1971 0 0
1972 0. =247
1973 0 0
1974 705 : 705
1975 448 448
1976 799 635
1977 904 904
1978 183 ‘ 183
1979 3,901 2,812
1980 2,601 2,440
1981 1,775 =2,269
1982 223 . - -1,714

(238)2 (-1,828)2
1983 .. 4719 479

(547) (547)?
1984 12,585 2,636

(14,383)? (3,013)?

‘__, -Deflated by GNP deflator,.1970 = 100.

’, Represents adjustments for changes in group size. °
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the effect on the acquisition data of general changes in energy
prices and in the prices of energy-related assets as reflected in
certain LPC financial indiccs. In Table\ 9, the market value,
assets, and sales of whole company kacquisitions (from Table 2)
are expressed as percenfages of the LPC’s market value, assets,
and sales, respectively. Table 9 also reports the market value of
whole company acqu_isitions-exprcsscd as a percentage of total
flow of funds of the LPC’s. Table 10 reports total acquisitions,
and total acquisitions. net of divestitures (from Table 3),
expressed as percentages of the market value and of total funds
from operations‘ of the LPC’s.

Viewed over the entiic 14 yeat ﬁcriod, Tables 9 and 10
indicate little discernable pattern in acquisition activity. In
Table 9, columns (1) and (2), two sharp peaks in acquisition
activity (in l97§ and 1984) can be seen in the ratios based on
the market values of wljnolg company acquisitions. However,
except for a single peak in 1984 that is five to six times greater
than any of the previous observations, the measures of wholg
company acqun;sitions in columns (3) and (4) that are based on
the sales and assets of acquired firms relative to those of the °

acquiring firms have no apparent patterns. There is even less
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TABLE 9

Whole-Company Acquisitions: Percentage of
Large Petroleum Company Financial Indicators

Market Market Assets of  Sales of
Value of ‘Value of - Acquired Acquired
" Acquired Acquired Companies Companies
Companies Companies as Per- - asa
as Percent- as Percent- centage Percent-
age of age of of Assets age of
Market Funds from of LPCs Sales of
Value of Operations- LPCs
LPCs of LPCs
Year 1) - (@) QA3) 4)
1971 0.04 .- 0.11 0.11
1972 0.07 0.43 0.03 0.01
1973 0.00 0.00 0.01 0.01
1974 1.18 6.20 1.69 234
1975 0.06 0.17 0.04 0.05
1976 1.64 7.15 - 1.58 1.46
1977 1.45 6.80 1.24 - 0.73
1978 0.06 0.22 0.02 0.02
1979 6.54 23.31 1.01 0.73
1980 1.04 3.82 0.91 0.87
1981 1.52 6.35 1.86 2.24
1982 0.07 0.22 0.11 0.21
1983 1.05 - 2.82 0.23 0.10
1984 20.31 65.08 11.99 11.19
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TABLE 10

Total Acquisitions: Percentage of Large Petroleum
Company Financial Indicators

‘Market Value of = Value of Value of
Value of Acquisi- Acquisi- Acquisi-
Acquisi- tions as tions tions
tions as Percent- Net of Net of
Percent- age Funds  Divesti- Divesti-
age of from tures as tures as
Market Opera- Percent- Percent-
Value tions of age of age of
of LPCs LPCs Market Funds
. - Value from
of LPCs Opera-
tions of
LPCs
Year ¢)) - (2) 3) (4)
1971 0.18 0.18 - -
1972 0.20- 1.20 -0.45 -2.63
1973 0.07 0.47 -0.24 -1.57
1974 1.67 8.80 1.64 8.64
1975 - 1.14 3.26 1.13 3.26
1976 1.77 7.72 1.23 5.28
1977 " 171 8.05 1.60 7.76
1978 0.46 1.83 0.30 1.32
1979 7.81 27.79 5.36 19.10
1980 . 4.24 14.54 3.80 13.29
1981 - 2.20 9.19 1.70 7.16
1982 0.64 1.96 -2.61 -7:98
1983 1.37 3.68 6.66 1.77
1984 22.27 71.37 4.72 15.14
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indication of trends in acquisition activity in the data on total
acquisitions and the acquisitions net of divestitures reported in

Table 10.
- 3 .

Thc MLBM mcludcd a companson of acquxsxtxon
activity of large petroleum companies with that of pctroleum-
related and non-petroleum companies. Thc prmcnpa! purpose
wﬁs to determine whether the acquisition act_ivity of large
petroicum companies over the period 1979-1981 differed sub-
stantxally f rom the acqunsmon actnv:ty of other large f irms.
In the prescnt study, thns companson has bcen extended to
include data through 1984,

a. Background Information on the Three G_roups

The petroleum group in this combari;qn épmprises the 16
LPC’s identified earlier plus Marathon Oil and Amarada Hess,
two petroleum firms not among the Eo_r_mgg 100 in 1971 but
that had joined the E_o:_t_u_ng 100 by 1979 The acqmsmon
actxvnty of tlus group is comparcd thh that of 16 petrolcum-
telated" companies and with 18 non-petroleum compames.
Both comparison groups were drawn l‘ rom the Fortune 100.
The petroleum-related companies are those f:rms in the 1979 '
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Fortune 100 that had some but relatively limited interests in
the domestic oil industry compared with the petroleum
companies.3® The selection of the petroleum and petroleum-

related companies followed the same general protocol used to
sclcct the original 16 LPC’s. For all'f_qmm 100 firms with
available information, the fmns domestic 1978 crude oil
production and January 1, 1979 revfmery capacity were
calculated relative to their sales and assets. Firms that
ranked as highly as the original 16 LPC's were addcd to the
petroleum group, and the remainder with lesser petroleum
interests were classified as petroleum-rclatcd there were 16
firms in this group.  The 18 non-petrolcum compames were
randomly selected from the remaining 1979 Fortune 100
companies. As in the 1982 Report, the analysis f Or the updated
comparison is conf ined to transactions of $15 million or more in

current dollars that were reportable under the Hart-Scott-

30 As an example of the differences in the petroleum
interests. between the petroleum and. the. petroleum-related
companies, the petroleum companies produced on average
340,000 bbl/day of crude oil per firm while all but two of the
petroleum-related companies produced less than 25,000 bbl/
day (in 1978). For a fuller discussion of the selection
criteria and comparative data on the petroleum activities of
the sample firms, sce the 1982 Report, pp. 52-56.
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Rodino Act. The members of the three groups of firms are
identified, 'and comparatjve 1197'9 and 1984 Fortune 500 data
for them are listed in'Thble ll »(parts‘ A to F). Summary
Stﬁtistics for the three groups are presented in Table 12.

_b.k .Acquisitidnﬁ,by the Thréé Groups .

Table 13 ’sh_ows for each year the number .of whole company
acquisitions, the number of total acquisitions, and the number
of 'div:s’ti;ures for each group of companies. Based on counts of
transactiohs, it does not appear that there have been
consistently larger numbers of acqﬁisitions by the petroleum
-\comﬁaniés’ than by the comparison groups during the study
Qériod.‘ Fbr whole co’mpany acquisitions, ﬁetroleum éompanics
acquired 26 companies for 1979-1981, compared with 37 whole -
company acquisitions by p:tl;oleum-rclatcd firms and 13 by
non-petroleum companies. In 1982-1984, petroleum companieS
made .vl_l whole company acquisitions c‘ompared with 18 such
transictions’ for petroieum-related companies and 19 for non-
petroleum éompénics. Over the entire 1979;1984 period, there

@

were 37 whole company acquisitions by petroleum companies,
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TABLE 1A

18 Leading Petrolcum Companics, 1978:
1978 and 1983 Comiparstive Assets,
Sales and Fortune Rsakings
(values in cursent dollars)

1978 1983 .
Company Rank Assets Sales Rank Assets Sales
(3 million) (S million)

49 3435 4701 39 6217 8369
44 2886 5167 45  4l08 7852
13 12060 12298 | 32 23282 25147
51 4005 4661 | N.A. N.A. N.A.
18 7445 9455 [|N.A, N.A. N.A,

¥ Amarada Hess
Ashland Oil
Atlaatic Richficld
Cities Service
Continental Oil

Getty Oil 79 4718 35151 24 10385 11600
Gulf Oil 9 15036 18069 | 11 20964 26581
—~—~Marathon Oil 52 3758 4509 | N.A. N.A. N.A.
Mobil Oil 4 22601 347361 3 35072 54607

‘Phillips Petrolcum
Shell Qil (US)
Standard Qil of CA
Standard Oit of IN-
Standard Oil of NJ
Standard Oit of OH
Sun Oil ’
Texaco

Union Oil of CA

6935 6998 | 16 13094 15249
14 10453 11063 | 13 22169 19678
6 16761 232321 9 24010 27342
12 14109 14961 | 8 25805 27633
2 41531 6033s)| 1} 62963 83561
43 8326 5198} 25 16362 11399
23 | 5498 7428 | 17 12466 14730
S 20249 28608) 6 27199 40063
k1 3525 $95S{ 31 9228 10066

- G G =t GMP M Ten G N W G -
~
(-

Sources: Fortunc 500 Directory, 1979 and 1984, Sales are for year
shown. Asscts are end-of-year values. Company names arc those
used in 1970. )

Note: N.A., Company merged, and separate data are no longer available.
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TABLE 11IB

18 Leading Petrolecum Companies, 1978:
1978 and 1983 Comparative Assets,
Sales and Fortune Rankings '
(values in constant dollars: 1978«100)

1978 ‘ . 1983 ,
Company Rank Asscts Sales Rank Assets Sales
($ million) , ($ million)

49 3435 4701
44 2886 5167,
13 12060 12298
5t 4005 4661
18 7445 9455

39 4324 5821
45 2857 5462
12 16194 17491
N.A. NA. NA,
N.A. NA. N.A.

Amarada Hess
Ashland Oil
Atlantic Richficld
Cities Service
Continental OQil

Getty Qil 79 418 sis 24 7223 8069
-Gulf Oil 9 15036 18069 1l 14582 18439
Marathon Oil 52 3758 4509 |N.A. NA.  NA,
Mobil Oil 4 22611 34736 | 3 24395 37983

Phillips Petrolcum
Shell Oil (US)
Standard Oil of CA
Standard Oil of IN
Standard Oil of NJ
Standard Oit of OH
Sun Oit
Texaco ,
Union Qil of CA

14 10453 11063 13 15420 13687
6 16716 23232 9 16701 . 19018
12 14109 14961 -8 17949 19222
2 41531 6033S 1 43795 61600
43 8326 5198 25 11381 8068
23 5498 7428 17 8671 10246
S 20249 28608 6 18919 27870

|
l
(
{
|
|
|
{
6935 6998 | 16 9108 10607
|
(
|
(
|
I
35 8525 5955 | 31 6419 7002

N
(-]

Sources: Fortune 500 Directory, 1979 and 1984. Sales are for yéat

shown. Assets are end-of-ycar values. Company names are those
uscd in 1970.

No(e: N.A., Company mcrged, and seperate data are no loanger available.
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TABLE 11C

16 Leading Petrolcum-Related Companies, 1978:
1978 and 1983 Comparative Assets,
Sales snd Fortune Rankings
(values in curreat dollars)

' 1978 1983
Company " Rank Asscts Sales Rank Assets  Sales
: : ($ million) ($ million)

Allied Chemical | 84 3223 3268 | 29 7647 10351
Armco | 54 3096 4357 | 87 3609 4165
Borden | 68 2166 3803 | 85 2720 4265
Continental Group 1 67 2997 3944 | 63 3653 4942
Dow Chemical 127 8789 6338 | 283 11981 10951
E.l. Dupont {16 8070 10584 | 7 24432 35373
Esmark ' 1 38 2116 5827 | 83 3662 4037
General Electric { 8 15036 19654 { 10 23288 26797
Georgia Pacific | 3 3344 4403 | 51 4979 6469
Grace (WR) 1 59 3268 4310 | 53 5035 6220
Intcrnational Paper | 62 4099 4150 | 80 5617 4357
ITT o .11l 14035 0 15261 | 20 13967 14155
Monsanto | 45 5036 5019 | 52 6427 6299
Occidental Petroleum | 33 4609 6253 | 14 11775 19116
RJ Reynotds | 47 4616 4952 | 23 9874 11957
Tenneco | 19 10134 8762 | 19 17994 14353
Sources: Fortune SO0 Directory, 1979 and 1984. Sales are for year

shown. Assets are end-of-year values. Company names are thosc
used in 1978, )



TABLE 11D

16 Leading Petroleum-Related Companies, 1978:
1978 and 1983 Comparative Asscts,
Sales, and Fortunc Rankings
(values in constant dollars: 1978=100)

1978 - 1983

Company Rank Assets Sales Rank Assets  Sales
($ million) (3 million) )

29 . S319 7200
87. 2510 2897
85 1892 2967
68 2541 3437
28 8334 1617
7 16994 24608
88 2547 2808
10 16198 18639
SI 3463 4500

Allied Chemical
Armco

Borden
Continental Group
Dow Chemical

E.l. Dupont

| 84 3228 3268
| 54 3096 4357
t 68 2166 3803
| 67 2997 3944
| 27 8789 6888
| 16 8070 10584
Esmark | 38 2116 5827
General Electric { 8 15037 19654
Georgia Pacific | 83 3344 4403

|

|

|

|

|

|

|

Grace (WR) 59 3268 4310 53 3502 4326
International Paper - 62 4099 4150 80 3907 303
ITT ' 11 14035 15261 | 20 9715 9846
Monsanto 43 5036 5019 52 4470 4381

Occidental Petroleum
RJ Reynolds
Tenneco

33 4609 6253
47 4616 4952
19 10134 8762

14 8176 13296
23 6363 8317
19 12516 - 9983

Sources: Fortune S00 Directory, 1979.and 1984. Sales aré for year
shown. Assets are end-of-year values. Company namcs are-those
used in 1978. .

31



TABLE 11E

18 Non-Petroleum Companics, 1978:
1978 and 1983 Comparative Assects,
Sales and Eortunc Rankings
(values in current dollars)

1978 1983
Company Rank Assets Sales Rank Assets Sales
} ($ million) - (8 million)

Aluminum Co of Americy 65 4167 4052 | 65 6267 5263

American Can | 66 2478 3981 1117 2831 3346
American Home Producty 94 1862 3063 | 713 3086 4857
Bethichem Steel | 34 4933 6185 | 69 4457 4898
Bocing - | 40 3573 5463 | 27 7471 11129
Coca Cola |. 6 2583 4338 | 48 5228 6991
Dresser Industrics | 95 2355 3054 (112 3245 3473
Goodyear Tire & Rubber| 22 5231 14%9 32 5986 9736

LTV | 42 3720 5261
McDonnell ‘Douglas 63 3098 4130
Procter & Gamble

|
1 78 4406 4578

{ | 420 47192 8111

| 20 4984 8100 | 22 8135 -12452
Ralston Purina | 64 1898 4058 | 71 2101 4872
Raytheon . ] 88 2061 3239 | 59 - 3729 5937
Republic Steel | 82 2585 3479 1145 2867 2701
Rockwell International | 37 3sis 5833 | 43 5231 8098
Textron { 89 1988 3231 .-} 134 2105 2980
United Technologies | 32 4074 6265 | 18 8720 14669
Westinghouse Electric | 29 6318 6663 | 34 8569 9533

Sources: Fortune 500 Dircctory, 1979 and 1984. Sa‘l’es are (or year
shown. Asscts arc end-of-year values. Company names are those
used in 1978.
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TABLE 1IF

18 Non-Petroleum Companies, 1978:
1978 and 1983 Comparative Asscts,

Sales and Fortupe Rankings

(values in constant dollars: 1978«100)

Company

1978

kﬁnk’ Assets  Sales

(S million)

1983 .
ank Assets

Sales

($ million)

Aluminum Co of Americq
American Can |
American Home Producty
" Bethlehem Steel i
Bocing |
Coca Cola |
Dresser Industrics |

Goodyear Tirc & Rubberj
LTV '
McDonnell Douglas
Procter & Gamble
Raliston Purina
Raytheon

Republic Steel
Rockwell International
Textron

United Technologies
Westinghouse Electric

65
66
94
34

40.

56
95
22

Q2
63

20
64
)
82
37

89 .
J2.
29

4167
2478
1862
4933

3573

2583
2355
5231
3720
3098

4984

1898
2061
2585
3535
1988
4074

6318

4052
3981
3063
6185
5463
4338
3054
7489

<5261
4130
.:‘loo

4058
3239
3479
5833
3231

16265
6663

| 65
|

I 73
| 69
|27
| 48
112

78
42
22
71
59
| 145
| 43
1134

)i
1 34

1nm

32

4359
1969
2147
3100
5197
3636
2257
4164
3065
3333
5658
1461

2594

1994

3639 .

1464

6065 -

5960

3661
2327
3378
3407
7741
4363
2416
6772
3184
5642
8661
3389
4130
1879
5633
2073

10203
6631

Sources: Fortune 500 Directory, 1979 and 1984. Sales are (or year

shown. Asscts arc end-of-ycar values. Company names are those

used in 1978.
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TABLE 12

Comparative Size Data for
Petroleum, Petroleum-Related, and
Non-Petroleum Companies, 1978 and 1983

a. Average Assets and Sales
(values in millions of current dollars)

Number
of

Group Firms
Petroleum 18
Petroleum-

related 16
Non-petro- 18

leum- '

1/1/79 1978

Assets  Sales
11408 14494

5915 6965
3414

4882

1/1/84 1983

Assets  Sales

20888 25939

11488 9791
4957

6868

b. Perqentagc of Fortune 100 Assects and Sales
Held by Each Group, 1978 and 1983

Number
.of

Group Firms
Petroleum 18
Petroleum-

related 16
Non-petro- 18

leum '

1/1/79 1978

Assets  Sales
35.0 325
16.1 139
10.5 110

‘1/1/84 1983

Assets  Sales
343 335
20.1 13.5

98 106

Source: Calculated from Tables 11A to 11F.
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TABLE 13

Number of Acquisitions by Petroleum,
Petroleum-Related and Non-Petroleum Companies,
- ' 1979-1984

(acquisitions greater than $15 million

in current dollars)

Petroleum- __ ,
Acquisition Petroleum * Related Non-Petroleum
Type/Year Companies Companies Companies
Whole Company
Acquisitions ‘
1979 8 15 6
1980 .10 10 - 5
1981 ' 8 12 2
1982 2. 9 . 5
1983 3 7 8
1984 6 22 6
Total Acquisitions:
1979 13 18 7
1980 19 18 7
1981 16 o 27 -7
1982 6 _ 12 13
1983 8 ‘ 15 14
1984 _ 23 ‘13 _ 11
Total Divestitures » _
1979 9 10 3
1980 2 11 ° 4
1981 9 19 6
1982 12 19 11
1983 14 19 2

3

1984 12 22 1
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55 by petroleum-related compahies, and 32 by non-petroleum

companies.

Examining total acquisitions in Table 13, the petroleum

companies made 48 total acquisitions in the 1979-1981 period,

compared with 63 for the petroleum-related companies and
only 21 for the non-petroleum companies. From 1982-1984, the
petroleum companies inade 37 total acquisitions, compared
with 38 by the non-petroleum group and 40 by thé petroleum-
related group. Over the entire period, the petroleum compabnies
made 85 total acquisitions, whereas the petroleum-relétcd
companies made 103, and the non-petroleum companies, 59.
Thﬁs, the petroleum companies made fewer total acquisitions
than the petroleum-related firms and more than the non-
petroleum firms. For the period 1982-1984, the petroleum
companies made almost the same number of total acquisitions
as thé non-petroleum companics and fewer than the petroleum-
related firms. Compéred with the 1979-1981 period, petrolcu‘m

and petroleum-rclated firms decreased the nurhbcr of their
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acquisitions during 1982-1984, whereas the non-petroleum
firms increased theirs.3!

Acquisition activity based on the various measures of
transaction size for the period 1979-1984 arec presented for the
thréc groups of f irms in Tables 14 and 15. As discussed in the
Appendix, these data have been adjusted to reflect diff erences
in the numbers of f irms ixi cach group. As in the cisé of the |
number of acquisitions, the data on the value of acqu.isit"ions_
also present a mixed pxcture Table 14 presents the data for
whole company acquxsmons Table 15 prcscnts the data for
total acquisitions and total acquisitions hct' of divestitures.

Exam‘inatidn of Table 14 suggests that the value of wi:ole'
company acquisitions by the petroleum and the petroleuni-
related firms exceeded that of the n'on-pefrdleum group. Fér»
the period 1982-1984, the market value of whole company
acquisitions averaged $12.3 billion per year for bctroleum
’companies, $3.57 billion per year for the petroleum-related
companies, and 31.»42 billioﬁ per year for the non-petrOlepm

companies. For the'entiré 1979-1984 period, whole comp%n”y

31 Over 1979-1984, the petroleum companies made 58
divestitures, petroleum-related companies 100 divestitures, and
non-petroleum companies 39 divestitures.
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TABLE 4

Whole-Company Acquisitions by
Petroleum, Petrolcum-Related, and
Non-Petroleum Companies,
1979-1984!

(values in millions of current dollars)

Measure of ' Petrolcum- : .
Acquisition Petroleum Related Non-Petroleum

Activity/Year Companies Companics Companies

Market Value

1979 3,978 3,189 1.548

1980 1,469 1,481 937
1981 3,145 12,167 51
1982 ' 112 8,171 1,685
1983 ' ‘ 1,504 2,448 1,019
1984 35,330 . 101 1,561
Assets )

1979 2,013 2,998 1,673
1980 2,290 3,185 427
1981 5.195 15,368 624
1982 337 o . 10,864 - 4168
1983 824 4,633 1,033
1984 44,196 93 . 3,466

. Sales

1979 LIS 4,064 ] 2,509
1980 ’ 2,798 1,170 709
1981 5117 : 28,699 637
1982 ; oo 1,038 S ; 14,850 ' 1.597
1983 .. 500 5,784 1,508
1984 51,122, - N6 : 3,614

! Data adjusted for differences in number of firms in each group.
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TABLE 15

Market Value of Total Acquisitions
by Petroleum, Petroleum-Related and
Non-Petroleum Companies,

1979-19841 :
(values in millions of current dollars)

Meisure of Petroleum- _
Acquisition- Petroleum - Related Non-Petroleum

Activity/Year  Companies Companies Companies

‘Market Value of
Total Acquisitions:

1979 : 7,129 3,665 1,618

1980 5,263 2,142 986
1981 4,412 13,399 929
1982 . - 98 8276 2,964
1983 1,969 3,044 1,605
1984 38,743 2,778 2,295

Market Value of
Total Acquisitions
Net of Divestitures:

1979 6,172 2,208 1,500
1980 4,823 - 446 ’ 786
1981 -4,452 11,943 709
1982 : . =10,304 6,723 1,862
1983 ‘ 950 _ -864 ' 1,350

1984 S - 8,233 -9,758 619

1 Data adjusted for differences in number of firms in each
group. - ' ’ c
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acquisitions averaged $7.92 billion per year for the petroleum
companies, $4.59 billion for the petroleum-related companies,
and $1.25 billion fof the non-petroleum companies. Excluding
1984 (so to eliminate the possibly distorting effect of three
large mergers in 1984), ‘whole company acquisitions over the
period 1979-1983 by large petroleum companies averaged $2.44
billion per year. The comparable figures for the petroléum-
related and non-petroleum companies are $5.49 billion per year
and $1.19 billion per year, respectively.

The data on total acquisitions presented in Table 15 again
suégest thai the petroleum and petroleuq\-related group made
soméwhat larger acquisitions than non-petroleum firms, bﬁt at
the same time they balanced these acquisitions by divesting
other assets. In 1982-1984, petroleum corh‘bani_cs’ total
acquisitions averaged $13.9 billion per year, petroleum-related
companies’ $4.7 billion per year, and non-petroleum companies’
$2.29 billion per year. For the full 1979-1984 period,
petroleum firms averaged $9.75 Bilﬁon per year of "'-tb.t,al
acquisitions, betrbleum-rel'akted companies $§.SS_ billion per
year, ﬁnndk hon-pétf&leum compani?s $1.73 billion per year. | For
1979-1983, .which does not include the three large acquisitions

\
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in 1984, total a;quisitions annually averaged $3.95 billion for
petroleum companies, $6.11 billion for petroleum-related
companies, and $1.62 billion for non-petroleum éompanics.
The average transaction size also reflects the tendency of the
petroleum and pctroleym-relatcd firms 'to engage in lafgc
acquisitions. For 1982-1984, the average transactién for total
acquisitions is $1.13 billion for petroleum companies, $352.4
million for petroleum-related companies, and $180.6 million for
non-petroleum firms.  Over 1979-1984, acquisitions for
petroleum firms average $688.3 million per transaction, for
~petroleum-related firms $323.3 million per trahsaction, and for
non-petroleum firms $176.2 million per transaction. For 1979- ,
1983, which excludes the effect of the three large acquisitions
by petroleum firms in 1984, the average total acquisition
transaction is $318.7 million for petroleum f irmﬁ. $339.2 million
for petroleum-related fii'ms, and $168.8 million for non-

petroleum firms.3?

b Compatmg Tables 14 with 15 shows an mferestnng
vpattcrn In 1982-1984, 88.6 percent of petroleum company total
acquisitions were in the form of whole company acquisitions,
compared with 76.0 percent for petroleum-related, and 62.1
percent for non-petroleum companies. Over the whole 1979-
1984 period, petroleum companies made 81.2 percent of their
(continued...)
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While the petroleum and petroleum-related groups were
making substantial acquisitions, Table 15 shows that they also
were making substantial divestitures over the 1982-1984 period.

In this most recent period, .total acquisitions less divestitures

by the petroleum companies averaged $373.7 million per year of

net divestitures, and petroleum-related companies disposed of
$1.30 billion per year in pet divestitures.®® In contrast, the

non-petroleum ¢ompanie; averaged $1.28 billion per year of net
acquisitions. Total acquisitions net of divestitures for the full

1979-1984 period annually averaged: $903.7 million for the

.

2, .continued) '
total acquisitions as whole company acquisitions, petroleum-
related companies 82.7 percent, and non-petroléeum companies
69.8 percent. To the extent that whole company acquisitions
receive greater public attention, the proportionally greater
whole company acquisition activity by petroleum and
petroleum-related firms could contribute to a pctceptnon of
greater acquisitiveness. :

33 If Beatrice Foods® acquisition of all of Esmark, Inc:
had not been treated in Table 15 as a dwcsnture by Esmark,
the 1984 value for acquisitions net of divestitures of petroleum-
related companies would have been -$6.958 billion, and the
pctrolcum-related group would have averaged 5366 33 million

per year in Mmmg over 1982-84.
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petroleum companies, $1.78 billion for the petroleum-related
companies, and $1.14 billion for non-petroleum companies.3¢
¢. Adjustments for Firm Size

Interpreting these data is necessarily difficult because of the
short period covered and the dive‘rsity of the firms included in
the analysis.» As the data on acquisitions net of divestitures and,
to a lesser extent, the data on average acquisitions per year,
apart from 1984, suggest, petroleum firms do not always engagé
in more acquisition activity than the other two groups. How-
ever, there is one difference among the threc groups which
could have an xmportant influence on mterpretxng the acquisi-

- tion activity reportcd in Tables 13 to 15. The petroleum

3¢ In 1984, two of the three large transactions (Standard

‘Oil of California’s purchase of Gulf and Texaco’s acquisition
of Gctty) were intragroup transactions among the petroleum
companies. As such, they leave the figure for acquisitions net
of divestitures unaffected, because the value of the acquisition
for the acquiring firm is cancelled by the value of the divesti-
ture for the acquired firm. Hence, there is no need to correct
for a possibly distorting effect of the unusually sxzeablc trans-
action. Nonctheless for completeness, the averages per year,
over 1979-1983, for acquisitions net of divestitures were nega-
tive (or net dxvesutures) $562.2 million for petroleum
compamcs, positive (or met acquisitions) $4.10 billion for
petroleum-related companies, and positive $1.24 billion for non-
petroleum companies.
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companies are far larger on average than the firms in the two
other groups. This fact is reflected by the figures in Table 12.
While the differences in firm size may be somewhat less
likely to influence the number of acquisitions by the firms in
cach group, it seems likely to affect the absolute size of their
acquisitions. To control for this possibility, the various
measures of the value of acquisiiions by the firms in each
group are expressed as percentages of corresponding ’size'-
measures of the firms within that group. For example, the
market value of total acquisitions (6r- the market value of total
acquisitions net of divestitures) for each group is expressed as
a bctcent of ‘the total market value (th the bcginning of thcv
year) of the companies within the same group.3% The results are

presented for whole company acquisitions in Table 16 and for

36 Although the effect of using the same threshold value
of $15 million for the firms in each group would probably be
negligible, this potential influence on the results is taken into
account in Tables 16 and 17. In each year, the threshold for
acquisitions by companies in the non-petroleum group is taken
as $15 million. The threshold for the petroleum group (or
petroleum-related group) is adjusted each year by multiplying
$15 million by the ratio of the market value (or assets) of the
petroleum group (or petrolcum-related group) to the market
value (or assets) of the non-petroleum group.
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TABLE 16

Msrket Value, Assets and Sales of
Whole-Company Acquisitions as a Percentage
of Market Value, Assets and Sales of
Petrolecum, Petroleum-Related and
Noa-Petroleum Company Groups,

1979-1984

Measure of ) Petroleum-

Acquisition Petroleum Related Non-Petrole.uu

Activity/Year Companies Companies Companies

Market Value

of Acquisitions

as a % of Group

Market Value
1979 - 6.36 6.76 4.36
1980 1.09 2.70 2.62
1981 1.47 18.24 1.63-
1982 0.07 12.78 4.12
1983 1.03 3.23 1.90
1984 _ 1998 0.10 Co 2.40

Assets of Acquisitions:

as 2 % of Group Assets
1979 098 282 2.72
1980 093 : 260. 0.61
1981 1.79 11.42 0.81
1982 0.10 6.63 2.61
1983 0.22 2.63 1.21
1984 11.7§ 0.05 3.88

Sales of Acquisitions

as 2 % of ‘Group Sales )
1979 0.51 2.67 : : 2.38
1980 090 0.70 0.60
1981 : 1.12 17.18 e 0.54
1982 0.20 7.81 , 1.27
1983 0.10 2.90 1.28

1984 1095 - 0.09 ‘ 293
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total acquisitions and total acquisitions net of divestitures in
Table 17.

Tables 16 and 17 reveal a generally mixed pattern. Except
for the effect of the three very large mergers of 1984, acqui-
sitions by the petroleum companies relative to the overall size
of these companies declined over the 1979-1984 period. This is
S0 for both whole company and total acquisitions. Relative
acquisition activity of the pctroleum-relatcd f irnis peaked in
1981 and 1982. There is no apbarcnt pattern for the non-
petroleum companies.

To check for more consistent tendencies in the data, the
geometric means of the market-value-based measures were
computed for the entire .period 1979-1984, and for the two
three-year subperiods 1979-1981 and 1982-1984.3¢ The results
are presented in Table 18. The petroleum-related f irms seem to
have engaged in greater acquisition activity (relative to the
size of these firms) than either the petroleum firms or the non-

petroleum firms.

&

36 The geometric mean is based on the logarithms of the
percentage figures. The geometric mean is considered to be the
preferable measure of central tendency for ratio measures in
which the denominators have substantially different
magnitudes.
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TABLE 17

Total Acquisitions and Total
- Acquisitions Net of Divestitures as a
Percentage of Market Value of Petroleum,
Petroleum-Related and Non-Petroleum Company Groups,

1979-1984
Measure of ‘ Petroleum- N
Acquisition Petroleum Related Non-Petroleum
Activity/Year Companies Companies Companies
Market Value of
all Acquisitions
as 2 % of Group
Market Values
1979 ‘ 7.59 7.76 - 4.55
1980 3.89 3.90 2.76
1981 2.06 20.10 2.02
1982 0.61 12.94 7.25
1983 1.34 4.05 2.99
1984 2191 2.81 3.53
Market Value of
all Acquisitions
Net of Divestitures
as a % of Group
Market Values
1979 6.57 4.68 o 422
1980 3.56 0.81 : 2.20
1981 ) ' -2.08 1791 @ 1.54
1982 -6.39 10.52 4.56
1983 0.65 ~ -1.15 2.52
1984 : 4.66 -9.87 095
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- TABLE 18

Transaction Values as Percentage of Acquiring
Firms' Market Value, Geometric Means for
Groups of Years, 1979-1984

a. Whole Company Acquisitions
as a Percentage of Firms® Market Value

Firm | - Petroleum-
type Petroleum - Related Non-Petroleum
Years:
1979-1981 217 6.93 2.65
1982-1984 1.13 1.60 ’ 2,66

© 1979-1984 1.56 333 : 2.65

b. Total Acquisitions
as a Percentage of Firms® Market Value

Firm Petroleum-

type Petroleum Related . Non-Petroleum

Years:

1979-1981  3.93 8.47 2.94
'1982-1984 2.62 5.28 425

'1979-1984 321 6.69 ) 3.53
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Whole company and total acquisitions for both the petroleum
and petroleum-related companies relative to the size of these
firms gcnérally declined in 1982-1984 compared with 1979-
1981, notwithstanding the very large acquisitions by the
petroleum group in 1984. Overall, acquisitions by the
petroleum companies were less important, relative to the size
of those firms, than were the relative size of acquisitions of
the petroleum-related companies. Petroleum company acquisi-
tions were of roughly comparable relative size as those of non-
petroleum companies.
4. Summary
To §um up, the petroleum companies increased their acquisi-
tion activity subsequent to 1978 compared with carlier years.
- An important part of this incrcésc is accounted for by several
particularly large acquisitions, especially those occurring in
1984. However, as the figures in the previous section suggest,
this increasé in acquisition activity appears no grcétet, :
- proportionally, _t‘han increases in such activity elsewhgte in the
economy. Apart from 1984, acquisitions by the bcftrolc‘um
éompanics declined relative to the size of these firms when

compared with the petroleum-related and non-petroleum
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companies. For the 1982-1984 period, the petroleum companies
as a group had net divestitures of $560 million.

The pattern of acquisitions is also of some interest.
Recently, the petroleum companies appear to have been selling
non-cnergy assets and concentrating on whole company acquisif
tions of energy-related firms. Acquisitions by petroleum-
related firms follow a similar, but less pronounced, pattern.
The pattern suggests that the conglomeration movement among
large pctroleum companies may be past, and to the extent that
the present acquisitions increase specialization, the possibility
that they enhance efficiency cannot be dismissed.

Finally, it should be noted that analysis of acquisitions (and
divestitures) alone may only partly illuminate the matter of
economic concen.tration. ’i‘o the extent that acquisitions are
internally financed, they represent a rearrangement of existing
assets of the f irm without enhancing the total assets available
to it.  Assets purchased when the market is high and
- subsequently resold wheﬁ prices have fallen Yi‘ll éppcar in the
data series as a net acquisition, when in fact they represent the
opposite, because the firm has lost in the process. Thus, while

the large petroleum companies have engaged in many sizeable
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transactions in the last i4 years, their relative position in the
economy continues to be influenced by other factors, such as
relative energy prices, success in exbloration and development
of \ncw oil reserves, and their ability to manage t_he assets they

have acquired.
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SECTION 3:

Concentration in Crude Oil and Reﬁniﬁg

The 1982 Report contained information on concentration at
different production levels in the oil industry and how
concentration was changed by the recent mergers and acquisi-
tions. To some extent, the 1982 Report examined concentration
in four major functional levels of the oil industry: crude oil
(production and reserve ownership), refining, transportation
(of crude oil and refined products), and marketing (of refined
products at wholesale and retail). In this update, recent
information is given on concentration in crude oil reserves and
production (world-wide and domestically) and in domestic

refining.37

37 We did not update information on pipeline concentra-
tion. The Department of Justice recently published a report on
this subject, and because of the complex nature of pipeline
ownership arrangements, changes in petroleum ‘company owner-
ship do not necessarily translate into changes in pipeline
concentration. (See, US. Department of Justice, Antitrust
Division, "Oil Pipeline Deregulation: Report of the US.
Department of Justice," May, 1986.)

We also did not update the information on concentration in
gasoline distribution because of data limitations. As noted in
(continued...)
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1. Crude Qjl

There are literally thousands of crude oil producers in the
U.S. and few possess market shares of as much as five pcrccht
of total production. National concentration in the ownership
of domestic crude reserves is quite low, and mergers involving
even the largest U;S. producers have not'reached the thresholds

identified in the DOJ guidelines.3®

37(..continued)

the 1982 Report, pp. 251-256, data are available only on a state-
wide basis, but competition in distribution is determined more
on the basis of terminal markets, the boundaries of which do
not coincide with state borders. Moreover, institutional
characteristics of the distribution system, such as swaps and
exchanges, impart biases to the available state-level data which
could cither over- or understate the extent of concentration in a
jurisdiction. '

38 In 1982 the U.S. Department of Justice (DOJ) issued a
set of merger enforcement guidelines setting forth criteria
under which it would review proposed mergers for possible

_antitrust enforcement action. (The guidelines were subse-
quently revised in 1984.) See: "Merger Guidelines Issued by
Justice Department, June 14, 1984, and Accompanying Policy
Statement," Anti nd Trade Regulation Repor i
Supplement, no. 1169 (June 14, 1984). o ‘

One of the guidelines criteria is the height of and changes
in the Herfindahl/Hirschman Index (HHI) of market concen-
tration, calculated by summing the values of the squared
market shares of each firm in the market. See: Richard A.
Miller, "The Herfindahl-Hirschman Index as a market structure

variable: an exposition for antitrust practitioners,” The
Antitrust Bulletin, ~ol XXVII, no. 3 (Fall, 1982), pp. 593-
618. - :
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National concentration must be assessed in light of the fact
that U.S. crude prices have been largely governed by prices in
the international market since the elimination of import
controls in the early 1970s. Although the control of crude oil
production and reserves is somewhat more concentrated in the
world as a whole than in the US., mergers of private oil
companies have had little effect on international concentration,
This is because the Vmajor players in the international market
are the national oil companies of other countries that control
the pricing and production of oil within their own borders.

T_herc‘ are two circumstances in Wﬁich,mer-gcrs- ‘may affect
cdmpctition in crude markets. First, there are some ddmcstic
regional markets in which crude prices could potentia!ly be
affected _by chéngcs in the competitiveness 61‘ _the local
supplicrs. Second, the pricing pbliéies of bPEC are constraihéd
in part by the activities of non-OPEC producers and probably
in part by the ability of refiners to exploit thejncen_,tivc-’ o,f
in.d:'iv‘idual OPEC brkodt;iécrs to cxpand oufbut. If aéquiys‘iztions-
of major non-OPEC oilv compahics by OPEC lgncmbcrs served tob
§nhance OPEC’s ability to maintain non-competitive pticeﬁ,

these acquisitions would give rise to antitrust concerns.
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Most regions of the world are either net importers or net
exporters of crude oil, and local prices are generally
determined by world market prices and transportation costs.
The US. as a wholc relies on imported crude to meet refining
demand. Imports as a percentage of the oil processed by U.S.
refineries declined from 44.5 percent in 1979 to 26.8 berccnt in
1984.” If account is taken of refined product imports, roughly
33 percent of domestic refined product demand was met by
foreign crude in 1984.4° This level of imports into the US.
implies that domestic prices are generally determined in the
world market (although th.cre may be some local submarkets).
An attempt by US. Gulf Coast crude produc?.rs to raise
domestic crude prices, for example, would be ineffective
because any increase in Gulf Coast crude prices would lead to

increased imports. ¢!

3 See EIA Petroleum Supply Annual, 1984, pp. 20-21.

KN ‘° Non-strategnc-petrolcum-rcscrve crude oil nmports plus
net-refined product- imports divided by total refi mery runs of
crude oil plus net refi mcd product xmports ;

‘ “ Thxs need not be true xf a quota were imposed on crude
oil xmports . The imposition of restrictions on crude and
product imports could substantially changc the relevant
markets used.in antitrust analysxs :
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a. Concentration in the International Market

Since 1973, changes in the level of world crude oil prices
have largely reflected changes‘in OPEC’s policies and in its
members’ ability to function join'tly. The output levels of
OPE('; members for selected years since 1974 .arc shown in
Table 19. It can be seen that OPEC’s share of world crude oil |
and natural gas liquids produétion has fallen from nearly 53
percent in 1974 to only slightly over 31 percent in 1984,
reflecting the steady increase in non-OPEC production.

Concentration in crude oil can be measured on the basis of
cither reserves or production.4? Production data provide an
accurate indicator d,f market control. in the short-run. - How-
ever, the share of production by a firm in a given year does

not necessarily reflect its ability to maintain this share in the

42 "Reserves" can be defined in a variety of ways. In
general, reserves are volumes estimated to exist in known
deposits, and which are believed to be recoverable in the f uture
through the application of present or anticipated technology.
As defined by the Department of Energy, "proved reserves” are
those volumes of crude oil which geological and engineering
data demonstrate with reasonable certainty to be recoverable in
the future, under existing economic and operating conditions.
This classification of reserves is used in this Report. Other
categories of reserves, including “probable reserves” and
"speculative reserves,” generally include deposits for which
there is less certainty of recoverability.
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TABLE 19

OPEC Share of World Crude Oil
“and NGL Production!
(thousa'nds bbl/day)

Year

Country 1974 1979 1981 1984
Saudi Arabia? 8610 9835 10248 5000
Iran - 6067 © 3178 1389 ‘2184
Venezuela 3060 2425 2157 1863
Kuwait? , 2596 . 2595 1185 1224
Nigeria 2255 2302 1433 1419
Iraq 1971 3487 1005 1214

 Abu Dhabi® 1750 1450 1159 778

Libya 1541 2132 1175 1124
Indonesia 1375 1631 1700 1541
Algeria "~ 1059 1293 1018 963
Dubai¥ 232 360 358 352
Gabon - 202 203 151 152
Ecuador 177 214 211 258
Sharjah® - ‘50 15 9 120
Ras Al ;

Khaimah® 0 0 o 6
OPEC -~ 30945 31,120 23,198 18,198
NON-OPEC 27,787 " 34,833 36,565 40,131

- WORLD 58,732 65,953 59,763 58,329
% OPEC 52.7 47.2 38.8 31.2

1 Source: Encrgy lnl‘ ormatxon Admxnlstratxon, ]nggrgg;;gng]
Energv Annual, Tables 8 and 9 except as noted.
2 Includes 1/2 of neutral zone production. . e
3 Sources: Crude and condensate production, The Oil and
Q_a_s_.[p_uggl_, Dec. 31, 1984; Dec. 28, 1981, Dec. 31, 1979,
Dec. 30, 1974. Natural Gas quuxds Production, lh;_Q;l_ang
Gas Journal,-July 15, 1985, and July 19, 1982. ‘The -
mmﬂ.&;mm_ﬁ_ﬂmm 1980 and 1975.

&
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future, or to expand output in response to higher prices. While
reserves are somewhat more difficult to measure than produc-
tion, they provide a better long-term indicator of market
structure and of the relative ability of producers to expand
output. It can be scen in Table’ 20 fhat OPEC members
accounted for nearly two-thirds of world crude oil reserves at
the end of 1973 and that there has been little change in this
figure over the last decade. | |

Analysis of concentration in the world crude oil market is
complicated by the wide variation iacross countries in the
ability of private companies to exercise property rights or to
control prices and output. In the U:S.. Canada and a f ew
other coﬁntrics, the working interest owner (the oil cdmpany)
determines crude oil output and sglling prices. In these
countries, individual private producers are the relevant entity

for analysis of market concentration.*® In Mexico, OPEC

43 This overstates the case. During the 1970s, govern-
ment regulations severely constrained the operation of the free
market in crude oil. It could also be argued that several
state regulatory bodies in the U.S. were the relevant actors for
purpose of antitrust analysis when market demand proration-
ing was in effect. The tables in the text abstract from these
considerations and treat private oil companies as the relevant
actors in the US. and Canada. :
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TABLE 20

OPEC Share of World Crude Oil Reserves!
(billions of barrels, December 31)

- _ ' Year ;
Country 1973 1978 1981 1984
Saudi Arabia? 140.8 1689 1679 1717
Kuwait? 728 694 61.7 92.7
Iran 60.0 © 590 - 57.0 48.5
Iraq 315 32.1 29.7 44.5
Libya . 25.5 243 22.6 21.1
Abu Dhabi 215 300 306 30.5
Nigeria 200 18.2 16.5 16.7
Venczuela 14.0 © 180 203 258
Indonesia 10.5 10.2 9.8 8.7
Algeria 7.6 63 8.1 9.0
Ecuador s 12 0.9 1.4
Dubai 2.5 13 13 14
Sharjah ’ 1.5 00 03 0.5
Gabon ’ 1.5 20 0.5 0.5
Ras Al Khaimah . 0.0 .00 0.0 0.1
TOTAL OPEC 4153 4396 4331 473.1
TOTAL NON-OPEC - 2126 202.0 2376 225.6
TOTAL WORLD 627.9 641.6 670.7 698.7
% OPEC . 66.1 - 68.5 646 617
1 Sources: The Oil and Gas Journal, Dec. 31, 1984; Decc. 28, 1981, Dec. 25,

1978, Dcc. 31, 1972,

2 [ncludes 1/2 of ncutral zone rescrves.
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countries, and most Communist countries, the state oil company
determines price and output levels, even if the crude is nomin-
ally produced by priva‘tc companies. In these countrics. the
relevant actor is the state. In other areas, sucﬁ as the UK.
and Norwegian North Sea, a mix of private and public control
of price and output complicates assessment of the relevant
economic actors. |

Tables 21 and 22 provide estimates of concentration in
world crude oil production (including condensate and natural
gas liqﬁids) and reserves (crude and condensate only) based on
the assumption that the rclevant actors are individual OPEC
members, individual com'.r'n’unist countries ‘in Europe and Asia,
and that the state controls pri¢e§ and output in the U.K.,4
Nor\y‘?yl, quico, Oman,.Qatar, and ‘Egypt. Because the large
private oil coinpanies do not brcgk }dow_n their production
country-by-country throughout the world, it is not possible to
calculate prccisc‘ market shares for private companies in free
market producing areas. Since the main free market producing

areas are the US and Canada and since data are %vailablc for

44 This characterization of the U.K.'s oil pricing systems
is perhaps not appropriate today, because of recent changes in
the tax and royalty system. '
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TABLE 21

Conceatration of World Crude Oil
and NGL Production, 1974-1984}
(thousands bbl/day).

: ’ Year
Producer 1974 . 1979 1981 1984
Bbl share Bbl share Bbl share Bbl share

" USSR 9246 15.7 11794 179 12265 20.5 12328 2L

7/
Saudi Arabia? 8610 147 9835 149 10248 1.1 5000 8.6
lran 6067 103 3178 48 1389 23 2184 37
Venezuela 3060 52 2425 37 . 2151 36 1863 32
Kuwait? 2596 4.4 2595 39 18s 20 122¢ 21
Nigeria 2255 38 2302 3 1433 2.4 1419 - 24
Iraq 1971 34 3487 53 1005 1.7 1214 20
Abu Dhabi® 1750 3.0 1450 2.2 1159 19 778 13
Libya 1541 2.6 2132 32 115 20 124 19
Indonesia 1315 23 1631 25 1700 28" - 1541 26
v China CB1s T220 2122 32 0 2012 347 2269 39
Algeria - 1059 1.8 1293 20 1018~ 1.7 963 1.7
Mexico S 11 R K| 1611 2.4 2554 43 3007 s2
Qatar - . 523 09 518 08 429 07 422 09
~-Argentina 425 07 486 07 508 09 476, 08
Romania 310 05 266 04 255 04 252 04
Oman _ 297 05 290 04 317 05 404 07
Dubai® 232 04 360 0.5 358 06 . 352 06
Gabon 202 03 203 03 ISt 03 152 03
Ecuador 177 0.3 214 03 211 04 258 04
Egypt 151 0.3 542 08 61 1.0 852 1S
Sharjah? S0 01 1S 00 9 00 120 02
“Norway 35 01 43 07 551 09 85 13
UK 7 00 1613 24 1861 3.1 2625 45
Ras Al Khaimah® 0 0.0 0 00 o o0 .6 00
Shell N.A.  NA, 528 0.8 $S3 09 . 583 10
Exxon* 114 19 951 1.4 872 1S 892 1S
B. P. NA.  NA. 627 10 721 12, 682 1.2
Texaco 831 1.4 $713 09 a6 os 788 1.4
Chevron . 500 09 401 06 403 07 . 154 13
Amoco 605 1.0 552 08 TINEN Y B 62 08
Arco 411 0.7 538 08 540 09 655 1.1
Guif* 576 1.0 493 07 a8 07 0 00
Mobil 449 o8 391 06 310 06 458 06
(continucd next page)

Note: N.A_, separate data are no longer available.



TABLE 21-Continued

Year
Producer 1974 1979 1981 1984
Bbl share Bbl  share Bbl share Bbl share

Phillips 256 04 263 04 266 04 316 0.5
Getty 300 05 268 04 283 05 0 00
WORLD ’

TOTAL 58732 - 65953 $9763 58329

Concentration Ratios

4 Firm 459 429 456 394
$ Firm 60.5 $12 513 526
HHI 68 693 . 816 653

1 Sources: Data by country, except as noted, Energy Information
‘Administration, In 0! 3 1984, Tables $ and 9. Company data,
Annusl Reports and 10-Ks. The 1984 data for Texaco, Chevron, Mobil and
Phillips includes the estimated production of Getty, Gulf, Superior, and Aminoil
prior to their acquisition. The estimates of pre-acquisition US. production were
obtained from the American Petroleum Institute. Canadian production during the
'pre-acquisition period was estimated assuming the same relationship between pre-
and post-acquisition production. The data for Texaco includes 1,500 b/d of
estimated Getty Canadian production prior to Getty's scquisition by Texaco. The
datz for Mobil iacludes 18,600 b/d of Superior Canadian production prior to
Superior's acquisition by Mobil.

3 Includes 1/2 of neutral zone productiou.
3 Source: see footnote 3, Table 19.

4 Includes Canadian oii sands production.
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TABLE 22

Concentration of World Crude Oil Reserves!
(billions of barrels, December 31)

- Year

Producer 1973 1978 1981 - 1984 :

: Bbls Share Bbls Share Bbls Share Bbls  Share
Saudi Arabia? 140.8 224 1689 2‘.3 ‘ 1679 250 1717 246
USSR 80.0 127 710 111 63.0 9.4 63.0 9.0
Kuwait? 728 116 694 . 108 . 617 101 927 133
Iran 60.0 9.6 59.0 9.2 57.0 85 485 6.9
Iraq 35 S0 321 S0 297 44 445 64
Libya 255 41 243 38 226 34 211 30
Abu Dhabi 21.8 34 30.0 4.7 30.6 4.6 30.5 44
Nigeria 20.0 32 18.2 2.8 165 25 16.7 24
China 20.0 32 20.0 31 19.9 30 19.1 27
UK 10.0 1.6 16.0 2.5 148 2.2 13.6 19
Algeria "~ 1.6 1.2 6.3 1.0 8.1 1.2 9.0 1.3
Syria 7.1 11 21 03 19 03 1S 02
Qatar 6.5 - 1.0 4.0 0.6 . 34 0.5 34 0.5
Ecuador 5.7 0.9 12 02 0.9 0.1 14 0.2
Oman 53 0.8 2.5 04 26 04 35 - 05
Norway 4.0 0.6 59 0.9 76 - 1.1 83 12 .
Mexico 3.6 0.6 16.0 2.5 57.0 8.5 48.6 7.0
Dubai. 2.5 0.4 13 02 1.3 0.2 14 0.2
Gabon 1.5 0.2 20 0.3 0.5 0.1 0.5 0.1
Sharjah 1.5 0.2 00 . 00 0.3 0.0 0.5 0.1
Ras Al Khaimah 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0
WORLD TOTAL 6279 6416 670.7 698.9
Concentration
Top 4 56.3 . 514 53.0 538
Top 8 72,0 74.0 739 748
HHI 981 1122 1062

1047

! Sources:

2]
—

December 31, 1984, December 28, 1981,

Qil and Gas Journal,
December 25, 1978, December 31; 1973, After factoring ‘out natural gas liquid
reserves, no private oil company had U.S. and Canadian net reserves that were
greater than or equal to _(_)i_;)erceut of world reserves. T .

? Includes 1/2 of neutral zone reserves.
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net production in these countries, private company market
shares are computed on the basis of their production in the
U.S. and Canada.

Table 21 reports the production of all OPEC members and
each other actor aCCounting for 0.5 pcrce'nt or more of world
crude production in any of the years reported. While the HHI
calculations are not exact, bccaus’é‘thc market shares of many
small producers are omitted from the calculation, inclusion of
these producers would have vefy little effect on the HHI. It
can be seen that while international crude production was
relatively unconcentrated throughout the 1970°s and 1980°s,
there was a signif icant decline in conccn,tration after 1981. It |
- is also noteworthy that in 1984 the largest private oil producer
(Exxon) is the 13th largest crude oil producer overall and
accounts for only ai:out 1.5 percent of world production. While
the data in the table ptobabl,y understates the actual signific-
ance of private oil companies, it does 'illnstratc that even the
largest private oil companies are relatively small actors i;a the
present internétiona] crude market. @

' Table 22 reports the crude oil reserves of all OPEC mémbérs

and each other actor accounting for 0.5 percent or more of
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reserves in any of the yeais reported. It can be seen that
control of world crude .\reserves is somewhat more concentrated
than crude production, and that the dcgfcc of concentration
has been relatively stable since year-end 1973. As noted in
fodtn,ote 1 of Table 22, private oil companies are even less
.signif icant in terms of reserve ownership than in terms of
ﬁroductipn. with no company accounting for 0.5 percent or more
of world crude oil reserves in any year.4%

In interpréting these data, it is useful to kecp in mind that
‘both fcscrvcs and production depend on the price level. It was
the control of low cost reserves and production that permitted
OPEC to raise prices in the 1970’s.

b. Concentration in ﬁomcstic Crude Oil Markets

Domestic crude oil rcécr'ves and production are relatively
unconcentrated. It can be seen in Table 23 that the four-firm
concentration ratio for production in 1981 was 24.8 percent, the
cight-firm ratio was 39.6 percent, and the HHI calculated for
firms with more than one percent of the market was only 251.

It is notcworthi that while the large size (in dollar terms)-of oil

45 If natural gas liquids are included in reserves two
firms have approximately 0.5 percent. ‘
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US. Crude Oil. Condensate and NGL Production
by Company 1981, 19842

TABLE 23

86

Net . Market Net Market

Company Production Share Production Share
(000 bbls/day) (percent) (000 bbls/day) (percent)

-Exxon 752 7.4 778 7.4
Sohio 717 7.0 634 6.0
Arco 540 53 (111 6.2
Shell sS4 5.0 534 5.1
Amoco 437 4.3 409 39
Texaco 381 3.7 674 64
Gulf 345 34 NAS N.AS
Socal 342 3. 622 59
Mobil 316 31 366 35
Phillips 278 2.7 348 33
Getty 268 27 N.AS N.AS
Sun 217 2.1 194 1.8
Union 168 1.6 169 1.6
Marathon/ :

US Steel 166 1.6 174 1.7
Cities Service 149 1.5 N.AS N.A3Z
Conoco/Dupont 139 1.4 120 1.1
Occidental 150 14

Subtotal 5729 56.0 5827 55.4
US. Total® 10181 100.0 10509 100.0

(continued next page)



TABLE 23-Costiaued

1981 ‘ 1984

» Net Market Net - Market
Compaay Production Share Production Share
(000 barrels/day) . (percent) (000 barrels/day) (percent)

' Concentration

Top 4 2523 248 2741 : 26.) -
Top 8 - 4028 396 4672 445
HHI 251 .- 282

1 Crude oil, condensate and natural gas liquids. Sources: 1981 and 1984 Annual
Reports and 10K's. The 1984 data for Texaco, Chevron, Mobil, Phillips and US.
Steel include the estimated 1984 production of Getty, Gulf, Superior, Aminoil
and Husky prior to their acquisition. The estimates of pre-acquisition US.
production were obtained from the American Petroleum Iastitute. In reporting
their production of NGL, many, if not most, oil companies include both
production derived from theie working interest, plus liquids retained by
processing plants owned by the compaay. The 1982 Report attempted to provide
reserve and production data based solely on leasehold crude and natural gas '
liquids ownership but the authors did aot have access to the appropriste data
for a number of companies. The production and reserve data in this report do
not attempt to exclude natural gas liquids retained by processing plants and
therefore differ slightly from that in the 1982 Report. To the extent that the
processing plant retsins liquids pursuant to a long-term contract with the owner
of the gas, the processing plant owner bencfits from increases in the price of
NGL. Oa the other hand, the processing plant owner generally does not control
the production rate of retsined liquids. Indeced, it may be the eatity that
purchases the gas (a natural gas pipeline for example), rather than the working
interest owner, that coatrols the rate of NGL production in the short-rua.

? Sources: EIA, Petrolcum Suoply Annual 1981, 1984 Table 1, Crude oil ficld
production plus natursl gas liquids ie_lql production. ’ R

3 Merged with another firm and no i_onger reported.
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company mergers and acqﬁisitions in recent years might suggest
that these transactions materially altered concentration in U.S.
reserves, this clearly has not been the case. Concentration in
1981-1984 has increased only slightly. In 1984, f our-firm
coucct.ltration was 26.1 percent, eight-firm concéntration was
44.5 percent, and the HHI was 282.4¢

Table 24 shows U.S. market shares bas:d on reserves, which,

as indicated above, are an indicator of future market control.47

46 These figures are based on the net production of
publicly held oil companies. In general, companies do not own
the land from which they produce oil. Instead, oil companies
typically enter into an oil and gas lease, which allows them to
drill wells on the land and produce hydrocarbons. In addition
to any fixed fee (bonus) paid for the lease, a producer
customarily pays the landowner a royalty share (usually 1/8 or
1/6) of the crude oil produced. The net production figures
reported by oil companies in their annual reports exclude the
share of the royalty owner. Because the working interest owner
controls the rate of production by the royalty owner, it might
be more appropriate to base these calculations on gross produc-
tion and reserves. This data is not reported by most companies,
however. If, for purposes of a rough approximation it is
assumed that royalties average 13 percent of production, then
gross production would be 1.15 times net production, the four-
firm concentration ratio would be 30.0 percent, the eight-firm
concentration ratio would be 51.2 percent, and the HHI would
be 373 in 1984, - :

47 Another reason that market share calculations based
on net production and reserve data may not accurately reflect -
the control of domestic production is that much domestic crude
is produced by units. Depending on the provisions of the

(continued...)
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TABLE 24

United Suteimede Oil, Condensate and NGL Reserves
by Company, Year-End 198] and 1984}

1984

1981 .

: ' : Market Market

Company Reserves Share Reserves Share
(million barrels) (percent) (million barrels) (perceat)

Sohio 3419 9.5 2903 3.0
Exxon 2822 18 2715 7.5
Arco 2549 7.1 2746 1.6
Shell 2208 6.1 2321 6.4
Amoco 1674 . 4.6 1737 4.8
Getty 1322 - 3.7 N.A?Z N.AZ
Socal 1237 34 2186 6.1
Texaco 1120 3.1 1887 5.2
Mobil 398 2.5 1041 29
Gulf 865 24 NAS N.AS
Sun 716 2.0 745 2.1
Marathon 641 1.8 576 1.6
Union ‘678 1.9 N.ASZ N.A 3
Phillips 473 1.3 659 1.8
Conoco/DuPont 3 1.1 ‘N.A3 N.AS
Cities Service 564 L NAJ NAS
Subtotal | 21,573 $98 119,381 53.7
US. Total? 36,494 100.0 /36,089 100.0
Concentration
Top 4 10,998 30.5 10,500 29.2
Top 8 16,351 45.3 17,401 48.2
HHI 322 333

1 Sources: 1981, 1984 Annual Reports and 10K's. The data includes proven
developed and undeveloped reserves. See footnote 1, Table 23

3 Sources: ELA. mkﬁuuﬂ.ﬁ:und.mﬂnmummm

'J.ELAnnnan Table 1, p. §.

3 Merged with another firm, and no longer reported.
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This table shows slightly greater concentration in reserves than
in production, where _again concentration in reserves has not
increased significantly from 1981-1984. In 1981, four- and
cight-firm concentration ratios and HHI were, i'espectivcly,
30.5 percent, 45.3 percent, and 322, | In 1984, the correspond-
ing figures were 29.2 percent, 48.2 percent, and 333. The
leading firm, Sohio, owned less than ten percent of domestic
proven reserves. (Sohio’s share is largely attributable to its
| interest in the field at Prudhoe Bay; Alaskg.)

Table 25 presents concentration data for the top four and
eight reserve owners as ot'-ycar.-‘end 1978 through year-end
1984.4% It is evident from thiﬁ data that acquisitions of oil
reserves by large oil companies have had a ncglig_ible eff éct on

concentration over the years 1979-1984.

47(..continued) , , ‘
unitization agreement, production rates ‘may be controlled by
the operator rather than the working interest owner.

48 Certain sources report this data as of January 1 of the

subsequent year. We have treated this as year-end data for the
previous year to be consistent in the time periods of this report.
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TABLE 23

Concennnon of US. Crude Oil, Condensate and Natural Gas Luqmds.
Reserve Owncership: 1978 to 1984
(as of December 3 each year)

1978 1979 1980 1981 1984

Total Reserves! 38,127 36,425 36,533 36,494 36,089
Jop Four Firms

Year-end rescrve?

ownership in . . . :
millions bbl 12,275 11,684 11,346 10,998 10,685
Percent of total

reserves 322 321 3 30.1 296
I E' ) ! Eo

Year-end reserve?

ownership in

millions bbl o 18,595 17,407 16,902 . 16,351 17,495
Percent of total :

reserves: ‘ - 48.8 478 463 448 43.5

! Sources: API, wmmmmmmw:m
Enmx.Mnkm. various years.
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2. Refining

The markets for refinery products may. be, at least in the
short run, regional rather than national, a feature which would
be of importance in the antitrust analysis of acquisitions
involving refineries. Morcover, the matter is complicated by
the fact that the geographic scope of the refinery products
markets may be product specific. For example, lubricating oil
moves in a national market, while asphalt is very localized.
Gasoline and residual oil trade in more regional markets, but
with distinctly different shipping patterns. Not all refineries -
are capable of producing the same slate of products, nor ixﬁ the
short run do they have equal access to distribution facilities f oi'
more specialized products, such as kerosine jet fuel. Conse-
quehtly antitrust reviews of mergers involVing ref itiery assets
must proceed on a case-by-case, product-by-pro_dpct basis. How-
ever, for an overview study such as this, examination of
~ refinery concentration as a whole will suffice to show broad
industry trcnds..

Based largeiy on an analysis of shipn}'cnt patterns, the 1982

Report identified a number of possible regional refinery

92



markets within the United States.%® While the exact boundaries
of thesé possible markets are dkiff icult to &etermine, thc avail-
able data from the Petroleum Administration for Defense
Districts (PADDs)® provide a useful starting point. The ]1982
Report noted relatively little refined product flowing into or
out of PADDs IV and V (excepting Hawaii and Alaska),
suggesting tﬁat these two may be separate markets. PADD III _
might also qualify as a separate market due to possible
impediments to product flows into the area. However, owihg to
the significant inflow of refined products from PADD III,
PADD [ may not be appropriately treated asa“ séparatemarkct
but instead should be combined with PADD III; Appropriate A
treatment of PADD II is more problematic because of

complicated shipping patterns: ‘here candidates for relevant

4 1982 Report, pp. 174-188.

8 In 1950, the Petroleum Administration for Defense
divided the United States into five districts for purposes of
collecting and maintaining petroleum industry data. A great
deal of petroleum industry data are still reported on a PADD
basis. As Figure 1 shows, PADD I comprises New England and
the Eastern Seaboard; PADD II is the Midwest; PADD III
comprises the Gulf Coast states; PADD IV is made up of the
Rocky Mountain states; and the West Coast states plus Alaska
and Hawaii constitute PADD V.
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N

FIGURE 1|

Petroleum Administration for Defense Districts (PADDs)

B

Source; Reproduced from U.S. En'crgyk ‘Information

Administration, 1 oly Monthly, July, 1988
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markets are part;*. of PADD Il (the "Upper Midwest"), all of
PADD II, and a combination of PADDs I, II, and III.

Refinery capacity concentration ratfos for these various
regions are provided in Table 26 for the period year-end 1949
to 1984. Réf inery concentration in most arcas fell between
1949 and 1979. Two principal exceptions in which there were
xrnodest increases in concentrition over this period were PADD
II and the Upper Midwest region. In PADD 1V, four-firm
concentration remained virtually unchangcd, and eight-firm
concentration rose by 1.5 percent. _

A comparison of the data for year-end 1981 and 1984
intimate recent increases in concentration in refinery capacity.
An increase occurred in all of the spccif ied'rcgions. In PADD
Vv, four-f irm concentration increased by 3.9 points between
year-end 1981 and year-end 1984 and eight-firm concentration
increased by 2.0 points. In PADD IV, four-firm and eight-firm
concentration increased by 4.2 and 41 points respectively. In

PADD III, four-firm and eight-firm concentration increased

&}
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Table 26

Regional Refining Concentration Treads, Year-end 1949-1984

CR4
CRS

CR4
CR3

CR4
CRS

CR4
CR3

CR4
CR3

CR4
CRs

Concentration Trends—-PADD 11!

(Alabama, Arkansas, Louisiana, Mississippi, New Mexico, Texss)

1949 1959 1969 1979 1981 1984

Y a2 440 362 368 383
733 657 648 545 55.6 8.1

Concentration Trends--PADDs I and 1112
1949 1959 1969 1979 1981 1984

46.5 409 409 350 354 383
66.1 59.0 623 55.0 549 58.4

Concentration Trends—-Upper Midwest®
(lllinois, Indiana, Kentucky, Michigan, Ohio)

1949 1959 1969 1979  jom1  Jomd

453 429 419 48.7 54.1 583
70.4 69.0 4.4 5.5 816 873

~Concentration Trends--PADD 11°

1249 1939 1269 1979 1981 1924

36.7 346 383 314 40.1 42.0
55.3 $3s 599 60.0 608 65.3

Concentration Trends--PADDs 1, 11, and 111
1949 1959 1969 1979 1981 1984

360 3 352 307 205 330
557 96 580 92 a3 549

Concentration Trends--PADD V¢
(Arizona, California, Ngvada. Oregon, Washington)

60.2 619 66.5 54.4 559 59.8
85.1 89.6 95.2 76.5 796 81.6

198¢°*

429
649

IQ!‘..

44.1
64.9

|2!4ol

642
90.3

1984°*

459
69.8

1984°%

375
59.2

lgﬂ‘..

39.8
31.6

(continued next page)



Table 26~Continued

Refining Concentration Treads

. CR4
" CR8

: Concentration Treads—-PADD IV
(Colorado, Montana, Idaho, Utah, Wyoming)

1949 1939 1969 1279 1981 1984 1984t

419 472 533 430 3.4 5716 576
7.8 742 817 753 30.4 843 84.3

Sources: Depcrtment of the lntenor. Butuu of Mmu. “Petroleum Refineries

Note:

includiag Cracking Plants ia the US." as of January 1, 1950, 1960,
1970; Department of Energy, ‘Form EIA-87, “Petroleum Refineries
in the US. and US. Territories” as of Jsnuary 1, 1980, 1982;

Energy Information Administration, mm;nmjnnnlunml. 1984
vol. 1.

" Market share is based on operating crude distillation capaci'ty.

Gulf is treated as 8 subnduty of Socal, except for the Alliance,

Louisiana refinery which is assumed to be owned by Sohio. Final

approval of the divestituze of the Alliance refinery to Sohio had not
beea tecewed from the FTC as ol' Decembet 31, 1984,

Getty is trested as a subsidiary of Texaco, but Texaco's Westville, N.J.
refinery is assumed to be owned by Coastal. Final approval of the
divestiture of the Westville refinery to Coastal had not been received:

from the FTC as of December 31, 1984.

EIA data records Union Oil's Lamont, 1llinois refinery as shut down on
December 31, 1984. This was & temporary shut down and the refinery
is currently operating. - If this refinery were treated as-operating on .
December 35, 1984, CR4.= 54.2 and CR8 = 3.3, for the Upper Midwest,
CR4¢ = 40.1 and CR8 = 62.3, for PADD 11, and CR4 = 32.6 and CR8 =
542, for PADDs 1, 1, and III combined.

EIA data records Texaco’s \Vzlmu\gton. California refinery, with a-
captcny of. 75,000 bbl/day, as idle on December 31, 1984. This was s
temporary shut down and the refinery is currently operating. If this
refinery were treated as operating on December 31, 1984, CR4 = 58.0
and CR$ = $2.2. In 1982, EIA listed Pacific Refining’s Hercules,
Californis refinéry, with a capacity of 85,000 bbl/day, as idle; this .
refmery was subsequently restarted. If this refinery were treated as

, ‘opersting on Decembet 31, l98| cm - 34 1 and CR8 = 77.1.

Data in column 1984° assumes that Mobil had scquired Marathon, that
Texaco did not divest its Westville, New Jersey refinery, and that Socal -
did not divest Gulf's Alliance, Louisiana refinery.
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by 2.0 and 2.5 points respectively.5! In the combined PADD I
and PADD III regioﬁ, four-firm concentration increased by 3.2
points and eight-firm concentration increased by 3.7 points. For
the three regions involving PADD II, four-firm and eight-firm
concentration increased respectively by 4.2 and 6.2 poinvts for
the Upper Midwest, by 1.9 and 4.5 points for PADD II, and by
3.5 and 7.1 points f ox; fADDs I, II and III com.bined’.‘z
The data presented in the body of Table 26 are based upon

operating crude distillation capacity. From time to time, other

$1 The ]982 Report contained a more detailed examina-
tion of capacity for refineries located on the Gulf Coast in
Alabama, Mississippi, Texas and Louisiana ( see pp. 186-188).
This analysis was done to compare concentration of total refin-
ing capacity in the Gulf Coast with concentration-of only those
refineries that produce gasoline. An update of the Gulf Coast
gasoline-only refining concentration was not done for the
present study. However, concentration figures based on total
capacity in this Gulf Coast region were calculated. They show
an increase, between year-end 1981 and ‘1984, in:four-firm and
cight-firm concentration, rising from 40.3 to 42 0 percent, and
from 60.2 to 64.1 percent respectively.

52 The HHI did not come into widespread use in antitrust
analysis until recently, and thus HHI data cannot be readlly
calculated for the earlier years shown in Table 26.

There is no simple correspondence between HHI's and four-
or cight-firm concentration ratios, because- the HHI takes into
account the spread in market shares among all the firms,
whereas the concentration ratios aggregate the shares of a few -
firms into a single figure. See: Miller, op. cit. pp.
596-97. ; . EETI
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refinery capacity, either individual distillation units or an
entire réf inery, is temporarily shut down for either economic
reasons or longer-term maintenance and may again become
available. In most chses; whether this capacity is classif ied
as operating or shut down has little effect on the market share
calcuiations because the capacity involved is small relative to
total regional capacity.  However, two relatively large
refineries were shut down at year-end 1984 but subsequently
resumed operations. Thcsc were Texaco's Wilmington,
California refinery and Unocal’s Lamont, Illinois refinery.
Footnotes 3 and 4 to Table 26 explain how the market shares
reported in the table would have changed had ‘these two
refineries been treated as operating at year-end 1984. By
including such facilities, four-firm concentration in the Upper
Midwest is 54.2 percent (instead of 58.3 pcré’cnt), in PADD il'
is 40.1 percent (42.0 percent), and in PADD V is 58.0 percent
(59.#). Since there were no 'similar large refineries idle and

subsequently reopened in the Upper M;d'WeSt and PADD II at
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year-end 1981, the apparent increase in concentration for those
regions may be an artifact of the capacity classifications used.5®

The capacity shares in Table 26 are measured at the end of
the given yeaf. so the data for year-end 1984 reflect the
198_4 acquisitions of Getty by Texaco and of Gulf by Socal.
However, as hoted in Table 26, the data have been adjusted to
take into account refinery divestitures that were made to
resolve antitrust concerns arising in these acquisitions. These
refinery divestitures were made after the end of 1984,

The column at the extreme right of Table 26, labeled 1984,
shows what refinery conccn;ration would have been in the
various regions had there been no divestitures relating to the
Texaco/Getty and Socal/Gulf acquisitions. It also ref leéts the
effect on concentration if the proposed acquisition of

Marathon by Mobil in late 1981 had occurred.5* The Table

83 In PADD V, Pacific Refining’s Hercules, California
refinery, with a capacity of 85,000 bbl/day, was idle on
December 31, 1981 but subsequently restarted. This refinery is
about the same size as Texaco’s Wilmington, California
refinery, and hence, the change in concentration in PADD V
can not be ascribed to the temporary idling of one large
refinery. '

84 The Texaco/Getty and Socal/Gulf refinery divesti-
tures were the result of antitrust challenge by the FTC.
' (continued...)
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shows that, excepting PADDs IV and V, four-firm concentra-
tion in refinery capacity would have been about four to six
percentage points higher had there been no refinery divesti-
‘tures in Texaco/Getty and Socal/Gulf and had Mobil
proceeded to acquire Marathon without amy refinery
divestitures. These transactions, however, would have had

no effect on refinery concentration in PADDs IV and V.55

84(_.continued)
Mobil abandoned its attempt to acquire Marathon after
Marathon won a preliminary injunction in its own private
antitrust suit to block the merger. The FTC had also sought
to challcnge this merger.

5 Smce the pubhcanon of the ]_m_gmme use of thc
HHI has become much more widespread as an indicator of
concentration. For the purpose of comparison with- other
industries, we present the December 31, 1984 HHI's for refining
capacity for the various geographic areas presented in Table 26.
They are stated, where applicable, for concentration both
before and after the divestitures ordered by the FTC f ollowmg :
the Socal/Gulf and Texaco/Getty mergers.

Arca Before Dives- After Dives-
_m.u.LLH.HJ_ titure HHI
Upper Midwest 1116 N.A.
PADD II : 692 N.A.
PADD III 656 594 \
PADD Il & 1 645 583
PADD IIL I, & I 508 482
PADD IV 1082 N.A.
PADD V 1260 N.A.
(ex AK & HA)
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3. Summary

Concentration in crude oil reserves and production, either in
the U.S. or world-wide, changed little from ycar-énd 1981 to
year-end 1984. In domestic crude oil and refining, concentra-
tion incrcased modestly in some regions. These increases in
concentration came partly through closure of smaller refineries
that benefited from entitlements to low-cost oil during the
period of price controls and partly through horizontal acqnisi-
tions among petroleum companies. This latter effecvt was
limited though by the application of focused antitrust inter-
ventions. To the extent that refining ahd distribution margin§
would have been ihcr'eaSed as a~r¢syult>ol' further growth in
regional concentration, consumers may have been benef itcd by

the antitrust actions.
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Appendix
‘Data Explanations
dologi ‘

1. The unphcit GNP def lator for activity year y is now
given by the value of the implicit GNP index, as given in the
1986 Council of Economic Advisors” Economic Report of the
President, for year y-1 divided by the Report’s value of the
index for year 1970. In the 1982 study, the implicit GNP
deflator for actrvrty year y was given by the value of the index
for year y, as given in the 1982 CEA report, divided by the
reported value of the index for 1971. This change makes this
deflator consistent with other procedures in the study in which
transactions activity in a given year are deflated by values or
expressed as a percent of values whose magnitudes were
determined at the end of the previous year. This change in the
calculation of the implicit GNP deflator does not materially
affect any inference that can be drawn f rom the data

2. Changes in the number of firmsina group over tune and
differences in the number of firms in groups in a given year
raise difficulties in making comparisons over time and between
groups. To address these problems, group-size adjusted data has
been presented along with unadjusted data in some tables.

Tables 4, 5, 7 and 8, which deal with activity of the large
petroleum compames from 1971 to 1984, show group-srze
adjusted data in parentheses. A group size problem arose in
the time series study of large petroleum firms duec to the losses
as independent entities of Conoco in 1981 and Cities Service in
1982. To normalize for 16 firms at the begmnrng of each year,
1982 large petroleum company (LPC) activity (adjusted for
inflation) was multiplied by 16/15. Inflation adjusted LPC
activity for 1983 and 1984 was multiplied by 16/14, Data in
Tables 9 and 10, ‘which express actrvnty asa percentage of LPC
group financial mdrcators,_ were not similarly adjusfed for
changes in the number of firms. The loss ‘of Conoco and Cities
Service as independent entities in these tables would be
reflected through reducing the number of firms which were
summed over in deriving the f rnancral measures of the LPC
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NP

group which were used in the denominator of the percentage
calculations.

Turning to the cross-section comparison of petroleum,
petroleum-related and non-petroleum groups, note that Tables
14 and 15 contain group-size adjusted data throughout. All
groups arc normalized to 18 firms. Specifically, petroleum-
related group activity was multiplied by 9/8 for each year,
adjusting for the fact that this group had 16 firms. Between
1979 and 1981 the petroleum group did have 18 firms, but it
had a fewer number in more recent years. For 1982 the petro-
leum group had 17 firms, having lost Conoco in 1981; in 1983
and 1984 the group had 15 firms, having lost Marathon and
Cities Service in 1982. As a result, data for the petroleum
group in these two tables were multiplied by 18/17 for 1982
activity and by 18/15 for 1983 and 1984 activity. No adjust-
ment was necessary for the non-petroleum group since that
group contained 18 firms throughout the 1979-1984 period.
Data in Tables 16 and 17 were not similarly adjusted for
differences in the number of firms, but as noted above in
connection with the LPC series, loss of firms in the sample
would reduce the number of firms which were summed over to
arnve at group financial measures.

rrors i

~In the course of putting together this update, several errors
were uncovered in the 1982 study. These errors have been
corrected in this update

_ First, in Table I1I-18 in the 1982 study (equivalent to Table

14 in the update) the 1981 asset figure for petroleum firm
acquisitions and the 1980 sales figure for petroleum firm
acqunsmons were madvertently transposed.

Second data in Tables III-2l and III-22 in the 1982 study
(equxvalent to Tables 16 and 17 in the update) were found to be
incorrectly computed The most serious error occurred in the
non-petroleum group column. Use of the wrong group-size
deflator resulted in a sngm(‘ icant understatement of the non-
petroleum group’s acquisition . activity as a percentage of the
group financial measures Much less significant eomputatnonal
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errors, due probably to rounding or transcription mistakes, also
occurred in data presented for the two other groups.

Finally, yearly group size financial totals (market value,
assets, sales, funds from operations) were recalculated for this
update, and in some instances were found to vary slightly from
the corresponding group size financial totals used in the 1982
study. Consequently, in both the cross sections and time series
analyses, statistic on pre-1982 acquisition activity as a percent
of a group financial total will differ slightly from. the
corresponding data presented in the 1982 study in some
instances. S '
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