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REGULATION OF SHIPMENT OF PETROLEUM IN INTER-
STATE AND FOREIGN COMMERCE

FRIDAY, FEBRUARY 12, 1987

UNirED STATES SENATE,
Suscommrrrer oF T™HE CoMMITTEE ON Finance
Washington, D. C.
The subcommittee met, pursuant to call, in room 450 Senate Office
Building, at 10 a. m., Senator Tom Connaily presiding.
Present: Senators Connally and Lonergan. .
Also present: Hon. Harold L. Ickes, Secretary of the Interior, and

Mr, E. B, Swanson, Associate Director, Petroleum Conservation

Division, Department of the Interior,

Senator Connarry, Will the subcommittee please come to order,
Senator Townsend, who is & member of the subcommittce, had to bo
out of the city this morning.

We have met to consider S. 790, which is as follows:

A BILY "To ropeal section 13 of the Act entitled “An Act to meulato interstate and foreign commerce in
potroleum and its products by lprohihll,mg the shipnient in such commercs of petroleurn and its produocts
produced la violation of State law, and for other purpeses’, approved February 22, 1938

Be it enacted by the Senate and House of Representatives of the United States of
America in Congress assembled, That scction 13 of the Act entitled “An Act to
regulate interstate and foreign commerce in petroleum and its nroduets by pro~
hibiting the shipment in such commerce of petroleum and its products produced
in violation of State law, and for other purposes”, approved I'ebruary 22, 1935,
is hereby repealed.

The repeal is simply a repeal of that clause of the act which limited
its operation to June 1937 and the effect of repealing that clause
woulﬁ be to make the act permanent law; and so the purpose of this
bill is simply to continue the so-called Connally “Hot Oil” Act, and
make it permanent. I will submit for the record & copy of the act,
Public Law No. 14, Seventy-fourth Congress.

[PusLic—No. 14—74t ConNoress}
9. 1190}

AN ACT To rogulate intorstate and foreign in petrol an;l its products by prohibiting the
A duced In violatl

ahipment in such commerce of petroleuin and its prod ots he of State law, and for

other purposes

Be it enacted by the Senate and House of Representatives of the United Stales of
America in Congress assembled, That it is hereby declared fo be the policy of
Congress to protect interstate and foreign commoere from the diversion and
obstruction of, and the burden and harmful effect upon, such commerce caused
by contraband oil as herein defined, and to encourage the conservation of deposits
of orude oil situated within the United States.

Suc. 2. As used in this Aot—

(1) The term ‘‘contraband oil’” means petroleum which, or any constituent
part of which, was produced, transported, or withdrawn from storage in excess
of the amounts permitted to be produced, transported, or withdrawn from storage

1
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2 REGULATE SHIPMENT OF PLTROLEUM AND ITS PRODUCTS

under the laws of a State or under any regulation or order preseribed thereunder
by any board, commission, officer, or other duty authorized agency of such State,
or any of the products of such ?etroleum.

(2) The term “products” or “petroleum products’’ includes any article produced
or derived in whole or in part from petroleum or any product thereof by refining,
processing, manufacturing, or otherwise, . .

(3) The term “Interstate commerce” means ecommerce between any point in a
State and any point outside thereof, or between points within the same State
but through any place outside thereof, or from any place in the United States to
a foreign country, but only insofar as such commerce takes place within the
United States.

(4) The term “person’ includes an individual, partnership, corporation, or
joint-stock company. : B

Sec. 3. The shipment or transgportation in interstate commerce from any State
of contraband.oil produced in suech State is hereby prohibited. For the purposes
of this section contraband oil shall not be deemed to have been produced in a
State if none of the petroleum constituting such contrabaud oil, or from which it
wasg produced or derived, was produced, transported, or withdrawn from storage
in excess of the amounts permitted to bo produced, transported, or withdrawn
from storage under the laws of such State or under any regulation or order pre-
soribed thereunder by any board, comwmission, officer, or other duly authorized
agency of such State. o :

Suc. 4. Whenever the President finds that the amount of petroloum and petro-
loum products moving in interstate cormerce is so limited as to be the cause, in
whole or in part, of a lack of parity between supply (ineluding imports and reason<
able withdrowals from storage) and consumptive demand (jueluding exports and
reasongble additions $o storage) resulting in an undue burden on or restriction
of interstate commerce in petroleum and petrolewn products, ho shall by procla-
mation declare such finding, aud thereupon the provisions of scetion 8 shall be
inoperative until such time as the President shall find and by proelamation declare
thal the conditions which gave rise to the suspension of the operation of the provi-
siong of such gection no lonigcr exist.  If any provision of this section or the appli-
cation thereof shall be held to be invalid, the validity or application of section 3
shall not be affected thereby, .

S, 5. (a) The President shall prescribe sneh regulations as he finds necessary
or a{)propriuto for the enforcement of the provisions of this Act, including but not
limited to regulations requiring reports, maps, affidavits, and other documents
relating to the production, storage, refining, processing, transporting, or handlin,
of petroleum and petroleum produets, and providing for the keeping of hooks an
ﬁecg)]{'gs, and for the inspection of such books and records and of propertics and

acilitics. .
(b) Whenever the President finds it necessary or appropriate for the enforce-
ment of the provisions of this Act he shall require certificates of clearance for
etroleum and petroleum products moving or to be moved in interstate commerce
Tom any particular area, and shall establish a board or boards for the issuance
of such certificates. A certificate of clearance shall be issued by a bhoard so
established in any case where such board determines that the petroleum or
petroleum products in ciuestion does not constitute contraband oil. Decninl of
any such certificate shall be by order of the board, and only after reasonable
opportunity for hearing. Whenever a certificate of clearance is required for any
aren in any State, it shall be unlawful to ship or transport petroleum or petroleum
products in interstate commerce from such area unless a certificate has been
obtained therefor.

(e) Any person whose application for a certificate of clearance is denled may
obtain a review of the order denying such application in the United States Dis-
trict Court for the district wherein the board is sitting by filing in such court
within thirty days after the entry of such order a written petition praying that
the order of the board be modified or sct aside, in whole or in part. A copy of such
petition shall be forthwith served upon the board, and thereupon the board shall
certify and file in the court a transcript of the record upon which the order com-

lained of was entered. Upon the filing of such tmnsaript, such court shall have
jurisdiction to affirm, modify, or set aside such order, in whole or in part. No
ob}ection to the order of the board shall be considered’ by the court unless such
objaction shall have been urged before the board,  The ﬁnding of the board as
to the facts, if supported by evidence, shall be conclusive. The judgment and
ject to review as provided in sections 128 and

decree of the court shall be final, sub);
240 of the Judiocial Code, as amende«g (U, 8. C., title 28, secs. 225 and 347).
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Smc. 6. Any person knowingly violating any provision of this Act or any regu-
lation presoribed thereunder shall upon conviction be punished by a fine of not to
exceed $2,000 or by imprisonment for not to exceed six months, or by both such
fine and imprisonment. .

8gc. 7. (&) Contraband oil shipped of transported in interstate commerce in
violation of the provisions of this Act shall be liable to be proceeded against in
any district court of the United States within the jurisdiction of which the same
may be found, and seized for forfeiture to the United States by a process of libel
for condemnation; but in any such casc the court may in its discretion, and under
such terms and conditions as it shall prescribe, order the return of such contraband
oil to the owner thercof where undue hm‘dshfp would result from such forfeiture.
The procecdings in such cases shall conform as nearly as may he to proceedings
in rem in admiralty, except that either party may demand a trial by jury of any
issue of fact joined in any such case, and all such proceedings shall be at the suit
of and in the name of the United States. Contraband oil forfeited 1o the United
States ag provided in his section shall be used or disposed of pursuant to such
rules and regulations as the President shall prescribe. '

* (b) No such forfeiture shall be made In the case of contraband oil owned by
any person (nther than a person shipping such contraband oil in violation of the
provisions of this Act) who has with respeect to such contraband oil & certificato
of clearance which on its face appears to be valid and to have been issued by a
board created under authority of section 5, certifying that the shipment in ques-
tion is not contraband oil, and such person had no reasonable ground for believing
such certificate to be invalid or to have been issued as a result of fraud or mis-
representation of fact.

Sxc. 8. No common carrier who shall rofuse to accept petroleum or petroleum
produects from any area in which certificates of clearance are required under
authority of this Act, by reason of the failure of the shipper to deliver such a
certificate to such carrier, or who shall refuse to accept any petroleum or petroleum
products when having reasonable ground for belicving that such petroleum or
petroleum products constitute contraband oil, shall be lable on account of such
refusal for any penalties or damages. No common carrier shall be subject to
any penalty under section 6 in any case where (1) such carrier has a certificate of
clearance which on its face appears to be valid and 1o have been issued by a board
created under authority of section 5, certifying that the shipment in question is
not contraband oil, and such carrier had no reasonable ground for believing such
certificate to be invalid or to have been issued as result of fraud or misrepresenta-
tion of fact, or (2) such carrier, as respects any shipment originating in any area
where certificates of clearance are not required under authority of this Act, had
no reasonable ground for believing such petroleum or petroloum produsts to
constitute contraband oil,

Snc. 9. (a) Any board established under authority of scction 5, and any agency
designated under authority of section 11, may hold and eonduet such hearings,
investigations, and proceedings as may be necessary for the purposes of this
Act, and for such purposes those provisions of section 21 of the Securities Iixchange
Act of 1934 relating to the administering of oaths and affirmations, and to the
attendance and testimony of witnesses, and the production of evidence (including
penalties), shall apply.

(b) The members of any board established under authority of section 5 shall
be appointed by the President, without regard to the civil service laws but sub-
ject to the Classification Act of 1923, as amended; and any such board may
appoint, without regard to the civil service laws but subject to the Classification
Act of 1923, as amended, such employees as may be nccessary for the execution
of its functions under this Act. .

Sgec, 10. (a) Upon application of the President, by the Attorney (ieneral, the
United States Distriet Courts shall have jurisdiction to issue mandatory injunce
tions commanding any person to comply with the provisions of this Act or any
regulation issued thereunder. o .

(b) Whenever it ghall appear to the President that any person {8 engaged or
about to engage in any acts or practices that constitute or will constitute s viola~
tion of any provision of this Aot or of any regulation thereunder, he may in his dis«
cretion, by the Attorney General, bring an action in the proper United States
Digtrict Court to enjoin such acts or practices, and upon a l{Jroper showing a per-"
lx;na,leent or temporary injunction or restraining order shall be granted without

ond. A
.(¢) The United States District Courts shall have exolusive jurisdiotion of
violations of this Act or the re:ulations therounder, and of plf suits in equity and’
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actions at law brought to euforce any liability or duty created by, or to enjoin any
violation of, this Act or the regulations thereunder, Any criminal proceeding
may be brought in the district wherein any act or transaction constituting the
violation occurred. Any suit or action to enforce any liability or duty created
by this Act or regulations thereunder, or to enjoin any violation of this Act or
any regulations thereunder, may be brought in any such district or in the district
wherein the defendant is found or is an inhabitant or transacts business, and pro-
cess in such cases may be served in any other district of which the defendant is
an inhabitant or wherever the defendant may be found, Judgments and decrees
80 rendered shall be subject to review as provided in sections 128 and 240 of the
Judicial Code, as amended (U. 8. C., title 28, secs. 2256 and 347).

Sec. 11, Wherever reference is made in this Act to the President such reference
shall be held to include, in addition to the President, any age:.cy, officer, or
employee who may be designated by the President for the execution of any of the
powers and functions vested in the President under this Act.

Sge. 12, If any provision of this Act, or the application thereof to any person
or circumstance, shall be held invalid, the validity of the remainder of the Act
and the application of such provision to other persons or circumstances shall not
be affected thereby.

Suc. 13, This Act shall cease to be in effect on June 16, 1037,

Approved, Febraary 22, 1935,

We have present, this morning, the Secretary of the Interior, Mr.

Ickes, and we shall be very pleased to hear the Secretary,

STATEMENT BY HON. HAROLD I. ICKES, SECRETARY OF THE
INTERIOR

Secretary Ickes. Mr., Chairman, and gentlemen, members of the
committee, when I appeared before the subcommittee of the Com-
mittee on Interstate and Foreign Commerce of the House of Repre-
sentatives on September 18, 1934, I said that there are certain funda-
mental considerations which warrant the determination of a permsa-
nent national policy of oil conservation to be eflective during periods
of scarcity as well as of plenty.

As I said then, the first considerations are that the oil reserves of
the United States are limited and that oil is an irreplaceable resource.
Another consideration is that the United States 1s using up its oil
reserves faster than the rest of the world, as a result of which there
will be an oil shortage in the United States long before there is an
oil shortafe in the rest of the world. Still another is that, as a Nation,
we should not be forced to depend upon more costly substitute fuels
in advance of the rest of the world or {my the higher price for oil
which foreign producers will demand when our production fails to
meet our needs.

If this price for our (f%t and present extravagance is to be avoided,
adequate study should be made of all factors involved in oil and gas
conservation in order to make certain that our present and future
reserves of oil will be developed without waste and that our suplx))ly
of this irreplaceable source can be made to meet, so long as possible,
the needs of the Nation,

Oil is essential to our happiness and well-being as citizens and
absolutely indispensable to our national defense. The Congress and
the executive branch should not await the day of practical exhaustion
before arriving at a national policy of oil conservation If we are to
conserve our oil au;)ply so that it will meet, to the fullest possible
degree, the needs of the Nation, we must do it while there is oil to
conserve, I suggest, therefore, that the Congress and the executive
branch might well address themselves to the question as to how, in
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addition to the permanent enactment of the Connally Act, the Federal
Government might aid the oil-producing States to hushand the oil
resources of America.

When I spoke before the House committee, the daily average crude
oil production in the United States was about 2,500,000 barrels;
today, it is about 3,250,000 barrels, an increase of 30 percent.
All-time records of production are being broken, one after another.
The increase in demand for petroloum products necessitating this
increased production of crude oil, coupled with the elimination of
contraband petroleum products, largely fms eliminated the problem of
stabilization which was an important phase of our national recovery
;l)‘rogmm and was particularly pressing during the summer of 1934,

he increased demand and mounting production have emphasized
further, to my mind at least, the need for conservation.

The minimum objective of a sound conservation program should
be the prevention of waste. The Supreme Court of the United States,
in its decision of February 2 involving the control of natural gas pro-
duction in the Texas Panhandle, divided waste into (1) above ground
waste, which involves production in excess of demand or for inferior
usos, and (2) underground waste, which relates to the manner, place,
or extent of production. The Court indicated clearly that the State
has the right to prorate production to prevent waste, as well as to
avoid undue drainage from one property to another,

In its decision of January 4, last, 1n the matter of the transportation
in interstate commerce of goods made by convict 1abor, the Supreme
Court held—
that whero the subject of commerce is one as to which the power of the State
may constitutionslly be exerted by restriction or prohibition in order to prevent
harmful consequences, the Congress may, if it sees fit, put forth its power to
regulate interstate commerce so as to prevent that commerce from being used
to imnpedo the carrying out of the State policy.

These decisions of the Supreme Court are of particular interest in
view of the present status of the conservation of our oil and gas re-
sources, Five States—Kansas, Louisiana, New Mexico, Oklahoma,
and Texas—producing in the aggregate 73 percent of the natural oil
output, have adopted the policy of regulating oil production within
their respective borders so as to prevent waste. :

There is & variation in the respective laws and in the orders issued
thereunder, but each State determines each month the amount of
0il which may be groduced from its wells and fields, so that above-
ground waste may be prevented by not producing in excess of demand,
thercby escaping the loss by evaporation and hazard of floods and
accidental fires to which oil placed in storage tanks is exposed, and
that underground waste may be avoided by limiting the manner,
place and extont of production, thus leaving room for the employment
og sq;md engineering principles to assure an increased ultimate recovery
of oil. :

Ench of these States determines for itself, on the basis of testimony
received at public hearings, the amount of il which currently may be
produced without waste and the proportion in which it is to be
divided among the fields and wells of the State. In determining its
total allowable production, each State is guided to some extent by
the purely advisory recommendations of the Bureau of Mines, but
the record shows that each. of the principal cil-producing States has
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exercised its own judgment as to the amount of its oil which may be
produced and marketed without waste. .

This, then, is the State policy. The Federal Government, under
the law which now is before your committee with my recommendation
for its permanent enactment, simply supports the State policy by
providing that petroleum, or the products thereof, produced in excess
of the amounts permitted by State law or the orders thereunder, is
contraband and may not be moved in interstate or foreign commerce.

The law embodies the same policy which w1 expressed in section 9¢
of the National Industrial Recovery Aet, but with one material
difference. Section 9¢ merely delegated to the President the authority
to prohibit the movement of such excess oil in interstate and foreign
commerce; it did not prohibit the movement itself. Section 9¢ was
declared unconstitutional by the Supreme Court in what is known as
the “hot oil” case.

This section was attacked upon the ground that it was an uncon-
stitutional delegation of legislative power. The Court declared that
the question whether the transportation in interstate and foreign
commerce of oxcess oil should be prohibited by law was one of legis-
lative policy and that, in section 9¢, the Congress had declared no
policy as to the transportation of such excess production. Section 9c,
the Court said, gave to the President an unlimited authority to deter-

. mine the policy and to impose the prohibition, or not to impose it, as

he saw fit, and disobedience to his order was made & crime punishable
by fine and imprisonment.

It was because the Congress, in enacting section 9c, had delegated
legislative authority to the President, without having declared its
policy, established standards, or laid down rules, that action under
section 9¢ was declared to be without constitutional sanction.

The Connally Act was approved 46 days after the decision on sec-
tion 9c. In it the Congress has clearly stated its legislative policy,
has established necessary standards, and laid down rules. Although
subjected to legal attack immediately upon its enactment, the act
has been supported with uniform success in Federal courts in Texas
and Louisiana. No issue under the act has been presented to the
Supreme Court.

g Executive Order No. 6979 of February 28, 1935, the Secretary
of the Interior was designated by the President to execute all of the
powers, except those in section 4, vested in him by the act, with the
groviso that no regulation, the violation of which was punishable by

ne or imprisonment, should be effective unless and until approved by
the President. Executive Order No. 6980-B of March 1, 1935,
approved regulations issued pursuant to the Act. Executive Order
No. 6980-C of the same date required certificates of clearance for
etroloum and petroleum products moving in interstate commerco
rom the East Texas oil field and established Federal Tender Board
No. 1, with its principal office at Kilgore, Texas, for the issuance of
such certificates.

Exocutive Order No. 7024-B of April 25, 1935, established Federal
Petroleum Agency No. 1, as an investigative agency under the act
and Executive Order No. 7129-A of August 6, 1935, required certain
reports from masters of vessels transporting petroleum or its products «
in interstate or foreign commerce from any port in Texas or Louisiana.
On April 1, 1936, the Petroleum Conservation Division was estab-
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lished by my order in the Department of the Interior to assist in the
administration of the act. The administration of the Act is so essenti-
ally a field activity that, of the 78 persons employed, 60 are in the field
and only 18 in Washington,

This 18 not elaborate machinery, The Federal office in the east
Texas oil field is at Kilgore, within a few hundred yards of the State
office, and is readily accessible to every operator in the field. It is
required that each application for & tender must be checked and ready
for consideration by the Board which has exclusive jurisdiction within
24 hours after the afplication is filed. Emergency tenders are pro-
vided to meet special conditions,

During the past fiscal year, 6,207 applications for tenders, covering
224,778,000 barrels of crude petroleum and petroleum products, were
received by Federal Tender Board No. 1 and Federal Petroleum
Agency No, 1, Of this number, 5,968 tenders involving 222,034,000
barrels were approved; 197 invoiving 2,212,000 barrels were not
approved; and 42 involving 532,000 barrels were pending on the last
day. The cost, including field inspections, record keeping, and
examination, was about one-tenth of a cent per barrel.

The fact that it has been necessary to withhold approval on only
about 1 percent of the oil for which applications have been received
indicates that the system of checking is so thorough that applications
for tenders are not submitted unless the applicant has a reasonable
bagis for assuming the legality of the oil involved. It does not throw
any light upon the extent to which contraband oil might be shipped if
control should be relaxed, suspended, or terminated.

The prosecution of cases arising under the Connally Act rests with
the Department of Justice, which maintains an office at Tyler, Tex.
The annual report of the Attorney General shows that, during the
past fiscal year, 98 criminal and 6 civil cases were institutod by the
Government under the act. Five civil cases were brought against the
Government. Sixty-one criminal cases wore terminated by pleas of
guilty and the imposition of fines, 18 were dismissed, and 19 were
awaiting trial. Nine civil cases were won by the Govornment in the
lower courts, one was dismissed by the Government, two were pending
appeal and two awaiting trial.

1t has been necessary to establish but one tender board that in the
east Texas oil field—under the act. The law is effective, however,
in other fiolds, although the tender system is not employed. The
Rodessa field in Louisiana is under constant observation and regular
examinations are made in other areas, such as that surrounding Corpus
Christi, in southwest Texas, Conrce, Talco, and other Texas fields.
Reports covering operations in Qklahoma, New Mexico, and Kansas
are received and checked periodically. :Should the need arise, addi-
tional tender boards can be established by the President.

The need for & tender board in the east Texas field is evident when
the magnitude of tho area is understood. :This field is about 50 miles
long and from 3.5 to 10 miles wide. It contains about 130,000 acres -
of productive territory and approximately 22,000 .oil wells, Two-
thirds of the flowing oil wells in the State of Texas are in this area.
The field produces currently about 15 percent of the nationsl erude-
oil out}l)lut, or nearly as much as the aggregate production from all of
the wells in Louisiana, Kansas, and New Mexico, the three States
which rank fourth, fifth, and sixth in output. o ot
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At the time of its discovery it contained at least one-fourth of the
oil reserves of the entire United States. Gasoline is shipped by
tank car from refineries in the field to every State from the Rocky
Mountains to the Appalachians. During tho last 4 months of 1936,
these States received slightly more than 1,000,000 barrels of gasoline
by tank car from plants located in the Xagt Texas field.

The operation of the East Texas oil field shows clearly how the
State and Federal Governments may work together to prevent waste
and increase the ultimate recovery of oil. Although the market
demand for Hast Texas might exceed greatly the present output,
the orders of the Railroad Commission of Texas, since June 1933,
have been hased upon the engineering principle that, if the withdraw-
als of oil, gas, and water from the structure are uniform throughout
the field and equal approximately to the encroachment of the edge
water, the pressure, or energy, in the reservoir is uniformly main-
tained. The studies of its engineering staff have.indicated that a
production rate of from 425,000 to 450,000 barrels daily will result
in the maintenance of an apgroximatoly constant reservoir pressure
and prolong the flowing life of the field.

According to testimony before the Texas Railroad Commission on
October 17, 1935, this method of control has conserved energy to such
an extent that most companies and individuals have raised their esti-
matos of recovery of oil from the field at least 30 percent. Such an
increase would amount to about 600,000,000 barrels, which would
be equal to the discovery of 60 average-sized oil fields. To my mind,
this 1s true conservation,

It has been pointed out that the withdrawals of ¢il snd gas must be
uniform throughout the field, if the objective of increased recovery is
to be attained. If excessive amounts are withdrawn in some portion
of the field, ?ressums adjacent thereto may be lowored to the point
whero gas will escape from the oil and render it less fluid or water may
intrude and trap portions of the oil and gas. Such localized oxcess
production would violate the Commission’s orders. Were it not for
the prohibition of the Connally Act, the contraband oil that could be
thus produced would be shipped surreptitiously and find its principal
market, directly or in its prod%cts, in other States. With the Federal
Government prohibiting the shipment of such contraband oil in inter-
state commerce and the State government disapgroving its movement
intrastate, there is no present market for contraband oil and hence no
incentive for its production. I C

The effect of this method of control upon the physical conditions
within the East Texas oil field is shown by the following comparison.
During the 15 days following April 25, 1933, when production virtually
was without control and East Texas erude oil was selling for from 10
cents to 25 cents s barrel, 12,000,000 barrels of crude was produced
with a reservoir pressure decline of 66 pounds. The order inaugurating
the present method of control was dated June 12, 1933.. In the 3%
years from June 10, 1933, to January 12, 1937, the average reservoir

ressure in the Fast Texas oil field declined 64 pounds, but in the
interim 526,000,000 barrels of oil was produced. This indicates that,
under control, the reservoir energy has done 44 times as effective work
as it did when the oil was Permibted to flow with little, if any, restraint.

While on the subjéct.of State activities relating to oil and pns con-
servation, I want to give due eredit to Texas for its drastio cut in the
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waste of natural gas in the Texas Panhandle and to Louisiana, under
the leadership of Governor Leche, for enacting its new conservation
law, as the result of which the gas waste in the Rodessa field is being
eliminated. Appreciation is also due to Louisiana for its cooperation
with the Department of the Interior in adopting rules and regulations
which aim to increase the recovery of oil.

I recall that, when I spoke before the American Petroleum Institute
at Dallas, Tex., on November 14, 1934, I quoted from a report which
showed that in June of 1934 gas was being blown into the air from the
Texas Panhandle field in the amount of approximately one billion
cubic feet daily. In the following summer, the Texas legislature
enacted H. R. 266 and I am advised that the Texas Railroad Com-
mission’s report for November 1936, shows that 92 percent of this gas
wastage has been stopped. This is indeed a fine showing.

I recall also thai early last summer natural gas was being blown
wastefully into the air in the Rodessa, La., field in an amount equal
to at least one-half of the consumption of natural gas in the whole
United States for domestic purposes. 1 am advised that an emer-
gency order under the new conservation law of Louisiana cut this
wastage approximately in half and that the permanent order, effective
January 1, 1937, aims to eliminate waste altogether. Here is com-
petition in conservation of which both States may well be proud.

The principal merit of the Connally Act is that it supports State oil
and gas conservation laws and thereby increases their effectiveness.
The act, however, has contributed also to the stability of wholesale
and rotail markets by eliminating the destructive influence of contra-
band gasoline upon such markets.

Tn the administration of the Petroleum Code, we lenrned what sys-
temic aches and pains could result from a “hot”’ gasoline sore. During
the spring, summer, and fall of 1934, committees representing the in-
dustry in cooperation with the Petroleum Administration struggled
continuously to maintain a “living wage” for the independent crude-
oil producers and still make it possible for the independent and non-
integrated refiners and distributors to operate their plants without
sufforing the substantial Josses which then were all too common. In
order to make this possible, it was necessary for tank-cer-gasoline prices
t5 bear a normal relationship to crude-oil prices. We received hun-
dreds of appeals from dealers asking for relief from the disastrous results
of gasoline price wars as well as from small refiners who, with their
backs to the wall, were fighting off the shut-downs that appeared to be
inevitable. Several well-considered and efficiently managed efforts
were made to achieve a normal and healthy gasoline tank-car market
but, individually and collectively, they were always negatived by the
shipment of excess, or contraband, gasoline from the East Texas area.
Some improvement was scen when the first tender board was estab-
lished in East Texas on Qctober 23, 1934, under the authority of sec-
tion 9 (¢) of the National Industrial Recovery Act, but there was no
definite or sustained improvement until the Connally Act was ap-
proved on February 22, 1935, and Federal Tender Board No. 1 was
established thereunder on March' 1, 1935. Then the response in
wholesale gasoline prices was immediate and they were strengthened
further when the act was upheld in the Federel courts. .

Granting then that this law has been of economic benefit to inde-:
pendent producers, refiners, -and distributers;, what, has. bheen. the
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10 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

change in retail gasoline prices since it was approved? On March 1,
1935, when Federal Tender Board No. 1 was established, the average
service-station price of gasoline, exclusive of taxes, in 50 representative
cities was 13.22 cents per gallon. On December 1, 1936, 1t was 13.97
cents per gallon. This increast of three-fourths of a cent per gallon
represents a gain of 6 percent in the retail price of gaoline, exclusive
of taxes, during the period. It is interesting to note, however, that
the average retail price of gasoline during 1936 was from 3% to 4 cents
a gallon less than the averages recorded for 1927, 1928, and 1929,
when nil fields competed with one another with but little restraing
and storage tanks were being filled with unneeded crude oil.

My olfice has received two pamphlets objecting to the continuance
of the Connally Act. Xf I could be as optimistic as the authors of
these pamphlets regarding the future oil supply of the United States,
I would be in perfect accord with their phis)osophy that ‘“‘good old-
fashioned competition in every department of the petroleum industry
is the best protection to the public.”’ 1 said as much in 1934, when
the report of the Committee of Eleven of the American Petroleum
Institute was under examination by a subcommittee of the Interstate
and Foreign Commerce Committee of the House of Representatives.
By reference to page 189 of the hearings, you will find that I said on
that occasion:

We ought 1o have a free flow of flush production, so that oil could be produced
at 10 cents a barrel, provided we have this inexhaustible supply, as that report
indicates. If there is no question of conservation involved at all, we should have
a free flow of oil and ought to be able to develop a program by which gasoline
could be sold for 2 or 3 cents a gallon,

I was referring, of course, to the refinery price.

One pamphlet says that the “cost of flush production is probabl
not over 25 cents a barrel” and this undoubtedly is true. gub flus
production means a wide-open flow, an unrestrained gushing forth of
oil which exhausts the reservoir energy quickly and uselessly and leaves
underground and unrecovered fully 80 percent of the oil originafly in
place. If the supply of oil were such that tl.> needs of the Nation
could be met by skimming off the cream and leaving the milk, I never
would have advocated any degree of control,

It is an interesting fact that, of the crude oil produced from 1931
to 1934, inclusive, only 10 percent was at & cost of 40 cents a barrel
or less. The average cost was 80 cents a barrel, but only 60 percent
was produced at or beiow that averagoe cost. If our oil reserves were
10 or more times larger than they are, wo might indulge for a while in
the' profligate outpouring of oit which is involved in unrestrained
low cost Hush production. But with our limited supply, we cannot
afford to lose the reserves in those fields where oil is pumped to the
surface through stripper wells, even though that production may cost
more. : : . ' oo

This same pamphlet calls particular attention to the fact that
“in 1931 the posted price of Mid-Continent crude oil was as low as
10 cents per barrel.”  No mention is made of the additional fact that
on August 4, 1931, the Governor of Oklahoma established martial law -
and ordered the National Guard to maintain military control covering
a radius of 50 feet arotnd eveg oil well in 29 fields within that State.
Neither is it recalled that the Governor of Texas on-August 17, 1931,
ordered the absolute shut-down of every oil-and ges well in the east
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Texas field and proclaimed martial law in the four counties embracing
the field. The last contingent of National Guard troops sent into the
oast Texas field on August 17, 1931, left on December 21, 1932.

It is also set out in the pamphlet that the posted price of crude in
1933, before control by Federal authoritr, was as low as 25 cents a
barrel. Again no mention is made of the closing down of fields 1%
Oklahoma and Texas, of the bombing of pipelines in the east Texass
field or of the decline in reservoir pressure in the east Texas field, which
was so drastic that it was predicted frecly that if a comparable decline
continued for the remainder of the year, two-thirds of the wells in the
field would be pumping l?f( January 1934,

On June 13, 1933, the Texas Railroad Commission reduced the east
Texas field allowable to about 550,000 barrels daily, or approximately
300,000 barrels less each day than under the order previously in effect.
On June 16, 1933, the National Industry Recovery Act was signed by
the President and on June 19, the posted price for east Texas crude oil
was restored to 50 cents a barrel and similar increases were recorded in
the other oil-producing States east of California.

On August 19, 1933, the President approved the Code of Fair Com-

etition for the Petroloum Industry. On August 24 the posted price
or Bnst Texas crude oil was increased to 60 cents per barrel and a
similar 10-cent increase was posted elsewhere. The Code of Fair
Competition for the Petroleum Industry became effective September
2, 1933, and on September 6 the posted price for East Texas crude oil
was increased to 75 cents per barrel.

The first order allocating crude-oil production among the several
oil-producing States under the procedure established by the Code of
Fair Competition for the Petroleum Industry was effective September
8, 1933, and on that same date the posted price for East Texas crude
oil was increased to 90 cents per barrel with comparable increases in
other oil-producing States. The second order allocating crude-oil
production became effective September 28, 1933, and on the following
day the posted price for East Texas crude oil was advanced to $1 per .
barrel, with corresponding increases elsewhere. This price . level
remained constant during the remainder of the period that the oil
industry operated under the petroleum code, and continued after that
code had been invalidated by the decision of the Supreme Court on May
27, 1935, until January 9, 1936, when the posted price for East Texas
crude oil was $1.15 por bartel and average midcontinent  crudes
advanced to $1.10.  On January 28, 1937, the level of crude-oil prices
moved up 12 cents a barrel, or to $1.27 a barrel for East Texas crud,
and $1.22 for average midcontinent crude. :

The average posted price of crude oil in the United States today is
about $1.20 a barrel. This price happens to be about the average

aid for all of the oil produced in the United States since Colonel

rake drilled his well in Pennsylvania in 1859. In 76 years we have
produced in the United States 17,600,000,000 barrels of oil of a value
of $21,400,000,000, making an average of $1.215 per barrel. Even
at this price, the available records indicate that fully 15 percent of
the current output is sold bolow cost. The current cost might not
bo so high had the present improved method of crude-oil production
been developed at an earlier date and it certainly would be appre-
ciablf{ higher had the lid been blown off of the East. Texas field within
the first 3 years of its discovery, a catastrophe that was avoided bry.
the scant margin of only a few months,
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* In addition to the pamphlets referred to, my office has received only
four letters objecting to the extension of the, Connally Act. The
first was from a labor organization in the Mid-Continent oil field. It
proposed a measure which would include the establishment of mini-
mum wages and maximum hours for field and refinery workers.
%\der the petroleum code, a Petroloum Labor Policy Board was

‘#hgaged actively in the administration of the labor provisions of the

code and I was keenly interested in this phase of our administration,
I am of the opinion, however, that if the Congress should consider
such changes as this objection proposes, legislation affecting the wages
and hours of workers in the petroleum industry should be incorporated
as part of a general program for the protection of employees generally.
hree of the letters I have mentioned were fromn independent oil
companies engaged in the local distribution of petroleum products
and each enclosed or called attention to the pamphlets previously
referred to. Each of these objectors has been asked to furnish infor-
mation in detail regarding the operating difficulties which have been
encountered as a result of the act. No replies have been received,
although one of the companies, at least, has had time to answer,
do not want to leave with this committee the impression that I
am unsympathetic with the problems of the small or independent
petroleum jobber and distributor. Although the petroleum code did
not deal specifically with the margins for jobbers or deslers, all who
were concerned with the code’s administration became fully ac-
uainted with and deeply concerned over the difficulties with which
those engaged in marketing petroleum products had to contend. I
hope sincerely that a solution may be found for these difficulties,
Perhaps, it may lie in the suggestion, made at the recent meeting of
the American Petroleum Institute in Chicago, that integrated oil
companies should withdraw voluntarily from the bulk distributing
business, lensing their bulk distributing facilities, with the exception
of water~ and pipe-line terminals, to existing jobbers or to new ones.
My experience as administrator of the petroleum code causes me

" to believe that, if the larger markoters of petroleum products were

as well acquainted with the difficulties of the independent oil pro-
ducers and refiners as they are with their own problems and were
desirous of developing a program which would assure an adequate
sunply of oil to the Nation at a reasonable price, they would not
favor, as some of them seem to do, a return to those troublesome
times when retail price wars rages, stripper wells were closed down,
small refiners were forced to suspend or abandon operations and the
nation’s oil resources were endangered by refusal to conform to State
regulations. If they could look at the whole situation from a broader
tgiomt; of view, I feel certain that they would earnestly endeavor to

nd s satisfactory solution to problems that, after all, belong to the
industry as a whole.

In conclusion, may I say that it is evident to me that the coopera-
tion which the Petroleum Administration has received from the
conservation officers of oil producing States in the administration
of the Connally Act—a cooperation that it is hoped will be continued
and widened—has demonstrated that State and Federal Governments
can work together effectively for the conservation of the oil and gas
resources of the Nation. In view of this happy and beneficial co-.
operation in the conservation of this irreplaceable and vitally essential
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natural resource, I recommend that the Connelly Act be made per-
manent without change or modification.

Senator Connvarry. We thank you, Mr. Secretary, and I will ask
Senator Lonergan, are there any questions you desire to ask?

Senator LoNERGAN, Not at this time, Mr. Chairman.

Senator ConnaLLy. Mr. Secretary, if you will submit to some
questions, I should like to develop some things that you have touched
upon,

pSecretary Ickus. I shall be very glad to, Senator,

Senator ConnaLLy. You mentioned, & moment ago, that some of
the labor unions had protested against the extension of the act?

Secretary Ickes. We have had one such protest.

Senator ConnaLLy. That was because of its failure to provide
working hours, and favorable conditions of operation. May I ask
you whether or not the so-called Connally Act undertakes in any
way, within itself, to regulate the production, or working conditions,
i)r x?a.s anything to do with it, at all, except to cooperate with. State
aw

Secretary Ickus. I do not understand that this one protest that we
received objected so much to making the Connally Act permanent, as
thet it wanted the incorporation of & provision which would protect
them. The answer to your specific question is that the Connally Act
merely gives us power to prevent the movement in interstute or foreign
commerce of “hot oil”’, and it has nothing to do with labor, or regtla-
tions, or anything of the sort.

Senator ConnaLLy, Exactly. In other words, under the practice,
as we have been operating, all of those matters are purely within the
State's jurisdiction?

Secretary Ickes, That is coriect.

Senator ConnaLry. This act does not undertake, in anywise, to
relate to those matters?

Secretary Ickes. That is quite right.

Senator ConnaLLy. And it would be somewhat foreign to the pur-
pose of this legislation, to drag that in, at this time, in view of the
Supreme Court decisions, heretofore, with regard to production?

Secretary Ickus. Idonot think it would be advisable, as I suggested.

Senator Connariy. That is very fine.

Senator Loneraean. 1 should like to ask one question,

Senator ConnarLy. Senator Lonergan.

Senator LonErcan. You believe that the adoption of this proposal
will be for the best interests of the consumers?

Secretary Ickms. Yas, I do, Senator, taking a long-range view.
Of course, it is conceivable that if, with the flush production, oil
went down to 25 cents or to 10 cents a barrel, we might have
cheaper gasoline, but the benefits of that would not be so apErecmble,
at that; and, in the long run, we would have less oil and higher prices
for gasoline. .

Senator Loverean. That is what I was going to say.

Secretary Texus. Yes. .

Senator Loneraan. What we must consider, here, is the future.

Secretary Ickus. Exactly. 4

Senator LonereaN. As well as the present.

Secretary Icxus, Exactly,

1250058 T
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Senator ConnvaLLY. Mr. Secretary, along the line of the question
asked by Senator Lonergan, the whole matter of the conservation, in
aid of which this act has been passed, is to preserve and conserve the
oil reserves?

Secretary Ickgs. Correct.

Senator ConnaLLY. And your theory is that if we allow flush pro-
duction, practically 80 percent of those reserves are lost, by remaining
in the ground, and the lessening gas pressure, and things of that kind?
I believe you have already developed that in your testimony.

Secretary Ickes. Yes.

Senator ConNaLLy. So that the public, in the long run, will get
100 percent oil instead of 20 percent?

Secretary Ickes. And “pay through the nose.”

Senator ConNaLLY. And “pay through the nose” if they did not?

Secretary Ickes. Exactly.

- Senator ConNaLLY, Let me ask you, also, Mr. Secretary, on the
question of price to the consumer—the price of crude oil—is it, or
is it mot, true that when we had 10-cent and 25-cent crude oil, that
reduction and low price in the crude was not always reflected to the
consumer?

Seeretary Icxkus, Oh, I think it is fair to say it never was reflected.
That is subject to correction by my experts.

Senator Connarry. Do you care to develop that any?

Secretary Ickus. I think that Mr. Holland could probably develop
that better than I, or Mr. Steele.

Senator ConNarny. This act went into effect about when?

Secretary Ickgs. March of 1935.

Senator ConNaLLy. Do you, or do you not, know what the effect
was on the advance of gasoline prices about that time? Was there,
or was there not, an advance? And if so, what caused it?

Secretary Ickes. Was there, Mr. Swanson?

Mr. SwansoN. There was an advance of three-fourths of a cent in
retail gasoline prices.

Secretary Ickes. But the crude went up—doubled, trebled, and
quadrupled in price. . :

Senator ConnaLry. That is what I was trying to develop in con-
nection with Senator Lonergan’s question—that while, when this act
went into effect, prices of gasoline went up about three-quarters of a
cent to the consumer, the market price went up two or three times,

Secretary Ickes. It was going from 25 to 50, to 60, to 75, to 90, and
to over $1.

Senutor ConnaLLY. And yet it was not reflected in the prices to the
consumer?

Secretary Ickes. The consumer did not get the benefit of the low
crude-oil prices,

Senator ConvarLy. Under section 9 of the code, prior to its being
held invalid by the Court, was there, or not, a great deal of what they
called distress gasoline?

Secretary Ickes. Oh, a great deal.

Senator ConnaLrLy. What, if anything, did the oil authorities, or
what did your Administration do?

Secretary Ickrs, We made an arrangement at one time for the large
companies, that had the capital with wgich to buy, to take some of this
distress gasoline off the market. . :
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Senator ConnarLLy. What did you call them—buying pools, or
something of that kind?

Secretary Ickes. Yes; there was a buying pool. I think it fair to
call it that.

Senator ConnaLLy. With a view to relieving the pressure, and help-
ing the little fellows %gt rid of their gasoline that was distressed?

Secretary Ickes. Thatis right.

S’?nator ConnarLy. And yet holding it, and conserving it for future
use

Secretary Icxus. That is right.

Senator ConnarLy, Mr. Holland is in possession, is he, of the details
in regard to those buying pools, and things of that kind?

Secretary Ickes. Mr. Holland, or Mr. Swanson, has all of that,
because he was with the Qil Administration at the time.

Senator ConnNaLLy. Would it bother you if we should hear Mr,
Swanson, injecting him right at,that point? .

Secretary Icxes. I shall be very glad to have you do that.

Senator ConnarLLy. What was the operation, under those buying
pools, Mr. Swanson?

Mr. Swanson. Mr. Chairman, there were several so-called buying-
pool efforts, that began in December of 1933 and continued from
then on, during the entire Eeriod of the Petroleum Code.

Senator ConnaLLy. What was the purpose of the Department in
participating, or in authorizinf%, or in aiding those buﬁing pools?

Mr. SwansoN. It was an effort on the part of the Department and
the industrial committees to bring about the normal relationship
between gasoline prices and crude-oil prices, in order to permit the
independent, nonintegrated refiner to be able to operate without loss.

Senator ConnaLLy. What do you figure is the proper relationship
between the price of crude and gasoline?

Mr, Swanson. It varies with different price levels, but at & crude-
oil price of $1, the normal price relationship between crude oil and
gasoline is as 18.5 is to 1. In other words, the crude oil price per
barria} should be 18.5 times the refinery price per gallon of regular

asoline. ‘

& Senator ConnaLLy. That is, the wholesale price at the refinery?

. Mr. Swanson. The wholesale price at the refinery, 'That is based
uF()n a correlation of gasoline prices and crude-oil prices, over a period
of many years. o X

Senator ConnavLy. Beginning at March 1933 was any effort made
by the Department to more or less stabilize the pricés of crude and
gasoline? ‘

Mr. Swanson. March 1933.

Senator ConnarLy. Under the oil code?

Mr. SwaNsoN. The code was not effective until September 2, 1933.

Senator ConnarLLy. What was the price of oil, along during that
period? Do you know? . o

Mr. Swanson. In March 1933?

Senator Conwarry. Yes. ‘ .

Mr. Swanson. About 50 cents a barrel, on crude oil. '

Secretary Iokgs. Noj; it got as low as 10, in some instances, and
about 5 cents a barrel, in others. T .

Mr. Swanson. That wasin April.  The drop in price came on “AQ“L,

h

25, 1933, ¢



16 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

_ Senator ConnvaLLy. If oil is $1 a barrel, you figure that one-eight-
eenth and five-tenths of that would be what? - = - .

. Mr, Swanson, That would be the normal wholesale gasoline price.

ajl?ona;tor Connarry. That would be a little less than 5 cents a
gallon

Mr. SwansoN. Noj; it would be a little bit above 5 cents, It would
be 5.5 cents.

Senator ConnarLy, Mr. Secretary, I understand your testimony,
in the concluding Eortiou of it, to not encourage or favor the price
wars, that you spoke of, in the gasoline industry, whetber or not that
is' wholesome for the industry, or the consumer, either.

Secretary Icxes, I do not think it is wholesome.

-Senator ConNALLY. One of the objects, then, of this policy of yours,
and this legislation, is to more or less stabilize it?

_.Secretary Ickes. I think that has been the effect of this legislation.

Senator ConnarLy. To stabilize the price, and tc. maintain the
proper relationship between crude and gasoline, in order that a pro-
ducer may get the benefit of the fair price?, :

Secretary Ickes. I want to see our oil resorves last us as long as
possible, so that we will have a fair supply over a considerable number
of years, at reasonable prices.

Senator ConnaLry. May I ask you, or Mr. Swanson to develop
just a little bit more that distress gasoline arrangement, by which
you encouraged the buying of distress gasoline, by the companies and
the holding of it? _What was the purpose of that, Mr. Swanson?

- Mr. Swanson. We tried many things, during the period of the
Petroleum Code, to bring about that normal relationship between
refinery prices and crude-oil prices, in order to permit the noninte-
grated refiner to operate. We have found, by looking backward,
that every one of these efforts always seemed to fall down, to break
down, because of the supply of contraband gasoline, principally from
the East Texas field. We have found also that each time any official
effort was made to restrict or limit the shipment of contraband gasoline
from the East Texas field, there was a response in the gasoline price
which tended to bring it up closer to the normal relationship. When-
ever those efforts broke down, the refinery price of gasoline again
receded. This undoubtedly was due to the fact that it was customary,
in the East Texas field, at that time, to sell the so-called contraband
gasoline for one-half to 1 cent, or even more, per gallon, less than the
gasoline manufactured from legally produced crude oil.

The ability, then, to get this cheaper gasoline and move it into inter-
state commerce and into markets in the Middle West, obviously gave
"certain marketers a supply of gasoline which was cheaper than the
supply which was available to marketers who were purchasing legally
produced gasoline. Having that cheaper gasoline, then, these
marketers would do the natural thing of endeavoring to increase their
sales of gasoline, and they did that by reducing the price of gasoline.
That, then, precipitated a price war. By removing this excess gaso-
line from the market, it removed that one factor, which was the cause
of large numbers of price wars throughout the Middle West.

1 recall that we received hundreds of complaints from distributors
during the summer of 1934, complaining about price wars in the
Middle West; but as soon as the Federal Tender Board was estab-
lished, under section 9-¢, on October 23, 1934, those complaints began
to dwindle and finally stopped.
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Now, the only conclusion we could reach from that was that, having
removed that one factor in local price wars, and the local price wars
having- thereupon dwindled, it must have been the cause of the local
price wars, -

Senator CoNnaLLy. When these people bought this ‘‘hot oil” or
“hot gasoline”, either one, and were able to sell it at 2 or 3 cents below
the price that other legitimate producers were able to produce it for,
were, or were not, the reduced prices, in effect, below the cost of
production of the legitimate deuler?

Mr. SwansoN. Absolutely.

Senator ConnaLLy. They were?

Mr. Swanson. They were materially below cost.

Senator ConnarLy. Is, or is not, the practice of permitting so-called
“competitors’’ to sell a product below the cost of production, for the
purpose of killing off competition, a healthy economic condition to
permit to continue?

Mr. Swanson. It is not; and one of the most troublesome problems
Olfl the whole petroleum code administration was to prevent that very
thing.

Segcretary Ickes. Another factor, Senator, was this: The producer
of “hot oil”, in many instances, was producing his neighbor’s oil.
That was the reason he could afford to sell cheaper.

Senator ConnaLLy. He was stealing his neighbor’s oil?

Sccretary Ickes. Exactly.

Senator ConnNaLny. Because his neighbor was obeying the law, and
he was not obeying it?

Secretary Ickms. That is it. It was stolen oil, to begin with.

Senator ConnaLLY. From about the time of the Connally Act, or
shortly before that, between February 1 and 15, 1935, and until
December of last year, was there, or not, a rise in the price of wholesale
gasoline? :

Mr. Swanson. There was an increase. I do not recall exactly how
much it was, but I believe it was about the same as the increase in
the retail price, or around three-quarters of a cent.

Senator ConnaLLY. Was that rise in both crude and in gasoline
prices helpful to the independent producer, who had his pipe lines, and
who has not his refinery, or was it harmful to him?

Mr. Swanson: It would be helpful, primatily, to the independent
crude-oil producer, and the independent refiner. .

Senator ConNaLLY. Why?

Mr. SwansoN. Because it gave him a price for his product which
permitted him to receive the return of his costs of operation.

Senator ConnaLLY. In other words, it enabled him to compete?
Was it such a price as enabled him to compete with other producers,
and stay in business? i

Mr. Swanson. To stay in business; yes, sir.

" Senator ConnaLLY. In other words, he was able to get enough for
his gasoline to compensate him for his costs and his operating, and do
business; is that correct, or not? - ‘

Mr. Swanson. That is correct. I have received irom a number of
independent refiners—those are refiners who purchase their crude oil
at posted prices, and sell their product on the tank-car market—from
& number of refiners of that class, I havo received their own figures, as
to their operations, and the profits which they made from their opera-
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tions, Yet these figures show that, beginning about March or April
1935—in other words, about the time that the Connally Act became
effective—they changed from losses of as high as 20 cents a barrel, per
barrel refined, to profits which ranged from 1 cent a barrel to 3 cents a
barrel, 5 cents a barrel, and, in some months, 10 and 15 cents a barrel.
From the time the Connally Act became eflective, these independent
refiners were able to make money. Prior to that time they constantly
lost money. ,

Scnator ConnavLLy. In that connection, allow me to ask you, what
was_the rolationship during that period, between the crude and the
rotail price of gasoline? Did it maintain a fair relationship?

Mr. Swanson. I think it did; yes, sir.

Senator ConnaLLY., And was the public being held up?

Mr, Swanson. Not to any degree, so far as we can determine.

Senator ConnaLLy. I was trying to develop whether or not the
advances in tho prices of crude, which enable the independent oporator
to do business and make a little profit, whether all of that came out of
the consumer, in the advanced price of gasoline, or whether it arose
from other causes?

Mr, Swanson. I do not believe that it did.

Senator Conarnry. How?

Mr. Swanson. I do not believe that it did come out of the con-
sumer,

Senator ConnaLLY. You do not believe it did?

Mr, SwansoN. No, sir.  Mr. Secretary, you called attention to the
difference of 3.5 to 4 cents a gallon between present prices of gasoline
and the higher prices of '27, ’28 and ’29.

Senator ConNaLLy. Thank you, Mr. Swanson, We may call you &
little later, but we will finish with the Secretary, first.

Mr. Secretary, you discussed the legal attacks on this Act. Ias any
Federal court, anywhere, held the act invalid?

Secretary Jcxes. Noj it has not, Senator,

Senator CoNNALLY. It has been maintained, as I understand it.

. Secretary Icxus. It has been maintained in every court where the
issue has been presented.

Senator ConnanLy. I will state that I will later put in the'record
here a report of the Department of Justice, with regard to the enforce~
ment, and of their operations under the act. I think it contains data
with regard to the different rulings of the courts.

Secretary Icxes. Yes.

Senator ConnaLLy. The circuit court of appeals, I believe, has
acted upon it, and the three-judge Federal court.

Secretary Ickrs. Yes.

Senator ConNaLLy. And, in each instance, it has been held con-
stitutional and valid.

Secretary Ickes. It has been upheld, yes.

Senator ConnaLLy. Mr. Secretary, you only have one tender
board, at present, in the East Texas field, have you?

Secretary Icxes. That is right. : L

Senator ConnaLLy. What about the Monroe and Corpus Christi
ficlds, and other fieldy?

Secretary Ickes, We really keep very close watch over those
fields, from our Kilgore office, and we are prepared, if there is a show-
ing at aeny time of a necessity, to set up other tender boards, by
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asking the President to authorize us to do that. We have seen no
occasion, so far. We want to keep expenses down to & minimum. .

Senator ConnaLLy, What are your views at present, as to the
efficacy of this act, in so far as its being enforced, or otherwise?

Secretary Icxes. Oh, I think that, with the cooperation we are
receiving now in Texas and in other States, it is working beauti-
fully. It is doing the job that it was set up to accomplish.

Senator ConnaLLy. In the matter of the recommendations of the
Bureau of Mines, as to the quotas properly produceable by each State,
have ?t]w. States, in general, pretty much followed those recommenda-
tions .

Secretary Ickes. In general They do not feel bound by them,
and of course, there may come a time when they may depart very widely
from them, but we have no reason to complain about it, so far. On
that point, Mr. Holland, I think, can enlighten you, more than I.

Senator Connarvry. Is there any other matter, Mr. Secretary, vhat
you care to develop? '

Secretary Ickes. T have none. , ’

Senator ConnarLy. We are certainly very much obliged to you,
Mr. Secretary, for your appearance, and we thank you for your
testimony. .

Sceretary Ickes. I was glad to be here.

Senator ConnaLLy. Since we brou)ght up the legal aspects of this
matter, T understand Mr. Charles 1. Francis, who is & member of the
oil attorneys division of the American Bar Association is present, and
we understand that committee has taken some action. We would
be glad to hear Mr. Francis.

STATEMENT OF CHARLES I. FRANCIS, HOUSTON, TEX., CHAIRMAN
OF THE SECTION OF MINERAL LAW, AMERICAN BAR ASSOCIA-
TION

Senator ConnaLLy. Just tell the reporter your name and who you
are, and where you are from. '

Mr. Francis. My name is Charles I. Francis, from Houston, Tex.
I am the chairman of the section of mineral law of the American Bar
Association, which section has a membership of approximately 1,000
attorneys, all over the United States, and we have devoted & consid-
erable amount of time to study and investigation of the Connally Act,
its practical operations, and tﬁe desimbilig of its renewal.

At the recent meeting of our section, at Columbus, Ohio, the council
of the mineral section unanimously recommended the estension of this
law, believing it to be a valid constitutional law, and one that has
worked in the interest not only of the oil industry but of the public.
Our recommendations, after that study, were made, that this law be
extended, to the house of delegates of the American Bar Association,
a re;l)resentative body selected from the entire bar, and, after consid-
erable discussion, the house of delegates of the American Bar Assoocia-
tion unanimously recommended the extension of this act, and also the
extension of the Qil States Compact resolution, It was our judgment
and opinion that not only the Connally Act, but the resolution of
Congress authorizing the Oil States Compact, should bo renewed and
extended, and I was directed, on behalf of the American Bar Associa-
tion, to present, Senator Connelly, to your commitiee, a resolition
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which we adopted, and which I would like to put into the record,
which explains our views in reslpect to this matter.
Senator ConnarLy. We shall be very glad to have that carried in
the record as an exhibit. '
(The resolution referred to is as follows:)

REPORT AND RECOMMENDATION OF THE SECTION OF MINERAL LAW OF THE AMERICAN
BAR ASS8OCIATION, APPROVED AND ADOPTED BY THE HOUSE OF DELEGATES OF
BAID ABSOCIATION ON JANUARY 7, 1937

To the House of Delegates of the American Bar Association:

At its last session, the Congress of the United States enacted a law known as the
Connally Act prohibiting the interstate transportation of petroleum and its
products wherc such has been produced in violation of the valid laws, rules and
regulations of any sovereign state. This act was adopted for the purpose of aiding
in the enforcement of State legislation on this subjeet, '

Shm-tg thereafter, with the consent of the Congress, the oil-producing States of
Texas, ‘Oklahoma, Kansas, New Mexico, Colorade, and Illinois entered into a
coxénpact for the sole purpose of preventing actual waste in the production of oil
and gas.

The constitutionality of these acts has not been questioned, and experience has
demonstrated that they haverbeen effoctive aids in the conservation of oil and gas
in the oil-producing States. Both measures were adopted, in the first instance,
with little or no opposition, and it is believed that a similar general unanimity of
well-informed opinion in their favor exists today. Both laws, as enacted, cxpire
during the current year unless extended by act of the present Congress,

After careful study and investigation by an appropriate committee and by
its council, the section of mineral law of the American Bar Association feels very
strongly that cach of these measures should be continued in force for an additional

eriod of 2 years, and therefore unqualifiedly recommends the adoption of the
ollowing resolution:

“Be 4t resolved, That the American Bar Association recommends: .

“(1) That Congress reenact, for a period of 2 years, the ‘Connally bill’ (49
U. 8. Stat. 30-33), originally passed by the Seventy-fourth Congress on February
22, 1935, regulating the interstate transportation of petroleum and its products;

“(2) That the Congress of the United States, by resolution, approve a 2-year
extension of the Oil States’ Compact for the conservation of oil and gas;

“(3) That the legislatures of the several oil and gas producing States, by
?pp;;opriate State law, become signatory members of said compact; and be it

urther

“Resolved, That the American Bar Association authorize the section of mineral
law, and its proper officials, under the supervision and with the approval of the
President of the association, to spongor such legislation at the present session of
the Congress of the United States, and to urge upon the several legislatures of
the oil- and gas-producing States the enactment of appropriate legislation making
said States parties to the aforesaid compact.”

Mr. Francis. I would like to say, in that connection, and in con-

clusion, that I spent about 10 months, as an attorney for the Petroleuin
Administrative Board, under the Secretary of the Interior, and became
familiar with the practical workings of this law, in the East Texas
field, where I was in chn?e of litigation arising under the old section,
9 (c), of the National Industrial Recovery Act, and T have carefull
watched the operations of this law, which became effective in Marc
1935, and my own personal observation and experience in connection
with it is that this is a very desirable and beneficial piece of legislation,
which ought to be reviewed and extended by the Congress.
', Senator ConnaLLy. Let me ask you, Mr. Francis, what was the
situation, before this act, or any similar regulation as to interstate
shipments, was in effect, so far as the ability of the State authorities
to enforce their proration and their order?

Mr. Frances, Senator, when this law was enacted, in February
1935~ ' C .

Senator Connarry. I think it became effective in March.
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Mr. Francis, It went into effect, if I recall, or it was adopted, on
February 26, 1935, and the Federal Tender Board was set up, down
in the Pg;st Texas field, on March 1, 1935, and immediately prior to
that time, and before the effective date of this act, there was pouring
out into the channels of interstate commerce multiplied thousands of
barrels of contraband oil and gasoline, demolishing the national
markets, putting independent refiners in a situation where, operating
upon legal oil, it was impossible for the independent refiners to
operate at a profit, because they were in competition with refiners,
who were using ‘“‘hot 0il”’, and placing gasoline on the nationsl market,
shipping it to other States, at a price much less, below the actual cost
of production of those refiners who operated upon legal oil. When
this became effective, it was successful in blocking the channels of
interstate commerce, to this contraband commodity.

The price structure reacted to that situation, and, in my judgment
and opinion, the effectiveness of this act is accountable for the stabili-
zation of the refinery price of gasoline that ensued, during the next 6
or 8 months following the inauguration of your Federal Tender
Board in the East Texas field, under this act.

Senator ConnaLLY. May I ask you your views as to the relation-
ship of crude-oil prices against gasoline prices to the consumer, since
the effective date of this legislation, whether it has been a fair ratio, or
whether the consumer has been penalized in any way?

Mr. Francis, Senator, I think that the statistical data that has
been given by the Secretary of the Interior is unanswerable on that
point. I could not add anything to it.

Senator ConnaLLy. Have you any questions, Senator Lonergan?

Senator Lonerean. No. '

Senator Connarny. Is there any other matter that you want
to call to the attention of the committee?

Mr. Francis, No; except, Senator, I do not know whether it comes
within the purview of this particular committes, but I think your
resolution, authorizing the continuation of our oil States compact,
ought to be renewed by this Congress. I do not know whether that
comes under your comiittee, or not.

Senator ConnaLLy. I rather think that will go to either the Com-
mittee on Interstate Commerce or to the Committee on Mines and
Mining. This is the Finance Committee. We have not handled it
so far, but we are glad to have your views about it.

Mr. Francis. There is something about it in the resolution which
I submitted here, and which I think you are familiar with because
it came before you, in your capacity as & Senator.

Senator ConnaLLy. We should be glad to hear you on any ofher
aspect of this matter that you care to bring up.

Mr. Francrs. T think it is embodied in the resolution fully, Senator,
which, with your permission, I have placed in the record.

Senator ConvarLy. We thank you, Mr. Francis.

STATEMENT OF PAUL E. HADLICK, SECRETARY, NATIONAL OIL
MARKETERS ASSOCIATION, WASHINGTON, D. C.

Mr. Haprick. Scnator Connally, may I be heard a moment? I
am Mr. Hadlick. I represent people opposed to this, and I realize
they will be given time; but I wonder if I might suggest, before. Mf.
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Francis leaves, a point on this vesolution of the American Bar Asso-
ciation? May I go ahoad for just & moment?

Sonator ConNaLLY. Just a moment; yes, sir,

Mr, Hapuick. I have been a member of the Amerioan Bar Associ-
ation for many years, I know nothing of this resolution coming before
them until 1 read it in the papers, and wrote them for it, and 1 think
it would be appropriate to attach to that resolution the list of the
menbers of the mineral section of the American Bar Ascociation, The
people interested in oil—1 do not know what Mr. Franeiy’ connec-
tions are—ave principally interested in the production of oil for cer-
tain oil companies, principally the major oil companies, and 1 think
it would be appropriate to ask, and 1 should like to ask, that that be
admitted, along with the resolution, in your record.

Mr. Fuancis, Senator, T would be glud to get the list and embody
it, but the membership of the mineral section, as well as of the council
of that section, is not in any sense proponderatingly oil attorneys. 1t
ig copper, conl, oil---all of our natural resources ave representod, both
on the council of the mineral section and in the mombership of that
section, and T do not think it could at all be said that that section and
its oflicors or membership is predominantly oil attorneys, and it cor-
tainly could not be said of the house of delegates of the Ameriean Bar
Assuelation, that approved this resolution unanimously, There arve
about 150 delegates in that houso of delegates of the American Bar
Associntion, and L would say not over 1 percont of them had any
connection with oil, in any manner, way, form, or fashion, in thelr
practice,

Senator Convarry. If you caro to submnit the list, Mr, Franeis, we
would be glad to put it in our record,

Mpr. Francis, l’ahull be glad to. I will have to get it from ny file,
but 1 will be glad to mail it in to you.

Senator ConNaney, Mr, Hadlick, in your complaint, vou made the
point that, as a member of the American Bar Association, you had
not had any notice of this coming up. Did you attend the meoting
of the house of dologates?

Mr. Havrick. 1 had no notice of the meeting. I am a life member
of the American Bar, and 1 peint out that this peliey of the American
Bar Association going on record through committevs, on proposals
before Clongress, is a dangerous thing.

Senator ConnarLy, We are not concerned with your internal affairs,
in the Amoerican Bar Association. 1 will say that. T used to be a
member, T think 1 quit, though, because, like you, I never attended;
that is, I do not moan you never attend, imt you did not attend this
meeting of the house ofy delegntes.

Mr. Havrick., T was not invited.

Senator ConvarLy. You are a member. You do not have to be
invited every time they have n moeting?

Mr. Haprick. I had no notice,

_Senator ConNaLLy, Woere you a member of the house of delegates?

Mz, Hapuiek, No.

Senator.Connarny. Then of course, you were not invited. I do
not want to get into any squabble about that. Put that in the
record,

Mr. Fravems. All right, \

Senator ConNanLy., Take that up with the American Bar Asso-
ciation.
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Mr. Haovrick. Believe me, I will, Senator.,

Senator ConnaLLy, We are not concerned with what they pass on,
and it is up to you and your bar association, ,

Mr, Francis, Senator, you understand the resolution which I

resont was not just a resolution of the mineral section of tho American
Bar Association. It was the unanimous recommendation of the house
of dolegates of the American Bar Association, which is the official
governing body of the whole American Bar Associution,

Senator CoNnNaLLY, Are those delogates selocted by States?

Mr, Francis, Those delegates are selocted by different State
organizations, State bar associations, and from overy State in the
Union, and the house of delegates, composed of those elected ropre-
sentatives from the various State bar associations, chairmen of dif-
ferent sections of the American Bar Association, past presidents, and
so forth, is the representative organization, and the voice of the
whole American bar,

Senator Convatny. All right, Mr. Francis,

Mur, Francis. This matter has been discussed for 6 months before
it was adopted. Tt was ‘n every paper in the country; and if any of
the lawyer members of the American Bar Association did not know
that they held their midwinter meoting at Columbus, to consider
these matters, T cannot understand it,

Senator Convarny. Ts that all, Mr, ITadlick?

Mr. Havriek., That is all.

Senator ConvanLy. Anything further, Me, Francis?

Mr. Francis, No.

Senator ConnaLLY. We intended to close this hearing with the
testimony of Mr, Tckes, but since Mr. Swanson has been called on
here, T think we might go along with him for a little while.

STATEMENT OF E. B, SWANSON, ASSOCIATE DIRECTOR, PETRO-
LEUM CONSERVATION DIVISION, DEPARTMENT OF THE
INTERIOR

Senator Connarry, Mr, Swanson, | had not anticipated callin,
you at this tiine; but since you are here, and we have a little time, an
you have already been questioned about some of these matters, I just
thought 1 would give you an opportunity now to go ahead and s{ate
any other suggestions that you have with regard to this whole situa-
tion,

Mr. Swanson. Senator, I had no intention——--

Senator ConNNaLLY, Hirst, lot me ask you, what is your official con-
nection?

Mr. Swanson. 1 am an Associnte Director of the Petroleum Con-
servation Division of tho Department of the Interior,

Senator ConvaLLy, Prior to that time, were you with the Bureau
of Mines?

Mr, Swanson. Immediately prior to this assignment, 1 was a mems-
ber of the Petroleumn Administrative Board; and priov to that time
I was with the Bureau of Mines, having first gone with the Bureau of
Mines in November 1920, )

Senator Connarnry. So you have, in one capacity or another, studied
these questions since 19207 e

Mr. Swanson, That is correct; ves, sir,



e Sy S Beloniie,

DT D

Lo

PR R

L. e

24 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

Senator ConNALLY. In an official capacity?

Mr. Swanson. Yes, sir,

Senator Connarry. We would be glad to hear from you ebout the
desirability of the continuance of this act, or anything with regard to
tge general oil situation, since it became effective or immediately prior
thereto.

Mr. SwangoN. Senator, I do not know that I could do anything
more than to say that I endorse wholecheartedly the statement of the
Secretary of the Interior. I think he covered the subject very thor~

oughly.

genator Connarvry, I thought I might ask you to develop certain
points mentioned by him. .

Mr. Swanson. If you have some questions, sir, 1 will be very glad
to answer them,

Senator ConnaLLy. I thought I might have you develop a little
more the matter of price relationship between gasoline and crude oil,
and also these marketing pools that you folks authorized, in regard to
holtéfasoline or distress gasoline.

r. Swanson. The relationship between refinery wholesale prices
of gasoline and posted prices of crude oil varies with the different levels,
When crude oil prices are low, the relationship between that price and
the refinery price of gasoline is closer. With crude oil about 25 or 30
cents a barrel, the relationship is about 12to 1. As the price of erude
oil increases, the relationship also increases. In other words, gasoline
is cheaper, in relationship to crude oil as the price of crude oil goes
higher. That comes about from the fact that there are certain Stand-
ard costs which do not change with the price of crude oil. In other
words, it costs as much to refine a barrel of 10-cent crude oil as it
does to refine a barrel of $1 crude oil, The pipe-line tariffs and rail
charges and other costs also are standard, so that one cannot expect
to have the same re’ative change in gasoline prices as in the changing
crude-oil prices; but, at the average price of crude oil, which has been
$1.215 for the last 76 years, the normal rélationship would be about
18.5 to 1. '

Regarding the buying pools, Senator, we started with the first one
in the month of December 1933. That was called the “National
Potroleuin Agency Agreement”, in which about 27 signatory com-
panies agreed to advance a sum of approximately $10,000,000 to pur-
chase, through a formal organization, distress gasoline, wherever it
might be found in the United States. That agreement was approved
by the Secretary of the Interior on January 19, 1934, but in his

_approval he included certain provisions. In other words, it was a

modified approval. The signatory companies felt that, as it was a
matter of contracts, the modifications imposed by the Secrotary of the
Interior should be included in the actual agroement. Hence, the
matter was referred back to the signatory companies, and they, in
turn, signed a modified agreement., That modified agreement was
referred to the Department of Justice, and it is my recollection that
the final word on that reference was not received by the Secretary of
the Interior until sometime in'August 1934. I recall, further, that it
wag provided then that there should be an additional 80-day period,

. for notice of a hem'ingi which would have meant that the hearing

could not have been held until September 1934. In the meanwhile,
the markets had become so demoralized, by excess gasoline in the
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east Texas area, that the industry proposed and adopted a different
procedure of handling the matter. The industry was in a rather
desperate condition that summer. The proposal then was that the
interested companies would be permitted to purchase distress gasoline
in the enst Texas field under a form of contract which was approved
by the Secretary of the lnterior, as Petroleum Administrator. They
established an office in Tyler, Tex., and purchased gasoline during
Julliy and August. , ‘
here were two forms of contract. The first one permitted the
Eurchase of gasoline from storage, as well as from current production;
ut the contract provided that the selling company would refine only
legally produced oil, would abide by the refinery allocations assigned
them under article 4 of the Petroleum Code, and would submit the
reports which were required by various orders of the Secretary of the
Interior, 'This first contract was subject to specific approval by the
Secretary of the Interior. ‘ '

Senator Connarry. What do you mean—the whole contract?

Mr. Swanson. Noj; the specific contract, each contract.

Senator ConnaiLy. Did that contract cover matters of prices at
which they should buy the gasoline? ' ‘

Mr. Swanson. Yes, sir; each contract.

Senator Connarry. And resale prices? '

Mr. Swanson, No, sir; just the original price. So many barrels
of grasoline would be bought at such a price.

Senator ConnaLLy. That had to be approved by the Secretary of
the Interior? '

Mr. Swanson. Yes, sir, It was a three-party contract and the
Secretary of the Interior was a party to the contract.

Sonator ConnarLy. All right. .

Mr. Swanson, There were, at the same time, cortain refineries in
the oast Texas field which were contesting the validity of the Petro-
leum Code and section 9-C of the National Industrial Recovery Act;
and thoy did not feel that they wished to become parties to a contract
with the Secretary of the Interior, so a supplemental form of contract
was developed, which was a two-party contract, between the buyer
and the seller.  The Secretary wasnot a party to that contract. Buy-
ing was condncted, then, under these two different types of contract,
during July and August 1934. It was found out, however, that
these companies were really endeavoring to “buy the ocean”, as it
v.;l&s' expressed at that time. They found that they could not do
that. .

Senator ConvaLLY. You donot mean they were putting waterinit?

Mr. Swanson. No, sir; it was not water, it was “hot” gasoliné;
that is, it was excess gasoline. I do not mean to imply that they
were buying the excess gasoline, but they found that excess gasoline
‘was_being produced simultaneously with their efforts to purchase
legally produced gasoline, which offset the beneficial effects which had
beend 1oped for. As a consequence, that buying program was termi-
nated. ' -

Then, as T recall now, it was the 6th of August 1934, that the
Planning and Coordination Committee adopted a resolution request-
ing the appointmont of a program committes, which was to Yurclmso
distross gasoline not only in the East Texas field but in all of the
territory east of the Rocky Mountains, including the Mid-Cloutinent
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field. That program committee was approved by the SecretaryYof
the Interior, as I recall it, on September 8, 1934, and began to operate,
but that committee also encountered the same difficulties as the
preceding buying arrangements did. It was impossible to normalize
the gasoline market in the face of the excess gasoline which was
being produced in East Texas. ‘

The next step, then, was the establishment of a Federal Tender
Board in East Toxas, under section 9-c¢, which was done, as of Octo-
ber 23, 1934. The buying program was about to be resumed there-
under; but it was not resumed, because the Secretary of the Interior,
when he was in Texas, in November 1934, suspende?the buying pro-
gram, under that last arrangement.

That suspension, however, did not terminate the efforts which were
made during the period of the Petroleum Code to reestablish the
buying program. I recall, Senator, the telegram which you sent to
the Secretary of the Interior about that same time, a rather long tele-
gram, telling of the desires of the East Texas refiners, who had been
operating on legal crude, to have the buying program reinstated.
There were at the same time, I recall, numerous teclegrams from
banks and storekeepers, and others, in and around Kilgore, and of
independent refiners elsewhere in Texas. ‘

The final decision on the resumption of the bufying program, how-
ever, was never obtained. The matter was referred again to the
Department of Justice, but no final action was ever taken on that last
request for a resumption of the buying program.

(i think that outlines, in brief, the history of buying programs.

Senator ConnaLLy. Does that about cover that?

Mr, Swanson. That outlines it.

Senator Connarry. In short, what was the purpose of all those
arrangements, so far as the Government was concerned, and the
Secretary of the Interior, the Oil Administrator?

Mr. Swanson. It had a dual purpose of aiding the independent
crude oil producer and the independent refiner. First, the excess
gasoline threatened to break the crude-oil price to such an extent that
small crude-oil producers would not have been able to meet their
costs. In general it was to establish a normal relationship between
gasoline and crude-oil prices., That could be done in one of two
ways—either by lowering the crude-oil price to its normal relation-
ship with the low-priced gasoline, which would have made it impossible
for the crude-oil producers to continue operating, or to take the other
route, which was to endeavor to raise the price of gasoline at the
refinery to its proper relationship with the then-existing price of crude

Senator ConnaLLy. In other words, the purpose was to buy up the

_surplus or distress Igasoline, and hold it for a rise in prices, was it not?
t

Mr. Swanson. It was to remove the threat of that excess gasoline,
8o that the wholesale refinery prices would advance to a point where
the independent refiner could operate profitably.

Senator ConnarLy. Of course, you are speaking now of the purpose
of the Oil Administrator?

Mr. SwansoN. The purpose of the Oil Administration; yes, sir.

Senator Conwarry. Of course, I suppose the purpose of the com-
panies was to try to make some money out of it, buying it as cheaply
as they could and selling it later on. : : o
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Mr. Swanson. I would not be surprised but what some of them also
had that motive. I wanted to say one further thing, if I may, in that
connection. The experience, however, always indicated that these
efforts to buy gasoline, to bring about the normal price relationship
which was regarded as necessary, were never successful; and I doubt
very much if any such effort to buy gasoline, upward, could have
succoeded, or ever would have succeeded, had not the Connally Act
removed the threat of that excess gasoline from interstate markets.
I feel further that buying programs probably would never have been
necessary had that excess gasoline not existed. Certainly, they would
never have been necessary after we had the increased demand for
gasoline, which became effective in the spring of 1935.

Senator ConnaLLy, You have spoken, Mr. Swanson, of this proper
relationship of gasoline and crude-oil prices. I believe you said when
it is 25 or 30 cents a barrel, the relationship is about 12 to 1.

Mr. Swanson. Twelve to one; yes, sir.

Senator ConnNaLLY, And that, at $1 a barrel for erude—it is about
18.5 to 17

Mr. Swanson. Yes, sir.

Senator ConNarLy. Now, I would like to develop this thought, if
you will: With crude oil selling at $1 a barrel and the wholesale price of
gasoline at 18.5 to 1, whatever that figures, 5 or 5.5

Mr. Swanson. <Y es, sir.

Senator ConnarLy. Is that a fair and proper relationship, so far as
the consumer is concerned? Is he getting gypped, or is he not?

Mr. Swanson. I do not believe that the consumer would be harmed
at all with that price relationship. It is a relationship which has been
a normal one over many years of the oil industry’s history, and cer-
tainly the record of gasoline prices, in the oil industry, does not show
that they have ever harmed the consumer, when taxes are excluded.

Senator ConnaLLy. Well, we are not dealing with taxes.

Mr. Swanson. But when we talk of retail prices, we talk of them
as exclusive of taxes,

Senator ConnaLLy. Of course, excluding taxes. The Qil Adminis-
trator is not responsible for a lot of heavy State taxes, but I am talking
about the wholesale price of gasoline at the refinery, before the tax is
Faid; and your testimony is that, on $1 a barrel oil, one-eighteenth and

ive-tonths of that ought to be the price of gasoline?

Mr. Swanson. Yes, sir; for the regular grade of gasoline, at Mid-
Continent refineries.

Senator ConnarLy. Is there anything else you care to submit,
Mr. Swanson?

Mr. Swanson. No, sir. : )

Senator ConnaLLY. There are no other members of the committee
here. I beliove that is all, Mr. Swanson. We certainly thank you
very much for your very illuminating testimony.

At this point, wo have a wire from Hon. Homer Hoch, corporation
commissioner of the State of Kansas, which I will incorporate in the
record. He was invited to appear. He states:

Regret matters pending here prevent my appearing conneetion with Connall
Act. gThimk act should lge contiI;xued. v app ¢ v

That is signed ‘“Homer Hoch.”

At this point I shall also insert in the record the report of the
Department of Justice, at Tyler, Tex., with respect to the legal attacks
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on the so-called Connally Act, and the various stages and phases of
prosecutions thereunder. :
(The report referred to is ag follows:)

Rurorr or FEpERAL PRTROLEUM ENFORCEMENT, KAsT Thxas, OcToBER 22, 1084,
10 DEcEMBER 31, 1936, INCLUSIVE, BY DEPARTMENT OF JUSTICH

Tyuer, Tex., December 31, 1936.
RECAPITULATION
Part I.—8Sec. 9 (¢) N. 1. R. A. ,

Total cases and matters (all closed)..._.._._. R 71
. Part II.~—~Connally Act
1. Casos: )
A. Filed in CoUrbome e e a—————— 248
1 Civiloeee el e mm—— - 26
2, Criminal. oo e 222
B, Dismissed and ¢losed. - oo 195
L CiVile e e e a it e —————— 19
2, Criminalo .o e s 176
(a) Tndietments. oo e 3
(B) Complaints. v e 53
() Informations . ..o e 120
G PenAINg - o e o e ——————
Lo GVl e
2, Criminad o e ———
(a) Indiotments .. ow e e e ———
(b) Complaints....... ... . -
() Informations
YI. Matters of investigabion oo oot vt ———————
A. Disposed of and files closed. ... .. 40
B. Pending, civil and eriminal . ..o 20
Total cases and MAbOrS. .o oo oo 308
Grand total. . oo e 379
Part I.~~8ec. 9 (¢) N. I. R. A, [J
Total cases and reports... . cccvmeanoaonn. e ———— ———— .7
L Pending v e e d e — i —————————— -e=- None
IL Closed. . oo L mm————— e ———— 71
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Part I1.—Connally Act (Feb. €2, 1935 to Dec. 31, 1936)
Total cases and FePOTtS ..o ce e i e e e 308

Total cases and reports elosed... . ..o il . 235
1. Cases lﬁl)i;
Q

. e . v. Mey quity 4_
Tyler Div. U, 8, D C E. D Texas I) J. 128 5 l
l‘yglgx no, 656-A; C. F. nos, 101 and 100. Dismissed June3

(2) United Slates v Artex Re incries Sales Corp. et al. BEquity
no. 668, U. 8. D, C.,, 8. D, Texas, Houston Tov. D, J.
no. 12871~ 1 [‘yler 1o. 66-A; C. F. no. 59. Final decree
enjoining dc)fendants entered June 26, 1935,

(3) TJler Pipe Line Co. v. Thom son et al. & Meyers et al. Eq-
uity no. 859, U. 8. D, C D. Texas; Tyler Div, D. J.
no. 128- 70—2 Tyler no. 7‘3 A 'C. I, no. 106. Dismiissed
as v. Federal Tender Board Apml 18, 19856, Injunction
denied. Case dismissed May 30, 1936,

(4) President of the United Stalev v Danm er Re ning Com-
pany. Xquity no. 933, U. S D. Tesas, Tyler
Div. D.J. no. 128~ 75‘25, Tyler no 9‘)-A C. F. no.
137.  Dismissed October 11, 1936.

(8) Kast Texas Refining Co. v. Ferlcml Tender Board No. 1
(case no. 1). Equity no. 869, U. 8. D. C,, E. D, Texas,
Tyler Div, D, J. no. 128 758 Tyler no. 67-A;
no. 97. Final d(-cree mtcred October 9, 19386, .smtammg
order of FTI no. 1.

(6) Fast Texas Refining Co. v. Federal Tendw Board No. 1 (rase
#2). Equity no. 874, U. 8. D, C,, . Texas, Tyler
Div. D. J. no. 128-75 7 Tyler no. 77 A; C. F. no. 98.
If’mal decrce entered Oct. 9, 1935, 9u\iazmng order of FTB

0. 1
) Hmmf,s 0il Corporation ! Tma'rr Board No. 1.
Equity no. 897, U. S. D. C E. D, Toxas, Tyler Div.
D. J. no. 128-73~ 8; Tyler no. 81 -A; C. . no. 114.  Judg-
ment of district court reversing FTD no. 1 ordcr affirmed by

(8) UC}' %fe‘ Dec o Oz M 1. Bquit 901
toh Refinin, el al. v. Meyers et o Gquity no. y

(q . D. Texas, D, J. no. 128-75-1; Tyler no.
65~B (‘ . nos 100 and 101,  Dismissed by complmnant
on Januar y 18, 1936.

(9) McMurrey Refining (,ompcmyv John F. Davis et al.  Lquity
no. 928, U. 8. D. C,, K. D, Texas, Tyler Div. D. J. no.
128-75-7; Tyler no. 96~A; C. . no. 1 to 11-B, incl.
Dismissed by pelitioner on Januar y 18, 1936.

{10y J. T. Oglesby et al. v. Mecom et al. L[%lut no. 651, U. 8.
D.C, w. La., Shreveport Div no. 128-33-2;
’lylvr no. 93—A C. F. no. 136, Tinal dcerec mltu‘c(f .
(]onvmg uuunctu)n and bill of complaint di-missed Noveni-
ber 26, 1935, Timo for appeal expired.

(11) President of the Umted States v. Presion Bobo (Indcpcndent
Gaso. Co.). uity no. 940, U. 8. D, C,, D. Texas,
Tyler Div, D. .?xm 128- 75~a Tyler no. 79 C C. F'. nos.
104 and 105. Permanent mjundztm granted Nov. 20, 1936.
Time for appeal expired.

(12) President of the Unated States v. E. F. ("mswold Eqmgy
677, U. 8. D. C., W. D. La,, Shreveport D no.
128-33-4; Tyler no. 83-B é F. no. 102 March 31,
19486, District Court's demswn affirmed by C. C, A. Aprzl
22, 1.93 , Mandate of Court sent to Dist, ourt to be entered.
File closed Juno 30, 1936.

(18) East I'mas Refining Co. el al. v. J. W. Steele et al. Eq. 974,
D. J. n 28-75-87; Tyler no. TC-66; C. F. no. 182,

Dzsmzaaed April 11, 19‘28, file closed Aug. 31, 1938,

126005373 '
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Part 11 ~Connally Act (Feb, 28, 1935 to Dee. 31, 1936)~—Continued

Srcrion 1—Continued

I. Cases—Continued,
A. Civil—Continued.
(14) United States v. Grzjﬁn & Wienters et al. Eqmty no. 628,
U. 8. D. C., W. D. La., Shrevepory Div. D, J. 125-33-1;
Tyler 70-A; 'C.F. 251" November 24, 1936, Final decree
enterod by consent againgt Griflin & Winters. Dis-
missed as to sll other paxtles.
(15) F'aet Texax Iteﬁnmg Co. ct al, v. J. W. Steele et al, equity 979.
. . J. 128-75-88; Tyler no. I‘C—GG—A C. ¥. 245, July 2,
1936: Petition dismissed. No uppeal was taken,
AA. Civil cases, Government not & PATY ..o« cwmeeacvicana
(1) Hercules O1l Co. v. Ernest O, Thom, aon, et al. Pqulty
no. 807, U. 8. D. C,, W. D. Texas, Austin Div. D. J. no.
128~76~1 Tyler no. 68- -A; closed file no. 99. Closed.
No arépea taken.
[0))] George Petersan v. Thompson, et al. L(}mty no. 508,
D. C., W. D. Texas, Austin Div, D. J. no. 128-76--
2, l){wkno. 74~-A; closed file no. 107, Closed. No
a en.
3 J. }g) Tolbert v. Baldwin, e al.  Equity no, 591, U. 8. D. C,,
W. D, Tu;a.s; San Antonio Div. D, J. no. 128-76-4;
Tyler no. 75-A; closed file no, 108. Closed. No
appeal taken., .
(4) Lacy v. Railroad ('ammwswn. Equity no. 510, U. 8. D. C,,
W. D. Texas, D. J. no. 128-76-5; Tyler no. 68-A'
closed file no, 99. Closed.

B. Criminal. .o oo et
1. Criminal complaints before the U. 8. commissioner, al
Tyler, Tex . c......... e ————— e —————————
Dotendant C?llor:p' D.J.no. | Tylerno. CII;’]':'?“
GROUP Al
I;C C. Ctinninghami ... 787 178
LW, .l 8 178
L C. M 71 178
. C. G 772 178
) 779 1748
arovr B ¥
ie) Josste MoHenry... 839 | 128-76-30....| TC-26. ... 139
7) Geo. H. McDonald. 833 | 128~75-39....| TC~13-._. 154
GROUP €3
( g yone Leake....... ....... 878 | 128-76-09.....| TC-44...... 238
® G. A Butler......20 00 880 | 128-75-67._. TO-42.... 218
10 737 | 128-76-9. ... 178
11 738 9 9 178
12 744 178
13 770 178
14, 774 178
15, 503 | 128-70~24. ... 199
16, . 804 | 128-78-24.... . 200
.M, 810 | 128-75-31..2. 204
............ 812 207
—vasn 813 204
J. H. Strickiand . covoqeneen 815 - 202
21 Luchm Josoph.. 818 B 28
32) G. W. Bartlett 820 11247697 | 201 -

1 All above complalnts dlsmlssed Oct. 14, 1936,
¥ Dismissod Fob, 10, 1036,
# Complaint, agulnst Wymw T.onke dismissed Mar. 18, 1030, and against
@. A, Butler disimlssed Feb
 Tho above complalnts were ‘Alsmissed by the Govemmem Oct, 19, 1936,

178
44
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Payt Il ~Connally Act (Feb. 22, 1935 to Dec. 31, 19368)—Continued

Secrion 1—Continued
1. Cases-—Continued.
B. Crimimal—Continued. .
1. Criminal complaints hefore the U. 8. commissioner, at
Tyler, Tex,—~Continued. ’

Comp. Closed
Dofendant 0. D.J. no. Tyler no, filo
GROVP D
200
210
21
212
213
214
218
GROUP B
{30) W, R. Bimms & Homer 806 197
Brewer.,
(31) Carl Haney...... 903 .
32) W. J, Hix (Ko 965 191
33) Luther 8. 966 102
34) Guy English 970 103
35) C. . Moss 071 194
973 195
189
189
198
108
5 248
42, 266
wis J. Byrd. 048 242
(44) H. B. Stowart *..... 023 TC0m s femmnnnin

¢ The above complaints wore dismissed by the Government Oct. 20, 1036.
¢ The above cases grew out of violations of sec. 80, U. 8. C. A, and wers
handled by the United States attorney and are carried in thisreport for rocord
urposes only. “Tho %cmbor 1936 grand jury did not return e bill against
ts, and the ints were dismissed

teso
7 Yamne as (43) supra.

2. Criminal informations, Tyler, Tex. (based on complaints

previously filed)meceeuccannn b ——————— PN
Comp. Closed
Defendant no. [Infme.| D.J. no. Tyler no, | ~gio
GQROVP Al
{1} W, N. Banks. 127
(2 124
3, 143
4 200
(9 148
(i) 152
7; 161
8 160
© 22
10) g y 207
{11) K. H. Richardson....... . . 168
GrRouP B .
12) C. C, Cvmningham. ... 786 3173 0%Aennnn. 178
13) O. W. MoGormick.... 734 3774 2.4, 178
14) B. ¥, Endch... 783 3175 ﬂg:A.A . o 178
16) C. C. McRen... 731 3776 02-A...... 178

| 1 Dismjssed ot the February 1036 term of court, '
. # All of the ahove defondants p oadod guut%. wexe fined $150 each and given Jull
! of 30 days enchs ded, at'the Febrnary 1036 term of coubt.

81

100
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Part 11.—Connally Act (Feb. 22, 1935 to Dec. 31, 1938)—Continued

X. Cases—Continued,

8EcrioNn 1—Continued

B. Criminal-~Continucd.
2. Criminal informations, Tyler, Tex.—Continued.

Comp. , Closec
Defendant no.p Inf.no.| D.J.no. | Tyler no. ﬂl:|
GRrOUY B—continued
f(16) Jﬂl‘ B].Aloc 732 92-A. ... 178
17 For . 735
‘(ls) Russell l’undu - 711
G, 11. Johnsot - 733
745
738
30
B 769
B 766
(26) Walker E um,no Deal. . 740
(26) 1. J. Tayar __. R 805
(27) }1. B, llnrn\hy. . 806
(28) 1. I“ Steeall. 807
20) J. Papa ...... R0
(30) 8. L Brumm RO
(31) 809
y 811
(33) 811
é B
3, 814
N 818
@N Y. C 817
(38) 8., 823
a9 0. C 824
. 825
'('ll) 826
43) C lirun;vhtm 835
Miles 832
832
K36 .
836 R
837 3RO l‘ZH~75—47 -
«48) 1. J, Jordan. .. 439 3900 | 128-75-44. ..
49y C'harles Perry... 41 3903 128—7’»~41

31} J. D,
£2) . L. Reed.

(53) . A. Gandy
(54) H. I Richardsor
rG; JClmrlm Blaloek.

(M)g Charles Solomon
Parker. .

. B. Blalock. .

A7) C‘O\s hoy Kendrick:
Harrison.

3 b1
50) W. 7. Javeell .

€60) W. E. Turner

Groue ¢3

{61y George H. MeDonald. . . 803 3881
{62) Gabe McCall

GROUP D4

(r7) Juu Awmar.
(08 R. Blakeley
. Burkhead

((')1)) l< )

73) Roy Fox._..

{74) L. G. Gartman

03) D, A. Farrell

870 a7
8065 3010
85 3000
881 3910
8R¥2 3027 700
833 3001 m~"5 30000
....... 857 3015 | 128-75-39..
128-75-2
....... 728 3778 | 128 75-9
827 ARTG | 128-75-3

12875 M!., .
880 3012 128-7\roﬂ -

828 3937

261 3038

834 e

807 3042

962 91 2875~
008 3045 | 128-75-90 .

TC-5-2... 200

3 Defendants pleaded gnllly, MeDonald was fined $300 and given a 00-day inil

sentence, suspended.

torm of court.

MoeCall was sentenced to 30 days in juil.

February 1936

¢ On Oct. 5, 1936, ali of the sbove defendants pleaded guilty; wero fined $150 each
und given 00 days within which to pay, and each was sontenced to 30 days in Jail
suspended for 1 year conditioned on good bshavier,
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Part I{~Connally Act (Feb. 22, 1935 to Dec. 81, 1936)-~Continued
Sicrion 1—Continued
1. Cases—Continued.

B. Criminal—Continued. i
2. Criminal informations, Tyler, Tex.—Continued,

Comp. | 1nfno.| D.J.mo. | Tylerno. o

Dofendant no.

GROUP D--continued

(75) B, R, Hardeman. ... 060 | . 3946 | 128-75-08 .. 2%
(76) Jorry Kissick... - 963 3048 | 128-75-89. 225
(77) Wilson Leahy. - 8139 3051 | 128-75-58. 231
(78) O, H. Miller.. 880 3964 | 128-75-67. 218
(70) Walter V. Nowman. 907 | 3065 | 128-75-9: 234
(80) Jack Roberts - 955 J068 | 128-76-106 236
(81) Jim Sanders. 800 3959 | 128-75-T2. ... 236
(82) Leon Sehastian 1008 3000 | 128-76~113 .. 28T
(83) J. Y. Sullivan. 1000 3061 | 128-75-111 .. 239
(84) Floyd Vernon. 806 U2 | 128-75-24 TO-5-5... 238
(85) k. A, Joseph... 879 3068 | 128-75-68.....] TC-43.... 216

arouy g3

(R8) W', R, Simmg... 842 3897 | 128-75-38 ...} TC-9..... 24t
(87) Archie Beavers 831 i;mfg ‘I
{ p

88) . A, Farroll. 867 1) 128-75-62..... 244
{89) W. &, Oden a50 3032 | 128-756-92..._ 192
(90} W, 8. Oden. B8 3033 | 128-756-04.... 220
(61) J. C. Durby. 878 3040 | 128-75-60. .| TC-44 223
(92) J. C. DuCoto. 831 3043 | 128-75-42. .| TC-18.. .. 24
(3} J. IL. Jacksan 742 3047 128-75-0. ... .1 92-A-13. . 206
(04) Wilson Loahy... 991 8952 | 128~75-00....| TC-77_,. . 196
(95) Walter V. Newman. 0064 3060 | 128-76-93....1 TC-Th.... 233
(96) Walter V. Newman. 982 3067 | 128-75-107...| TC-80.... 198
GROUP K&
97 J. 0. (W, R.) Mayfeld. 871 3953 | 128~75-60_...1 TC-38.... 22
(93) I, D, (F. 0.) Emison. .. 77 3444 . 206
(99) W. C. Darby..... 878 3041 23
(100) 1. E. Quillory 7.... 100 3963 TO-4 27

5 On Oct. 5, 1036, all of the above defendants pleaded guilty, wore fined $160 oach
and each sentenced to 30 days in Jail, both sentence snd fine hoing suspended for
one year conditioned on good behinvior. T'hese defendants Imid fines in other cases
uluniusttthem, or there wore extenuating circun:stances justifying the susponsion of
the sontence,

8 Oet. 5, 1036: Mayfield pleaded guilty and wes finod $100 and sentenced to 5 tnog.
in fnil. Case dismissed against Emison as he has nover been apprehendoed. Case
g!smi%sod against W. C, Darby because he rvas only 17 yoars of age and this wag his

rst offense,

7 Oct, 6, 1936; Pleaded guilcy; finod $300 and giveu 80 days within which to pay.

3. Criminal indietments. ... oo et
(1) U.8.v. Fred Jamell, Information No. 8847, D.J. 128-75-9;
Tyler No. 92-A~1; closed file 123. Pleaded guilty; fine
e $150 and senteneed to 30 days in jail suspended condi-
tioned on good behavior, February 1936 torm of court.
(2) U. 8. v. VI Swith, complaint no. 945. D. J. 128~75~76;
Tyler TC-57; closed filed 242, Oct. 5, 1936: Defendant
pleaded nolo contendere; received a senteuee of 1 year and
1 day in the penitentiary suspended 5 years.b. .
@) U. 8. v. d. 1 Staley, complaint no. 949. D. J. 128-75-76;
Tyler no TC-57; closed file 242 Oct. 5, 1036, Defendant
pleaded nolo contendere; ceurt fmposed a fine of $5,000,
which was paid.b._ ... PO e ——
¢ ‘These eases wen based an violation of See, 80, 7, 8, C, C.and wers handled by the U, 8. Distriot Attor
ney and are carxiad in this report for record purposes only, the original report having beon subniitted to
Washington office through this uffice.
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Part 11 ~~Connally Act (Feb, 23, 1936 to Dec, 31, 1938)-—Continued
Smerion 1—Continued

I. Cases—Continued. .
4. Criminal complaints bofore U. 8. Commissioner at Shreveport,

TLOUIBIANA - s et ettt et e — e
él U. 8. v. D. D. Bolin, no. 7844, 128-33-4, 91-A_____.._... 177
2) U. 8. v. Neil Cooper, no. 7845, 128~33-4, 91-A . . .. _.__... 177
3) U.8. v.G W, Camp, no. 7846, 128~-33~4, Ol-A ol 177
(4; U. 8. v, W. 8. Harvin, no. 7852, 128-33-4, 91-A_......._. 177
§5 U. S. v. L. Lee, no. 7856, 128-33-4, 01-A__________ .- 177
6) U.S.v. W. N. Stewart, no. 7861, 128-33-4, 91-A_.. - 177
(7) U. S v. Cecil Mallard, no. —, 128-33-5, TC--20.... - 247
§8 U. 8. v. Archie Beavers, no, —, 128-33-8, TC-22 252
9) U.S8.v. C. D, Harris, no, —, 128~33-8, TC-21.._....._ e 248
The above complaints were dismissed by the Government Nov.
5 .
5. Criminal informations, at Shreveport, Louisiana. . oo oo ..
Group A:
1) U. 8.v. C. Adams, no, 7836.

(2) U. 8. v. W. M. Chambers, no. 7838,
(3) U. 8. v.J. W. Hicks, Jr., no. 7841,
(4) U. 8.v.d. W. Hicks, Sr., no. 7842,

v
(52 U. 8. v. J. T Ogleshy, no. 7848.
6) U. 8. v. Jewel Sanders, no. 7849.
(7) U. 8. v. H J. Van Dyle, no. 7852,
D. J. 128-33-4; Tyler 91~-A; C. ¥, 177, On May 26,
1936, all the above defendants pleaded guilty, were
fined $150 in each case on the first count and given
suspended sentences on the remaining counts.
Group B
(8) U. 8. v. Ray Bryant, no. 7837,
(*.ag U. 8. v. B. I\ Griswold, no. 7840,
(10) U. 8. v. A. L. Jones, no. 7843.

(11; U. 8. v, Frank Priest, no. 7847,

U. 8. v. C. C. Price, no. 7848,

13) U. 8. v. Ralph L. Sims, no. 7851,

D. J. 128-33-4; Tyler 91-A; C. I, 177. Dismisscd by
the Government on May 26, 1936.

Group C:
. 84) U. 8. v. P. Davis, no. 7839.
(15) U..S: v. Wilson Leahy, no. 7844,
D. J. 128-33-4; Tyler 91-A; C. F. 177,
All defendants named under group C pleaded not guilty, but later
enicred pleas of guilty and were fined $150 on first counts and
given suspended sentences on remaining counts; May 26, 1936,

Group D:
{iﬂ) U, 8. v. J. H Maddox, no. 7845, 128-83-4, M—A_.......
17) U. S.v. L. P. Stevcns, no. 7850, 128-33-4, 91-A__ ...
518) U. 8. v. Chartes Leahy, no, 8014, 128-33-7, TC-23.......
19) U. 8. v. J. C. Ducote, no. 8018, 129-756~5, TC~20. ...
. {(20) U. 8. v. W. A. Miles, no. 8015, 128-75-8, TC-21 ..o

~ Oun Nov. 24, 1938, all defendants pleaded guilty and jm-
position of sentence was susponded for b years.

II. Matters submitted by Federal getroleum agency 1o, 1, or Federal
Tender Board No. 1, now elosed . ve v cooen cmccciamn o maee
(1) Texas Empire Pipe Line Co. of Texas. I) J, no, 128-74-2;
Tyler no. 80-A; closed fils 112, Cose dropped. Tile closed
May 27, 1935,

2) Emfiw Pipeline Co. D, J. no. 128~-75~20; Tyler no. 80-B;
closed file 113, Case dromgd and filos closed Aug. 19, 1985,
(3) Chie Reﬁ'ninf Co. et al. . J. no. 128-76-11; Tyler no,
838-A; closod files 64 and 64~A,  File closed; superseded by

criminal complaint,
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Part II—Connally Act (Feb. 28, 1936 to Dec, 31, 1956)—Continued
Secrion 1—Continued

II. Matters submitied by Federal petroleum agency no. 1, or Federal
Tender Board No. 1, now closed-—Continued.

(4) Gladewater Treating Plant ¢t al. D. J. no. 128~75-14; Tyler
no. 84-A; closed file 117. File closed; supersed’cd by
oriminal complaints.

(5) Jay Refining Company et al. D. J. no 128-75-13; Tyler
no. 85-A; closed file 118. File closed; suporsc&ed by
ariminal complaints,

(6) Kil-Tex Refining Company et al. D. J. no. 128-75-15;
Tyler uo. 86-A; clused file' 119,  File closed; superseded by
criminal complaint.

(7) Rathmel Reclamation Plantet al. 1. J. no. 128-76-12; Tyler
no. 87-A; olosed filo 120. File closed; superscded by
criminal complaint.

(8) Swastika Refining Comfany et al. D. J. no. 128-75-16;
Tyler no. 88-A; closed filo 122.  File closed; superseded by
eriminal complaint.

(0) Upshur Treating Plant et ol. D. J. no. 128-75-17; Tyler

no. 89-A; closed file 121, File closed; superseded by
criminal complaint.

(10) Lake Refining Company, et al. D. J. no. 128-75-18; Tyler
no. 90~A; closed files 66 and 66-A.  File closed; superseded
by eriminal complaint.

(11) Harry Shelton (Arkansas Gasoline Co.). D.J.no. 128-75-29;
Tyler no. 100-A and B; closed files 133 and 134. File
closed; superseded by crimninal complaint.

(12) Re: Certain motor trucks {rucking oil in Louisiana (K~05010).
D. J. no. 128-75-31; Tyler no. TC-1, Activities ccased;
file closed Nov. 30, 1935; closed file 172.

(18) Re: Certain motor trucks trucking oil from east Texas (K- 05009).
D. J. no. —; Tyler no. TC~2; closed file 173. Violutions
ceased.  File closed Nov, 30, 1985 ..o auueccaecmaann

(14) Carl B. Langford and L. & E. 0il Co. (K-05095). D. J. no.

: 128-75-48; Tyler no. TC-24; closed file 176, Evidence
not suflicient to prosceute. File closed Dec, 81, 1956 ...

(18) Herman, Aycock and Marry Williams (K~05086). D). J. no.
128-75-49; Tyler no. TC-25; closed file 174. Evidence
g;)t fb‘;‘;eimt to justify prosecution. File closed December

g JOBE it dm i c e mam—————————

) Re: Federal Tender Board v. Recalcitrant sses (H. O.
Radeliffey, D. J. no. -——; Tyler no. 101; closed file 138.

Ex parte petition drafted, but before filing witnesses com-
plicd.  File cloSCh o ccsmaim e e e

(17) 8. W, Whitson (K-05100). D. J. no. 128-75-63;

TC-31; cloged file 171 File closed February 29, 1936.....

(18) J. D. Parker (Forrest Parkery (K-05031). D. J. no, ~—;
Tyler no. TC-33; closed file 176.  Closed March 10, 1936;
subject to be reopencd. .. oo e ———

(19) P. M. Qrubb (K-05315). D. J. no. 128-75-105; Tyler no.
TC-89; closed file 167. File closed May 81, 1.‘536,’ lack of

OP0Of Of VIOIAION o e oo evmm i S

(20) Fred Mclarland (K-05816). D. J. no. 128-75-108; Tyler
no. TC-88; closed file 168,  I'ile closed May 31, 1936; lack
Of @VIAENCO.. v c oo e ———

(21) J. F. Shannon (K~05284). D. J. no. 128-75--106; Tyler no.
TC-82; closed file 169.  File closed May 14, 1936; insuffi~
CIeNt @VIACNCO v - v e et cnamm e ———

(22) Addison & Co., S. G. Faust, agent (K-05122)., D. J. no.
128-75-84; Tyler no, TC-64; closed file 170. File closed
May 31, 1536, insuflicient evidenee. c o ovccvececaancnnn

(28) Converse Refinving Company (K-06002). D. J. no. —; Tylor
no. TC-94; closed file 179. File closed July 17, 1536,
company ceased operations. . .ueeeonaniaannna e

35
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. Part I1.—Connally Act (Ieb. 22, 1935 to Dec. 31, 19368)—Continued
Srerion 1—Continned

II. Matters submitted by Federal petroleum ageucy no. 1, or Federal
Tender Board No, 1, now closed—Continued.
(24) Marimac 01l Companl/ D. J. no. 128-75-24; Tyler no. 97-A
closed file 180.  Closed June 10, 1936, vmiatmns ceased.
(25) F. S. Stratton: Stration Oil Co.: S. & C. 0il Co., et al. D. J.
no. 128-75-22; Tvler no. 94-A; closed file no. 181, Super-
seded 117/ crtm’mul ‘complaint.
(26) A. L. Wisener: Kansas City Southern Ry. Co. (K-05006).
4 ‘D.J. no. 128-75-37; Tyler no. TC-4. Superseded by suit
. involving partics mun(,d
@7 Anco())'87)()tl Co., Inc.: Kansas City Southern R n et al, (K-

PR

ki J. no. 128 75- -30; Tyler no. T Super-
ko seded by suzf (See A. L. Wisener case. )

3 (28) Crzmtal Refining Company and truckers (K-05001). D, J. no,
4 128-75--560; Tyler no. TC-27; closed file 181, File closed
. Aug. 51, 19867 violations ceased,

H (29) Gabe MeCall and R. 8, Jackson (K-05050). D. J. no. 128~
§ 75-31; Tyler no. TC-H1; closed file 185. File closed Aug.

I.)3(’ Violations coased.
(30) D. N. Lambert and D. A. Sorrels (K-05056). D. J. no. 128
75-30; Tyler no. 'TC-52; closed file 183, File closed Aug.
31, 19% violations ceased. :
(31 Gabe Mc( wll and II. Curry (K-056059). D. J. no. 128-75-31;
Ty'er no. TC-53; closed file 186. File closed Aug. 31,
1986, activitics ccased.
(32) Bmmelt Pg]pe Line C'orpomtwn (K-05049). D. J. no. 128-
"yler no. TC-56. bupers‘eded by criminal com-
lamtu being handled bv 1. 8. atty.
(33) Wzlc Y Page and M. H. Harrell (K- ().)104) D. J. no. 128~
75-79; Tyler no. TC-61. File closed; superseded by crim-
fau'ell being handled

TR

Ea

ar b ks vy et - 5

mal complaint filed against M. II. ¥
y U. 8. attorney.

(34) Te‘ms Oil Products: United East & West; Gladewater Ref.
Co., u)rps C. R. Starnes, E. L. Amev, J. E. G. Craiyg,
and 1. Richardson. D. J. no. 128-75-28; Tyler no.
TC-3. Supercodcd by criminal complaints; case being
handled by U. 8. atty. '

(85) C. J. Dornes: L. A. & T. Ry. Co. ¢t al. (K-05008). D. J.
no. 128-75-24; Tyler no. I’Cwo closed file no. —~. File
closed Aug. 31, 1936, violations ceascd.

(36) McDonald & V;cturu et al. D. J. no. 128-75--23; Tyler
no. 95-A; closed file 243. File closed Aug. 31, 1936, no
further violations.

37 J. Y. Sullivan and W. C. Roberts (K-05323). D. J. no.
128-75-111; Tyler no. TC-91; clused file 239. Super-
uedcd l)g' ctiminal complaint against Sullivan. Dropped

8 to Roberts.
(38) Gilliland R{;/‘ Co. and Atchafalaya 0l Co., W. C. A(lams,
iliams, H, 0. Radcliffe (K-05050). D.
128 70 77; Tyler TC--62. Superseded by cnmmal com-

plai
: (39) F. A Jolmson v. W. P. Ford. D.J. no. 128.73-1; Tyler
a3 no, TC~108; closed file 188. File closed Aug 31, 1996.
i (40) State of Tezas v. 543,000 bbls. of oil et al. U. 8 D.C. W. D,
| Texas, Austin Div. Eg. 599. D, J. —; Tyler 1-31. Filed
September 14, 1936, ‘
Nature of action: Petition to remove from State court
action which sought to enjoin Federal aathorities from
distraining on 543,000 bbls. of oil for delinquent cascs.
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Part 11 -—Connally Act (Feb, 22, 1936 to Dec. 31, 1936)—Coutinued
Sucrion 1—Continued

I1. Matters submitted by Federal petroleum agency no. 1, or Federal
Tender Board No. 1, now closed—-Continued.
Disposition: éC[)t. 23 and 24, 1936: Conferences held at
Washington, 1. C., hetween the attornoy general of the
State of Texas and representatives of the Dept. of Justice,
Dept. of Interior, and Treasury Dept. of the U. 8., at
which a satisfactory solution was reached. The State
authorities dismissed that part of the action which
' sought to enjoin Federal authorites, and the Fedoral
authorities joined with State authorities to have the
action remanded to the State court to be tried out on
the question of the State’s right to confiscate the oil,
The federal authorities further agreed that the distraing
by Federal authorities against this oil wouldbe dismissed.
The action was dismisscd against the Federal authoritics
and our files are cloged.

Sucrion 2.—PuNpiNG Casrs AND Rprorts

Total cases and reports pending .o oo 3
I. Civil cases in which United States or agency is a party. ... ... _.._. 7

(1) Atlas Pipel.ae Corporation, Inc. v. Federal Tender Board No. 1.
Equity no. 967, U. S. D. C., E. D, Texas, Tyler Div. D. J.
128-75-82; Tyler TC-56.

Filed: Mareh 16, 1936,
Charge: Appeal from order of T, T. B. denying certificates of
clearance dn application for tenders.
Disposition:
Apr. 1, 1936: Responge of F. T. B. and transcript of
record of hearing before board filed.
Apr. 8, 1936: Heard and submitted with Lq. 972, at
Sherman, Texas.
May 9, 1936: Consolidated with Eq. 972, Court made
findings of faet and conclusions of law. Action of
. T, B. ailirmed; petition for review dismissed and
appeal taken on June 10, 1936.
Nov. 6, 1936: Argucd before Cirenil Court of Appeals,
at I't. Worth, "Texas, and submitted.
Dec. 10, 1936 Affirmed in part and reversed in part and
remanded for revision in accordance with opinion.
Dec. 31, 1936: Pending.

(2) United States v. Ailas Pipeline Corporation, Inc., and Hercules
Gasoline Company, Inc., Equity 972. D. J. 128-75-75; Tyler
TC-55-A.

Filed: April 2, 1936.
Charge: Injunction suit to prevent violation of the Connally
Act and regulations.
Disposition:
April 8, 1936: Heard on complainant’s motion for a pre-
liminary injunction.
April 9, 1936: Preliminary injunction granted,
ay Y, 1936: Hesrd on merits; permanent injunction
granted; findings of fact and conclusions of luw and
final decree entered.
June 10, 1936: Appesi granted. For further develop-
ments see Case 1, supra.
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Part Il.-—~Connally Act (Feb. 28, 1935 to Dec. 31, 1936)—Continued
SecrioN 2.—PENDING CasEs AND Rurorrs—Continued

:§ 1. Civil cases in which United States or ageney is a party—Continued.

! (8) United States v. Texus Company et al., Equity 930. D. J, 128-75--96

p Tyler TC-66-B.

i Filed: May 18, 1936.

] Charge: Injunction proceedings against five oil and pipeline

s companies to enjoin the transportation in interstate com-

4 merce of excess Louisiana Rodessa oil, in violation of tho

o Connally Act,

Digposition:

May 16, 1936: Heard at Sherman, Texas, on motion for
a temporary restraining order.  Rostraining order not

Ay issued, but defendants agreed to impound 71,000 bbly,

gl of the oil in question and hold same pending final

B disposition of the suit, Case passed to May 21, 1936,

R for hearing on motion for preliminary injuction,

May 21, 193¢: Cuse heard on motion for a preliminary

| injunction,  Prejiminary injunclion grauted and case

0 passed to May 28 for hearing oin merits.

May 28, 1936: Heard on merits and motion for final

deeree and submitted,

: June 12, 1936: Court made findiugs of fact and conelu-

. gions of law _and entered final decree enjoining the

’ defendants, East Texas Pipeline Company and East

: Texas Refining Company as prayed for in the bill of

; complning,

! Sept. 10, 1936: Appeal granted.

Oct. 8, 1936: Additional time (60 days) allowed to file

transeript of record.

N Dec, 9, 1936: Trauseript of record filed with the eclerk

¥ at New Orleans aud case assigned number 8287,

{ Dec. 81, 1936 Pending.

4) United Siates v, A. L. Wisener et al. (K-05008 and K-05007),
Equity No, 706, U. S. D. C., W. D. La., Shreveport Division.
D. J. 128-75-36; '['yler TC-4.

Filed: June 9, 1936.

Charge: Injunction proccedings against defendants to enjoin
the shipment in interstate commerce of contraband oil in
violation of the Connally Act.

Disposition:
June 10, 1936: Temporary restraining order granted by

Judge TFoster of the C. C. A., 5th Circuit, at New

Orleans, Temporary restraining order thereafter

extended from time to time to July 10, 1936.

July 10, 1936: Preliminary injunetion granted by Judge

Toster at New Orleans enjoining the defendant, Wise-

ner, a8 prayed for in the bill of complaint. Dig~

missed as to othor defendants.

Dec. 81, 1936: Negotiations under way to have pre-
liminary injunction made permanent.

(6) Angus Spear v. Thomas D. Humphreys and Federal Tender Board
No. 1, et al, Fquity 895, U. 8. D. C, N. D. Tezas, Fort Worth
Diviston. D. J. 128-73-2; Tyler TC-114,

Filed: October 24, 1936.

Charge: Suil to enjoin F. T. B, and others from interfering
with the sale or transportation of unlawful oil.

Disposition:

Nov. 18, 1936 Motion of F. T\ B, to disniss bill of com-
plaint filed. &t for hearing Nov. 27.

Nov, 27, 1939: Potition dismissed as against F. T. B,

Dec. 81, 1936: Case will be transferred to closed eases
in next report.
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Part 11.~Connally Act (Feb, 22, 1936 to Dec. 31, 1936)-—Continued
Sucrron 2~—PrnpiNg Casps AND Rrrorts—Continued

I. Civil cases in which United States or ageney is a party—Continued,

(6) Ocean Q5 Company v. C. V. Terrell and Federal Tender Board No.
1, et al, E%uity 896, U. 8. D. C.,, N. D. Texas, Fort Worth Divi-
ston. D. J.—; Tyler TC-118.

Filed: October 24, 1936.

Charge: Suit to enjoin . T. B. and others from interfering
with the sale or transportation of unlawful oil.

_ Disposition: Same as case 5, supra,

(7) Bz parte—In the matier of application of FTB #1 for an order
requiring W. M. Paull and David L. Merzbacher to give testimony,
Equity #997, U. 8. D. C., E. D. Texas, Tyler Division.

Filed: November 19, 1936.

Nature of action: ¥x parte petition for an order to show
cause why Paull and Merzbacher should not testify in
compliance with subpoena issned by FTB #1.

Disposition:

Nov. 19, 1936: Order to show cause citing Paull and
Merzbacher to appear before the court on Dee. 3,

1936.
Dec. 2, 1936: Case continued indefinitely by agreement
of parties.
Dec. 8, 1936: Paull and Merzbacher appeared before
F. T. B. #1, Kilgore, Texas, voluntarily and gave the
testimony desired.
Dec. 16, 1936: Petition dismissed on motion of FT'B.
Dec. 31, 1936: Cage will be transforred to closed eases in
next report.
TL, Criminal CRBCH .« e mmmmmmm e mnn e n s — o ——————
s EYler e e
1. Indictments. .o annn
(a) Under the Connally Act
(b) Under sec. 353 U. 8. Criminal Code. v vvnmmeaannn
(The following cases are being handled by Honor-
able Steve M. King, U. 8. attorney, and are
carried in this report for record purposes only
because the fulse reports were made to Federal
Tender Board).

Group A Comp, dlnyh D.J. Tyler

MU, 8 v. H O 957 | 4085 | 128~76-77] N C-62,
Radclifte,
(2242]. S.v. W. 0, 956 | 4086 | 128-75-77] TO-062,

@ U. 8. v.J. B, o044 | 4087 | 128-75-83] T O-62
‘c.il;'c

@ U. S v. Albere | 016 | 4080 | 128-76-83] T0-0%
J. Mc¢Donaid.

O V.0 B | 047 | 4000 | 125-76-83| TO-62,
Sowell,

@ U. S, v. LR | 047 { 4000 | 128-75-83] '*C-03,

nkin,
MU.8v.d. C 947 | 4090 | 128-75-83] 1'C-03,

diles.
® U, S v. IL P, 893 | 4101 | 128-75-28} TC-3-1.

Richardson, .
g B 840 | 4102 | 128-75-28| T'C-3-2.

39
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Part I1.—Connally Act (Feb, 82, 1935 to Dec. 31, 1936)~-Continued
SnorroN 2.—~Punping Caspg and Rupogms—Continued

splien, B B b
B BA Rk iz

X, Criminal cases—Continued.
. Tyler-—~Continued,
1. Iudictments—Continued.
(h)Under see, 35 U, 8. Criminal Code—Con.
Filed: Indietments returned October

12, 1936.

Charge: Violation Sec. 35 U. 8. Crim-

i xéml (;ude (sce. 80, title 18, U. 8.
] Disposition:

October 12, 1936: Held under
bonds previously given U. 8.
commissioner.

December 31, 1936: Notified to
appear on Jammry 4, 1937 for
arraignment and plea.

Gronp B Comp, (I‘Il(; DI, Tyler

0).U. 8. v. Roy 1028 | 4103 | 46-76-11.] TC-95,

enking

(an v, S v, W “ols 1028 | 4103 | 46-75-11_] T C-03,
lace Jenkina.
12) U. 8 v, Ham- 1028 | 4103 | 16-75-11.) TC-93,
lllem Jepking.
18 U, S v. D 1028 | 4103 | 46-75-11.) TC-93,

D. Braly.
(14 U, 8. v, Quy 1020 | 4104 | 48-75 11 TC-03.
s Johnson. .
: . (s U 8 v 1035 | 4105 | 46-75-11.] TC-03,
fng IHarry Johnaon.
¥ ap u, 8 v, A 1033 | 4106 | 46-75-11.| T'C-u3.
5 B. Gillla,
EY38 ) U.S v . k. 1034 | 4107 ) 46-75-11 | T'C-03,
¥ yifftn.
Wy ag) .8 v, 1036 | 4108 | 46-75-11.] T'C-93.
B Foward Johnson.
15 19) U, 8. v. Ratph 1031 | 4109 | 46-75-11.] T'C~93. .
1%, ITolman.
& (20 U.S.v. Il A, 1037 | 4130 | 46~75-11.1 TC-¥3..
Tk Moms/omcvy.
| 2}1) U S 1082 | 4113 | 46-75-10. TC-93..
;; N (22) UIS v.C. C. 1030 | 4112 | 46-756-11.) TC-93..
N (23) Ii S.v.D.D. 1028 | AUA | 46-75-10 TC-93.. -
1028 | 4114 | 46-75-11 | TC-03..

1023 | 4115 | 46~75-11.) TC-03..
1028 | 4118 | 46-75-11.} 'TC-93..

nking,
. (7) U ,SI v, IIl 9231 A | 4117 | 128-76-78.) TC-56..
lund R, Smith.
. (28) U, 8.v. Clyde (823+B | 4117 | 128-76-73.1 TC-56..
V. Shuford
. (29% U. 8. v. LR (9234+C | 4117 | 128-75-78. TC-86...
homason.
30) U, 8. v. C. 952 | 4118 | TC-60. .
‘ranks.

Filed: Indictments returned Qctober 13, 1936,
(,hgrgé“ (\)Imla)t)on of see, 35 U, 8. Cxuninnl Code (sec. 30, title 18,

Disposition:

October 13, 1936: Held under bonds previously given U. 8.
commissioner.

December 81, 1936: Notified to appear on January 4, 1937,

for mrmgmuent and plea.

.
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Part 11.—Connally Act (Feb, 22, 1935 to Dec, 31, 1926)—~Continued
Srerion 2.-—PrNping Cases anp Ruporrs—Continued

II. Criminal Cases—Continued.

CompPlaingB. — - o e e a e
S. v, Wzlson Lechy, Complaint No. D. 7. 128~7a—00,
'I‘ ler T'C-9.

I'll(‘(l Ju 13. 1936.
Charge: Violation see. 5 (b) of the Connally Act.
Disposition: Dec. 31, 1936: Not apprehended.

'i Informabions.. - .ot e am e
VU 8 v.J. M. (rreen (C'omp 969 filed JWM/ 4, 1938)
inf. no. 3929, D, J. 128-75-97; Tyler TC-69.

@) U.8 v.J. M. Green (Comp 981 filed May 16, 1938)
inf. no. 3930. D. J. 128-76-97; Tyler TC- 5.
Charge‘ xolatmu gee. 5 (h) of the Conually Ax,t‘

Sept 11 1936 Tim agations filed.
Oct. 6, 1936: Defendiigt failed to make
&ppeamnco in  courlity, j dgment; nisi
in each case; capi#y issued for the
defendant. §
9364 efendant apprgl
Fallgf Tex., and 1y
}9 yler, Tex ., Febh

<ﬁ9ﬁ;§§%“°§ 5

5 l@v()ﬂltl()l)
vept. (1

T
o Dec. 31 I'8
® Uzﬁf;‘?’ g ?‘i" '5’96‘/( Bl 1120 o ﬁ e tlg
mnf, NO, & . N B -~ er
TC-102. ’ &

)] of the Connally

Chz.r%e Violation of sec. 5

i g 150l nformutxons filed.
Oot 5 193H Defendant, pleadcd not guilty. ,
Case act for hearing Oect. 7, 1
Oct. 7, 1836: Government’s mmn witness,
Arthur B. Wright, failed to appear and
Government asked for a continuance,
Oct. 14, 1936: Writ of attachment issued for
Wx?f;ht to compel him to_appear and
Dee. 31, 1936 Pending.
©6) U, S.v.C. Adams, oomplamt no, 775, inf. 3935. D. J.
128-75-9; Tyler 92--A~
" Filed: Beptember 25, 1035,
Clﬁrge. iolations of sec, 5 (b) of the Connally

Disposition:
Apr. 16, 1936: Apprehended on fugitive
warrant.
Dec. 81, 1936: Case will be disposed of a$
Februarv term of cours.



N :;u}‘c

e

¥
i
“f
i

2

€

P e

NE P s A S

G i,

R A VI e a0

§
¢
¢
i’
.

N

42 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

Part II.—Connally Act (Feb. 28, 19365 (o Dec. 31, 1836)—Continued
8roTioN 2.~—PpNpiNg Casps anp Rerorrs—Continued

II Criminal Cases—Continued.
. Shreveport, La

1. Indictments..

2. Complaints

n us. v Arthur B. Wrzght, comp. no. 229, D.J, 128~
33~ T}lor TC-102-A.
}'nlu uly 13, 1936
Cl}z‘\rge Violation see. 5 (b) of the Connally
ct.
Dispogition:
July 13, 1938: Apprehended.
Dec. 31, 1936: Pcndmg
C. Texarkans, TOXaS . oo ccam e c e e ———
1, Indictments .ooncocnnaoanas
2, Complaints. ..
3. Informabions .. ccveee it i imiccons e me e ona
( L Sove WD, Smith (Comp no. 787) Inf. no. 3378.
D. J 128 ~75-8; 'Tylor T1-A.,
2 U. 8. B, Park (Comp. no. 793) Inf. no. 3921.
D. J 128 -75~5; Tyler 72-B.
(3) U. 8. v. Preston Bobs (Comp. no. 792) Inf. no. 3993,
D. J, 128-75-5; Tylor 72~B.
4 U. S v. W, L. ()IT (Conu n0. 790) Inf. no. 83948.
D. J. 128-75-4; Tyler 72-B.
Gy U. S v. W. B ()zr (Comp no. 789) Inf. no. 3924.
D. J. 128-75-5; L'yler 69
6) U. 8. v. Preston Boho (Comp 0. 791) Inf. no. 83925,
D. J. 128-75-5; Tyler 72~B.
Filed: At various times.
Clﬁrge Violation of see. § (b) of the Connally
et
Digposition:

Oct. 6, 1936: Trausferred from Tyler Divi-
sion to Texarkana Division for hearing
during January 1937 term of court ab
Texarkana.

I)elc. '3’;, 1936: Pending, set for trial Jan, 18,

() U. 8. v. Frank Stratton. No. 17. D. J. 128-75-22;
Tyler 94~A
Filed: Mar. 13, 1936,
Chargo: Violation see. & (b) of the Connally Act.
Disposition:

Mar 265, 1936: Arrested; released on bond.
pr. 1, 1936: Su plemental roport received.
ay &’ 1936: Information filed.

May l! 1938: Defendant pleaded not guilty
aud caso continued.

Dec, 81, 1986: Set for hearing Jen. 18, 1917

8) U.8.v. Joe Tlouse, — no, —. Apprehended
D. J. —; Tyler TC-108,
Filed: Ootnberm 1936: Complaint filed.
Charge: Violation scc. § (b) of the Connsally Act,
Disposition:
Dee. 11, 1936 Information filed,
I)ei:gg; 1986: Pending, set for trial Jan, 18,

1
None
1

None
None
8
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Part I11.—~Connally Act (Feb, 22, 1936 to Dec. 31, 1936)—Continued
SucrioN 2.--PunpINg Cases AND Reprorts-—Continued

111, Matters submitted by investigative units, Department of the Tonterior.
& (1) Mathews Iltfmmg Co.,, A. R, Mathews, pres. {K-05322-0. E.).’
N 28-75-121; 'l'yler TC-108.
R(,wlvo(l July 14, 1936,
Charge: Refusing b0 allow inspection of records »nd failure
to file reports.
Disposition:
July 14, 1936: Submitted copy of report with comments
10 Washington office.
Dee. 31, 1936: Pending,
(2)!’01/11 McCarlnez/,aeceww and C, A, Crafiob, auditor (K--05140~
). ). D, Jo—; Tyler "TC-105.
Recoxvod Jnlv 14, 1936.
Chm‘gv Making and filing false reports in violation of see.
35, U. 8. Criminal Code.
Disposition:
July 16, 1938: Submitted copy of report to Washing-
ton office with comments; to be referred to the
Criminal Division for action.
December 81, 1936: Pending,
(3) 4. & P. Pipe Lince, A P, Anding, owner (K~369-0. E.). D.J.
128-75-123; Tyler TC-98.
Reccived: July 14, 1936,
Charge: Failure to file monthly reports.
Disposition:
July 21, 1936: Submitted copy of report to Washing-
ton office with comments.
I)w 31, 1936: Pomhng
4) l’anama Re Lmng Co., A. F. Anling (K-05078-0. ¥.), D. J,
~75-122; Tyler T(/ 99
Rcwwod July 14, 1936,
Charge: Refusing to permit representatives of Government
to inspect records, ete,
Disposition:
July 21, 1936: Submitted copy of report with come
ments to Washington office,
31, 1936: Pending, '
(5) Ro'i;al 01l & Iic(r)'ﬁmng Co, (K-05340-0, E.). D.J. 128-76~117;
'yler
Rccel\'Ld July 14, 1936,
Charge: Rofusing to comply with rules and regulations pro-
mulgated under the Connally Act.
Disposition:
J uly 17, 1936: Bubmitted copy of report to Washing=

Dvm 51, 1986: Pending,
(6) C"W Curtis, Receiver, (‘laz/ Refmng Co. (K-05348-0, E.).
D. J. 128-75-119; Tyl(‘! TC-10
Received: July 14, 1936.
Charge: Retusing to file reports and permit inspection’of
records.
Disposition:
July 21, 1936: Submitted copy of report with com-
ments 40 Washin ton.
Dec. 31, 1936: Pendin,
(N Soutkport Pelroleun Company (K. L 05336-0. F). D.J.128-75~
120; Tyler TC-100.
Recoived: July 21, 1936,
Charge: Failing to file reports and refusing”to permit in-
spection of records.
Disposition:
J uly 21 1936: Submitted copy of report to Washings

Dcc. 31, 1936: Ponding.

43
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Part I[1.—Connally Act (I'e¢b, 22, 1935 to Dee, 31, 1936)—Continued
f SecrioN 2.-—~PeNpinG Cases AND Rerorrs—Continued

HI. Matters submitted by investigative units—Continued.
. (8) Anding Oil & Refining Co. W, F. and A. F. Anding (K~ 331)
3! B. D. Watson_and Martin Flood. 1. J. —; Tyler TC-97.

i Received: July 28, 1936.

L3 Charge: Ialse billinx, cte.

“‘, Digposition:

h July 28, 1936: Forwarded copy of report to Washing
) ) ton and also a copy of teport to the U. 8. Attorney,
k3 . qm'ovcport Complaints filed by U. 8. Atty.

Dec. 31, 1936 Pending.
9) Presion Bobo, tm:/mg as Indcpemleni Gusoline Co. (K-05081~
0. ). . J. 12875 ')' Tyler TC-60.
Received: February 20, 1936.
(,hm*?) Violation of Federal injunction in case of U. 8.
reston Boho, Xquity 940, U. 8. D. C, E. D. Texas,
Disposition:
! Bupplemental report received.
: Bupplemental report (no. 2) received.
Dec, 31 19:36: Contempt proccedings will be filed
ngunmt Preston Bobo during January 193
10y Gzlltlanil Ii(juung (‘o et al. (K-05276-0. 1£.). D. J. 128-75-

%?»

# ler TC- 62

zﬁ Roceived: JuneQ 1936.
B

i

k1

%

y

'l‘

&

Charge: l‘ramportmg untendered oil in violation of the Con-
nally Act.
Disposition:
Jau n;/ 17,1936 Submitted copy of report to Washington
nt ice.
314, 1936: Pending.
[€8))] Gzllllmul Rcfnmg Company, el aI (K~05047-0. 1), D. J.
128-75-116; Tyler TC-62-B
Reeeived: June 19, 1936.
Charge: Talse hxllmg, ote,
Disposition:
July 16, 1836: Transmitted copies of report to Wash-
ington office for review.
Dec. 31, 1936: Pending,
(12) Sklar 0dl C: ."(vlllll("n(l Pipe Line Co., ¢t al. (¥--05306-0, B.).
D. J. —; Tyler TC-109,
Received: September 26, 1936,
Chsarge: Violation sec, 80 title 18, U, 8. Code Annotated.
Disposition:
4. Oct, 16, 1936: Copies of report submitted to Wash-
By ington office to be referred to the Criminal Division
: for action,
A Dec. 31, 1936: Pending,
(13) éoluzw In’ejmmg (mnpanJ, Ine. (K-05321-0. E.). D. J, 128~
78 Tyler TC-110. ’
Ru,cu'ul September 26, 1936.
Charge: Shipping cast Texas oil products in interstate
commerce without Federal tenders.
: Disposition:
i O(if It6 1936: Copy of report transmiticd to Wash-
4 ngton.
k Nov. 11, 1936: Reeeived copy of Mr. Sy der’s memo-
. mndum in which he concurs in the Tyler office’s
‘ opinion that the report does not disclose a good
b cause of action,
i Nov. 18, 1936 File closed.
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Dart 11.—~Connally Act (Feb. 22, 1935 to Dec. 31, 1936 )—Continued

SecrioN 2.~PrnDpING Cases AND Rerorrs-—Continued

111, Matters submitted by investigative units-—Continued,

(14) Channel Transport & Marketing Co. (I--362). D. J. 128-74-4;
Tyler TC-111.
Received: Oct. 16, 1936.
Charge: Violation sec. 37 U. 8. C. Code, charging con-
spiracy to violate the Connally Act.
Disposition:

Oct, 16, 1936: Copies of report transmitted to Wash-
mgton 10 be referred to the Criminal Division,

Dec. 81, 1936: Pending,

(18) McCulchin Dullm{v Co., et al~C. C. Dennis (K-390). D. J.
—; Tyler TC-172.
cceived: October 16, 1936,
Charge: Violation see, 80, title 18, U. 8. C. A,, by making
false reports to If, T
Disposition:
Oct. 16, 1936: Copies of report transmitted o Wash-
m;,ton 10 be referred to Criminal Division.
c. 31, 1936.; Pending,.
(16) Gilliland Rejmzng Co. (K~371) D. J. 128-75~126. TC-113.
Received: October 16, 1936.
Nature of report: Possibility of seeuring search warrant,
Disposition:

Oct. 16, 1936: Copy of letter of inquiry from Chas. J.
Imqtmun, with accompanying papers, referred to
Washington with comments,

Oct. 80, 1986: Letter from Mr. Dickinson with sug-
gcxstmns

Nov. 18, 1936: Letter of suggestions to Mr. Eastman.

Dec. 81, 1936: Pending.

(17) Trinity Refining Comp(m?/. David Dmmnhue, trustee; V. E. Jack-~
son and Pete Skouby (K-406), D. J~~TC-116.
Received: November 17, 1936,
Charge: Violation of sec. 80, title 18, U. 8. C, A, filing
false reports with It T, B,
Disposition:

Nov. 17, 1936: Copics of report transmitied to Wash-
nq,ton for reference to Criminal Division.

Dec. 31, 1936: Pcndm;z

(18) DMinnesolu Fast Tevas ()zl Co.; Fred Pederson and W. I. Pa: ker
(K-05112) D. J. —; TC--117.
Reccived; November 17, 1936,
Charge: Violation of see. 80, title 18 U, 8. C. A. filing false
monthly reports with F, T B.
Disposition:

Nov. 17, 1986: Copics of report submitted to Wash-
mgton to be referred to the Criminal Division.

Dec. 81, 1936: Pending.

(19) Red Mat Oil Comptmv (K-05381). D.J.—; TC-118.
Reccived: November 25, 1936,
Charge: Violation seo. 5 (b) of the Counally Act.
Disposition:

Nov. 27, 1936: Copy of report irausmitted to Wash-
mgton with recommendation that no prosecution
be instituted because violations were unintentional
and had ceased.

Dec. 31, 1936: To be transferred to closed matters in
next report.

12509887t
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Part IT—Connally Act (Feb. 22, 1935 lo Dee. 31, 1936 )—Continued
Secrion 2.~Penpine Cases and Rerorrs-—Continued

III, Matters submitted by investigative units-——Continuced,
(20) Brit Curtright (K-411-0. )., D. J.—; TC-119.
Received: Deecember 16, 1936,
Charge: Violation sec. 5 (h) of the Connally Act.
Disposition: Dec. 31, 1936: Pending.
Nors.—The section 80 cases, supra, are being handied by Honorable Steve M.
King, United States attorney,
The so-called “refusal” cases involve companies doing an intrastate business
only, It has been deemed advisable to withhold action pending reenactment of

the Connally Act.
Ricnarp II. Hiwn,

Special Assistant to the Attorney General.
Senator ConnarLy. Is there anyone else here who cannot conven-
iently be here Monday and who wantis to go on at this time? If not,
we will adjourn at this time until next Monday morning.
We thank you very much, gentlemen,
(Whercupon, at 12 m., the subcommittee adjourned until Monday,
teb. 15, 1937, at 10:30 a. m.) .



REGULATION OF SHIPMENT OF PETROLEUM IN INTER-
' STATE COMMERCE AND FOREIGN COMMERCE

MONDAY, FEBRUARY 15, 1637

Unitep STaTES SENATE,
SuscommitTEE oF THE Commirire oN FiNancs,
Washington, D. C.

The subcommittee met, pursuant to adjournment, in room 450,
Senate Office Building, at 10:30 a. m., Senator Tom Connally presiding.

Present: Senators (i‘onnally and Townsend.

Senator ConnaLLy. The committee will come to order, please.

I have here a telegram from Governor Marland, of Oklahoma, dated
February 13 and reading as follows:

Dear 8envaron: I am very sorry that I will bo unable to appear before the com-
mittec in su*)port of the recnactiment of Your bot-oil law, Secretary Ickes is
reported by the press to have testified that the Connally amendment made possible
the enforcement of our oil conservation and proration laws. I sincercly endorse
that view. In the interest of conservation of our petroleum resources 1 consider
it most cssential that the Connally amendment be reenacted and made 8 perma~
nent law. Hope that you will express to your committee my regret at my inability
to be present.  If you think it necessary I will send a personal representativo to
Washington to appear for me,

I have also a tolegram from Reford Bond, chairman, and A. 8. J,
Shaw, commissioner, of the Oklahoma Corporation Commiigsion
stating: '

The Corporation Commission of the State of Oklashoma wishes to add their
fl.mdorsemmlt to and urge the passago of the bill extending the Connally hot-oil
aw.

Now, we have s number of witnesses this ngoming from distant
oints, and I want to try to hold these hearings in such & way as will
e convenient for them. i .

Chairman Thompson, would you like to go on early?

Mr. TuomesoN. I believe 1 would defer to the attorney general,

Senator. He is here and he comes shead of me in dignity and rank.

Senator Convarny, I do not know about rank; we do not pay
much attention to rank here. . o

If you will come right around here, General, and give your name
to the stenographer,

STATEMENT OF HON., WILLIAM C. McCRAW, ATTORNEY GENERAL
OF THE STATE OF TEXAS

Mr. MeOraw. My name is Willinm C. McCraw. I am attorney.
general of the State of Texas and have been for s bit more than the
past 2 years. Amopg the duties of the attorney general is the repre-
sontation of the Railroad Commission of the State of Texuas, which by

e - o e

P .
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law was charged with the conservation of the natural resources that

are embraced in the purposes of what is commonly known as the

Connally Act; T think that is sufficient to deseribe me.

Senator ConvaLLy. Gieneral MeCraw, we have before this com-
mittee the matter of Senate bill 790, whose effect is to make perma-
nent law tho act sometimes called the Connally Act, which prohibits
the interstate shipment of oil produced in violation of State laws or
regulations. I will ask you whether or not in the course of your
duties as attorney general in enforcing the State laws of Texas, if
you have had occasion to observe the operation of this act and whether
or not you care to express any opinion as to the desirability of its
continuance.

Mr. McCraw, Senator, I would say that Texas, I would feel,
practically unanimously, both those in the industry and the genoral
citizenship, are highly appreciative of the Connally Act, and I cer-
tainly feel deeply indebted to you as its author and to Congress for
the passage of that act. At the time it was passed we were beginning

" for the first time to take control of the industry in Texas from the
standpoint of conservation and its effect has been to close one avenue
for the disposal of illegal production that could not have been closed
in any other way.

During its almost 2 years of life, in conjunction with the Raifroad
Commission and the Federal Tender Board at Tyler I am certain
that its efficacy has been demonstrated in two ways; first of all, so
far as Texas is concerned, no other State has suffered by reason of
any illegal production that might have taken place in Texas, and in
the second place it gave to Texas an opportunity to judge the full
effect and foree of its conservation program as set out in the statutes,
After these almost 2 years of operation under this law, illegal produc-
tion in Texas has become negligible. The Connally Act has enabled
Texs to clean up to a large extent the overproduction that has been
in storage for a good many years. That ([isposul was made undor
our statutes providing for confiscation. The Attorney General’s
Dopartment of the Federal Government has held that illegal oil may
not in any way be blessed, if I may use that term, by any State
proceeding, and that it must he disposed of within the State.

Senator ConNaLLY. Let me ask you right there, General-—T believe

’Ij?;:as has a State law authorizing confiscation of illegally produced
oi

Mr. McCraw. That is correct.

: Senator Connarty. Under the regulations of Texas, after that oil

5 has been confiscated, may it or not be sold within the State?

‘ Mr. McCraw. It inay be sold within the State, but it may not be -

g shipped and put in interstate commerce.

Senator ConnarLy, This act prevents the shipment of that kind’
of oil in interstate commerce?

Mr. McCraw. This act assures that every State in which illegal -
oil is produced will have to wash its own dirty linen, and if there is
any injury resulting to any other State by failure to confiscate and
dispose of that oil within the State, then the State on whose part
the failure has occurred must pay for the delinquency. ‘

In o single phrase I am certain that Congress through this act has
i given to the State interested and the conservation of oil an un-
; ; paralleled and outstanding opportunity to conserve their own natural
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resources. Personally and officially I trust that the Congress will
reenact it.

Senator ConnarLy. I want to ask you this question, General
MecCraw: 1f that illegally produced oil, after it has been confiscated
in Texas is sold within the State, does that liberate an equal amount
of legal oil which can be shipped to other States and thereby oxert a
tendency to hold down the price and not vequire the consumer to
pay more than a just and fair price? In other words, if Texas con-
sumes a million barrvels a month of illegal oil that otherwise would take
out o million barrels of legitimate oil, it thereby reduces the amount of
oil going to other States?

Mr. McCraw. That is exactly how it works.

Senator ConnaLLy. Senator Townsend, do you care to ask a
question?

Senator Townsenn, No.

Mr. McCraw. If I can add any to my enthusiasm for it, you are
free to fill the record up with it, because it 1s a splendid bit of legislation
that has brought tremendous benefit and no injury whatsoever.

1 would not be here except for the fact the authorities have been
beset with a great many difficulties, because in an industry as highly
competitive and which involves as much money as this industry does,
it is naturally one that presents tremendous difficulties regardless of
the purpose of its regulution, and this Connally Act has done & lot for
Texas and has put the industry on the finest footing it has been on
since the discovery of the east Texas oil field.

I believe in discussing the price proposition; Colonel Thompson,
chairman of the reilroad commission has some figures that are quite
interesting. 'The general effect is that a little of the Hoover gasoline
hus come into the picture, but the price of gasoline has steadily de-
clined.  Of course, 11 did not make any difference in those days what
the price was, because we were all broke anyway, but 1 think his
survey shows that the price has steadily declined.

Senator Townsenn. 1 have a letter from New York stating that
while Congress passed these laws for conservation purposes they have
heen used for profit. Do you care to comment on thut statement?

Senator Connarry, Whero did you get that statement from, Sena-
tor?

Senator Townskenp. Rome, N. Y.

Mr. McC'raw, That is a little out of my jurisdiction. It is a
matter of everybody for himself. The little hoys in Texas are getting
rich and the big ones can take care of themselves. About the New
York fellows, I do not know mach about them. 1f they are not doin%
so well, they could move to Texas. The little men in Texas fuss and
{ight, but on the whole have a good time, and I am sure they are all
well nourished and well fed and that there nre good folks on both sides
of the docket. '

Senator ConnvarnLy. What would you say ss to whether or not the
enforcement of the so-called Connally Aet is helpful to the railroad
commission and to the attorney general’s office in the matter of
enforcing the State law? :

Mr. McCraw. 1 think the commission will very heartily agree with
me, and I know I [eel it is the greatest thing that took place at that
gurticulur period, because we were really out hunting lons with a

ugey whip snd we needed u lot of help, and the Department of tHe
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Interior, despite our differences over how we ought to run the business,
Brother Ickes and his folks have done right well, and T do not think
anyone could have any kind of complaint about the board at Tyler.
Mr. Hill has done such a good job, he may be elected if he runs for
office one of these days. They have all gono thoroughly democratic,
and 1 do not see any trouble iu the way at all.

Now, if you will excuse me, I will get back to Texas, because I am
lonesome when T am this {far away from home.

Senator ConnNaLLY. Any questions, Senator Townsend?

Senator Townsenn. No.

Senator ConnarLy. General MceCraw desired to testify early be-
causo he wanted to go back on the 2 o’clock plane.

We have present this morning, Col. Ernest Thompson, of the Texas

: Railroad Commission, which agency has had the jurisdiction over the

» enforcement of all of our Texas oil-conservation.laws since their in-
cipiency. We would be glad to hear Colonel Thompson,

Just give your name to the stenographer, Colonel Thompson.

STATEMENT OF ERNEST O. THOMPSON, COMMISSIONER, RAIL-
ROAD COMMISSION OF TEXAS

Mr. Tuompson. My nune is Ernest Thompson. I am a member
of the Railroad Commission of Texas and am chairman of the Inter-
! state Oil Compact Commission.

B The Railroad Commission of Texas, us the Senator has indicated,
3
:
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is a regulatory body within the State of Texas which has the duty of
regulating the production of oil and gas with a view of conserving the
natural resources of the State of Texas. It is an elective body and
is composed of three members, who serve for a term of 6 years, and
. one member is elected every 2 ycars.
i The conservation matter has been an active matter in the State
i) and one of great interest, and naturally the people of the Stute have
':}g become conservation minded, because of the fact that we have in
by Texas 68,000 oil wells, more than 68,000 oil wells. We have in the
R State of Texas 254 counties, and of these 254, 141 have oils and gas
o and are oil- and gas-producing counties. This production is widely
i distributed all over the State. So you can see our State is intensely
intercsted in conserving natural resources of the State. I mention
that because in our political economy o0il and gas conservation and
proration have been widely discussed. In the Iast campaign it was
a vital issue. It was discussed all over the State, and in thet cam-
paign I was reelected for a 6-year term,
Senator Connanny. You need not be unduly modest, Colonel
Thompson—you might tell the majority by which you were elected.
Mr. TrompsoN. Since you raise that question I will say my oppo-
nent got 60,000 votes and 1 got 980,000. e was a Republican.
Senator ConnaLLy. You might also state your primary majority,
if you care to.

r. Trompson, That was 180,000 over my nearcst opponent, The
reason the Senator has been so good as to ask me for those figures is
because the conservation of oil and gas in Texas and the manner and
method of the reilroad commission in exercising its authority during
the past 5 years, during the time I have been chairman, has been
under quostion and was a political issue of the race. So we believe we
can speak about how the folks feel in our State about this matter.

S S Y
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The interstate oil pact is a treaty between six oil-producing States—
Oklahoma, Michigan, Louisiana, New Mexico, Texas, and Kansas.
Those six States have signed that treaty. The treaty is simply an
agreement; entered into by authorily of Congress whereby the pro-
ducing States agree to pass certain waste-prevention laws and to keep
those laws in effect. 1t has solely the prevention of physical waste in
the production of oil as its object. 1t has been working fine in the
16 months of its existonce. Wo have had our meectings, and at the
lagt meeting held in Oklahoma City 14 oil-producing States were
represented by cither official delegates from each of the signatory
States or unofiicial observers from the other 8 States,

The 0il States Compact Commission discusses in meetings all of
tho modern, up-to-date mothods of preventing actual physical waste
in the production of oil and gas, and we have found it most helpful to
have quarterly meetings and to go into tho exchange of ideas as to the
best manner of preventing waste.

The compact itsell specifically provides that any action by any of
the oil-producing States that would make oil scarce or make the price
high is prohibited, it being the express and set-out purpose of the
compact that it is for waste prevention and nothing else.

I have a couple of exhibits here. (The exhibits referred to are on
file with the committec.) This shows the East Texus field. That
has 23,000 oil wells in it. This is the oil field that caused all of the
excitement about conservation and regulation of production. Up
until the time this field was discovered, the question of proration had
not been a sorious one in our State. With the discovery of that field
il soon became apparent that here was an oil field big enough to supply
all of the world and put all of the other fields out of tho picture. The
potential this field is able to produce is 113,000,000 barrels per hour.

Senator Connarry. Por hour.

Mr. Tromeson. Per hour. 1t is so Jarge in its potential ability to
produce that we cannot take more than 1 hour potential and we do
that only on key wells. The field, if allowed to produce unregulated,
would blow its head off in 9 or 10 days.

On this map tho wells indicated by the contour lines show the
ability to produce. Iivery well in this contour can produce a thousand
barrlels per hour, clear down to zero. The figure I gave of 113,000,000
should be 13,000,000,

Senator Townsenp. Not 113,000,000 barrels?

Mr. Tuomrson. No. i

Senator Connvarny. You mean, by saying if they opened them up,
if there was no restraint, they could produce 13,000,000 barrels an
hour, but that in 10 days they would blow their gas pressure out and
would be on the pump?

Mr. Tuomrson. They would be on the Fump; yves. 1f you let them
produce as they did in the so-called good old days of letling it flow over
tho derrick, that would happon. As o mattoer of fact, the way it has
been run, 20 to 30 barrels 18 the limit. The best wells get 30 barrels
and down to 20 barrels, It is limited to 2.32 percent of 1 hour's flow,
So a woll that would produco a thousand barrels an hour would. get
23 barrels per day. Generally, when you take the potential of an il
field you take 24 hours' producing, but that would make this field so
big it would make it out of lino with any other figure in the statemunt.
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This is as big as the next five fields in the United States put together.
You can put them all in this field and still have room left.

Senator Townsenp., How do you check the flow and see that none
of these oil wells produce more than their quota?

Mr. TromrsoN. They way we started was to take cach well, and
when it got up to five or six thousand wells, it became apparent it
would be impossible to do that. So we then checked the tank cars
and pipe lines and truck movement, and wo issued an order which
said that no oil should be transported in the State of Texas until it
had & bill of health, tender, or manifest, from the Railroad Commission
of Texas, showing it was produced from a specific well on a certain
day. Weopened an individual account, and charged it with what they
took out, and that looked lile we “bad’’ them, but in a few days the
railroad attorneys got together and said, “We are in a predicament;
you have & ruling of the Railroad Commission of Texas which says
there is a penalty of $1,000 a day il we move this oil until we have a
manifest to show it was produced legally, and at the same time the
Interstate Commerce Commission has a $1,000 penalty if we refuse
shipment; what are we to do; we want to obey both rules.” Wesaw
we were in s jam in trying to enforce our orders, and we saw they had
us; so we did not press our injunction but sent a telegram to the
Attorney General asking him to get out an Kxocutive order, and that
came out, as you know, S-C, and was stricken down by the Supreme
Court, and then we asked Senator Connally to come to our roscue by
passing a law, which he did, and for which we are very grateful, the
Connally hot-oil law, and that is how it came about, Senator. 1
believe [ am correct in stating the different steps.

Senator ConNaLLy. Substantially.

Mr. TaompsoNn. It was to prevent this movemont of oil produced
in violation of State orders and rules and regulations. So now we
require each movement of oil beforo it is cleared to go before a com-
mitlee al the railroad commission office called the tender board, and
it gets its clearance if it can bo shown the date as well as where it was

roduced, and we chock it back against his requests, and no oil can
Ee‘ produced unless it is shown under the request. Under the Con-
nally law, & man walks down to the tender board and presents his
data, and if it is clear he gots clearance for interstate or foreign com-
merce. We found it such an effective check, Senator, as the Attorney
General said a while ago, that hot oil has just about disnpf)em'ed from
tho picture. Thoy cannot move it or remove it, and we have two or
throe million barrels sealed away and they cannot move it.

Senator TownszNp. In what manner is that stored?

Mr. Tuomprson, We have (wo or three million barrels in tanks
and we have tho Commission’s seal on it and refuse to allow it to
move. An act was passed confiseating that oil to the Stute. We
filed an action in rem against that parficular oil and set it out at the
courthouse door in 55,000-barrel tanks and some 80,000-barrel tanks-—
but that is not an appreciable amount of oil if you consider the usors
and the allowable production of this field, 450,000 barrels o day.
So it would onl‘y be about 5 days’ run.

Under this Confiscation of Ol Act, the State files an action in rem
against the oil and it is sold to the highest bidder. The last bateh,
156,000 barvels, brought $156,000 to the State. So there is not much
plmﬁt in having oil produced illegally when all of the money goes to
the State.
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I think the hot-oil troubles are over and with the Connally Act
continued and vigilance exercised by both the State and Federal
authorities, I do not think there is much danger from that source.

I want to bespeak, Senator Connally, and members of the com-
mittee, for the railroad commission and the Interstate Oil Pact
Commission, the gratitude of members for the work done by Mr.
Swanson, Mr. Hill, Mr. Steele, and Mr. Holland; they have co-
operated with us in every way. This is the finest example in my
experience and study of complete cooperation between State and
Federal agencies, the State prescribing the rules of production within
the State and the Federal Government prohibiting the movement of
any oil in excess of that permitted by State law. We have been
working in perfect harmony, each within its undisputed scope of
authority.

In the beginning this oil field produced around a million barrels a
day, and we had trouble having our order—on your left, Senntor, that
shows 635,000 to 680,000 of production in barrels per day at that time,
and that is in 1933. That black line down below is the bottom-hole
pressure of the field. 1t shows 1,240. Now, at the rate of 680,000
barrels a day, the pressure dropped to 1,201, So there is a 39-point
drop in a 30-day period. That is the pressure determined by putting
a bomb on the end of a piano wire and dropping it down 3,300 feet,
which registers the pressure in pounds per cubic foot in the reservoir,
So wo took those tests in various key wells throughout the field, and
during the past 4 yoars we have been taking the same tests in the same
ares s0 as to get the action in the same manner, and you will see the
performance of that bottom hole pressure. As we get down to the
bottom the rate of flow of pressure fills up, and as our experience has
tanght us there is a direct relationship between bottom-hole flow and
pressure reaction,  As long as we were able to demonstrate that, we
could defend the order in the Federal court, because they said it was
too much interference with an individual’s property; they said we
were restraining them beyond the necessity of the case. But the
order in June 1933 demonstrated we had a scientific waste-prevention
basis for controlling the flow of oil.

So we built it up {rom 1,285 or 1,240, showing if we did not take the
oil out faster than the water could trickle through the sand, we could
have water coming against the oil pocket and make a hydrostatic
head. It took 2,000 lawsuits to arrive at that simple solution,
We had 2,080 lawsuits to go through with before we could arrive at
something we could prove. From monthly readings we find it re-
sponds and reflects itself immediately in the bottom hole pressure
rerction; we finally found out what we should produce to keep the
pressure constant. On the month ending June 12 we proéuced
13,480,000 barrels, in that 3G-day peried, and the pressure increased
1.21 pounds. So cach man stands in the same relative position as
the other. So whet the Connally Act is for is to help us control the
movemeut of oil so that no man can open up his well and cause this
pressure to take a nose dive, because pretty soon it reaches 950 pounds,
and when it reaches that, the gas goes out of solution; it mixes in the
oil in solution in the reservoir, and it is in fine little pebbles, like froth
or foam on beer, if you know what I mean, and with 1,240 pounds’

ressure down there in a cavity that is sealed up with the oil in a
oainy, mobile condition, it will drive oil through a brick, if there is any
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porosity in brick, and you can tell by dropping the brick in water.

"his oil will be driven through a bricl in that pressure, if you keep it in
that foamy condition, with the gas in solution, So, you want to keep
the pressure up to a point so it will stay in solution and so it will not
get ahead of the water coming in.  If ybu drive too many eattlo to the
spring they will drink it dry, and then you have to keop the cattle
away until it fills up again, and the same thing happens with oil when
you take it out faster than it will fill up.

That is the theory we undertook to find out how to handle this
bill. We shut that field down for 21 days at Christmas 1933, and wo
took o test whon it was flowing 680,000 barrels a day and we found
it had gone up 17 pounds. That demonstrated the water was cateh-
ing u}) with tho oii; but to be sure about it, we waited a couple of
months and then shut it down again for 14 days.

No person rencts twice in the same way unless you have a formula.
We used to have trainloads of people coming to our free-for-all,
knock-down, drag-out meetings, whicL were called the railroad com-
mission hearings; wo eall in operntors of all of the fields in the State
and ask them il they have any complaint, This particulur field had
lots of complaints; they wanted to produce all they could, but since
wo have demonstrated this constant relationship betweon rate of flow
and bottom-hole pressure, we have not had one complaint from the
Kast Texas fiold with 23,000 oil wells operated by thousands of own-
ors, That hus been an interesting development. The railroad com-
misgion is now welcome to visit with these people. A couple of woeks
ago 1 was invited to Henderson to address the chamber of com-
morce. That did not use to happen. Things are really peaceful over
there and the people like the operation of this contiol of production,
and wo like the Connally Act becauso it helps us carry out tho con-
servation policy, and if 1t were not for that there would be nothing
to keop people from transporting across the State line, Weo natu-
rally had to come to Senator Connally and ask him to help us out.
Texas is proud of it and 1 am sure tho railrond commission and the
interstate compnet commission are very thankful for this law and
to those in tho Fedoral Governmment who have had a part inadminis-
tering it.

I have prepared a 15-page statemont which I would like to ask
permission to file.

Senator Connarny, I will be glad to put it in the record.

(The statement referred to will be found at tho end of Mr, Thomp-
son’s testimony.) ]

Mpr. Taomrson. I wish you would, Senator. I have worked on it
for 4 months, ‘

Senator ConnarLy. I think 4 months’ work deserves some reward.
We will put it in the record. )

Mr., Tromrson. One table shows that in 1927 bofore conservation
and proration was worked out, honestly, peacefully and thoroughly
a8 it is now, the price of gasoline in 50 citics of the Nation, exclusive
of tax, was 19 conts, and in 1936 it was 14 cents, showing that under
this control of production gasoline is cheaper than it was before,
course, some credit for that should be given to the fact the refiners
have gone to cracking and get more recovery than before, but conser~
vation had a lot to do with it.

This ficld, the expert said, would produce 2,000,000,000 barrels of
oil when it came in, when they had 5 or 6 thousand wells. It has
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already produced over a billion; it passed the billion mark on Junuary 3
or 4. The experts now agree that instead of producing 2,000,000,000
barrels, if we control these pressurcsand keep that policy up, 4,000,000,~
000 barrels will be recovered from this field, and therefore 2,000,000,000
barrels of oil will be produced which must pay tribute to the wisdom
of this law. What is true of this fiold is true of every other field in
Texns and everywhere clso, because what we have learned in this field
has boen widely distributed through the Petroleum News, the Qil
and Gas Weekly, and the Journal—I hope these will go into the record
80 the boys can get some advertisement for thoir papers. It is being
used in every field in America.

Senator ConvarLy., You have adverted to the matter of gasoline
prices to the consumers. If this field, as you suggest, be permitted
to be opened up without any regulation, you say it would blow its
hend ofl in 10 days and wunh?’bc on the pump?

Mr. Tuomrson, Yos.

Senator Connarwy. And instead of producing the 4,000,000,000
barrels you say you are going to produce under conservation, what
would be your testimony as to the result if it was permitted to blow its
heml} oﬂ.); would it be 2,000,000,000 or 3,000,000,000 or 1,000,000,000
or what?

Mr. Tuomeson. Tt would probably he around 2,000,000,000, what
they first had in mind.

Senator ConNvarrLy. And then, from the consumer’s standpoins, is
it better for it to produce 4,000,000,000 or 2,000,000,000, both from
the price standpoint and the supply standpoint?

Mr. Tuomrson, The answer 1s obvious, bocause the less there is of a
commodity the higher the price and dependability of the supply is a
great thing.

Senator Townsenn, I notice you say the Texas reserve is
5,510,000,000 barrels.

Mr. 'Tniomrson. Yes, sir,  This is just one field I am talking about
here. We have 522 of them.

Senator TownseND. Is this the reserve of one field?

Mr. Tuompson. No; that is the reserve for Texas.

Senator Townsunp, Docs tho question of the amount you take out
control this?

Mr. THourson. If you have a field with a billion barrels and you
take a billion barrels out, you, of course, are then out of business in
that ficld. You will find &nother tablo which gives the whole United
States. Toxas has 52 pereent of the total.  Tho reserve for the whole
country is about 12,000,000,000 barrels.

Scnator Townsenn, Do you increcase these resorves—you say
5,500,000,000—

Senator ConnarLy. That is in the ground,

Senator TownNsknp, But you incresse that by the manner in which
you take it out?

Mr, Tnomeson. No; you cut it down.

Senator Connariy, This is the total amount of oil in the ground,
estimated. Tho point the colonel is making is if you take it out in an
orderly way, you get it all; if you do not take it out in an orderly way
nhlott, of it will stay in there and not get out. I want you to develop
that. . R

]
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Mr. THomrsoNn, There is a woll right here [indicating] and the water
comes in from tho west through the sand at 3,400 feet and comes
against the oil on the woest side of the field. As the water comes in—
a8 you take the oil out, the water takes its place. If you produce it
pl'OpeI‘l{ and keep the water tight against tho oil-saturated sand, then

ou will gradually produee all of the oil and tho well will begin to show
ess 0il and more water, but that increase will he gradual and eventu-~
ally it will show 100 percent water. In one instancoe the water was
coming in and we wanted to see what kind of a job we were doing,
and we took a carefully inade core, a section of tho oil sand; we took it
to the University of Toxas petroleum laboratory and they made a
careful analysis of that sand to see how much oil had been loft in the
sand, and we found less than 3 pereent saturation, That indicated
that 97 percent recovery had been obtained as against only 10 or 20
percent recovery in the old days.

Senator Townsunp, [ gathered if the oil was taken out in an ovderly
manner you would increase the amount of the roeserve,

Mr. Tuomrson, We would incerense the amount on top of the
ground. The score ahove ground would he increased unless you used
1t up currently.

Senator ConnvaLLy. The Senator is consulting the figures giving
the oil in the ground.

Senator Townsenp, I gathered if that was taken out in an orderly,
slow manner, the reserve in the ground might be increascd, the final
amount you could take out.

Mr. Tuomrson. No. They estimate how much oil they expect to
get out of the ground——

Senator Townsenp, You can take it in either the short or long
method?

Mr. Trompson. If you take it out fast they would bo reduced
because of the wasteful method of production. B

Senator Connally, here is a letter that was sent by me to you and
signed by a number of rather important independent oil producers
of Houston, Tex.

Senator Townsenpd., By whom?

Mr. Trompson. That is signed by a number of operators,

Senator Townsenn, Within the State of Texas?

Mr. THompson. Yes.

Senalor Townsunp, Ts there any opposition from the other States
adjoining, from the independent operators?

r. Tuomeson. I have had none brought to my attention,
Senator. Pretty gencrally at the Oil Compact meetings the oil
regulatory authorities have been in accord. T know of no discord on
the Connally Act in its operation, Senator.

Senator Townsenp, I notice that California is the next largest
producing State; do they cooperate? .

Mr. Tuomreson. Yes, sir; t}wy have had a man at every meoting of
our compact commission, They do not have the law yet, but last
year we saw Governor Merrinn and he told us he was ansious to have

- California get into the compact and would do his best to help us out

at this session.
Senator ConnaLLy. Ie is one of the few Republican governors
outside of captivity? .
Mr. Tuompson. He was very courteous to us and assured us of his
cooperation, We hope California will come in,
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Senator Townsenp. You wish to place these petitions in the
record?

Mr. TraomrsoN. Yes, sir; 1 hope so.

Hero is o little map, Sonator, that shows the developments since
the Connally Act has been in elfect——-

Senator Connarny. If thero is no objection, Senator Townsend, we
will put these petitions and the signatures in the record.

('[!he petitions referred to will be found at the end of Mr, Thompson’s
testimony.) ‘

Mr. Tuomrson. This map shows the new discoveries in Texas—
new fields developed within tho last 12 months, All over the State
you will find forty-odd new pools—all over the State; 141 counties of
tho 254 have oil.  That, to my mind, demonstrates the oil business is
in & healthy condition, because new development does not come when
there is too long a haul. 1t used to be that an oil man had o very
difficult time in Texas, or anywhere else, to borrow money to do his
developmeoent upon. To my certain knowledge, and I-am sure the
men here will bear me out, that within the last few months, in Texas,
money has been seeking loans on oil-producing property at 4 and 5
poreent for as long as 36 months. .o

(The map referred to is on file with the committee.)

Sel}zutor Townsenp. Could he not borrow money from the Govern-
ment

Mr: Tromrson. I do not believe the oil men have that privilege.

Senator Townsenp, There must be something wrong; you want to
look into that.

Mr. Tuomrson. They can find all of the money they need at 3
and 4 percent for 36 months’ time.

This map shows the development that is going on in our State.
Each of your voting districts are doing fine, Senator. ‘

Senator Connarry. Thank you, Colonel. I wish you would
develop that Jones County fiold pretty thoroughly; I have a truct of
land down there. ‘ :

Mr. TroMrson. 1 thank you for the opportunity of appearing,
Senator. .

Senator Connarny. I am not through with you yet. Colonel
Thompson, there have boen cortain interests that have filed a protest
bocause of the continuance of this act, because they say wo not do
provide regulation of hours, wages, and things of that kind. 1 want
to ask you whether or not the matter of the actual production of oil
under your present set-up is wholly within State jurisdiction and
that this act only affects the oil after 1t has been produced and brought
to the top of the ground, and thon only affects 1t as to its movement
in interstate commerco?

Mr. Tuomeson. That is correct,

Sonator Connanny, So we do not intend to do anything with
rogard to the actual production of the oil since that is regulated by
the laws of Texvs? '

Mr, Tuaompson. The actual production of oil and the rules and
regulations and laws covering it are strictly a State matter.

Senator ConnaLry. That has been the Railroad Commission’s fune-
tion from the beginning?

Mr. Trompson, Consistent, always, o

i
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Senator ConnaLLy. And this act does not do anything morve than
to say that oil produced in violation of your laws and regulations shall
not move in interstate commerco?

Mr. Tuomrson, Just like o stolen automobile cunnot move across
a Statoe line, like the Dyer Act.

Senator ConNaLLY. So the mothod of production is not within the
scope of this legislation?

Mr. Tuomreson. It would not be germaneo, if that is the propor word
in that conneection,

Senator ConnarLy. Not germane, and incompetent, irrelevant, and
immaterial,

Mr. Tnomeson. Yes. . '

Senator ConvarLy. I want to ask you one other thing about

rice——a
P Mr. Tuomeson, Wo never discuss price in our oil regulations,

Senator ConnaLny. I mean the offoct of conservation on prices.

Mr. Trnomrson, Yes.

Senator Connarny. I understand t}e commission does not take
coznizance of that, but a8 a matter of economics, would the steady
and continuous and orderly production of oil have a better effect upon
a consumor’s price than a wildly, uncontrolled produciion in flash
periods, and then a recession and collapse in subsequent periods;
which is more desirable from the consumer’s standpoint?

Mr. Tromrson. You mean in the long run?

Senator CoNNALLY. Yes.

Mr. TromrsoNn, In the long run, a steady, dependable supply would
be to the interest of the consumer, decidedly.

Senator ConnarnLy. It has been testified by Mr. Swanson of the
Bureau of Mines that there is a relationship between the wholesale
in'ica of gasoline and of erude oil, that the relationship is 18} times.
{ave you anything to say about that as to whether it has been well
maintained in the oil under the operation of this act, whether that
relationship has been maintained?

Mr. Trompson. The price of gasoline at the refinery multiplied by
18% would be the price of crude? |

Senator ConnaLLy. Yes. Has that relationship been maintained?

Mr. Tuompson. That is about what it is. 1t used to be, Senator,
that whoen oil went up a quarier, gasoline would go up 1 cent. That
is, & 1-cent increase in the price of gas would justify a two-bit increase
in crude, and if gasoline went down a cent, crude would drop & quarter.

Senator TownNsenp, What is the price of crude oil now?

Mr. Tuomrson. 1t is about $1.20, throughout the Nation. It is
$1.27 in this field becauso it is very highly desirable sweet crude and
also is close to tidewater. The price varies according to tho distance
from tidewater, hecause they have to pay the pipe lines according to
distance. This is only L5 cents to the Gulf, whereas in west Texas
it is much higher. It runs from 81 cents to $1.07 in west Texas.

Senator ConnawLy. Of course, the production cost of drilling wells
and getting the vil out does not always decline or advance with the
price of crude; in other words, in a period whon crude is low when
the 'priee of crude oil is very low, is it not true that that sproad be-
tween gasoline and crude is’{css than it is when the price goes up?

Mr. TromrsoN. When crude is very cheap, the consumer does not
got a reflected bonefit; that is, gasoline stays the same even though

-
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the crude doos not. Crude might go to 8 cents a barrel and gasoline
would still soll for 10 conts a gallon.

Senator ConnaLLY, In other words, the fixed charges involved in
prodl\'wbi';m cannot be always proportionately reflected in tho price of

agoline
. Mr. TuomrsoN. The cheaper you get the crude the more out of
proportion it would be.

Soenator ConnaLLy, That is what I am getting at,

Mr. Tuomrson. I might say, Senator, in our law in Texas, the last
soction of the conservation law, says that we shall take crude in

lanning production to meet market demands. We would have a
arge wusto above ground if we produced more than wo could absorb.
Thoe oil ovaporates and leaves the crude hewvy and less desirable,
The lightor you can get the oil, the more desivable. So, our legisla-
turo pussed an act to prevent, as a form of waste, the production of
more oil than the market provided for, but it provides also that the
State ruilroad commission should keep the consumer of gaoline in
mind. You know there are 6,000,000 consumers in Texas as against
11,000 producors, and, Senator, you know that being electod to office,
like I am, wo keep the 6,000,000 in mind against the 11,000.

Senator ConnanLy. 1f we do not, they are apt to keep us in mind.

Mr. Tuomeson. That is right.  That is the safoty of the folks who
entrust the administrators to look after them; and also the consumer
is henefited by our seeing that the oil is produced in an orderly fashion
and that a low price of gasoline over a long period of time results.

Senator ConnaLLy, The difference in this Kast Texas field of
4,000,000,000 barrels as now expected and the 2,000,000,000 barrels
which were originally estimated means tho consumer will have
2,000,000,000 barrels more of oil from which to get his gasoline.

Mr. Tuomrson. And for which they are indebted to you, Senator,

Sonator ConnaLLy. T do not claim that.

Mr. Tuomeson. At loast, to the Connally Act.

Senator ConNaLLy, What are the depths of these wells in the East
Toxas field?

Mr. Tnomrson. We have wells down as low as 10,000 feet,

Senator ConNaLLy. I am speaking about the East T'exas.

Mr. Tuomreson. 3,400; about the same, all of them,

Senator ConnarLy, What about the othors?

Mr. TuomrsoN. Anywhere from 1,200 to 10,000,

Senator ConnaLry. Where are the decpest wells?

Mr. Tuompson. Around the northern part, We have the Aber-
crombie Iarrison, 10,000, 35 pounds to the square inch pressure, the
highest in the State. Those wells cost $250,000 to drill, Senator.

Senator Connarry, I cannot handle them. In each fiold are the
wolls approximately the same general depth, as a rule?

Mr. T'nomrson. Yes; wnless you have soveral oil-boaring strata.
You may got three or four pays in the smine well,  Each drilling may
produce soparate oil-boaring strata. o

Senator Townsunp, In this well where it is 10,000 feet, did you
strike sand at any other depth?

Mr. Tromeson. They hit three or four, but not in paying quantity,
but they got a good well at 10,000 feet. .

Senator ConnatLy., Under the laws of Texas and your regu!atiors
of the Railrond Comnmission, there is complete juriadiction over the
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wholo matter of production, Do you have providons as (o when and
whoere they tay drill oib wells?

Meo Tuomeson, They must Hst gob a perit and then they deill
under our diroetion, with a supervisor \\'Mohiuu themy,  When the well
in rendly to deithin, we nnporvise that and the ecasing program and overy
detail, Wo have 8370 mon doing this work,

Sonator Connatey, You have jurisdietion over spacing, aoreage,
and sll of that?

Mro Twomeson, The whole thing, from ineoption to the fina
movemont of the oil,

Sonstor Connanny, s theve any other matter, Colonel, you dosive
to develop?

M Taomeson, Nothing, excopt to thank you for the opportunity
of soming,

Sotator Connatuy, We ave vory glad indeod to have you, Colonel;
and L want to thank you ad your conmission for ecoopamting so
woll with the Fodoral suthorities on this oil prograam,

My, Troseson, Wo found it o very plowsant oxporiones to work
with them and we hope thoy feal wo Tave heon of as mueh holp to
them as wo know they have beon to un, 1 think we have all done
our host to help ench othor,

There has heen some little ditteronce betwoen the Burenn of Minos®
figuros on estimatod dewand and Foxus® avtual production; but the
trouble is, 1 think, that the Bureaw of Mines hax not enught up with
the demand due to the prosperity that is in the land; we ave oloser to
the markot; bt we think their igures will Gually eateh up: their
figures are just o littlo slow,

Thank you, Senator,

Senstor ConNatuy, You may make any further statoments you
dewire, Colonol,

Mr, Toomeson, 1 am through, 101 think of any thing alse 1 will
gondd it to you, ) o

1 might point out that this potition which 1 have just flod anks for
ouly a 2yoar extonsion of the Connally Act, but [ beliove the Iaw
should bo made more permanent.

Seuntor ConNanby, Thank you, Colonal,

M Tuoseson, 1 will say further that these gentlomen who signed
that petition insteneted mo that i it looked Iiﬁu it should ho made
ermanent, they were willing that the petition should be changed
}mm 4 yoars to make it permanont, 1 have that permission,

Henator ConNauny, Wo are glad to have had you here, Colonal,

Tho statoment and potitions rolorred to are as follows:

Srareuene or Kunee O, Trosmeson, Memorr or Rasioan Coummsion o
TrxAH, Cuatiman or Deenarate O Cosneact Commmson

THR 0L AND QAH INDUNTRY IN TRXAN

Texan onsod unobtrusively nte the petralonme-praducing pletura atong about
the yoar 18G5 with the discovery of oit at O Speings, 13 miles south of
Navogdaohos,

No tutimation of the prolifie veserven of this Stae wae hnd, howover, untit the
dinoovery of the Cordeana pool in 18848, The unl'mm\.ulmxtml vashing tlow of oll
from the Laena guaher in 8 ‘»h\dh\hm July 10, W01, atarted the industey and
otohod the outline of Texas firmly on the background of world-oil rosoryen,

Gainiog vapidly, Texaa in 1002 produeod aver IN milllon barvels of oll, or aps
proximately 2057 porcout of the Natlon's total.  As of January 1, (087, thore
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wore O8, 178 proadusing ol wells in the State, whose combined &m\ll\mlu CAPAD-
thy oxooed 34H000,000 bareeta of ofl daily, At the ond of 1080 Texas had pros
duend 1885 poreent of the total ol reeoverad in the world and 2440 poroont of
the total United States produetion,  That ‘Toxan {e ateadily advaneing hor posis
tlon of dombumnee e evidencod by the faot that for the yoar 1086, she producod
hil n‘wumw of the United States praduction and 3885 peraont of that of the
workd,

1t ix sfgnitioant that Pexan, the workd's foremost oit and gas-producing areas—
whieh st the end of THRG poascased 52 poreent of the resorves of the United States,
and which wiw oreditod with approximately 50 poroent of the newly dinvovers
YOROTVOR durlur that vear atould also contaln within hor houndarios hoth the
Targoat oil fleld and the lpvgest gas tiold In the world,  No other siugle vorervolr
fn the world fa comparable to the Fat Toxan old with ite 21,000 (Jan, 1, 1997)
producing oll wells, Hoaldes the Panhandle gas iold, whose 1,803 producing
wolle have a combinod productng eapaelity of approximately 23,000,000,000 oubie
foot of nanturnl gan daily, any othor gas<producing aven i lnuiunlh\mnh Other

A posorvos, Whioh in many eaes nm‘innt now hvnlunln;{ to ho tapuad, bring the

otal Ntata potontial eapanity to more than 30,000,000,000 eubio feot daily,

Through the widor approolntion of the henelits of consorvation, the disseminas
tion of motw otlicient produstion methods, and the insiatent attitude of the Ralle
rand Commiasion that wasta be oliminated and produotion be lmited to markot
demand, praction] estimaton of the total roserves of Toxan have rison in many
instancon,  Toxan' poaition 1n the oft induatey growa inoronsingly bright, sa toe
flooted {n the following data:

RATIMATEN OF PETROLRUM HREKRVEN OF THR UNITHD ®TATNS

A atudy of tho various vatitites of potrolonm reaveves of tho United Statos,
which have boen made from 100R to 1030, showa that many typea of yavdsticks
were wied In ostimating oll resorven,  The growing (mportance of knowing the
oxtont of oll resorves has domonstrated the noed for more prectas and untform
oaloulationn,  For that roason, tho moro reeont ostimates lond thomavives betber
to comparison, one with the other, in the light of ohanging developments of
known producing avvas.

Outlined helow are mix of tho most recent eatimatos of the ofl reservos of the
Unitod Statoa:

o cone

Your Kw&:ﬁl Authuelty

Harrels
T, avecannnea] 10,000, 00K 000 !‘\ml ol 00-an!
pnsrvation m“l‘

\ ii\(l‘l‘ Nonrd  URnown peserves™,  (Bedor) O
TR ¢ annenenan] SO0 000,000 | (hprting -5 ‘mv’u 0
to

Pty 8, W, o 1)
Resed vog - thw olt by %‘ ol mm‘“‘" ““!ﬂ‘“‘"*i‘““
\]

0 the prwdy fotda wud tholr lagteal axtenatom, (x\
ni, nal .%h\ Meot, K, Trane, vol, R (1043), p. M
T e voeeeeens] 15,800,000,000 | (8 bonamitien-- Nesarvad 1 Ko Hekda o Juto b B (A the

&mu@ of the Gealugy wiid Ogniireaucs of Petrolount in the Unlted
mv by the U8, (L 8 G WRLY

B0M8. o macennea] B8 RTT 000,000 | Speotal sininittos of the A, 1Y, x Al satininten raprveant petros
ety which may b exiracted hy fnmmw uyere u&tmn\m\a «\' [
\\019315 :\n'v':« .m' Lot provalont ob Jun, t, (WA, ulh ACACBQy,

Nl | N

LU NN R L Y 000 | Warran T, Baker, editor Tha U1 Weekly,--Rxtragtabks by Optiner,

! .00, 0, r‘r‘mhmln M‘m\m\u in Careent Use.! ‘,(’l“so u\ ‘\'wlﬂ'. Wi l\{

N ] \ I W
IT. . coanainasae] DO, 000,000 | V Nreon 1o, :l\\l,ml n\rslh‘ «‘\ll(\’hh\y,-ﬂ‘ n‘lmum«“t\lr Unidlors
Hinton fiald “'(’l‘l::

mronid Bupply of Crads ORI knvwn Uit
sxiraotable by ourrent producing wietods,™* shof Jan, 1, 1N
e e B

R SRE S
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An analysis of the 1935, 1036, and 1937 cstimates of petroloum reserves for the

United States reflects the following:

‘

clorvcxommwa

el
10 Un
Reserves Blatey
resorves
Jan. 1, 1035:
‘California.. weee| 8,500,000, 000 =,
Kangos. .ucvneenacennnnunn 400, 000, 600 3
151 [ R R 370, 000, 000 3.
MIChEAD cvmemecammncnn - 45, 000, 000 .
New Moxico .. 380, 000, 000 2
ORIANOMN e e ceamercmmcnan meremaveuesdunase o 1, 200, 600, 000 9.
Rocky Mountaing. 322, 000, K00 2.
Toxas.. . 8, 600, 000, 000 46,
Othor areas wwamaraa 418, 000, 000 4.
Total United Btates reserves 112, 177, 000, 000 100
Jan. 1, 1036;
Californin. 3, 200, 000, 000 28.4
Kansns. . + 305, 000, 000 3.0
i3l 625, 000, 000 4.8
Michigan....oaeae- 40, 000, 000 .3
New Moxico 480, 000, 000 a7
Oklshoma..... 1, 365, 000, 000 10.5
Rocky Mountain: 352, 000, 000 2.7
T Ype—. 6, 010, 000, 000 40.3
Other arons...... 438, 000, 000 3.4
Total United Btates reserves cammdennmennataso s --| 212,902, 000,000 100.0
Jan. 1, 1937:
Callfornia. .. 2,700, 000, 000 20.8
......... 400, 000, 000 3.1
. ——— B85, 000, 000 4.5 .
Michigan.... 40, 000, 000 .3
Now Mexico. 500, (K10, 000 3.0
Oklahoma. 1, 205, 000, 000 0.7
Rocky M 308, O(K), 000 2.7
TOXOY - cmeememmnmmammanmmn 6, 700, 000, 000 52.0
Othor areas 386, 000, 000 3.0
Total United States resorvos. 2 12, 980, 000, 0C0 100.0

1 American Petroloum Institute estimate.

1 01l Wookly Eatimate, aided by loading geologlsts.

It is worthy of note that one of the leading authoritics on the reserves of Texas
filed with the Railroad Commission expert testimony to the effect that ‘“‘the
estimated reserves of Texas as.of November 1, 1936, amounted to 7,141,500,000
bnrrels“idwhich amounts to approximately 322,000,000 barrels more than the

0il Wee

y’s January 1, 1937, estimate.
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State of Tevas, United Stales, and world production, by years, from 1900 to 1936
[Xn thousand barrels]

'l‘exu! pnr- Potal United
Total cent, of United States Tota
Year ’I{;oxnﬁ g{nlted Btates pm‘cm]nl of w;wrhzl
broduction Atoy world produtetion
production | Produetion) praanetion
{0 836 1 63, 621 43 140,136
90, - 4,304 [ 69, 380 41 1607, 441
002. 18, 084 2 88, 767 40 181,
003, P enmam—— 17, 056 1 100, 461 62 04, 780
1 22, 241 1 1081 54 17, 04
190 28,130 2 134,718 a3 15, 00.
1006. .. 12, 568 1 20, 404 69 13, 201
H07 2 166, 095 63 203,
11, 206 178, 627 63 280, 28’
09~ 0, 53 183,171 61 408, 704
10 8,8 ), 657 a4 27, 704
11..... 9, b 4 ), 440 04 44, 361
14 e 11,73 222,036 (I} 52, 449
1 15, 00 248, 440 04 5, 84,
14... 20, 06! 205, 763 6 07, 54
18.u.. A, 04, 281, [ 432, 03
1 [ 27,04 400, 787 [ 456, 77,
17 aan 32,41 10 835,310 ) 502, 890
18.... 38, 7. 1 850, 7 503, 51
9... 70, 800 2 a78, 367 68 563, 871

. 98, 8 2 442, 920 8 488,

21... 100, 166 22 472,183 06, 002

118, 2] 7, 631 58, 808.
230 4 131,023 1 782,407 1,018,730
24, 134, 1 713, 940 1,014,318

. 144, 1 763, 743 1,088,
20, . 166, 91 22 770,874 1,006,

- 217, 24 001,129 1,202, 682
28, 257, 321 29 01, 474 1,324,774
20. . vou 200, 87 201 1,007,323 1,485, 887
30 200, 48 32 898,011 1,411,905
31... 382,437 30 861, 081 02 1,373,666
; 312,478 40 786, 150 0 , 800, 677,
EE 402, 600 44 008, 650 3 1,442, 112

Y34 381, 518 42 D08, 066 8. 8 1,562, 24
9358 391, 007 39 043, 042 0.6 1, 841, 030
936 426, 897 80 | 1,007,640 60.6 { 1,810,23
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Gasoline service station prices for 1936, exclusive of taves, in 50 representative cities
of the United States and gasoline taxes in effect Jan. 1, 1936, and Jan. 1, 1937

[From the Oll and Gas Journal]

NP S

Differ-
Price | Price | S0, | Tax Tax
Jan, 1, Joan, 1, cronse: Jan, 1, Jan, 1,
% 1038 1987 e | 1030 1037
orense)
A
h
- Blemiughan, Ala. 16, 15,0 [ ~0.5 8.0 amo
! oonix, Arls. ... 14, 16:5| +1.6 8.0 ine
= Little Roak. Arl(. aee . 13. 13.0] —=.b 7.5 ame
. an Francisoo, Oalif. 12, 140 2.0 4,0 ame
1 Denver, Colo.. 15,0 16.0 1,0 X Same
} 13.5 12,61 -~ .0 4.0 ame
13, 25| -0 6.0 Hname
u - . 13, 2.8 =~ .0 8.0 Hamo
,‘1 ulo. by la 13, 3.0 0 8,0 Hame
3 Atlmnu. Ga. v . 16, 55| = .8 7.0 Hame
b Bolse, Idaho. 18, 8.8 0 6.0 nine
¥ Chiaago, 111 12, 3.2 | +1.2 4,0 nme
A eorla, 1. ... . 11, 8,7 | 2.2 4,0 ame
% Indlanapolis, Ind 14, 4, 4 0 5,0 ame
o o8 Moines, lowa. 13.3 13. +0.2 4.0 ame
< Wichita, Kans.. . 12, 12, + .2 4.0 Bume
! Loulsville, Ky, 14, 4. -8 . 0 Bume
g New Orloans, Ia. 13, 18. -5 Xi) 10.
'orthmd Muine ..... B, 13, 3. -.2 .0 Bame
altim 13, 2, -0 . 0 ame
gt M“. 13, 2, -1 4.0 “wne
Detrolt, Mich. cenven 1L, 2. +1,0 4.0 ame
Duluth, Minn caan 4, 4, :t .2 4,0 Ao
i Minn 3, 4, .2 4.0 ume
Jnokson, Miss. 3 6. Lo .0 ame
Kansas Olty, Mo. . 3 3, .2 .4 ame
Kolena, Mont 17, 18, 1.0 , 0 ame
Omahy, Nebr. - 13, 4. + .2 3 ame
Beno, Nev. 7 14, 5, +1.8 Baime
New: 13, . ~13 4 Hamne
\lbuc&_erque N, Mex 18, 4, -1, 8 Bame
New York o{ué, . 3.0 412 0 4.0
3 1. 0.2 ame
F! N, Dak. 5 6. .2 aIe
Dleveland, Oho. X 4. .5 . ame
I'ulsa, Okla. . 3 B, 2.0 amo
3 Partland, Oreg. X 4, 2.0 6, ame
~hllade)nhln . 3 2 ~1.0 o
Providence, h L. ) 2 -1 amo
Charleston, 8 3 3, + .8 0 ame
Haron. 5. Dae. e 14,6 + 2 0 ame
wlemnhls, Tenn 14, 4. 0 (1] ame
B Dallag, T 12, 2 0 ) ame
H alt, Lake (A , Utah 13, 8. +5.0 ) nme
. Jurll ﬁton, 15, 3.4 ~1.6 ane
R Ni 12, 13, + .6 nme
B Heuttle, Wnsh.. 12, 4. “+2.0 ame
§ Ch W, Va. 13. 4, 0.8 ) e
. Milwaukes, Wis 4, 2,2 3 nme
X Casper, Wyo. 15 6. +1,0 nine
¥ Average priod and taK.cuecnecurevecaavanmnans 18.7 1141 | +.808 5.3 8.3
1 These figures are based on pump prices of regular grade, 68-70 octane gasoline,
4
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Year-to-year trend of relail gasoline prices

[Avorage servicestation prices in cents In 50 representative cities, exclusive of Texas]

Date 1027 1928 1029 1030 1931

17.97 17. 41 17.4 16,08 12.40
17,28 17,80 18,32 17.00 12,91
17.38 7,86 18, 4 16, 2
17.30 18,12 18,22 10.47 12.41
1 18.40 18,22 16. 28 12,21
16.81 18,70 18,82 15.03
10.72 17,84 15, 41 12.82
18,80 17,51 12,89
18.01 17.68 17,91 16,33 13.09

12,87 12,54 14,32 00 13,70
12,07 11.63 13.87 13,16 14,21

12,01 1149 14,18 18,22 1
13.18 1188 13,57 13.28 13.87
13,69 11,00 13.65 13. 64 1.7
10.82 13.93 13.90 14,31
14.21 18.00 14.06 14,28
14,02 13. 62 13.08 14.10 1.2
13,85 14. 00 13.89 13.78 14.21
12,46 14.45 13,585 13.42 14.07

14,30 11.92 13.46

Deo, 1. - 12.08 14.17 12,43 13.69 13.97
AVOIBEO. cmeemacrmnnnnesneemnann SO 13.30 12,78 13.60 13,85 4.1

Norr.~Bee article 6049d, soc. 0a, of conservation laws,

Statement showing refinery storage, lease slorage, gathering system, tank farma,,
terminals, shipping tanks, oil tn lines, and total storage for ét

Crude-ofl storage Closing storago uged Ef‘o?n':’ﬁm“ storage following
Month "
Tank farms,
Oflin lineg| 10 lense 0:;;;‘:,‘;’#“ Refinery | terminals, | Total
tanks atorage storage | andship- | stornge
R . ping tanks

0,100,000 | 8,810,609 | 8,227,082 | 10,080, 704 | 76,761, 982

Jan, l. 1030 vnecvennan 107, 003, 038
9,058,687 | 8,020,035 | 7,401,207 | 0,508,720 | 78,223, 434 | 105,167, 973
608, 3 205 | 105, 242,029

Feb, 1, 1036..

Mar, 1 1036, w.n 8,083, 402 , 608,327 1 8,467,813 9, 454,187 1 74,048, 205

Apr. 1, 1936 0,173,176 | 3,771,832 1 8,708,011 | 10,168,884 | 74,043, 034 | 100,724, 537
9,047,966 | 3,920,503 | 9,400, 700 ll 974, lll 75,133,804 1 109, 476, 083
9,018,704 | 3,070,184 | 0,820, 6% | 11,801, 78 110, 053, 729

), 804,
0,085,764 | 4,037,620 | 9,248, 915 | 12 116, 010 78,117, 495 | 100, 672, 690:
9,080,130 | 4,024,002 | 9,035,820 | 11, 014. 180 | 74,467,000 | 100, 430, 242
9,134,000 | 4,172,008 | 9,818,308 | 11,282,671 | 73,076,401 | 108, 380, 380
ween| 9,106,561 | 4,175,723 | 9,352,140 { 11,082,040 | 71,483, 927 | 108, 260, 891
ieeieeno| 9,187,003 | 4,208,888 | 10,001,080 | 10,302 707 | 68,670,017 | 102,400, 582
180, 1) 1030 cacenennnnmanannna| $ 114,340 | 4,312,761 | 9,444,888 | 0,762,481 | 67,004,907 | 100, 570, 386
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Stocks of crude petroleum and storage changes by months for Texas !t

{Oll in barrels]

;] : Month In Toxas |Notchange I"s'{:“l:;‘“d Neot chango
Dee. 31, 1035, 100,217,000 {overopnron 314,081,000 [.orvnrenenn
i Jun Bl 10R0. e cavmm s nmm o v nanan 103, 364, 000 |2, 863,000 | 313,081, (00 —-l 650,000
: Tob, 20, W6, -1 103,000,000 | 358,000 | 310; 812 000 | ~2, 200, 000

104, 207,000 (-1, 201,000 | 813, 180, 000 | -2, 377,000
106,742, 000 |-+2, 445,000 | 315, 380, 000 | -2, 200, 000
107,070,000 | 4-037,000 | 315, 109,000 | 220, 000
107, 777, 600 jvua,nmo UL, 046, 000 | =4, 123, 000
107, 805, 000 28,000 | 300, 300, L00 | ~4, 056, 000
106, 416, 000 | ~1,300, 000 | 301, 767, 000 | ~4, 033, 600
103, 230, 000 |-=1, 170, 000 | 205, 603, 000 | =0, 01, 000
100, 416, 000 {~2, 824,000 | 292, 271, 000 122, 000
00, 285, 000 {1,130, 000 | 288, 908, 000

o Mar. 3t, 1.

i t Buroau of mines dula,

i Commiisgion and Bureaw of Mines figures compared
E {Oil in barrols)
4
W
i B
o Commission l)ll\l‘();l)::ﬂt)f
.g’\ fgures figures
TANUALY 1936 oacveiinesenmnavansnmnnmannsnntnnasmnnnasmnmnnens 2,825,000 | ~2,853, 000
% February 1930~ dmems e seareinmnenan -+74, 056 358,000
,,i March 1080, 0000l LT 1,482, 08 1,201, 000
d Aprli ums ....... 2,752, 140 2, 445, 000
i Ju% 1036, ot B l;al'(m’ 411-‘37'000
. July 1036 = ~14%,450 +28, 000
bt S e e
October 190.. ~2,709,800 | ~2 824,
November 1938, -1, 011, 226 «~1, 130, 000
INet change, Jan. 1, 1036, to Nov. 30, 1930, —7.41.), 482 ~(, Y32, 000
reduction .- - 6.8 6.

Days supply of erude oil and products as of Nov. 30, 1936
[ Bureau of Mines flgares)

g All oils, erude oil and produots:

‘ Total stocks, all oils, Oct. 31, 1936__.__. emmmaaan .--barrels.. 527, 431, 000
¢ New supply, November 1036 oen DIl dool 99, 783, 000
. 627, 214, 000

) Total stocks, all oila, Nov. 30, 1936... ... a— IO [ S 522 273 000
il Total demand, all oils, Ni ovembor 1086...._... wdonau 04 941 000
..‘ ’ Daily avernge demand all on% N ovomber 1936 .- do.... 3, 408 000
[y
i Days’ supply, Nov. 30, 1036 (P240800) oo ioeeiennen 149
¥ Crude oils:

' Crude stocks, Oct 81, 1036, e cnaacwnnaannbarrels.. 292, 271, 000
- November production in United SEates. oo - omnon e Q0o 91 018 000
4 November Imports.-ccmwaeweeecue e ——— RPN « [« SO, 2 766 000
: B mmnnn ———— do.... 386, 045, 000
' Crude stocks, Nov. 30, 1986 oL IIInIIInII RPN ¢ [« S 288 998 000
H Total domand, erude. oil, November 1936 ...... wonennlOona. 07,047, 000
E Daily average demand, orude oil, N ovelgber 1933 ..... do-..- 3, 235, 000
E Days’ supply erude oil, Nov, 30, 1936 —-—:3——-88 og,ogg PR 89

Days’ supply of products (all oils minus crude [317) DA, 60
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NOMINATIONS FOR CRUDE OIL FOR 0§ MONTHS' PERIOD
[Tabulatad from nominations of erude oll purchasers of Texas)

T'ha eonservation laws of Texas torm “waste”, among other things, “the produc~
tion of erudo petrolemn oil in exeess of transportation or market facilities or
reasonable market demand,  The Cominission may determine when such excess
production exists or is imminent and ascertain tho reasonable market domand.”
(Art 6014, subdivision j.) Pursuant to this and other statulory provisions (Art.
0049d, sec, 6), the Comnnission has required all purchasers of orude oil in the
Statoe to file monthly nominations for their roquircments,

Beginming November 1936, and each month thereafter, purchasers of erude oil
have been directed by the Commission to forecast their requirements for a period
covering 6 months,  “The first month of each period is 10 be definite and as dofinite
a forecast as possible for each of the remaining months of the period. Tabulated
below are nominations for the perlods beginning December 1036, January, and
February 1937: .

1037

Distrlet m?n]»:ﬁ'

January | February| March April May June ;Vuly

1. Sonthwest Texns..[ 25004

25,004 28,004 28, 004 28,0040 Lo i feinannnaen
23, 063 23, 683 23, 643 24, 083 20, 6531 am. o m
03 23, 003 23, 903 23, 003 23,003 23, 3

o e mneor] w207 onaTe| 23,008

AVOTago. ...... 25, 004 21, 059 : ,2&7
1] b3, 260 A 54, 430 55, 704 86, 979) K720 ...
188,433 b7, 08| 08, (s 80, 238 a1, 184

......... 1.3, B a4, 060 06, 760) a7, 749 649, 220/ 3
b5, 851 88, 460 59, 827| 61, 320/ 62, 210 08, 0401 70,700

Avorago. ...... ‘ 62.7]01;_
3. Gulfconstdistrict | 122,760  223,300]  224,400| 224,006 220.830| 230,R40]....... ..

2, Bouthwost Toxas..[ 15

.| V220,813 228,383} 220, 6031 233,013  234,423| 238,483 ........

ceeeimmennnann b V23T, 087)  240,307)  241,017) 243,427  244,787) 246,147

Avorage...... 221,708 224,850  230,202) 231,085 234,122 236,232] 240,13%] 240, 147

- 4. Bouthwost Texns..| 1160,052) 152,052  152,062f 153,717 154,472 155,227 . uveeen-.|onuannnan
‘. cewef 149,088 48,8000 150,034| 151,250 152,484 138,709 .........

.. P V102,983 188,483)  170,043)  172,003] 174, 843] 177,70

AVErago.......| 160,052)  161,018] 154,018 157,808 158,701 160,245 166,620] 177,798

5. Easteontral Texas| ! 50,470 63, 852, 09, 522| 00, 301 19, 454 89, 470)ae .. [
......... 1 59, 067 04, 17, 04, 817 84, 202 64,007 63,8020 ...

ceeomnmrec]oaannenens] 100, £82] 63, 257 63, 332 04,107, 04,032 08,079

Average....... 59, 470 01, 710) 064,074 68, 712] 65, 093] aB, 884 04, 412] 04,672

6. East ToxaS.......| 36,320 46, 3301 38, 8304 40, 330f 41, 830) 41,830 ........ as] cenmonann
PR A 1T b7, 444| BT, 444 47, 944 87,444 67,444 .. ...

D) SOV IR 1911 08, 058 68, 679 08, 070 45, 679) 05, 699
AVOrage.uuess. a6, 830 40, BRY 83, 78] B4, 478 4, 084 84, 084 61, 502 0B, 609

6, Fast Toxas flold .. ’ 1 408, 514 l-i’h?.ﬁm 487,007 450,014] 406,057 4857 4f ..., |..
aeemvenann|  ATL N2 4721271 472,027)  472,627)  472,627) 473,127
wanasesasalibmannnnan 400,010/ 471,280) 471,023 471,880 472,028

AVOIARQ.......| 488, 514| 404,321 406,354) 400, 040| 400, 098|406, 807) 472, 67

7. Woal contral '
WOXOS s ranannnas| 130,705 30, 010 39, 605 31, 816| 89, 826 80,880 evenrenfinnanonran

wmnnnanen] 138,028 38, 821, 38, 144 89, (402! 39, 007, 30,002 mcemene

ameennmnns fovmnnannes] 140,850 41,078 41, 093] 41, 160, 41,125 41, 188

AVOrRgo. ...... 39, 755 39, 208, 30, 758, 39, 9’2& 30,074 40, 030| 40,074 41,188

7. Wast Central
ToxXA8uuenannua.| 181,315 31,315 81,818 31,378 31, 336| 81,336 ueeenasefaneniansne

wmew| 132,508 32,505 32, 5651 32, BOS] 32, 605 32,860|.u ureenen

it it | 183, 740 38, 840) 33, 6:40) 33, 640} 33, 640 83, 640

. AVOroge.cunasn 81, 318 31, Ml)l 33,5401 83,540, 82,518 82, 518 83, 103 83, 040

e dndl 1

'R firm roqul for . , o
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1037
DD ‘
January | February] Mareh April May June July
8. West Toxaa......| 1188, 517] 188,808 180,876] 102,221 102,804] 102,811
.......... 11924150  192,1960 102,R15 103,208 103,208 108, 1IB{..uoauenae
paemanann V210,216 212,776] 214,300 216,500] 216,600] 217,48
100,650| 107,440f 109,271| 200,135] 200,827] 204,858] 217,248
87,073| 67,974 87,010 67,978  87,080).cunnnenc)ninnninn .
162, 000/ 62, 001 , 003 62, 008 02, , 808).coeeeee
.......... 168,338 ,305] 63,457  64,010[ 64,814 04,388
59,087  61,103] 61,1280 <61,147| 61,3385 , 64,011 64,388
61,424)  B1,484| 01,444 61,444 61,484 ........ -
166,070} 66,080 ,080] 66,640 66,550/  66,560|..
P O 173,400 73,400  73,850] 73,850, 73,850
Average..o...- 61,424  63,747]  66,071)  66,005]  O7,278]  67,285| 70,209
All districts, tota)...|'1,383,883( 1,301,505 1,402, 404! 1,407,062! 1,416,078 1,418,649] .. oee. fvruenmnns
.......... 11,488, 700 1,444, 202| 1,440, 178] 1,466, 630] 1,450, 245| 1,440,146/ . .......
.................... 11,506, 181) 1,822, 184 1,630, 614) 1,537, 073] 1, 846, 425 1,552,811
Average total..| 1,383,883 1,415,106/ 1,460,000/ 1,459,771] 1,467,709] 1,471,956 1.497.280| 1,562,81%

1R firm requf

for months indicated.

THE NATURAL GAB, NATURAL GASOLINE, AND CARBON BLACK INDUSTRY IN TREXAB

Gas.~~The natural-gas industry in the State of Texas, where the production of
eveloped of any gas-producing State, accounts

natural gas is the most highly

for 66 percent of the Bureau of Mines estimate of the open-flow capacit;
walls in the United States. Since the State plays such an important role in the
natural-gas industry, the Railroad Commission of Texas has interested itself in
true conservation, or the wise use of its natural-gas resources.

At least 50 percent of the 8,000,000 natural-gas customers and the 45,000,000
people do};andent upon natural gas for their cooking, heating, and lighting pur-

poses in t|

. reservoirs within the State of Texas.

of gas

e United States are dependent for their supply upon the tremendous
Conservation, therefore, demands inten-

sive, rather than extensive, use and takes cognizance of equitable distribution

aims to bring about social justice and the most good to th

people for the longest time.

e greatest number of

'he commission has made progress in the conservation of natural gas, not
‘“only in dry-gas fields, but also in oil fields, through decreased gas/oil ratios and

“better utilization of reservoir energy. As of Januai
ing 1,704,431,000 cubie feet of dry gas daily from 3,
94 sweet an

ry 1, 1937
317" g0t we

‘'exas was produc-
gus wells (2,847 currently

16 sour gas reservoirs.

;' from 30,485 oil wells 805,797,000 cubic feet of gas was produced and utilized

roducing). These wells are located in
1]

daily.
: G’zaolim {:lanic.-—-As of January 1‘! 19387, 125 natural-gasoline extraction plants

were opera

ing within the State o

Texas, processing a total of 1,911,612,000

cubic feet of gas daily. These plants were recovering 1.857;47 gallons of natural

ﬁmlino' daily, which is equivalent to approximately 110,5

2 barrels of crude oil

.daily. The number of gasoline plants and the volume of gasoline produced has

‘shown a steady increase for the

in operation during the year 1936.
Carbon black plants.—~As of Januar;
dn the State of Texas, utilizing 647,616

past 3 years, there helng 15 ew plants placed

1, 1987, there

were 34 earbon black ’planﬁ
,(500 cubie fe

eb of casinghead and sour ’ﬁ:a
0

,residue daily, the residue being purchased from. gasoline extraction plants. .
‘earbon black plants were produecing 1,001,294 pounds of carbon blask daily
which is a recovery of 1.55 pounds of carbon biack for each 1,000 cubic feet of

residue gas burned.

- It is interesting to note that the State o
90 percent of the total carbon black
On the following page is & com

‘sour, and onsinghead gas utilize

black and gallons of natural gasoline produsded.: «.i

f Tesas is pro
0

%)mdueed in the world
ilation to show the monthly volumes of sweet,

.

o Texas In 1936 and the pounds of

¥

[T

ducing approximatcly

cm;l;on
EEANE
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Monthly volumes of sweet, sour, and casinghead gas utilized in Tecas in 1986
. [All Bgures ln thousands of cubio feot]

Month : Sweot Sour Casinghead * Total
January. 47, 628,006 16, 493, 488 21,170,427 84, 287, 820
February... 87, 583, 188 16, 728, 960 17,206,470 71, 608, 6568
Maroh.. anma 46, 781,080 18, 374, 661 20,711,108 75, 830, 856
April 33,448, 380 15, 412, 950 21, 236, 760 70,088, 090
May . 20,000,841 14, 480, 020 22,526, 086 68,015, 926
June.. 26, 631, 330 18, 361, 280 21, 705, 360 61, 607, 970
July.... asas 27,704,941 13, 784, 731 23, 360, 143 64, 909, 818
August 27,438,410 13,919, 217 26, 000, 229 06, 367, 858
4 ber. . , 002, 160 18, 761, 100 23,093,010 | - 63,847,170

October 38, 429, 780 14, 282,103 24, 388, 776 , 078,
November.., 34,816,320 , 808, 23, 644, 630 72, 969, 240
b 36,919,609 15, 004, 054 24,979, 707 76, 903, 370
Yerr (368 dBYS)en v memununn cemremanemm—i- 308,480,058 | 180,080,963 | 269,080,811 | 847,611,427
Daily l‘ €88, 000 492, 000 735, 221 2,315,877

during 1936

Carhon (Ganollne

Month (D‘;&:zs) i fﬁ%é"on”)l (gallons) |
"
Janunary. .-l 20,458,882 54, 678, 430
:‘;bn:luy.. . 129,760 % 'l!gg. g:g
arol , 863,
April._ - gg,%;%’* 51,878, 078
ay.. " 3
J ung .| 26,857,580 328,415, 58! 608, 457, 0A3
A'{}gyﬁit o, ‘l’% 2533 ' 897.000 1,662,000
'f‘ot? 2,847
Dually . 89,376,068
11 wel 30,485

N gon

g @, gt 73 ’
A gurvg he forégoing data discloses the followinggdots:
1. Texadis the foremost prod not e UniteiBtates, but In
the world. % .
2. Texas dfgne now prodifies 30 perces} of the d States’ gtal and approxi-

ant of the world™ vatal.y duction” -
N2 percent of the proven reserves of the U,
Sliices only about 89 percent of the dgh

ffod States although
¥ United States pro-
duetion.” L ey, e

4. Stabilization of pfidyuetion eoted a more stable and
lower priced gasoline marketadar. Y P ‘

8. Crude oil stocks in Texas dectelisdd approximately 6% percent during the
first 11 months of 1036 on which there are actual figures, showing the exactness
twg]thsgfl%jh supgly.\ and demand have been balanced by the regulatory body in

S A o

8. Reports furnished by the Bureau of Mines show that as 6f November 30th
the stocks of crude oil were sufficient for 89 days’ demand and the stocks of
* products were sufficient for 80 days. These stocks are widely senttered and are
‘-not. all immediately -available. . They, therefore, constitute & supply. with &
minimum safety factor.  In faet, some operators have less than 5§ days’ supply
of erude now gvailable for operation of their refineries. : S

7. The long-range forecasts for crude oil requirements for Texas Indicates that
there are no seasonal let-downs during the winter months, his condition is
indeed remarkable and in direct contrast with popular belief,

8. With reference to the magnitude of the %a,s industry in Texas, it iy eredited
with 65 percent of the open-fow volume of the United States. It produces
approximately 90 percent og the carbon black of the world. It is now ocurréntly
producing approximately 43,000 barrels of natural gasoline daily which simounta

vorsus demand ha#'e
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to the equivalent of 110,000 barrels of crude oil per day, when only the gasoline
is considered extractable from the erude oil.

During 1036 54 new oil fields and 16 new gas fields were discovered in Texas.
Seven counties secured oil production for the first time. As a result, 141 of the
264 counties of Texas now produce oil and gas. The discoveries mentioned aro
exclusive of new horizons and extensions in old producing areas.

Enrnust O, THOMPSON,
Member Kaitroad Commission of Texas,
And Chagrman Interstate Ol Compact Commission.

Housron, Tex., February 1, 1937,
In re Hearings on bill to extend Connally Hot Oil Act.
CHAIRMAN AND MEMBERS, SUBCOMMITTER

or THE SENATE Fivance COMMITTEE,
Washington, D. C.

Gentlemen: Those of us whose names are signed to this letter arc actively
engaged in the business of producing oil, and each of us is an independent operator
vitally interested in the welfare of the oil industry. We wish to present to your
Committee this written commmunication requesting that the Connally Hot Oivact
be renewed and extended cxactly as it now appears on the statute books., 1t is
our feeling that it will probably have served its purpose if it is limited to an ad-
ditional period of two years. We think the present act has been beneficial and
that its extension will continue to serve & very useful purpose. Wo do not think
the present act should be altered in any particular and urgently request that all
efforts to alter or amend it be rejected as the act has been interpreted by the
courts and has stood the test of actual operation which might be endangered by
any alteration.

espectfully submitted.

Dan J. Harrison, Houston, Tex.; H. Mecane, Liberty, Tex.; W. H,
Hodnett, Houston, Tex.; Felmont Corporation, Houston, Tex.;
Atlat] Royalt%(]arp., Houston, Tex.; W. Aubrey Smith, Houston,
Tex.; Iinnis W, Smith, Houston, Tex.; H. J. Porter, Houston,
Tex.; Adrian Moore, I‘fouston, ox.; The Salt Dome Oil Corp.,
Houston, Tex.; K. F. Hauchmann, f{ouston, Tex.; R. O. Snow,
Houston, Tex.; H. R. Cullen, Houston, Tex.; 8. J. Garvin,
Houston, Tex.; Mills Bennett, Houston, Tex.; J. R, Parten,
Houston, Tex.; J. 8. Abercrombie, Houston, Tex.; J. W. West,
Houston, Tex.; D. H. McDanjel, }iouston, Tex.; Chas. 8. Reyer,
Houston, Tex.; Harry W. Brown, Houston, Tex.; M. C. McGehee,
Jr.,, Houston, Tex.; D. D. Bruton, Houston, Tex.; Harry C
Vaughn, Houston, Tex.: Geo. S. Buchanan, Houston, Tex.;
Adams La. Co., Houston, Tex.; Clarence A. Wiggins, Houston,
Tex.; Adams Royalty (50., H'ouston, Tex.; V. C. McKelly,
Houston, Tex.; R. A. Wilsey, Houston, Tex.; J. W. Curtiss, Jr.,
Houston, Tex.; H. G. Nelms, Houston, Tex.; W. J. Goldston,
Hcuston, Tex.; W. L. Goldston, Houston, Tex. ’

Housron, Tex., February 1, 1937,
Col. Exnpsr 0. Tuompson,
Austin, Ter.

Duar Coroner Tuompson: It is our understanding that 1gou intend to per- *
sonally attend the hearings of the subcommittee of the Senate Financo Committee
on the question of an extension of the Connally Hot Oil Act. We believe this
act should be extended and have prepared a letter addressed to the committee,
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bearing our signatures, which we herewith transmit to' you with the request that
you present it in our behalf at the time of your appearance before the commitiee,
Yours very truly, . :

Dan J. Harrison, Houston, Tex.; H. Mecane, Liberty, Tex.; W. H,
Hodnett, Houston, Tex.; IFelinont Corporation, Houston, Tex.}

Atlatl Royalty Corp., Houston, Tex,; W. Aubrey Smith, Houston,

Tex.; Ennis W. Smith, Houston, Tex.; H, J. Porter, Houston,

Tex.; Adrian Woore, Houston, Tex.; The Salt Dome 0il Corp.,
Houston, Tex.; K. F. Hauchmann, f‘Iouston, Tex.; R. O. Snow,
Houston, Tex.; H. R. Cullen, Houston, Tex.; 8. J. Garvin,
Houston, Tex.; Milly Bennett, Houston, Tex.; J. R. Parten,
Houston, Tex,; J. 8. Abercrombie, Houston, Tex.; J. W. West,
Houston, Tex.; D, H. McDaniel, Houston, Teex.; Harry W. Brown,
Houston, Tex.; Chas. 8. Reyer, Houston, Tex.; M. C. MeGeheg,

Jr., Houston, Tex.; D. D. Bruton, Houston, Tex.; Harry O.
Vaughn, Houston, Tex,; Geo. 8. Buchanan, Houston, Tex.;

Adams La. Co., Houston, Tex.; Clarence A. Wiggins, Houston,

Tex.; Adams Royalty Co., Houston, Tex.; V. C. McKelly,
Houston, Tex.; R. A. Wilsey, Houston, Tex.; H. G. Nelms,
Houston, Tex.; J. W, Curtiss, Jr., Houston, Tex.; W. J, Golds-

ton, Houston, Tex.; W. L. Goldston, Houston, Tex.; .

Is Colonel George Hill here?

(No res;ignse.)

Mr. W. B, Hamilton?

(No response.)

‘Mr. Roeser, of Fort Worth? -

STATEMENT OF CHARLES F. ROESER, FORT WORTH, PRESIDENT,
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA

Senator ConnaLLy, Give your name and business connection to the
stenographer, please. ‘
. Mr. Romser, My name is Charles F. Roeser, Fort Worth, Tex.,
independent oil producer. I have been in the oil business all my
business life and my family before me. I am also president of the
Independent Petroleum Association of America at this time, although
I am not appearing for them, as we have prepared a brief, which our
general counsel wil J)resent to you later, with the endorsement of all
éhetoil- and gas-producing associations throughout the oil-producing
tates. :
With regard to the desirability of continuing the Connally Act, I was
a producer during the early Xevelopment of the East Texas field,
owning property in East Texas and other fields in different parts of
the State, and I concur fully in the opinion that Colonel Thomgson
expressed, that the ultimate yield of the East Texas field has been
doubled by adherence to the conservation methods in the production
of the oil from the East Texas field. The great preponderance of
opinion among outstending petroleum engineers of the United States
has been that the East Texas field under present control will produce
double the amount of oil that it would under the old method of open
flow. The advantaﬁe to the consuming public through the yield Igro-
duced on that method of operation, is this: If you allow the East
Texas field to flow wide open for g short period of time, you produce
& tremendous amount of crude which would have to be stored in steel
storage, above ground, The cost of that storage runs about 25 cents
8 barrgi. The cost of the interest on the money necessary to cumry
that oil above ground, which would probably run 50 cents a barrel,
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over a period of years is another item. Iurthermore, the field would
immadiately go on the pump.

The difference between producing oil under pump and flowing
method would amount to 85 to 75 cents a barrel, and the cost under
the flowing method would be 65 to 75 cents a barrel, and undor the
pumping method $1.15 to $1.20. If you pump the oil at $1.20, if the
producer is to make a margin of profit, it would be necessary to get a
price {o sustain that cost. 'Therefore, through the method of operation
of the East Texas field, in my opinion the consumer will be saved,
I would say, at least a billion dollars over a period of 15 or 20 years.
That is true all over the United States, of every other oil ficld. We
have gone a long way in the conservation of oil in the last 20 years.
I will go back to 1933, when the price of crude got down to 25 cents a
barrel. I was operating in a field that had about 300 wells on it. That
25 cent price was inaugurated in May. So I shut those 300 wells down,
thereby throwing a lot of men out of work. In addition to that a

reat many wells were abandoned which wore capable of producing a
ittle oil over a geriod of years, When we started that property up
again in November—before that time I had been putting gas in the
sand and the property had been producing 600 barrels a day. I made
arrangements to get a gas supply and reintroduced that gas into the
sand under pressure and in 10 months’ time I had production up to
2,300 barrels a day.

Senator ConnaLLy, You artificially pumped the gas into the sand?

Mr. Roeser. I did by artificial moeans what they are doing by
natural methods in the East Texas field.

'lll‘hat has been at 2,300 barrels ever since, without drilling any more
wells. .

That is the theory as far as the State and consuming public are
concerned. Urder methods of that type there is not any doubt you
can produce 100 percent more oil from the same field and at a lesser
cost.

Senator ConnaLLy. You speak about storage on top of the ground;
is it true, or not, that oil authorities and experts generally agree that
underground storage is better for oil than overground storage? ]
< Mr. Rogser. There is not any doubt in the world about it. It
should be left in its natural storage until such time as the consumers
need it. That is simpl%r‘ a reasonable and logical conclusion.

Senator ConnaLLy. The theory of all this regulation, proration, and
conservation is to do that very thing?

Mr. Roeser. Fundamentally it is pure conservation, and nothing
else. Conservation hus a great effect, I think, on stabilizing prices,
which, certainly from the oil industry standpoint and the Government
standpoint and the consumer’s standpoint, is & good thing. I will
say that for his reason: Under the old wide-open flow we had prices
of crude oil that ran from $3.50 a barrel in the Midcontinent field in
1919 down to 25 cents a barrel in 1933. If you will check up the period
of 3 years from the inauguration of the Connally Act, the 3 years prior
to this against any 3 years which you have had in the history of the oil
business, you will find yeur price of gasoline and lubrwatin% oil to the
public is 40 percent lower than under the open-flow wasteful methods.
: Senator Connarry. Wholesale? ‘ ‘

Mr. Ropsun, -And retail. The ultimate consumer has had  the
. nefit of that. That will continue as long as we prohibit the waste-
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ful methods of production. The Connally Act, what it does is to
agsist the regulatory bodies in enforcing their powers. In the East
Toxas field we had men shipping oil in interstate commerce over
which we had no control. I would be observing the orders of the
railroad commission and some neighbor producing a thousand barrels
& day would not be and I had no defense against it. ‘

Senator ConnaLLy. And in addition, that neighbor was outcom-
peting %r{ou, was he not, and drawing your oil out?

Mr. Roestr. Yes; and selling four or five times as much as I was
getting. It was the same thing as if you hed a farm next to mine
and I tunneled under the soil and took your cotton and sold it. I
have no regrets if the other fellow takes my oil, and once we start
to do that, prices go to pieces and the industry suffers,

Senator ConnaLLy. Lot me ask you this: In periods of wild flush
production without conservation, that oil has to be stored; who gets
the advantago of that, the big companies or the little companies‘%

Mr. Roeser. It has been the history of the oil business, and I
think some of the great profits made out of that have been due to the
fact that three or four companies not only had the storage facilities
but the natural ability to do it and we did not have the money and
could not store our crude. If we had a pipe line, that would be
different, but we did not, and during a great many years that is what
happened. I can show you where flush fields came in yielding $2.50
a barrel and went down to $1, or below; down below the cost of

roduction. Our costs remained constant; that is, the cost of drilling,
abor, and pipe-line transportation. When the price of oil got down
to 50 parcent of what our costs were, we were out of business, with
tho sheriff right behind us. When this oil was put in storage and sold,
there was a scarcity in storage——

Senator Townsenp. What effect has your conservation policy had
on the development of new wells?

Mr. Rossrr. On the new drilling? ‘

Senator TowNseND. Yes. '

. Mr, Rossen. It has been a fine thing for it. Today you have
12,000,000,000 barrels of reserve in the United States as a whole.
Last year we lost ground, we probably developed seven or eight
hundred million against a consumption—we lost about 400,000,000
barrels last year. Last year, but under the stabilized process every-
body can make new explorations, whereas if you had a lower price
it would kill it and the first thing you knew 1;;'ou would have & large
quantity of oil and at the same time you would have high prices.

Senator ConnarLy. When oil is so low as to make the price destruc-
tive, who are the people who get the bencfit of it? Is it not true the
big rich, powerful oil companies can buy this distress oil and put it
in storage and keep it, and then when the price goes back up they
can sell 1t for a highor price and reap a profit, whereas the little fellow
probably sells below cost of Eroduction, and that flush production
operates to the advantage of the big companies?

Mr. Rosser. That is undoubtedly true. 'The benefits of wide-open
flow have been to the advantage of companies who are able to store
it at the low price and sell it at the high. That has been proved.
Tive or six yenrs ago an independent operator could not borrow money |
on his reserve in the ground, Qur theory is if we can berrow money
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for operation, for drilling, it prevents our losing any of our oil through
drilling on adjacent land——— ,
" Senator TownsEnD.. You do not know whether your neighbor is
taking oil away from you or not? .

- Mr. Romser. On oil, if someone drills s well opposite you, you
are forced to drill. For that reason the oil industry is peculier and
different from any other commodity and will always be from a con-
servation standpoint because it is a one-time, irreplacable crep; you
cannot grow 1t again next year.

Senator Conwanry. There are certain folks here, representing mar-
keters’ associations, and others who are opposed to the reenactment
of this law on the theory its operation is hurtful to the consumer
because it affects adversely the price of gasoline; what have you to
say to that argument?
© Mr, Rorser. I would say those men are wrong in their analysis,
and I can take them over a period of 20 to 30 years and prove it
¢onclusively to their own satisfaction.

' Senator ConnazLy. Are there any other matters you care to develop
Mr. Roeser. :

.+ Mr. Rouser. I do not believe so. My association through Mr.
Brown is going to offer a brief. Mr. Brown is going to appear on
behalf of the association and you may ask him any other questions,
" The Cuamman. It i3 now 5 minutes to 12, and I do not know
whether we can finish with another witness before noon. Mr. Collett;
it will probably take you some time to develop your views? :

Mr. CorLerT. Not very long.

+ (Discussion off the record.) .
. Senator CoONNALLY. Are there any out-of-town witnesses who
cannct be here tomorrow? Co

Mr. McNerLy. I would like to be heard today.

Sonator ConnarLy. Come around and give your name to the

stenographer.

STATEMENT OF R. M. MoNEELY, CHICAGO, ILL., REPRESENT-
- ING THE CHICAGO WHOLESALE PETROLEUM MARKETERS'

. ASSOCIATION :

© Mr. McNueLy. My name is R. M. McNeoly. I represent the
Chicags Wholesale Petroleum Marketers’ Association. '
" Senator CoNNALLY. Are you & lawyer?
Mr. McNeeLy. No, sir, .
’ Senoigor ConnaLsy, Tell us what your business is and all about
ourself. . ‘ -
y Mr. McNrevy. In our organization there are about 48 companies
8t tho present time. Our function in the oil industrg is. the buying
outright of finished products from the refiners and selling to the
wholesaler or jobber. : '
" Senator ConNaLLY. You sre, then, a sort of supersalesman?
© Mr. McNupLy. If it might be called that. In other words, back
hen the industry started a great many refiners had no outlet at all for
many of their products, such as fuel oil, and our company wag——
~+Sehator Convatry. What is your company? _ .
““Mr, McNzrLy. Refiners Petroleum Co., of Chicago.
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Senator ConnaLLY, Do you have a list of the members of your
association? :

Mr. McNeery. Yes, sir,

Senator CoNNALLY. You might put that in the record.

Mr, McNzuery. I will put that, if T may.

ngﬁator Connariy. You are not engaged in the actual production
of 0il?

Mr. Mc¢NEerLy. Not in either production or refining, but merely
marketing.

Senator ConnaLLy. You are just oil merchants?

Mr. McNEeLy. Yes.

Senator ConnNaLLy. Go ahead.

Mr. McNeeLY. Our objection to this act, Senator, is not the fact—
wo have no fight with the producers; we appreciate the fact the pro~
ducer of necessity must conserve his oil and must get a profit out of it.
But, for instance, during the past 3 weeks I have just completed a
tour of the so-called independent refiners of Texas, one of our semi-
annual trips, which, from a plensure standpoint, was.very nice, but
from e business standpoint it was a miserable flop. It was not pos-
sible for us to secure the product for our territory. The demand at
the present time seems far in excess of the supply.

Senator ConnaLLY. You mean you could not buy any oil or gaso-
line in Texas? ,

Mr. Mc¢NEzsLy. For northern shipment.

"Senator Connarvy. They do not discriminate against northern
shipment, do they?

Mr. McNueLy, Interstate shipment. In other words, the prices
at the Gulf were far in excess of what we could pay in the Midconti-
nent area.

_Sex‘;ator ConNaLvry. Oh, I see; you could buy it, but not at your

rice :
P Mr. McNeELY., At a competitive price. The product known as no.
2 gas oil, which is used for domestic heating, sold at the Gulf at 6%
cents for delivery in New York, and the New York market at that
time was 6% cents, which meant, from a competitive angle, we natu-
rally could not get in there.

Senator Townsenp. Where were they getting this oil from, these
other sections, so they could make a price of 6%?

Mr. MoNzeLy., I would say practically all of it was coming from
that same section. That is material that has been contracted for at
the established retail price of 6% in New York. ‘

Senator Townsnnp. Were they selling to New York cheaper than to
your section; is that your contention? :

Mr, McNenry, Yes. I might cite our own particular condition
in Chicago today. On no. 1 furnace oil we have an established retail
price of 7 cents a gallon. The price in the field is 4 cents today, which
means that the freight rate added to it, delivered in Chicago, would
mean $6.15 a hundred gallong———

Senator ConnarLy, Is that controlled by freight rate; do you mean
the {reight rate is higher to Chicago than to New York?

Mr. McNzxLy. Naturally, that would not be sold by rail, but ship-
ments by water to New York move at a lower rate. I am just citing
the fact that the margin of profit in the burnin%—oil business, dt: the
present time is not reslly a profit at all, butitis alogs., -~ = v -t

Cot
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. . Senator CoxnaLLy. You are not kicking, then, about what the
consq?mer is paying, but you are kicking because you cannot charge
more

Mr. McNgevy. - I am coming to that.

Senator ConnNALLY. Maybe the antitrust laws are being violated in
Texas. Whom did you approach in Texas in an offort to buy this oil;
give us the names of some of the concerns.

Mr. McNEeELy. Do you want all of those refiners?

Senator Connarny. I want you to tell us some of the people that
you upﬁouched in an uttem{)b to buy. )

Mr. McNeeLy. The Humble, McNeil, Barnsdall—all of those small
refiners in east Texag.

Senator ConnarLy. That is what T want to get, the little ones you
could not buy anything from.

Mr. McNeeLy, The Gainesville Roﬁnin% Co., Gainesville, Tex.,
the Tyler Refining Co., the Eust Texas Refining Co., the K. D.
Refining Co.—1I could just go along with a long list here. We con-
tacted every small plant in the State.

Senator ConnaLLy. I am talking about when you were down there
and not letters that you might have written.

Mr. McNeeLy. I actually saw these men.

Senator ConnarLy. And as I understand you, none of them would
sel]lvlyou any oil? ,

r. McNuery. I am not saying they would not sell it, but they
were only willing to sell it at prices we could not use for northern
shipment,.

Senator ConnaLLy. You could have bought it if you paid what they
asked for it?

Mr. McNerny. Absolutely.

Senator ConnaLLY. But they would not sell it as cheap as you
wanted to buy and therefore you say there was not any oil for sale
for ngrthem shipment, but any buyer could have bought it at their

rice?
P Mr. McNeeLy., Yes. ‘
. Senator Connarry. They had a right to say what they wanted,
did they not?

. Mr. M¢NeeLy. Absolutely. I am not saying there is anything
that would come under the antitrust law. .

Senator Connarny. Will you put the rest of the names in the
record, the parties with whom you had actual contact?

Mr. McNeeLy. Yes. I might add that the bidding for crude oil
at & premium of 15 cents a barrel is being offered at Houston for
East Texas crude——

Senator Connarnny. What do you mean by premium?

Mr. McNurLy. 15 cents over the posted price. That shows the
amount of crude produced did not meet the demand.

Senator Townsenp. Your contention is the amount that is per-
mitted to be sold is not as much as the market requires; is that your
contention?

Mr. McNeeLy. That is one.

Senator TownseND. That is one of the things, I will put it that way.

Mr. McNerLy. Yes. Also, to bear out that contention, Senator,
I believe any of these publications like the National Petroleum News
will show a natural decline in the trend of stocks above ground;
tremendous withdrawals of stocks of crude oil. ,



REGULATE SHIPMENT OF PRTROLEUM AND ITS PRODUCTS 77

Senator Connarny. You take issue with the Bureau of Mines
figures as to what demand and production ought to be?

Mr. McNEELy. I do not believe I do. I believe they will hear out
the statement thore have been heavy withdrawals from storage.

Senator ConNaLLY. I am not disputing that they produce more at
one period than at another and put it in storage.

Mr. McNzseLy. During the past 2 years the retail price has risen
1% cents o gallon. 'The wholesale price at the refinery has risen 2
cents per gallon. That, I believe, is in direct contradiction to some
statements that have been made, but I believe the publications will
bear that out; they have the facts and figures.

Senator CoNNALLY, You are speaking of the Chicago area? ‘

Mr. McNeeLy. Yes. I am very familiar with the facts. I do
believe that the Connally bill was designed for different intent and
purposes, but 1 believe it gave a tool to the major companies which
seriously hurts the small independent. .

Senator ConnNanLy. Is not your attack on the State conservation
laws rather than on the Connally Act? The Connally Act merely
says if a State produces oil illegally they may not ship it in interstate
commerce. Is not your quarrel with the State who says what the
production should be? You do not mean to say you would favor a
hot-oil violator of the law who steals his neighbor’s oil-~you do not
think he should have the right to ship that in competition with
legitimate oil, do you?

Mr. McNzsLy, No, sir.,

Senator ConnaLLy. That is all the Connally law says. Is not your
quarrel with the State law which regulates the amount of oil pro-
duced? Have you read the Connally Act?

Mr. McNeeLy. Yes; but it gave them the necessary tool to shut off
the source of supply. .

Senator ConnNaLLy. Tho illegal source of supply. ,

Mr. McNeeLy. I do not know whether it would be termed illegal
or not.

Senator Connarvy. If you have read the act ]you know it is only
the oil produced in violation of law. Your complamt is the Connally
law shuts off that avenue of production. ls that not what you said
o minute ago? How do you square that with your statement you do
not think he should be allowed to ship the illegal oil in interstate com-
merce and compete with the honest producer; how do you square those
two statements? ' :

Mr. McNErLy. We have no quarrel with the small producer, but
I would like to say——

Senator ConnaLLy. I did not say anything about the small pro-
ducer. It does not make any difference if he is a big producer or a
little producer; if & man steals my oil he is a crook, just the same.

Mr. McNEeELY. We have no (ﬁarrel with the producer. We do
believe under this Connally Act which, I will admit, was designed with
the best intents and purposes, but it has given those men the power
to regulate it in such a way the independents are suffering. :

Senator Connarry. Who do you mean?

Mr, McNEeuLy. The larger companies.

. Senator Coxnarry. They do not regulate how much can be pro-
duced; the railroad commussion says that. Now, peint out in the
1250058 Temme§ o O
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Connally Act what it is you are kicking about. There is the act;
point it out. It says they shall not ship oil in violation of law. Do
you favor that? .

Mr. McNEgLY. This is the part, section 4, spenking of the amount
of petroleum and petroleum producets moved in interstate shipment.

onator CoNNaLLY. Point out what is wrong with it.

Mr. MoNEegLy. It says—
is o limited as to be the cause, in whole or in part, of a lack of parity between
supply (including imports and reasonable withdrawals from storage) and con-
sumptive demand (including exports and reasonable additions to storage) resultin,
in an undue burden on or restriction of interstate commerce in petroloum an

ctroleum products, he shall by proclamation declare such finding, and thereupon

he provisions of section 8 shall be inoperative until such time as the President
shall find and by proclamation declare that the conditions which give rise to the
suspension of the operation of the provisions o such section no longer exist.

Senstor ConnarLy, What is wrong with that? That is just the
péeamble ; that i just telling when the President can put the law into
effect. .

Mr. M¢NeeLy. In this: T do not see there is any provision where
we can ask for that.

Senator ConnaLLy. How is that?

Mr. McNeeLy. I say there is no provision for a small independent
to come in and appeal to that particular part of the preamble.

Senator Townsenp, That is, an appeal for an increase in produc-
tion; is that your idea? :

Senator ConnarLy. You cannot appeal under the Connally law
because it has nothing to do with production. You can appeal to
the Texas commission or the Oklahoma commission. o

Mr. MoNeELY. As a marketer, I do not believe I can, :
. Senator ConnaLLy. I want you to point out what is in this law
that hurts anybody except the man who violates the State law.

Mr. McoNEeeLy. I do not believe I could point that out.

Senator Connarvy. This says that after that oil has been pro-
duced, if it has been produced legally, it can move in interstate com-
merce; if it is outlaw or contraband oil, if it is dishonest oil, it cannot
move. Now, is there anything wrong with that?
© Mr. MeNeELv. No. .

Senator Connarry. That is all the act does. o

Mr. McNueLy. You were asking about the effect on the consumer,
and I wanted to bring that out. ( ’

Senator Convarny. That was under the general proposition of
conservation under the State law; to the extent that this act does
reinforco the State law and aid them in enforcing the State law, it hag
related to conservation, but it does not prescribe the amount of oil
and does not give the Federal Government power to say how much
should be produced, because the Federal Government does not exer-
cige that power. The power to say how much shall be produced is
wholly within State jurisdiction and is not exercised by the Federal
Government but by the State. All we say ig if it has been produced
according to law it can move freely and-if it Lins not been, it cannot.
Dwou have any complaint about that? :

r. McNrELy. Beyond the fact, Senator, that we still contend
that under the guise of conservation it has not been fairly done to
this extent; that it is shutting off our source of supply; that is the
the only complaint we have against it. o
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"Senator ConnarLy. Did you formerly buy this illegal oil?
- Mr. MoNEgrLY. Not illegal oil.
+ Scnator Connarry. During the hot-oil orgy, did you not buy 1t in
east Texas?

Mr. McNeeLy. We deal only in the finished product.

* Senator ConnaLLy. There was hot gasoline as well as oil.

Mr. McNeeLy. We have no way of knowing

Senator ConnvarLy, Tell the stenographer from whom you bought
gasoline in the East Texas field prior to the enactment of this law, if
you know; we would like to know the companies so we can check on
them to see if they were obeying the law.

Mr. McNeeLy. That was prior to February 1935?

Senator ConnaLry. Yes. (gwe us the names of some of the wﬁners
in east Texas, the people you were buying from. _

Mr. McNEzrLy. In east Texas? :

Senator Connarry. Yes. You said you went down there lately

lMll' MCNFELY I sa.ld I went to Texas. We made the tour com-
pletely.

Senator CONNALLY lee us any of them, but I profer east Texas'
but glve us the names of the concerns you bought gasoline from.

Mr. McNeeLy., Without consulting any records, because I have not
got them with me, naturally—-—

Senator ConvaLLy. You have some of your records here now; you
brought our recent record———

: cNreLy. These are not recent ones; these are only i m case
an, body queqtloned about the market value. i

Senator ConnarLy. You remeraber some?

‘Mr. McNzeerLy. The Falts Refining Co.

Senator Connarry, Of where?

Mr. McNupLy. Wichita Falls; the Pan Handle Refining Co., of
Wichita Falls; the Tyler Refining Co.; the Texas Reﬁmng Co., and
others I cannot think of just now. - -

Senator ConnarLy. Could you get thal, for us? B !

Mr. McNewLy. Surel

Senator CONNALLY. V‘}Jrﬂl you get that?

Mr. McNEzLy. I will forward it to you.

Senator ConnaLny. We would like to get it as quickly as we can
and put it in the record. . )

Mr. McNegLy. T will be glad to do it. T expect to be in Chicago
tomorrow, and I will forward it to you.

Senator Connarny. Go ahead. I want to give you a fair oppor-
tunity to say anything you want.

Mr. MceNeery, That is all I have to say unless you have some
questions to ask.

be?%tor Cownnarny. Senator Townsend, have you any questions
to ask

Senator Townsexp. No.

Senator Conwarry. In short, your complaint is if they let them
produce more oil you could get it at a cheaper price?

Mr. McNzeLy., We would have a source of supply.

Senator CoNnaLLy. You would have a greator supply and the
tendency would be to reduce the (imce, but from a competiting stand-
point would that help you; would not everybody else get it cheaper?
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Mr. McNEeELy. From my own company’s standpoint, Senator, in
the past year our sales of gasoline alone have decreased 35 percent,
due solely to our inability to secure the material at competitive prices,

Senator ConnarLy. Maybe you charged them too much,

Mr. McNEeeLy., That is possible, but I do not believe it is true.

Senator Connarry. Can you not buy oil at the same price any-
body else can?

Mr. McNegLy. No, gir,

Senator Connavry. Why not?

Mr. McNEeLy. Because the source of suppl{ is too limited.

Senator ConnarLLy, But if you buy 5 barrels, can you not buy it
at the same price anybody else can buy it?

Mr, McNEzgLy. T expect I could.

Senator ConNaLLY. So, then, competitively, you are on the same
basis with everybody else, are you not? When you were in Texas
you talked about the posted prices; you could have bought gasoline,
fuel oil, or crude at that price just like everybody else?

Mr. McNeeLy. The crude is selling at a premium due to the
demand. .

Senator ConnaLLy. But you were not buying crude?

Mr. McNseLy. No. .

Senator Connarny. Could you not buy the things you buy in
Texas the same as anybody else? :

Mr, McNerLy., Yes. .

Senator ConnaLLy. And the reason you did not was you figured
yon could not pay those prices and make a profit at retail?

Mr. McNeeLy. Yes. .

Senator ConnarLy. So from a competitive standpoint you are on
the same level as everyone else?

Mr. McNEerLy. Yes,

Senator Connarry. Thank you.

(Whereupon, at 12:15 p.m., the hearing was adjourned until Tuesday,
February 16, 1937, at 10 a. m,)



REGULATION OF SHIPMENT OF PETROLEUM IN
INTERSTATE AND FOREIGN COMMERCE

TUESDAY, FEBRUARY 16, 1937

Unrrep Stares SuNATE,
SUBCOMMITTEE OF TIIE
Commirrer oN FINANCE,
Washington, D. C.
The subcommittec met, pursuant to adjournment, in room 312,
Senate Office Building, at 10 a. m., Senator Tom Connally presiding.
Senator Connarny. All right, gentlemen, please come to order,
Mr. Collette, will you come around here when you are ready, and
give the stenographer your name, connection, business, and so forth.

STATEMENT OF J. D. COLLETT, PRESIDENT, GENERAL MID-
CONTINENT OIL AND GAS ASSOCIATION, FORT WORTH, TEX.

Mr. Correrr. My name is J. D. Collett, president of the ’Keefe
& Collette Corporation, Fort Worth, T'ex., an independent operator,
producer of oil.

Senator Connarry., Have you # general statement that you desire
to make before we ask you any questions, Mr. Collatt ?

Mr. Corrxrr. I have prepared no statement, Senator Connally,

Senator CoNNALLY. Ipdid not mean a statement in writing, but
if you have a general statement of the situation, you might go ahead
and tell the committee of your former connections with the industry;
%SNR wKu; at one time, I believe, connected with the codes of the

Mr., Correrr. Yes, sir; I was o member of the planning and co-
ordination committee from December until the end of the code ac-
tivitics; I was serving as chairman of that committee here in
Washington. I also served as chairman of region 4, under the code,
which consisted of the States of Texas, Oklahoma, Kansus, and New:
Mexico. ‘

Speaking as an individual operator, Senator, I have considerable
interest in the reenactment of the Connally law. We have found
from experienco with it in its operation, particularly insofar us Texas
is concerned, that it has had a remarkably stabilizing influence, and
as an individual I would say that we would very much prefer the
law to be made a permanent one rather than it be extendod for a lim-
ited term of yers, Specifically, the reason for saying that is this:
That in the administration of the law, a very mueclh more efficient
corf))s for handling it can be set up and maintained if it is not going
to be necessary every fow years to know whether or not the law is
going to remain in force; in other words, you get better trained roen

o : , ' 81
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and men who have had more experience in handling it, and as you
o along it helps to iron out ang smooth out the various difliculties

that arise with the enforcement. So, I am unequivocably for the

reenactiment of the bill, and I hope it will be made permanent.

Senator ConnaLLy. Mr. Collett, are you familiar, pretty well, with
the conditions in the oil industry tmi the problems you have had,
suy, covering the past 6 or 7 years?

Mr. Correrr. Yes, sir.

Senator ConnaLLy. Would you mind going ahead and detailing
that situation, and what, if any effect, has resulted by reason of these
:ineas%u‘es? Wero you in the East Texas field during the martial-law

ays .
1. Correrr. Yes, sir,

Senator ConNarLy. Give us an outline of that. These men make
a noise like oil men, but they may not know about all of theso things.

Mr., Coruerr. The situatlon just prior to the enactment of. the
National Industrial Recovery Act was pretty thoroughly demor-
alized, not only with reference to the production of crude oil, which
was being put above ground at an excessive rate and beyond the
market demands, or any reasonable consumption of it, and that ex-
obss of crude necessarily produced demoralization in the refining
end of the business, and from there it spread through the marketing,
résulting in a general demoralization of the entire industry. '

At the time of the enactment of the Recovery Act and in the in-
ception of the code activities, the original effort, as everybody will
récall, in connection with the curtailment of the excess of crude, was
order 9-C. That was knocked out later by the Supreme Court, and
then the effort of not only the administration but of the industry
was: the enactment of what finally was crystalized in the Connally
Act. Prior to that time there was a great excess of production of
ernde oil going out of the Kast Texas field, particularly. That was
our greatest source of trouble. The crude and the crude products
Were being spread over a tremendous area all over the country, and
resulted in puting into the market more crude and more crude
products than the market could normally absorb.,

Then, along with the Federal Government administration, the
Petrolenm Administration Board, acting undor Secretary Ickes, and
our plapning and coordination committee, which was the committee
cooperating with the Government activities, ag we began to get the
crude situation under control, it became apparent that there was also
poihg to be a necessity for some curtailment of the refining on some
sort of a quota bagis that would prevent an excessive amount of

- refined products going out into the market. The amendment to the

code, and, as I recall, section 4 was the refiners’ section, provided
for, and we put into operation, a system of quotas for the rfiners,
digiding the country up into districts and the allocating to the
refiners.

~tSenator Connarry. Who did the allocating? Who had the
anthority for that? - :

Mr. Correrr. That was done undes a committee formed out of the
P. and C. committee, and with the cooperation and approval of the
Oil' Administrator, Secretary Ickes. : .
#'Then s further step was the effort to handle the surplus, or distress
gasoline supply of the country, and there were buying pools, pro-
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grams with reference to purchage of distress gagoline.: Those activi-
tics were the result of joint action between the P. and C. committee
and the oil administrator; we were working together on that.

Those plans and programs were worked out and approved by the
administrator. The first of them was not a success, but- we went
along and subsequently we had a later one organized on a little
different basis, and it was operating right up very nearly to the close
of the code activities, ' ' '

The general result of that cooperation between the industry and
the Oil Administrator was a very decided improvement, not only in
the production, but in the refining, and there was a decided stabili-
zation of the marketing activities throughout the country.

. Senator ConnarLy. What period are you speaking of now; was
thsi before the enactment of this act, or afterwards? )

Mz, Correrr. I was ronning fiom the beginning to down toward
the close of the code. At the beginning there was a total demorali-
zation. We had crude prices down in Texas, in my section of the
gountry, down to 25 cents, '

- You speak of the martial law period. The price of erude in the
East Texas field went to 10 cents, and of course that price was re-
flected all over that entire producing area down there, the whole of
the midcontinent. : : '

Senator ConnarLy, What happened when 9-C was declared un-
constitutional ¢ ‘ '

Mr. Corrgre. Then the effort was to secure the enactment of some-
thing to take its place. ' :

Senator Conwarry. I mean what were the conditions after the
codes wore knocked out; what were the conditions in the industry?

» Mr, Correrr. You mean after the code was knocked out? o

Senator ConNarLy. Yes, ' B

Mr, Correre. My own personal view of that was that the industry,
still received a considerable benefit from the lessons they had learned
under the code and from the stabilization that had occurred as a
result of the code activities to curtail the production of crude and
refining, and also stabilization of the marketing. , '

Senator Connarry. In other words, you had gotten them into the
habit of doing these things? : o

Mr, Corrrrr. Yes; when we started in with those code activities,
it was a pioneering effort; the industry had never had an opportun-
ity to do those things before. They had never gotten together and
agreed upon plans, and so forth, and after having had the oppor-
tunity to get together and consult with the Federal administrator,
the Petroleum Administration Board, and all of that, they began to
see what the actual difficulties had been, and we found we had a way'
of curing them, and the result was most satisfactory. _

. Then, following that, the enactment of the Connally law main-
tained the limited flow of crude to, in a measure, keep 1t in balance
with the market demand for the crude, and, basically, that was the
first thing necessary to be done, to stabilize the crude, and then the
manufacture of that into refined product, and then the stabilization
of the marketing of the product. . Co, o
. Senator Connarry. What was the major difficulty originally in
the. putting into effect of codes; what was the major trouble with.
the Industry you were seeking to correct; was it. overproductiont. * "



Gwn B .odlNed  MoRe 4 2

84 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

- Mr. Covrxrr. Primarily, it was overproduction; bad practices in
marketing, bad practices all of the way through the industry, and
some unfair competition and wasteful production; that was exten-
sive.

Senator ConNarty. What have you to say, Mr, Collett, with rela-
tion to when the price of crude is 25 cents, or 10 cents, or at a dis-
tressingly low price, whether or not the consumer gets a reflection of
that in the price of his gasoline?

Mr. Correrr. Not in proportion to the price of erude, he does not.

Senator ConnarLLy, Why?

Mr. CoLrerr. Bocause there are certain fixed charges which go into
the manufacture that cannot be eliminated. There is not any differ-
epcﬁ in the cost of refining crude oil when it is up or down, mate-
rially.

Senator Connarry. How about digging wells and all of this other
oil-field expense, the cost of the well, and so forth ?

Mr. Correrr. Thero is very little difference there. When there is
an extreme condition of unemployment, some of your drilling costs
may be g little less. That was one of the things the code originally
undertook to do, primarily, first to improve working conditions,
which meant shorter hours and higher wages, and then put the in-
dustry in shape where it could pay the bill. That is one of the
things that was done, '

Senator Connarry. What was the condition with relation to State
administration of the act and State enforcement in Texas aftor the
enact;nent of the so-called Connally Act? Was there any improve-
ment

Mr. Correrr. A decided improvement, in this way, Senator. There
was more than one factor that had to do with that. Prior to that
time there had been a great deal uncertainty as to the constitution-
ality of some of the State regulatory measures, and some of our con-
servation laws in the State of Texas, and in the meantime there had |
been improvement in the conservation laws, that is, there had been
enacted better laws and on a sounder basis, and those laws were bein
upheld by the courts. That enabled the Railroad Commission, whicl
has the authority in administering the oil laws in Texas, to enforce
in & much more effective way the laws that had bLeen enacted. We
had the improved statutes to start with, and then, better enforcement,
and then we had the cooperation of the Federal GGovernment through
the Connally Act that finished the job, and since that time we have
not had complaint about the conditions in the industry in Texns;

they are very vastly improved, very much better,

Senator Conwarry., Of course, Mr. Collett, we have to bear in mind
the interests of the consumer as well as the producer, because there
are more of them, and that affects the general welfare; what is your
observation over a Jong period of years as to (,he.bcnefit resulting to
the public by virtue of stabilized production and stabilized supply,
with relation to price? : o

* Mr. CorLerr. You mean as against—-— s

Senator Connarry. Ag against the wild, vurestrained production
in flush periods, and with production tightened up in other periods.

‘Mr. Correrr. The consnmer, the industry, and the public are all
better off on a stabilized basis than they aro with the floods and:
famines. They do not get the benefit of floods of production. :All

.
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of those floods of production result in loss and waste, and the public
does not itself get the benefit and it is simply reducing their future
supply; it is just a wasteful situation. And then there is another
phase of it, and pardon me for referring to it, but particularly in
our State, éenutor, the State of Texas is very greatly interested in
oil 8o far as the university fund and the public-school fund is con-
cerned, and with your prices of that product down to a low figure,
the matter of tuxation and revenue to the State is very materially
reduced; that is a big item in our State. The university has now
accumulated something better than $26,000,000 from its land, with
every field being opened up, and you know the status of the public-
school fund,

Senator ConNarry. Is there not a crude production price based on
the selling price of 0il?

Mr, Correrr. Yes; the recommendation pending at the present
time looks as if—this is prophesying—but the tendency of tho Legis-
lature of Texas now is not to put the price on a tax per barrel, but
a percent of the value of the oil per barrel, and that, of course,
means a very great difference in the revenue.

Senator ConnNarvy. Some testimony here yesterday was to the
effect that proration and conservation laws had operated to make
the amount of possible recovery in the Fast Texas field probably
double what wag originally estimated; have you any information
along those lines, or do you know about that from your observation
or experience?

Mpr, Cornrerr. From my experience in producing there and in other
fields, it is unquestionably true that un({er proper conservation laws
and regulation and the limiting of the production from any given
field to a basis upon which it could be done without waste, will
increase the ultimate recovery of the pool, and I would say that the
figure of doubling the recovery in the east Texas pool under pro-
ration and conservation as against wnrestrained production, that .
that would easily be doubled, the ultimate recovery of that pool.

Senator ConnvanLy. What do you say with regard to the ratio
between the price of wholesale gasoline at the refinery and the price
of crude oil per barrel; there was some testimony the other day that
on the basis of a dollar or a dollar and a quarter, a fair ratio was
18%%; I do not suppose those figures are fixed, )

Mvr. Corrrrr. Noj that would not be a fixed figure because it would
vary some with the price of your erude product; if it got inor-
dinately low, that ratio would not apply ; but that figure was arrived
at during the code days when there was a discussion of not only
controlling production but fixing the price, and the 18.5 ratio, if I
remember the way that was arrived at, was taking the long-range
average price of crude and the long-range average price of gasoline;
but that would vary some, that 18.3; it would vary some with the
increase or decrease in price of crufie, particularly if there was a
material increase or decrease. ' '

Senator Connarry. As to this particular figure, these figures of
a dollar or a dollar and a quarter for crude, in that bracket, would
that be a fairly accurate ratio? ‘ '

Mr. Corrrry. Yes; around that figure it would be a fairly accurate
ratio, I would ‘say. o A
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Senator ConNarLy, At this price, is the consumer getting a fair
-economic deal if he gets his gasoline for one-eighteenth of what a
“barrel of crude oil sells for, on 8 1.10 or 1.15 basis?

Mr. Courerr. Yes, sir. I think that insofar as the refined products
-are concerned, if we take gasoline, which is the main product the
-public is interested in, I think the public has been getting quite the

est of it all of the way along, on an average; in other words, the
point I am making, Senator, 18 that gasoline is today, I believe, the
~cheapest commodity that the public uses, generally.

‘Senator ConnvaLry, You are speaking as a buyer of gasoline or as
8 R}*oduccr of oil? .

r. Cotrarr. I am speaking as a consumer of gasoline in my car.
If you take your commodity indexes and move them up and down
for 15 years, you will find gasoline is down below the average,

Senator Connarvy, It probably ought to be, because there is more
-oil produced now, relatively, and therefore a larger supply.

r. CorLrrr. But there has also been a very greatly increased
.demand. Your number of cars, trucks, and transportation by bus
18 greater,

' Senator ConnNarry. Have you anything further you want to add,
Mr. Collett ?

Mr. Corrrrr. Nothing further, particularly, Senator,

Benator Connatry. If I may ask you, your final conclusion is
this act ought to be made permanent law?

Myr, Corverr. Decidedly. .

Senat,;)r ConNarry. Is there any amendment or change you might
suggaest . . B

r. Correrr. No, sir; it has been upheld in the courts and has
been effectivel operated as it reads, so I do not see any reason why
it should be changed in any way; all we neod to do is eliminate the
date and let her go; that is my iden,

Senator ConnNarLy. Thank you, Mr, Collett.

We have sore telegrams from various sources, and the first is from
the Western Petroloum Refiners’ Association, Mr. A. V. Bourque,
secretary-treasurer, indicating his n,})proval of the act. .

(The telegram referred to is as follows:)

. : TuLsa OKrA., Fcbruary 12, 1937,
Fayerre B, Dow, o
Wuashington, D, O.¢ .

This assoclation, representing lurge number independent refineries in the mid-
continent area, strongly urges reenactment Connully hot oil bill. Our mombers
feel marked progress has been made under the present act and failure to
reenact the bill would bhe a decidedly backward step, We request you do every-
thing possible in behalf of the bill and request Benator Connally place this
telegram in record of offtelal hearings. - .
. : - WeSTERN PRIROLEUM REFINERS' ABSOCIATION, -

. . A. V. BourQue, Scoretary-Treasurer. .
. Senator ConnarLLy. We also have one from the Pennsylvania Grade
Crude Oil Association, a similar wire. . , A
*. (The telegram referred to is as follows:) . e
SR ' . : omn, Cury, PA,, February 13, 1987,
Fayerme B, Dow, R o ey

..+ Viee President, Ponnsylvanin Grade Orude Oil Association, . . - .,
’ . Washington, D, 0.: " .

Our board of directors has instructed me to request that you pla¢e in the
record of the Scnate the strongest possible endorsement of the pénding bill,

.
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which proposes to make the Connally hot-oil law permanent. Our entire mem-

bership appears to be unanimous in the conviction that the Government should

continue {o provide this measure of assistance to the States in the interest and

for the protecilon of the small refiners and producers of our region,
PHNNSYLVANIA GrADN CRUDE OIL ASSOCIATION,
J. ¥, Mooseuuap, Wrccutive Scerctary.

Smmtor Connarry. We also have one from the Detroit Oil Market-
‘ers Association, in opposition. They did not ask that it go into the
record, but I will put it in anyway. I want to be fair to thun.

(The telegram referred to 1s as follows:)

Deaxorr, Miciv, February 15, 1.)37

CIAIMAN, SUBCOMMITTER OF SENATH IINANCE COMMITIEE,
Scnute Office Bullding, Washington, D, 0.:
‘We request repeal of tl ¢ Connally hoi-oil bill, which gives Federal assistance
to control or production of crude oil and defeat of 700 in the Seveniy-fifth

Congress,
Daraorr 011, MARKETERS ASHOCTATION,

Senator ConnaLry. At this point I want to put in the record a list
of persons whom I invited to this hearing. Some responded and some
did not. Wo had some objections from cor(ain represontatives of the
Oil Workers’ Association; Mr. W. W, Moore, secretary, Union No.
203, Gladewater, Tex.; and Mr. W. B. Slmth, secretary-treasurer,
East Texas District Council of Ol Workers, Kilgore, Pex.; and a
number of others; so we will put that list in the record. We want to
be fair in these hearings and give everybody who has views an oppor-
tunity to submit them within the limits of our time.

(The list referred to is as follows:)

INVIZED TO APPEAR AT HEARINGS oN Hor-Oir BiIn

Hon. J, W, Steele, chairman, Federal Tender Board, Kilgore, Tex.
Hon. Bryan Payne, president, Towa Payne 011 Co,, Tyler, Tex,
W%}iner R. Schuh, president, National Retail Marketers’ Associntion, Milwoukee,
8.
Hoch Homer, Corporation Commission of Kansas, Topeka, Kans,
Gov. H. W. Marland, Governor of Oklahoma, Oklahoma City, Okla.
Charles F. Roeser, president, Independent Petroleum Assoclation of Americn,
care of Roeser & Pendleton, Inc., Fort Worth, Tex.
J. D. Collett, president, General Mid Continent Oil & Gas Assodation, care ot
O'Keefe & Collett, Inc., Fort Worth, Tex.
Jake Hamon, president, Mm-("ontinent 01l & Gas Associntion of Texas, care of
Cox & Ilnmon, Dallas, Tex. “
George A, Iill, Jr, president, Houston Qil Co., Houston, Tex. ’
Joe 8. Bridwell, president, North Texas Oil & Gas Asgociation, care of J. 8,
Bridwell & Co Wichita Falls, Tex. .
W Moore, secreturv ol Ficld Workers'® Union 203, Glude\vntcr, 'l‘ex. '
W. . Hamiiton, Wichita Falls, Tex.
w. O, Clark, Longview, Tex., o
D, Harold Byrd, Byrd-Frost Olt Co., Tyler, Tex. VR
Dan Harrison, Houston, Tex. .
Rade Kangerga, Henderson, Tex. o
Ray Starnes, presidonl, Lone Siar Reflning ("o., Gladewater, Tex. N
J. Maleolm Crim, Kilgore, Tex. ; Cogte
J.. D, Rather, Tyler, Tex,. " . . . o
R. W. Fair, Tyler, Tex. ) ) L .
Tom Potter, Kligore, Tex. : . e
M. T. Flanagan, Longview, Tex, . Cobi
l“reeman W. Burford, president, Fast Texas Refining (,a, Dallas, Tex. - .
W. B. Smith, secretary and treasurer, Kast Texas Distriet Council ot}.qn
) Workera, Kilgore, Tex, .
Col. firnest 0. Thompson, Rallvoad Commlsalou of 'L‘exns‘, Austin, Tex. -
Hon. Williamn McCraw, the attortiey. general of the Stato of Pexes, Austln,
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Senator ConnarLy. I think I will now hear Mr. Hadlick. Do you
represent all of these marketers?

r. Hapricx. I represent the National Oil Marketers’ Associa-
tion; I do not represent all of the marketers.

Senator ConNaLLY. Are there any marketers present who do not
belong to Mr. Hadlick’s organization who want to be heard?

Mz, Decker. I represent a separate independent group and I have
& prepared brief.

Senator Conwarvy. Tell us your name,

Mr, Dzcker. R. E. Decker, Plymouth Isle, Detroit, representing
the Dixie Distributors.

Senator Coxnarry. We will give you an opportunity to file your
brief later, and if we have time we will hear you, also,

Mr, McCain. I represent four associations in Missouri,

Senator Connarry, What is your name?

Mr. McCaix, W, R. McCain.

Senator Connarry. I think we will hear Mr., Hadlick now.

Mr. Scrock. I represent, the Independent Oil Jobbers Associa-
tion of Pennsylvania. I am on the calendar for tomorrow.

Senator CowNarry. We are going to try to close these hearings
today if we possibly can.,

Mr, Scuock. I had a telegram from your chief clerk stating we
might be heard today or tomorrow.

Senator ConnNarvy. I advised the clerk we would prefer these
marketers to get together and have a representative. I suppose their
views are identical and their interests are pretty much identical.
We can give one man more time than we can give four,

All right, Mr. Hadlick, tell us who you are, where you live, and
what you do.

STATEMENT OF PAUL E, HADLICK, WASHINGTON, D. C., SECRE-
TARY AND COUNSEL, NATION OIL MARKETERS' ASSOCIATION

Mr, Haprrek. My name is Paul X, Iladlick. I am secretary and
counsel of the National Oil Marketers Association. 1 reside in
Washington. This association is an association of independent oil
jobbers. It is an organization that has been in existence since the
fall of 1933, but was not incorporated until July 1985.

Senator Coxnarry. Have you a list of the members of it?

l]:'h'. Haprick. I have a list in the office which I shall be glad to
submit. ‘

Senator Connarry. I hope you will bring that up and let us have
it. Subsequently Mr. Hadlick furnished the data requested and some
is on file with the committee.

Mr. Habrick. I shall be glad to do so.

First, let me state that our organization opposes the passage of
the Connally bill, 8. 790, for the following brief reasons:

First, it proposes to make permanent a piece of emergency legis-
lation originally a part of and designed to be used in connection with
the National Industrial Recovery Act.

Second, there should be true competition between the States pro-
ducing oil for the business of the consuming States,’

‘Third, the Connally Act, as it has operated, has played into the
hands of the major oil companies, giving them practically monopo-
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listic control of the i)roduction of oil; thus enabling and bringin
about effective control of refinery runs and a false shortage of refin
petroleumn products. i

Fourth, the country cannot be half slave and half free; nor can
the oil industry be half controlled (at the source) and half com-
petitive (in the marketing branch).

Fifth, the independent oil marketers have not enjoyed a free and
open market to purchase their supplies since the Federal Govern-
came into the picture and aided in holding supply of crude oil below
market demand. .

Now to take up these various poinis and elaborate on them.

First, it proposes to make permanent & piece of emergency legis-
lation originally a part of and designed to be used in connection
with the National Industrial Recovery Act.

Section 9 (c) of the National Industrial Recovery Act (act of
June 18, 1933, Public, No. 67, 73d Cong., 1st sess.; C. 90, title I,
par. 9; 48 Stat. 200) read as follows: .

. The President is authorized to prohibit the transportation in interstate and
foreign commerce of petrolum and the products thereof produced or with-
drawn from storage in excess of the amount permitted to be produced or with-
drawn from storage by any State law or valid regulntion or order prescribed
thereunder, by any board, commission, officer, or other duly authorized agency
of a State. Any violation of any order of the President issued under the
provisions of this subsection shall be punishable by flne of not to exceed $1,000,
or imprisonment for not to exceed six months, or both,

Early in 1935, before the main issues in connection with the Na-
tional {ndustriai Recovery Act had reached the Supreme Court of
the United States, the above section was held unconstitutional by
%m,% cour)t in the case of Panama Refining Company v. Ryan (293

. 5. 388).

Promptly thereafter Congress remedied the defect in the legisla-
tion pointed out by the Court and on February 22, 1935, passed the
present Connally Act (Public, No. 14, 74th C{mg., ch, 18; 49 Stat.
pp. 80-33). This act was made to expire on June 16, 1937, very -
obviously to correspond with the expiration of a 2-year extension
of the National Industrial Recovery Act which was then in con-
templation, .

owever, the Supreme Court nullified the principal features of
the National Industrial Recovery Act in its decision in the case of

Sohechter v. U. S., 295 U. 8. 495. The Congress should then have
repealed the Connally Act as it was originally a part of the Na-
tional Industrial Recovery Act and was subsequently enacted to be
an aid to carrying out the purposes of that act.

Senator Connarry. The court did what, you say; repealed the
Connally Act?

Mr. Havrick., Noj I say the Court threw out the National Indus-
trial Recovery Act and the Connally Act being part, originally-—-

Senator Conwarry, That was not the Connally Act at all. That
was section 9-C of the Industrial Recovery Act, The Connally Act
was passed in 1935, . ‘

Mr. HaprLick., It was part of the original National Industrial
Recovery Act. )

Senator ConNavry. No, it was not; section 9-C was. I suppose
you want to be accurate and fair about it. oo C et

s
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Mr. Hapuick. I absolutely do, Mr, Senator. Let me go back and
read what I said there. After I said the Court, in the Panama
Refining Company v. Ryan case threw out 9-C, I said: “Promptly
thereafter Congress remedied the defect in the legislation pointed out
Ky t{}e Court and on February 22, 1935, passed the present Connally

ct. : :

Senator Connarvy. All right.

Mr. Haprick. Then I said, “However, the Supreme Court nulli-
fied the principal features of the National Industrial Recovery Act

-in its decision in the case of Schecter v, U. 8.7, and that Congress
should then have repealed the Connally Act, as it was originally a
part of the National Industrial Recovery Act and was subsequently
enacted to be an aid to carrying out the purposes of that act.

Senator Connarry. You are wrong; you are not accurate; the
Connally Act was passed in 1985, The 9-C was a part of the Na-
tional Industrial Recovery Act and was not an act of its own, stand-
ing alone. " The principles are somewhat the same.

r. Haorack. I take it you will agree that the Connally Act was.
passed promptly because 9-C was declared unconstitutional?

Senator ConnNarry. Exactly, yes.

Mr. Haprick., Then I see no point in—-

Senator Connarry. I regard as pettifoggery the way you try to.
bring that out. '

Mr. Havrick. I do not regard it so, Senator.

Senator Connarry. (o ahead, _

Mr. Hapriox. Unless Congress takes affirmative action at this ses-
sion the present Connally Act will expire on June 16, 1987. It is.
submitted that the act should be permitted to expire and not re-
newed or made permanent. )

Second, there should be true compe ition between the States pro-
ducing oil for the business of the consuming States,

Commerce way be likened to a stream of water. In interstate
matters the Congress should protect the main channel of the stream,.
which is competition. It bas done so in the past by enactinent o
the Sherman antitrust law, the Clayton and Federal Trade Commis-
sion Acts, and more recently the Robinson-Patman law.

These last-named statutes ave protections and aids to the main.
channel of com%)etition; we might liken them to jetties built to pro-
tect the channel. o j

But the Connally Act s not a jetty; it is a full-fledged dam that
has built 'a well around the production of oil so that the lower
riparian owners, the independent oil marketers, and the consumers

- have been grievously damaged without compensation,

Enactments of Congress should only protect the channel of compe-
tition, the stream of commerce, in the oil industry, so as to bring
about healthy competition between the States and the companies for
their share of the Nation’s oil business. Any other procedure, such
as the present Connally Act, retards competition and appropriates:
the property of one group oi" individuals and companies to another-
group, and from the group of consuming States to the oil-producing,

tates, . i o

“Third, the Connally Act as it has operated has played into tlie
hands of the major o1l companies, giving them practically monopo- .

. listic control of the production of oil; thus enabling and bringing:
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about effective control of refinery runs and a false shortage of refined
petroleum products, .

Someone once said, “teach a parrot to say ‘supply and demand’
- and you have a political economist.,” Maybe that’s harsh treatment

for tsze of that chosen profession, but in the oil industry the loose
way in which these words have been used remind me of the analogy.

The true facts are that supply has been artificially cut down
while demand has been mounting ; there has been no free flow of that
competition which is necessary to our American system.

Throngh their control of pipe lines together with the aid of the
Connally Act the major oil companies toaay have a virtuul monop-
oly ot the production, transportation, and refining of erude oil, If
the Connally Act continues another few years their monopoly will
include marketing to such an extent that the assets of the independ-
ent marketer will have become exhausted and the oil mouopoly will
be freed of any semblance of competition in all branches of the
industry. ‘ .

Pipe lines are common carriers in law but not in fact. The pipe-
line leverage alone is almost enough to monopolize this oil business.
But add to that the aid and assistance of the Federal Government
and no more perfect control of production was ever vested in one
group of private companies,

Control of pipe lines and control of production naturally gives
control over supplies of crude oil to refiners. Consistent drawing
on stocks of crude oil in storage, aided in and abetted by the Burean
of Mines of the Department of the Interior, has left the major’
oil companies in the driver’s seat always letting out less than the
market demand, ’

Just to make the vicious circle complete, the refiners then com-
bined together to pick up any loose material that might be toatin,
around to create a competitive market. I say they combined unc
conspired in violation of the anti-trust laws of the United States to:
bring about the perfect control of the sources of oil supply. And’
at least two Federal grand juries believe this to be true, for they .
have returned indictments at Madison, Wis., covering this pool buy-
ing and other restraints on trade in the following styled and num-
bered cases and on the following dates: -

United States of dmerica v. Standard 0i Co. (Indiona) et al.’
No. 11296, filed July 28, 1936; ‘

United Stotes of America v. Standard 0él Co. (Indiena) et dl.
No. 11365, filed December 22, 1936, S '

In addition to the above-mentioned indictments the sams two
Federal grand juries at Madison, Wis., have returned indictments
alleging violations of the antitrust laws in the matter of the control
of the markets for gusoline in cases styled, numbered, and dated
as follows:

United States of America v. Socony-Vacuum 0il Co. et ol. No,
11342, filed November 6, 1936; ' ‘

United States of America v. Socony-Vacuwum Oil Co, et al. No.-
11364, filed December 72, 1936. o

A reading of these indictments will give a clear picture of the
manner in which the oil monopoly has exercised control over the oil
markets of the Nation, This was made possible originally by viviue
of the control of the supply of crude o1l at the source tﬁroug‘h‘ the
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Connally Act. The conditions set forth in these indictments exist
today and through one device or another will continue so long as the
supply of crude oil remains bottled up by Federal aid,
lay 1 respectfully refer this committee to the hearings conducted.

in 1984 by a subcommittee of the House Committeo on Interstate and
Foreign Commerce on House Resolution 441, These hearings consist
of four large volumes and cover all the arguments of the oil pro-
ducers and the major oil companies for production control. Every-
one should be greatly indebted to the Honorable Samuel B. Petten-

ill, & member of the investigatin%fommittec, for his résumé of the

earings in his book “Hot Oil.” Mr. Pettengill says:

No ene could have sat in the Cole committee without becoming acutely aware
that a majority of even the mogt sincere advocates of conservation were also
interested in stabilization—and enhancement of price.

At another point in his splendid book, Mr, Pettengill says:

So we have this question: Which is more important, to actually conserve our
oil, or to sell as munch and buy as little us we can?

. Not only are we not importing oil (in substantial quantities) in order to
conserve our own supplies; we are exporting our own oil and thus exhausting

our supplies,
Iow sincere is this claim for the necessity to conserve? 1Is conservation

simply a stalking horse for stabilization? Ilow much stabilizaton are we
willing to sacrifice for conservation?

Artemus Ward once said about another subject, “For this cause I am
willing to sacrifice all of my wife's relatives.”

One can pick at random throughout the hearings and find the

etition of the major oil companies on Federal oil legislation. Per-
haps Judge Ames’ statement in those hearings (vol, 1, p. 346) sets
forth that position in less verbiage than the others. The meat of
what, Judge Ames thou;il}t the Federal Government could and should
do may be taken from his eighth and tenth puints, as follows:

Bighth, cooperation between the principsl oil-producing States is, therefore,
necessary and that can be achleved by agrecment by somo of these States with

the approval of Congress. * * *
Tenth, Congress should prohibit the movement in interstate commerce of

oil produced in violation of State laws, or products thereof.

And, gentlemen, the major oil companies got what they wanted.
Did it p%ease them? Apparently so, as we find the president of the
American Petroleum Institute in his address before the 1936 annual
meeting of that body saying: ‘

The Connally *‘hot oifl bill” should be made permanent, the life of the inter-
state compact extended, the adherence of the remainder of the oil-producing
States procured and supporied by sound State conservation laws.

Fourth, the countrv cannot be half slave and half free: nor ean
the oil industry be half controlled—at the source—and half com.
petitive—in the marketing branch.

Were there no integrated oil companies in operation in the market-
ing branch, and were retail prices to reflect true competition for the
business on a marketing basis, then the ouly effect of the Connally
Act would be to raise the price of petroleum products to the con-

. sumer,

Any Sfrstem of monopoly is eventually paid tribute to by the con-
sumer; the consumer pays and pays,

The plight of the 1]})‘eople I have the honor and privilege of repre-
senting is serious, They are caught between the upper and the lower
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millstones. Their tribute to monopoly cannot o on forever; their
tribute will cease when their assots ave gone and their properties
taken over, at bankraptcey figures, by the refiners.

The direct competition of the refiners in the marketing end of the
oil business, wholesale and vetail, has been hard and relentless,
Fortified by large profits from their production, pipe-line and ve-
finery operations, they have been eareless or maliclous in operating
their marketing departments at a loss, The major oil companies
parallel the marketing operations of our independent marketers but
they are foreified by profits deawn from their other integrated
activities, while we must sell in competition with them without out.
side profits or Federal aid.

Fifth, the independent oil marketers have not enjoyed a free and
open market to Ipurclmso their supplies since the Federal Govern-
ment came into the picture and aided in holding supply of ¢rude oil
below market demand.

Prior to the summer of 1933 the independent oil marketer had
comparative freedom to buy supplies of petrolewm products fox ve-
sule in most of the markots of the country. While efforts were made
to embarass the independent marketers from time to time, theyen-
joyed a veasonable degree of prosperity and security up until the

advent of the National Industrial Recovery Act., L RO

Since that time independent marketers have, in cevtain localities,
gone through a chastising the like of which has never heen kriown
Lo any industry, When T was in school I read Bogns Independgnts
and Fighting Brands, but I never dreamed 1'd live to see the, day
when supposedly reputable major oil companies would resort to such
activities,

Independents have had their sources of supply ruthlessly cut from
under them; they have found it almost impossible to change from pne
source of supply to another; they have even found it difficult at times
to get any kind of a supply of petroleum products.

he aid of the Federal Government which has been accorded the
major oil companies through the Connally Act has been taken as the
signal for crushing the in(Tependent oil marketers out of the picture.

e think it is time to call o halt and to restore this great oil industry
to a truly competitive status, -~ ‘

One of the large daily papers in New York, catering to the com-
mercial field, recently said editorially: '

Those dissatisfied with the operation of the present vegulatory scheme should
propose specific measures for tts improvement, rather than to eriticize control
s such. ) C .

Perhaps that same question has been running through your minds.
The answer to that question is legislation to disintegrate the major
oil companies. o , :

It must be clear to you gentlemen that the people I represent can-
not go on buying in a controlled market and selling in an uneon-
trolled market, against the competition of those fortified by profits
from the controlled end.” It means certain extinction to‘a fine class
of independent merchants. . . i o

Should the Congress of the United Statés determine that regardless
of the fact that the Counally Act has worked out as a price-fixing
measure, that vegardless of the present cost of petroleum the ﬁg(zm;c
125008 37— 7 AR
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generations should be protected by a “conservation through price”
policy, then.I most respectfully urge thet you give consideration to
umen(f'ng the bill now before you, 3. 790, by providing a section to
be added to the Connally Act, romiing as follows:

SpoTIoN —. (a) Tt is hereby declared that the enactment of this section I8
necessary in order to encourage the conservation of deposits of crude petroleum
situated within the United Sttaes, and to protect the commerce in petroleun
and iy products from restraints and monopolies which result in certain cases
where persons are engaged in more than one branch of the petrolewm industry.

(b) 1t shall be uulawful for any person or affiliate of such person to directly
or indircctly engage in interstate commerce in more than one of the four prin-
cipal brauches of the petrolemn industry, that is, production, transportation,
refining, and marketing. X

(¢} For the purpose of this section—

(1) The term “person” or “persons” means an individual, a corporation, a
partucrship, an association, a Joint-stock company, a business trust, or an
organized group of any of the foregoing, whether or not incorporated,

(2) A person shail be deemed to be an afiiliate of another if such person
controls or Is ¢controlled by, or is under common control with such other person,

) A person shall be deemed 1o control another person if having over the
latter (A) actual or legal control, whether dirvect or indirect, or (b) any direct
or indirect power or influcnce whether arising through direct ownership or
control of stock or other capltal, evidences of Indebtedness of physical propere
ties or equipment, through use of a trade mark, trade name, brand, contract,
lease, or agency arrangements, through interlocking directorates or offices, or
through any other means or circumstances, which can be used to affect, in any
substantial manner, the policics or conduct of such other person affecting com-
petitive relationships between persons engaged in different branches of the
petroleum industry,

(4) The term “production” means the development of oil lands and the
production of crude petroleum up to the time that the crude petroleum has
been brought to the surfuce and placed in storage on the premises where
produced.

.(8) The term “transportation” means the transportation of petroleum prod-
ucts whether by pipo line, railrodd, ship, or truck,

" (8) The term “refining” means the refining or processing of crude petroleum,
fuel oil, or natural gas into finished or gemifinished products,

(7) The terin “marketing” means the purchase and sale of refined petroleum
products. .

X might add just another word, Mr, Chairman, I would like to
ask that the indictments that X referred to by the Madison grand
jury be made Eart of your record. I do that upon the basis of the
so-called pool buying that has been referred to by the testimony of
Mr. Swanson of the Department of the Interior and has been re-
ferred to also by Mr. Collett again this morning, and I think the

rand jury ‘lm\’lpg sppnt: many months'mvestlgatmg p()ol buying,
has summarized in their indictments a picture that should be before
the full committee and the other members of Congress when they
congider this matter, I have them here and I would like to ask they
be made a part of the record.

Senator Convarry. Yon may file them., I do not think we will
print them. Thei‘are well known all over the country, ‘

- Have you anything else? , ‘

-Mr, Havrick. That is all I want to present. - ,

. Sgnul?:mi Connarvy. Have you a list of the members of your asso-
ciation '

. Mr. Haorick. I have it at the office and would be glad to submit
it to the clerk, . o
. Senator Conyarry. We would like to know who, they are; are

they wholesale jobbers?
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Mr. Havricx. Wholesalers and retailers. We do not take re-
tailérs into the association if that is all they do, but ‘probably 90
percont of the members, in addition to operating wholesale terma-
nals, operate retail stations, as well.

Senator Connarry, They sell at wholesale to other dealers but are
also in the retail business?

Mr, Hapuick. Yes.

Senator ConnaLry. And they have their own stations?

Mr, Hapriox. Some of them. That condition arose by reason of
the major oil companies building filling stations to secure outlets
and leasing premises and they were forced into the leasing of pieces
of property for this purpose rather than maintaining their efforts in
the selling of the product.

Senator Connarry, You arve secretary of the association?

Mr. Habrrex, Yes.

Senator Connarry. Did you organize it?

Mr. Hapirok. Yes.

Senator ConNaLLY. You are on a salary, of course?

Mr, Haobritgr., Yes.

So;mtor Conwarry., How long has the organization been in exist-
ence

Mr. Haprick. It was organized in the fall of 1983 at the time of
the adoption of the oil code and was incorporated July 1, 1935.

Senator Connarry. Were you over in the oil business yourself ¢

Mr. Hapriek. No, sir. I have been connected with oil association
work, however, Mr, Chairman, since January 1924 on the marketing
end, always.

Senator ConnarrLy. Were yon in a similar capacity that you are
now, with the association?

Mr. Hapriog. Yes. :

- Senator Connarry, Where were you located ¢ ‘

Mr. Hapbriox. In January 1924 I'became secretary and counsel for
the Minnesota Petroleum Association, which Jater changed its name
to’ Northwest Petroleum Association. In 1930 T joined the staff of
the National Petrolenm Institute and was secretary of their division
of marketing. - '

Senator Conwariy. Do the major oil companies belong to that{

Mr, Hapuior. Yes; I have been on both sides of the fence.

Senator Connarry. And your views are now the same as whe
you were connected with the A. P. 1.¢

Mr. Hantrek, Yes, One of the main reasons I left was because
they did not have even a semblance of a represontative of the inde-
pendent marketers. C o

Senator Connarry. You got angry and quit?

Mr. Haprxox. Do not think it did not take guts to quit that kind
of a job, too.

Senator Cowwarry. We congratulate you on having guts. Were
you with the code administration .

Mr. Hantiox. When this association was organized, the group was
to employ me to be their representative on the code authority—not
on the code authority but on the marketing division, Lecause the job.
ber was carefully excluded from membership on the large committee.

Senator ConNarry. You mean they organized this for the purpose
of creating a position for you so that yon could serve on this com-
mittee; is that what you mean?
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Mr. Havriok. You can put it that way, if you want,

Senator ConNavny, Is that not what you told me in your own
words? Read his statement, the last few lines,

Record read as indicated by reporter.)

Senator Connarry. Is that your statement, or do you want to
modify it? ‘ '

My, Haprrcx. I can amplify it. When I left the institute, I had
no connection whatsoever, I came down to Washington to sit in
on the code conferences. 1 met the group of people I had repre-
gented in the Middle West and they asked me i? I would form this
organization and represent them here in Washington. It was so
arranged, and T went to Chicago and a meeting was held. It origi-
nally consisted of an association of Stute associations. After the
set-up of the codes I was appointed on the marketing committee to
represent the independent jobbers. My office was here in Washing-
ton.  The committee met quite often in my office, and my office was
burdened with the work, and I finally rebelled at the idea of having
to carry all of the committee work, and I was pat on the marketing

committee as their official secretary, at half pay. Later I was put

on at full pay and the association operated for a time only with the
office and a girl. T drew no pay from the association during the
time I drew pay from the marketing committee of the Planning and
Coordination Committee,

Senator Connarry, What were your duties?

Mr. Hanvrcx. I had a vote for the jobbers, but I acted as official
secretary in the handling of meetings and handling of correspond-
ence pertaining to marketing,

Senator ConnarLy. What did the committee dof

Mr. Habrick. Mr, Chairman, T was not permitted to attend the
meetings of the Planning and Coordination Committee,

Senator CoNnarry. You were not a member of that committee,
were you? ‘ : .

Mz, Haprick. No. : : .

» Senator CoNnarLy. I am talking about your own organization;
what were your duties in that?

Mr., Hapriex., Our marketing committee had the marketing end
of the cade. Our problem was the handling of meetings and the
administration of the code. The marketing features of the code
worked fairly well, except we had certain rules for disintegration
apportioning cost, rules 4 and 6, which were not paid any attention
to by the major oil companies. :

Senator Connarry. You say the code authorities did not enforce
them against the major oil companies?

Mr. Haprick. The major oil companies never did obey them. T
imagine we made—lL do not know how many hours we spent trying
to get those rules of the code enforced.

_Senator Connarny. Do you mean to tell this comittee that under
the Qil Code the code authorities enforced the regulations against
the .in(élependents and little fellows but not against the big com-

anies? L
P Mr. Hapuick. I can tell you, Mr. Chairman, as to these two rules,
the major oil companies paid no attention to them whatsoever.

Senator Conwarny. What two rules?. o e
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1}/11'. Haprick. Rules 4 and 6 of the marketing division of the
code, '

Senator ConwarLLy. What were they?

Mr. Hapuicx., They were rules that provided that inasmuch as
the oil industry was composed of integrated companies operating in
all four branches, they should operate each department on such a
basis as to show a profit in each department.

Senator Connarvy. How do you know they did not; did you
examine their books, or anything of that kind?

Mr. Haouiok., No. ‘There arve plenty of records available, Mr.
Chairman.  The Peivoleum Boarcﬁuthe Petroleum Administration
Bourd——went into the rvecords of costs. We tried to do everything
to try to get the major companies to live up to those rules, but they
consistently vefused.

The records of investigations that have been conducted in Wis-
cousin and "Michigan amply prove out that the costs of mar-
keting———

Scnator Connarny. Let us get down to what you were doing; I
am trying to find out what you did in the Oil Administration in
the enforcement of the codes.

Mr. Haorick. We had no power to enforce them. We were a
body trying to get comipliance and enforcement of the marketing
rules of the Petrolenm Code. Unfortunately, we had nothing to say
or do with the pool buying or manipulation of crude.

Senator ConNarLy. Your function was to see they were enforced.
Do you mean to tell the committee that in the enforcement of the
rules, the major companies did not pay any attention to thewm, and
you went on and enforced them against the little fellows$

Mr. Havrex. T mean to say that rules 4 and 6 applied prineipally
to the major companies because of integration, and they refused to
comply with them.

Senator Connarry. Did they file any written statements that they
would not? .

Mr. Hapricr. No.

Senator ConnarLy. How do you know they did not?

Mr. Haprick. They told me they would not.

Senator Conwarry, Who told you?

Mr, Hapriok. The members of the marketing conunittee, .

Senator ConnNarny. Give us some of the names of the men who
told you that; we want to go into this thing thoroughly,

Mr. Haprick, Mr, Chairman, I really wish you would,

Senator Connarry. We have becn hearing you for quite some
time. I do not appreciate your insinuation at all. You just go
ahead and blow off all you please. Wo are going into it thoroughﬁy.
You are inginuating the committee is not going into the thing, and
we are trying to get the fucts out of you now. So, tell us who it
wa]s who told you they were not going to pay any attention to those
rules. '

Mr. Haprios, I very distinctly recall the conversations in the
marketing committee—I can just tell you the names of the com-
mittee, but I canmot say so and so said he would not. ‘

Senator Conwarry. You testified they told you they were not
going to pay any atlention to it. : Co

Mr. Haprick, And I testify also that they did not pay any atten-
tion to those rules, B : ' g s
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Senator Connaruy. Who told you? You testified here that they
told you they were not going to pay any altention to them; tell us
one man, at least, who told you that. :

. Mr. Haprick. T eannot do that without mentioning the member-
ship of the marketing committee of the major oil companies,

Senator Connarry. Did they all tell you?

Mr. Haprorcx. 1 think everyone.

Senator Connarry. Give us the names.

Mr. Habuick. C. E. Arnett, of the Socony Vacuum Oil Corpora-
tion; J. W, Carnes, of the Sinclair Refining; H. W, Dodge, of the
Texas Co.; Allen Jackson, of the Standard of Indiana; C. J. Jones,
of the Socony Vacuum. They were substantially the major repre-
sentatives, 'The committee was enlarged at one time. The only
refiner on the committee that I recall making a sincere effort to
have rules 4 and 6 enforced was B. L. Majewski, of the Deep Rock
0il Corporation, .

BSenator Connariy. T believe your testimony now is you think all
of these people told you that?

Mr. Havriox. I believe at some time or other they made those
statements in the committee meetings.

Senator Connarry. That is what we want. They told you that,
as far as their company was concerned, they would not pay any
attention to these rules?

Mr. HapLick. Yes; they had varions excuses; they pointed out
competition ‘

Senator Conwarry. I do not want to put any words in your
mouth; I want you to tell the stenographer what they told you.
Did they say their companies were nol going to pay any attention
to the enforcement of the code?

. Mr. Habricg. That they were not going to pay any attention' to
rules 4 and 6 of the marketing code.

Senator ConnarLy. Those were the ones you had to deal with?

" Mr. HaorLick. We had other rules in the code to deal with.

Senator Connarry. You did not tell us about those; I assumed
you only had those two.

Mr. Haprick. There were 28 rules in the marketing end,

Senator ConNarry. Did you enforce the others? .

er. Habriok, To a great extent, compliance was obtained to those
rules. . <

Senator Connarry. But not 4 and 67 C

Mr. Haprrex. That is correct; relating to operating the dopart-
ments of the large oil companies on a profitable basis. .

. Senator CownNanry. Those are the two rules that affected the peo-
1)1%4}'011 now represent ?
r. HavLrcx. And I represented at that time on the committes.

Senator Connarry. That is right. Why did you not raise a row
about it?.

Mr. Havricx., We did,

... Senator Connarry. Where did you got

Mr. Havriox. To the marketing committee. ,

Senator Connarry. Did you go to Secretary Ickes? .

Mr, Haorick. Yes.

Senator Connarry. When and where?

Mr, Hapvricx. We did not go to Secretary Ickes, but we went to
his appointed representative, Mr. Fahy, and also Dr. Frye. I do
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not know whether I talked to Ed Swanson, or not. I think he was
working on refinery matters entirely at that time.
Senator Connarvy. Did you or not see him, that is what I want
to know,
Mr. Hapriok. I do not know whether we saw Ed Swanson or rot,
but we made complaints to Dr. Frye and Mr. Fahy and various
employces, Mr. J. H. Marshall and Nelson Meyer. ‘
Senator’ Connariy, Do you withdraw your statement that you
talked to Mr, Swanson? .
Mr. Havricx. 1 will; I do not know whether I did or not. ‘We
talked to anybody who would listen.
Senator Connarry. Did you file a com{)laint, with some one?
Mr. Hapricx, We filed complaints with Dr, Frye, and I took a
trip to Charleston to go over the situation and work out some rule
or order. I drew an order and submitted it, but it was never
approved. .
Senator Connarry, Did Dr. Frye refuse to do anything about it?
Mr. Haprick, I think he tried to do something about it, but I
think the major oil companies probably gave him the same answer
they gave our cominittee, -
Senator Connarry. That is, that they were not going to pay any
attention to it?
Mr. Havrick. Yes.
What we are up against, Senator, and T make this glea sincerely,
is simply that our people did not get taken care of in any way
under the code. This rise in the price of gasoline—gasoline was
down to a cent and a half or 2 cents or 214 when the crude oil was
low, and it was raised gradually. It is raised now to anywhere
from five and a half to six and a half, and, as Secretary Ickes ov Mr,
Swanson has testified, the public has only had a three-quarter of a
cent increase, and it is apparent that this came out of somebody’s
pocket, and it came out of the pockets of the people I represent.
Senator ConnaLry. The consumer was getting the benefit, then;
you admit that?
Mr. Havrrex. But when the independent oil jobbers, handling
about 50 percent of the oil products going to the public, when you
eliminate them from business—as they are being eliminated every
day—in the small State of Kentucky, where there were something
“like 50 or 75 jobbers, 4 of the best jobbers had to, or did, sell out to the
major oil companies; the margin was too small to operate on.
When you drive those people out of business and you have the con-
trol of the marketing in the hands of the major oil companies——-

- Senator Convarry. Is {our complaint now that under the opera-
tion of State and Federal laws the profits of the people you repre-
sent have been cut so low you cannot do business? ‘ .

Mr. Hanrack. Yes. :

Senator Connarry, If that is true, the consumer is getting benefit
of it, is he not? ‘

Mr. Hapriok. But why should there be a law to appropriate the
money of thie people I represent to the people in Texas unless we can
get a corresponding amount back from the public? T

Senator ConnarLy. You say taking the money of your people? .

Mr. Habriok., Yes, ' ‘ . . cL
q Squgor‘ Connarry. It does not belong to them until they make it,

oes i '
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b IVIII'. Hapricr. That is right; but they are taking their propevties
ack. s
- Senator Connarry. You are a lawyer, are you not?

Mr., Haprick. Yes.

Senator Connarry. Yon have read the Connally Aect?

Mr. Havrick. Yes. o : ,

Senator Connarry. Is there anything in the Connally Act more
than this—that it simply prohibits the interstate shipment of oil
and products of oil whic{l are produced within a State in violation
of the laws and regulations of those States?

Mr. Hapriox. I think that is right, Mr. Senator; but I do not
think you can separate these Federal aids into one. It is like a dam
with four pillars, one of which is the. Connally Act, and when you
take one out the dam goes down. You also have the interstate
compact and the figures of the Bureau of Mines, which have been
mentioned, bearing on storage; and if you set the supply below

s

market demand you set the price.

Senator Connarry. Talking about these various dams, with pil-
lars, you want to take away the Comnally Act, and the effect of
taking that law away would be to permit the interstate shipment
of oil and oil products which were produced in violation of State
law, would it not?

Mr. Habrick. Yes. '

Senator Connarvy. Your complaint is that under this law illegal
products cannot be shipped, and if this law is not reenacted then
they can be shipped, and you want them shipped?
thr. Hapurck. Our people do not—~I1 ' do not know any of
them—e -

- Senator ConnarLy. You know whether you can answer that ques-
tion, yes or no, and thon you can amplify it. Now, is that true?

Mr. Hapricg, Speaking specifically of the Connally Act; yes.

Senator Connarry. That 1s all we have jurisdiction over.

* Mr. Haprick, You have the interstate compact and the control of
the Bureau of Mines.
* Senator ConnarLy. We are not talking abont that.

Mr. Haprrok, I am talking about it. I say you cannot sogregate
these things and pass these various laws and give complete Federal
control and still say we are not only going to consider these things
one at a time, ' ’

Senator Connarry. That is what we are doing here, we are con-
sidering this one. Now, you know whether or not you can answer
my question. You say the effect of not reenacting this law will be
© to permit the shipment, interstate, of hot oil and hot-oil products; do

you favor that? - Ce ‘ ‘ ,

Mr, Haprrcx. That is right. . .

Senator Connariy. In other words, your people want to buy from
“hot-0il” producers, from people ‘who are bootlegging oil and stealing
another man’s oil from an adjoining well and competing with legiti-
mate producers; you think you are entitled to that market ?

.. Mr. Haouiok. No, sir. We are trying to buy from the market as
created by competition. Now, it is just like Colonel Thompson testi+
fied yesterday; they have 8,000,000 barrels of “hot 0il” they confis-
ca‘terz and they sold it, and someone asked him, while that cannot
enter into Federal commerce because of the Connally Act, does not
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3,000,000 barvels of legal oil go into interstate commerce, and it does.
W@ have not raised the question of these State proration laws; we
dre raising the question of the propriety of the Federal Government
forcing or aiding the States in combining together so that the rest
of the consuming States are practically paying tribute to them.
Senator ConnarrLy, Are you in favor of Slate conservation laws,
or do you not think they should all be abolished ? ‘
My, Habrick, Noj; I think conservation from the standpoint of con-

" serving for preventing waste has a place in the picture; but when

you carry it so far as to dam up the supply and consistently keey
the supply moving out to the public, to the people who are in(“lupendlf
ent merchants, below demand, I think the 'e(seral Government has
gone too far.

Senator Connarry. Do you favor each State having its own oil-
conservation laws under its sovereign powers?

Mr. Hapricx. And its healthy competition for the marketing of oil.

Senator ConnarrLy. Do you or not favor each State controlling its
own resources under the sovereign power of the State?

Mr. Habrrox. Only——-

Senator Connarny, Will you please wait until I finish the question
and answer or not, as you see fit?

My, Habrick. Very well.

Senator Connarny. Do you or not favor each State controlling con-
servation of its own resources and conservation policy of the State?
Mr. Habricx, Do you want me to answer yes or nof . ,

Senator Connarny, If you can. : ‘ )

Mr, Haprick. I can answer it qualifiedly. -

Senator Convarry. Go ahead, . |

Mr, Habuiox, Yes: so far-as the prevention of waste is concerned.

Senator ConnarrLy. You favor that? e

- Mr. Habrick. Yes. . -

Senator Convarny., And if you favor that, you favor enforcement
of it, do you not, living up to the law?

Mr. Habrick, In the State, ‘

Senator Connarry., All right, in the State. You favor the enforcer
ment of the State law and the effective enforcement; now, what ob-
jection have you to a Federal Inw that aids the State in doing what
you say ought to be done? . . :

Mr. Haprick. Do you want a yes-or-no answer? . -

Senator CoNNALLY. Any way you want, .

Mr. Havrick. I again point out that you cannot, dissect these en-
actments of Congress and say that the Connally Act just aids in
this, whoreas we know the same people are interested in the State
compact and we know they openly state they were able to get appro-
priations from the Bureau of Mines for fact finding and fovecasts;
we have to hook the whole thing together.

Senator Connarry. Then you are against Federal conirol?

Mr. Havriok, Yes. . ‘ :

Senator ConnarLy. And you are against interstate compact?

Mr. Habuick, Yes. ‘ S

Senator Connanny, And you are against the Connally Act? . .

Mr. Habrick. Yes. ‘ ‘ ’

Senator Connarny, You want the illegal oi] shipped all over:the
United States so you ean buy it cheaps is that right? ot

e
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Mr. Haprrck, I think your question is a little unfair, Senator,

Senator Connawvy. Just say “no”, if it is not right; just say
“yes” or “no.” 1f that is not true, say “no.”
 Mr. Hapricx. Will you read the question?

(Question read by the reporter.)

Mr, Haprick. No.

Senator Connawry. You do not want it shipped all over the
United States; do you, or not ¢

Mr, Haprick. It is pretty hard to answer that question, Senator;
you are trying to deal with only one law-—— ‘

Senator Coxyarry. That is all we have jurisdiction of and that is
all you appeared here on.

11\11'. Havprick. I am looking at the picture from the marketing end
only.

Senator Connarry. You are looking at this whole problem
through your own little slit, representing your group, and your
complaint is that under the operation of these laws you are kickin
because the effect of the law 1s you are not making enough money

Mr, Havrack. It is not a free market.

Senator Conwarry. Why is it not a free market; can you not
bu&gaso]ine and oil in Texas just like anybody else?

r. Havrick. I doubt if I can.

Senator Connarry. Do you know?

Mr. Haprick. Y know it is tremendously difficult to find supplies
in Texas, principally due to the pool-buying operations ¢f the major
oil companies, made easy by these statutes.

Senator ConnarLy. Where do they buy it, the major companies?

Mr. Haprick. At the Gulf.

Senator Connarvy. If you paid the same price you could buy it,
could you not?

Mr. Hapurck. I am talking about the pool buying, the violation
of the antitrust laws in buying gasoline at the Gulf and picking it
up in cargo lots before it has a chance to get on the market.

Senator Connarry. Is there not a posted price in Texas and other
producing States for crude-oil prices and everything else?

Li[lr. Haprick. I am told there is a posted price; 1t is reported as
such.,

Senator ConnaLy. You know something about the oil business,
do you not?

r. Haourok. Marketing; yes.

Senator Connatry. Is there not a regular market for oil just like
there is for bacon or beans or calico or what not ¢
- Mr. Haprror. Noj suppose I want to buy 10,000 barrels today in
Texas, how would I ship it in tank cars; how could 1 ship that over
the pipe line?

Senator Connarry. I do not know whether you have a pipe line
to your office or not.

G lfré Havracg. Could I ship it in a pipe line from Kast Texas to the

u

Senator Connarry. I suppose you can; sther people do. The pipe
line is a common carrier and would take anybody’s oil that is
tendered to il. .

Mr. Havricx. The pipe lines are common carriers in law, Senator,
but they are not in fact. They place the amount that you must
- tender at such a high figure that it makes it impossible.
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Senator Connarny. It makes what impossible?

Mr. Hapriox. To use the pipe line as a common carrier in fact, .

-Senator ConnNarry, That 1s news to me, because our railroad com-
mission has control of it, and a law has been passed making the
pipe lines common carriers. 1 thought they had to carry anybody’s
oil who was willing to pay for the carriage; of course, they make
them pay for it. ‘

You testify in the main that the antitrust condition in the industry
caused by the Connally Act—and I think you used this language,
“controlling the supply through controlling the production.” 'There
is nothing 1n the Connally Act that has anything to do with how
much oil any State may produce, is there?

Mr, Hapurek, Mr, Chairman, can I say this in answering your
question: We much view the IFederal control by the various things
we see, not only your act——

Senator CoNNALLY. You are a lawyer and a pretty shrewd one—-—

My, Habrick. I thank you, but 1 do not agree.

Senator Connarvy. Now, you know whether you can answer the
question or not. Is there anything in the Connally Act against
which you are appearing that says how much or how little oil a State
can produce ?

r. Havriok. No.

Senator ConNarry. Ceriainly not. So your statement that the
Connally Act controlled the amount of production in producing areas
is not true, is it?

Mr. Hanuick. My statement is made in connection with other state-
ments, Senator, to the effect wo must approach these things from
what we see. 'We see the Connally Act, the Interstate Compact Act,
the issuance of figures by the Bureau of Mines, and an import tax on
imported oil. T wK are all control measures. I pointed out to you
the testimony of the principal code committes, showing those are
features the major oil companies wanted. It gives them absolute
leverage over the crude oil matter. The price is raised by the major
oil companies. - We are in the marketing end. Qur oil marketers
pray that Standard will raise the price so we will have a margin to
work on, just like the oil producer prays the major crude-oil pro-
ducers will raise the price of crude. We are victims of integrated
competition,

Senator Connarny. That is something we are not responsible for,
the organization of these companies; we have to take them as we
find them. But your complaint is you cannot buy gasoline aund oil
at a figure you can make a profit; that is the gist of your colaplaint?

My, Haprick. Yes.

Senator Connarry. If they would sell gasoline a little cheaper
at the refinery and let you sell it a little higher there would be
nothing wrong with the Connally law, would there?

Mr, HabrLiox. The objections might be just the same to leaving the
control—-we perhaps might not voice objection for the same reason
the crude producer is not now; because he is making & profit, al-
though at one time some of them did object.

Senator Connarry. If you could buy gasoline at the refinery
cheaper and if you could sell it to your customers in your ares
higher, you would be satisfied § \ T
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Mr, Hapuiow. That is right. In other words, we are pleading for
our existence. I submitted in my brief a form of law, and I recom-
mend that in ail seriousness that you cannot go on taking care of
one group of people in the United States and breaking another
group. If you are going to save the oil industry, let us save all of
them, not only the producer but the marketer.

Senator ConNarLy. Do you believe in absolute Federal control
instead of State?

Mr. Hapvriok. No.,

Senator Connacry. You do not favor Federal control of the whole
industry to the State control within every State?

Mr. Habuiox. If you ave going to go on with the Connally Act
I say you have to pass something to disintegrate the major oil
companies,

Senator ConnaLLy. You are getting away from the question. You
are very shrewd.

Mr, Habrick. Thank you for the compliment,

Senator Connanny. Do you favor absolute Federal control by
one director all over the United States?

My, Hapriork. No.

Senator ConnNarvy. Then, there is no other way to control it
except for each State to regulate production, is there?

‘Mr, Havrxcx., That is vight, speaking of production, but I would
like to talk about my marketers. ,

Senator Connarry. But this act does not deal with marketing, but
purely with the transportation of oil. ‘

My, Hapurex. But it affects marketing.

Senator Conwarry. You do favor each Stale regulating its own
production of oil?

Mr. Hapuick. Yes; if I may add the statement, to prevent waste.

Senator CoNnarry. We assume the State knows what it is doing
in countrolling production and that it vegulates waste. After the
State regulates the production and carrying out the theory of pre-
venting waste, and passes its laws and regulations, do you think they
should be enforced ?

Mr. Hapurck., By the State,

Senator Conwarry. You do not believe in the Federal Government
aiding the State? ,
. Mr, Hapuick, No, sir.

Senator Conwarry, You do not?

Mr, Hapriok. No, sir,

Senator Connarry. Then, if the State shonld tvy to regulate in-
‘ternally, and the regulations and laws should be defied by those who
produce in violution of them and ship in interstate commerce to
States over which it has no jurisdiction, do you think that should
be permitted ?

My, Havvrox. Yes or not

Senator ConnarLy, Let me qualify it and say “then.”

Mr, Hanvrox, Again I say I cannot dissect the Conmally Act from
these other acts. . :

- Senator Conwarny. Then you should not be before the committee.
That is all we ave considering. I do not want to be rough with you,
but we have no jurisdiction over any other legislation except this act,
The ouly question is, Shall this act be vetained or shall we let it die?
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I am trying to get your reasons WhY you think it should die, and I
am asking you if you think that oil produced in violation of State
law, Lot oil, probably pumped off 2 neighbor’s land, should be per-
mitted free shipment in interstate commerce. You know. whether
you favor that or not, .

My, Habriex. Yes; because I favor freedom of commierce.

Senator Cownanry, Then you are opposed to State Jaws. Do you
not think they should turn it loose and ship it everywhere?

Mr. Haorick. I would not say that.

Senator Connarny. Is there anything else you want to say?

-Mr. Haprick, That is all. .

Senator Connarvy, We will hiear yon as long as you cave to b
heard, .

Mr, Hapriok. I thank you.

Senator Conwnarvy, My, Hadlick, T want to ask you one other
question, if you do not mind. I want to direct your attention to
section 4 of this act. Now, under section 4 there, the Qil Admin-
istrator, Secretary Ickes, has power to lift these restruints under
cortain conditions, has he not? Read that over, .

My, Haprick. Yes; apparently so. :

Senator ConNarry. Have you taken it up with him at any time?

Mr. Havricg. No, sir,

. Senator Connarry. In other words, under section 4, anyone in the
industry who has a complaint as to those conditions nay take it up
and make representations and have a hearing, I assume. Has your
association ever taken any. action of that kin(i’ ?

* Mr, Hapruick. No, sir,

Senator Connarry. All right; thank you.

Is Mr, Schock heve?

M. Scrock. Yes, sir, .

Senator Connarry. All right, Mr. Schock; tell us who you are and
all abont yourself,

STATEMENT OF CLARENCE SCHOCK, MOUNT JOY, PA,, REPRESENT-
. ING THE INDEPENDENT PETROLEUM JOBBERS ASSOCIATION
- OF PENNSYLVANIA ’ : : b

‘Mr. Schock. Mr. Chairman, my name is Clarence Schock, and 1
reside at Mount Joy, Pa. T am here representing the Independent
Petrolewn Jobbers Association of Pennsylvania.’ s

As to my competency, I will say that the business in which I am
interested originated m a small way in 1876, I have been asgo-
ciated with it since 1886, and during all that time we have operated
as_independent jobbers. ' S
+ I am appearing here today, as stated, as a representative of the
Independent Petroleum Jobbers Association of Pennsylvanin in the
interest of its members. - Senate bill no. 790, introduced by Senator'
Connally, of Texas, proposes to amend the Connally hot-oil law,
making it permanent instead of allowing it to expire by limitation
on June 80, 1937, ‘ Co R

Many interests are involved in this proposal. Chieﬂ{, there is the
interest of the oil industry and the public intorest, The intevest of
the .0il industr{ involves the iuterest of the oil }i)roducer. the .
terest of the oil refiner, and. the interest of the oil marketer; The
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public interest involves the cost to the consumer and the question
of national defense and safety. The interest of the refiner—and I
refer to the refiners who are not producers—is to get a price on crude
oil which will give him a fair opportunity to compete with such
refiners as are producers of crude oil. The interest of the marketer
is to get a fair margin on which to operate and earn a fair profit.
So far as the interest of the oil industry is concerned, I am speak-
ing on behalf of the oil marketer and particularly the irdependent
oil jobber, '

Under the existing Connally hot-oil law, the State compacts, the
approval thereof by Congress, and the cooperation of the Interior
Department, the producers of crude oil are working in Yerfect
concord, and we have a_monopolistic control of both supply and
price more complete and powerful than ever has occurred in the
past 50 years. There is no genuine open tank-car market. There
18 no genuine open-cargo market. All is artificially controlled. The
supply and price of petrolenm has been more or less controlled ever
since the days of the Oil Trust, but never has that control been so
complete as it is today.

Today it is impossible for the oil jobber to buy gasoline in the
open tank-car market and be able to earn a profit on the basis of
such cost. It is necessary for the jobber to go to the major integrated
supplier and secure a contract which will give him a cost on gasoline
lower than the posted open market tank-car price. In bygone days
there was always a posted spot market for gasoline at which tank
cars of gasoline could be purchased by anyone normally entitled to
tank-car price. Today this price is purely artificial and is intended
to compel the })urchaser to secure a contract with the major oil com-
panies, with the result that today unbranded gasoline is quoted at
a higher price than the advertised branded merchandise. In ordi-
nary commercial practice in general lines of merchandise unbranded
commodities of the same quality are quoted and sold at a lower price
than advertised branded merchandise, presumably and properly to
cover cost of advertising. In the oil business it is different, because
of monopolistic control.” This control is so complete at present that
many large independent purchasers of petroleum who have local
customers who prefer to give to them their business find themselves
discouraged when seeking a new source of supply, indicating that
there is some agreement between suppliers which keeps suppliers
from entering into active competition at any price.

Platt’s Qilgram, under date of February 8, 1937, indicates the
present price of 6 cents per gallon for 65 octane and above gasoline
f. 0. b. (gulf ports, Tmns;{ortation rate for moving gasoline from
Gulf ports to Atlantic seaboard under same date is 0.90 cent per
gallon, which makes the delivered most of a gasoline to the cargo

uyer purchasing on the present spot market 6.90 cents per gallon.
The -average tank-car price at New York, Philadel{)lxia, and Balti-
more on Kebruary 8 -was 7.08 cents per gallon, allowing a cargo
marketer only 0.18 cent per gallon margin., 1t is easily seen that it
is impossible at this margin to operate a cargo terminal, sup[{]ly
tank cars, sales expense, and so forth, on this small margin. This
price was the spot price on unbranded gesoline. Retail prices in
eastern Pennsylvania and Delaware on the same date ranged from.
7Y% cents per gallon to 10 cents per gallon, with an average freight
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rate of approximately 0.65 cent per gallon. It is veadily seen that
a jobber purchasing gasoline on the spot market at the average price
of 7.08 cents i)er gallon plus an average freight rate of 0.65 cent,
making a total cost of 7.73 cents, would only have a maximum gross
operating profit of 2.27 cents per gallon between tank-car cost and
retail price, provided, however, that it was sold at the top retail
price in the area, namely, 10 cents per gallon,

In the case of jobbers operating in areas where the retail market
is 714 cents per gallon, he would actually have to sell the material
at 0.23 cent per gallon less than his cost of merchandising only, not
to mention his operating costs and overhead. In the same area men-
tioned above, branded merchandise sold by major or integrated
companies is being sold to jobbers marketing the branded material
in the same area at an average delivered cost price of 7 to 714 cents
per gallon, against the unbranded cost of 7.73 cents per gallon, de-
livered by tank wagon to commercial consumers’ premises. It hard]
seems possible that any major integrated company ean justify sell-
ing branded gasoline to consumers in lots of 500 gallons at delivered
tank-wagon prices less by as much as from 1 cent to 1.73 per gallon
than the jobbers’ cost on quantities of 10,000 gallons dePlvered by
tank car.

Integrated companies also at the present time are leasing expen-
sive service stations at rentals of ome-fourth to 1 cent per gallon,
such service stations having an average monthly gallonage of 3,000
to 8,000 gallons, It is impossible to justify leasing expensive loca-
tions for practically no return whatever on the investment. These
are some of the evils fostered by Federal oil control. It is within
the power of Congress, and it is wortly while to investigate; and it
is worth while to mvestigate and learn the facts from the books and
records of the major oil companies. These expensive methods of
marketing would not be possible if free competition were prevalent
instead of the present monopolistic control. This profligate expendi-
ture of money in operation of service stations indicates the excess
profits enjoyed by major oil companies and their ability to conduct
ruinous competition against the same jobbers whom they supply.

We cannot too strongly emphasize the fact that the integrated
major oil companies are given a great and unfair advantage over the
nonintegrated marketer.” The control of production provides for
them an excess profit in production which they can use to cover losses
in marketing. Let me point out the extent of this increased profit
from the standpoint of one of the members of this association. In
1935 it required the refining of about 1,000,000 barrels of east Texas
crude oil to supply the gasoline required by a member of this asso-
ciation. The cost of crude oil was then, because of production con-
trol, $1 per barrel. Without production control the price of crude oil
migilt have been as low as 25 cents per barrel, and certainly not over
50 cents per barrel. In other words, by act of Congress this supplier
was benefited as much as $750,000, or not less than $500,000. The

yurchaser of the gasoline in this instance lost money in his jobbing
usiness., This can hardly be called a fair disposition of excess
groﬁts acquired because of control of crude-oil production by act of

ongress. . : ,

It is generally conceded that the independent. marketer can .do
business at less cost than the large integrated oil companies. ‘That.
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fact is the only reason that independent oil marketers find it possible
to buy supplies from the integrated major oil companies. There is
not sufficient gasoline produced by independent refiners, even before
the present control law, to supply all independent marketers. Ac-
cordingly, independent marketers who had a clientele who preferred
to deal with them have been purchasing most of their supplies from
the major oil conpanies. ‘

We independent jobbers wouldi’t have a chance at any time, either
under control or before control, of buying our supplies from major
oil companies if it were not for the fact that we are able, by our
lower marketing costs, to give a major oil company a better return
than they can get themselves. Todey, however, the major oil com-
panies are closing in on us; they are using their profits in production
to cover losses in marketing in such mannmer that it is difficult for the
independent jobber to keep out of the red. Many have gone under.
Many are too deeply in debt to stand the battle. Those of us who
are economically sound and free from debt are not having a good
time. We independent jobbers developed the distribution of petro-
leam products for the refiners; and as the integrated companies
waxed stronger and richer by excessive profits wrung from the people
during the long period of monopolistic prosperity, these rich and
powerful integrated companies have stepped into the marketing end
of the business with the candid declaration to many of us inde-
pendents that we would be gradually put out of business. The inda-
pendent marketer can render better service at the same cost and equal
service at lower cost than the major oil companies can do, but we
can’t compete in marketing against integrated companies who, under
special privilege granted them by the Connally hot-oil law, now
under -consideration, are permitted to make excessive profit in con:
trolled ‘6bude-oik production. It is to the interest of the consumer to
preserve the existence of the independent marketer in order that his
efficieint” competition in marketing may be utilized in keeping down
costs tb theé consumer,
¥t 'ig "nahifestly unfair to protect the producer of crude oil by
pirice".ﬁiting,' which is the unavoidable result of controlled produc-
tion: and at the 'same time fail to give the same protection to the
inkﬂ:‘ endent refiner and the independent marketer. Some members
of t][l)é oil industry have believed that it is possible to accomplish
price control in every department of the oil industry. I think it is
safe to say that at the present day most of us arve convinced that
the control of retail prices by the retail dealer to the consumer is
practically impossible. This seems to be a local problem in each
community and cannot be regulated either by a national association
or the Federal Government. If it be impossible to control prices
in all departienis of the industry, with a_fair allotment of oppor-
tunity for profit to each department of the industry, then it is unfair
to give the advantage of price control to any one division of the
industry, as is being done under the Counally hot-oil law, the State
compacts, the approval of Congress, and the cooperation of the
Interior bepartment.‘ From the standpoint of those in the industry
who do not profit by this ¢ontrol it seems that, so far as the oil busi-’
negs is concerned, the Department of the Interior is a department of
a federation of integ'rateg oil companies. The balance sheets of the,
laxrge oil companies are beginying to reflect this advantage, and it is'



REGULATE SHIPI\IE’:\'T OF PETROLEUM AND ITS PRODUCTS 109

conceivable that there is much advantage that will not be reflected
in the financial statements, All of which seems to violate the Sher-
man Act. .

We ask no specal privilege. We ask no protection. We simpl
ask that the Federal Government withdraw in some manner the u({
vantages of price control by act of Congress, which the integrated
0il companies and producers now enjoy, in order that independent
marketers may be able to buy in a competitive market and sell in a
competitive market, instead of the present situation which compels
us to buy in a controlled mavket and sell in a highly competitive
market.

Now, as to the public interest, let us speak of the cost to the
consumer. 'Thig committee will probably be supplied with detailed
statistics showing how little increased cost to the consumer has
resulted from control of crude-oil production. In an industry so
thoroughly artificially controlled, both as to supply and price now
and before Federal control, it is probably difficult to get statistics
that will prove anything. Nobody can suy today what the price of
gasoline would be if there were no Federal control. Nobody can
say that the price today without Federal control would be just the
same as it was immediately before Federal control. 'The operation
of free competition following the advent of the east Texas field did
not have time to develop fuhy and prove just how the price would
have been if controls of various sorts had not been immeliately
applied. It is inconceivable to me that anybody slould claim that
control of production, with resulting increase in price of crude ojl,
will not make the price of gasoline to consumers, ultimately, on the
average, higher under such control than without such control. I
see no sane reason for submitting statistics to try to prove that a
higher price of crude material will not commensurately increase the
price of the finished merchandise.

1t seems to me axiomatic that increased cost of raw material, all
other things being equal, will necessarily increase the cost of the
finished product and conse(}uently the selling prico of the same: and
accordingly we contend that the result of controlled production
and consequent controlled price and higher price will necessarily,
ultimately, in the long run increase the cost to the consumer. Much
sophistry will probably be used in the handling of statistics to prove
that the consumer does not suffer, but I am unwilling to believe that
it can be argued that because 25 divided by 12 equals 244 it can
be proven that 100 divided by 1814 equals 219. I refer you to Mr.
Swanson’s statements before this committee,

The only reason for control of production which deserves any con-
sideration is the claim that it must be done to conserve our natural
resources. Much has been said, both pro and con, about the possi-
bility of exhausting our petroleum resources. This cry began many
years ago when the production of petrolenm after the war caught up
with demand and the price structare was threatened. The major
oil companies never made any plea for governmental control so
long as the demand exceeded the supply and nobody gave heed to
the subject. 'This cry of conservation only came to the public ear
after the supply of crude oil became greater than the domestic and
foreign demund, It wag then that the masters of the oil industry
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who had reaped fabulous profits during the long period of monopo-
listic control and excess demand, asked the Government to sustain
them. .

1t is difficult to believe that the masters of the oil industry were
seeking other than economic conservation, conservation of the earn-
ing power of excessive capitalization, produced by excessive profits
over a long period of unparalleled monopolistic prosperity. If con-
servation of natural resources had been the real purpose, there would
not ave been a duty of 214 cents per gallon on gasoline and one-half
cent per gallon on crude oil.. The same people who advocate the con-
tinuation of production control also advocate the continuation and
increase of the tarifl on crude oil. If conservation, of our natural
resources be the purpose, then we should permit and invite the im-
portation of foreign oil in order that our own reserves may be kept
intact. '

As to that part of the public interest included under the designa-
tion “the national defense and safety”, I am willing to concede that
this subject deserves fair consideration. How much consideration
it deserves depends upon the accuracy of the prognostications about
the volume of our reserves of petroloum. The leaders of the oil in-
dustry made a great cry about this, as previously stated, just after
the World War, telling us that our reserves wou)l,d not last over 10
years. Subsequently, the story was reversed and testimony of oil
experts was presente«i claiming that our petroleum reserves were in-
exhaustible. The truth is that nobody knows. For myself, I have
faith in the ingenuity of man to find ways of disemboweling this
olgl earth sufticiently to provide for the United States abundant sup-
ply of petroleum indefinitely. Geologists may know better, but
they did not when they condemned the territory within which the
east Texas oil field was developed. It is possible that those who
fear exhaustion are wrong again and that nature will supply what
we need if we diligently seek it. .

If, however, it be true that we are in peril of an exhaustion of
our Eetro]eum reserves, then it is up to us to to conserve them, Under
the hot-oil bill we have been exhausting our resources for both do-
mestic and foreign demand, and the production has increased instead
of growing less.  This cannot be called conservation except so far as
it may conserve the gas pressures which make it possible to produce
more oil ultimately than would be possible without the present control
as described by Secretary Ickes.

If, however, there is peril of exhausting these reserves, then it is
up to us to conserve them even more than, it is alleged by Secretary
Ickes, they have been conserved under the present control. Secretary
Ickes points out the fact that the “United States is using up its oil
reserve faster than the rest of the world, as a result of which there
will be an oil shortage in the United States long before there is an
oil shortage in the rest of the world”, after which we will “pay the
higher prices for oil which foreign producers will demand when our
production fails to meet our needs.” If this be true, and I can neither
confirm or deny it, and if for this reason it be deemed necessary to
continue Federal control, then there should also be a repeal of the.
duty on crude oil, in order that we may uso the petroleum reserves
of foreign nations which are freely offered to us, while it is possible
for us to get them in competition with our own supplies. To control
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production in the United States of America by act of Congress in
the name of conservation and at the sar.e time refuse to accept the
reserves, which other nations are willing to give up to our use, is
indefensible. Such a program is not in the interest of the consumer
of the Nation, but solely in the interest of those who own the oil
reserves of this country. To continue control and shut out foreign
oil will continue the depletion of our reserves, will enrich the owners
of these reserves, will enrich the few at the expense of the many.
Tt is an indefensible proposition and should not receive the approval
of the Congress of the United States of America.

If Confress should see fit to insist upon Federal control and ex-
tension of the present tariff of one-half cent per gallon on crude oil
and 214 cents per gallon on gasoline, I then suggest the following
method to avold enrichment of private owners at public expense:
(«) Consolidate all petroleum-producing property, pipe lines, and
tank farms into one national corporation.

Senator Conwarry. Do you think the Federal Government has
power to do that?

Mr. Scuock. I doubt it, but let me suggest the idea, and I have
some other things that are coming along that may be helpful. I think
this is, ideally, the situation.

Senator Connariy. If you do not think the Federal Government
can do it, why do you suggest it ?

Mr, Scuock. I will suggest a modification of the idea a little later,
if you will give me the chance,

Senator Connarnry. All right; go ahead.

Mr. Scuock. (b) Issue stock of said corporation to present own-
ers of such property at a fair valuation (at cost or market whichever
is loweﬁz. Ei’rohiblt, stock dividends. (¢) Operate such corporation
at a sufficient profit to provide a dividend of not over 4 or 5 percent
and sufficient surplus to take care of future development in order
to meet demand for crude petroleum and provide for obsolescence,
depreciation, and so forth, as any prudent management would do.
(dr)) In case of liquidation, give stockholders par value of their
shares plus dividends due and Impose tax of 100 percent on surpluses.
(e) Sell crude oil to all buyers, large and small, at same price for
each grade. (f).Let the competitive system continue to operate in
refli)l}ing and marketing under statute law, protecting labor and the

ublic.
P,The above mafr be constitutionally impossible, but it is ideal and
would provide all the advantages of Government ownership without
the evils thereof. ' If this plan or its equivalent cannot be used, then
if we must for the national defense have control, let it be accom-
panied by free entry of foreign crude and its products in competi-
tion with the controlled domestic crude and its products. .

Let me add that the ideal condition above referred to might be
accomdplished by passing the bill (IS. 790) here under consideration,
amended so as to provide that all persons and corporations who
produce, sell, buy or possess crude petroleum above ground shall
pay to the Federal Government a tax equal to the amount which
their net incomes excesd 4, 5, or 6 percent on the actual value of
their investment (market value or cost, whichever is lowest).
That is a simple solution and within the broad powers of Congress
to tax. Such a provision would protect the small independent
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producers against the distresses complained of and it would put
4 ‘check on the purposes of the oil monopoly which lie hidden
behind this program of control. This plan of control was doubtless
hatched out in the councils of the major oil companies and is
offered under the pretext of “protection to the independent

roducers” in order to win the symputhy of the public and our legis-
ators. By far the chief beneficiaries of this legislation are. the
major oil companies who own or control probably 75 to 90 percent
of our o0il reserves. Congress might well investigite and deter-
mine the proportionate ownership. It is easy for the majors to
pay the small producer a premium of as much as a dollar when
thereby for every dollar of premium given to the small producer
they enrich themselves to the extent of eight or nine dollars. The
same game is practiced in buying up of gasoline at Gulf ports from
indepeudent. refiners, The majors pay the independent refiner a
higher price for gasoline than they sell 1t for. For every cent which
they lose ou the independent vefiner’s gasoline, they make 8, 9,
or 10 cents on gasoline refined by themselves,

- That means a lot of money for the majors. One cent per gallon
on the annual sales of about 20,000,000,000 gallons of gasoline is
$200,000,000. If control be made permanent, crude oil will doubt-
less .go to & premium of $1 or more per barrel above what it
would sell for with wide-open competition, One dollar per bar-
rel on the annual production of 1,000,000,000 barrels is $1,000,000,-
000. Are we willing to pay that amount of tribute to the oil monop-
oly in order to protect the independent producer ¢

I am unwilling to believe that the independent producers as a
whole are in favor of the present State and Federal control. They
are the pioneers who discover new oil fields, and should enjoy their
reward without adding burdens on the public by controlled pro-
duetion and controlled price, The independent producer dare not
oppose the major oil companies who own and control the pipe lines
through which the crude oil is most economically transported. Pipe
lines have a way of getting out of order or for some reason are
not available when unsubservient independent producers have oil
to move, - : Ce

Proponents of control have much to say about “stolen 0il.” Ethi-
cally and ideally all crude oil which is above ground and privately
owned is “stolen 0il.” The God-given mineral wealth of this.coun-.
try should belong to the whole people. Our forefathers when they
founded this country made a great mistake when they failed to re-
serve for the State or the Nation the ownership of the mineral wealth
below the surface of the earth. If this had been done the problem
of control could be exercised for the benefit of the people instead
of for the enrichment of the oil menopoly. . - o N

Senator Connarny. What does the gasoline gell for, wholesale?

. Mr. Scrock. That 8 or 9 or 10 is not on every gallon. Iet me
finish the reading and then you can coime back at me.

*Senator Conwarry. I cannot remember everything that you'are
talking about. ‘ o S ] o

My, Scuock. ‘What I mean is the majors sell § or 10 times as much
a8 the independents. . L Sy - '

. Senator ConNarvy. Is that 8 or 9 cents a gallon?

»Mr. Scuock: No. L
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Senator Connawry, Or is it 8 or 9 cents a barrel, or a tank?

Mr. Sciock. Noj I am talking about totals. For every cent they
lose on the independent refiners’ gasoline—they may buy only one-
tenth of the volume—they make 8 or 9 or 10 times as much because
their volume is greater. Let us thrash that out afterward, if you
will permit me to go on. ‘ ‘

Secretary Ickes has pointed out that control of production was
undertaken by the Governors of Texas and Oklahoma including the
use of the State militia for sucly purposes prior to the advent of
Federal control under the Connally hot-oil law.. The opponents of
the pending bill have no desire to convey any other thought, The
question here is one of Federal control and it has been freely admit-
ted that without the Connally law the effort at control by the States
would have failed. Therefore, it seems proper to place upon the
Federal Government the responsibility for continuance of control ag
expressed in the act of Congress herein opposed.

ecretary Ickes has made criticism of a certain pamphlet and the
%;mmt,ions he makes are quotations from pamphlet entitled “The Qil
Monopoly”, ate., issued under my direction by the Schock Independ-
ent, Oil Co., of Mount Joy, Pa. ~In answer to criticism of Secretary
Ickes, I present herewith a copy of said pamphlet and request that
it be made a part of the record of this hearing. Let me add that
the term “flush production” as used in this i)amphlet is intended to
cover all crude production flowing from oil wells without the aid
of pumps. As 1 understand the term, it is “fiush production” no
matter whether the valve of the well is full open or only a small frac-
tion of full opening.

The only reason we independent jobbers get any consideration
from the major ¢il companies, is because of the fear of legislation
adverse to their selfish interests, and because we can give them a bet-
ter return. Otherwise, we would be slaughtered without a quarter.
In the absence of genuine open competition and of an open market
‘of petroleum and its products, it is necessarily, figuratively. spoalk-
ing, to kneel at the feet of onr economic masters and beg them for a
few crumbs from their abundant profits. Our only protection lies in
the enactment of laws which will strip special privilege from, those
who have it and put us all on a fair competitive basis. We little fel-
lows in the oil industry are confronted with other dangers which
should be corrected but thig enrichment, by act of Congress, of
owners of crude oil who are our competitors is a special privileg
which should be nullified in some inanner or other in order that all
elements of the industry may have fair play. We do not want to
oppose anything that is in:the interest of the national defense but
we demand that in providing for the national defense the special
privilege which has accompanied the control of crude. oil be cor-
rglcted and the excess profit be taken out of the production of crude
oil, ‘ . :
Do not be deceived if a comparatively small number of independent
marketers shall appear in opposition to this bill. When we inde-
pendents appear before you against this bill, we are striking at the
vitals of the oil monopoly which will not. look with favor upon such
attackers, . Accordingly, many thousands of independent marketers
who thoroughly agree with those of us, who openly oppose this. bifl,
will not appear in opposition beeause they fear the dia:fﬁw(»r ot their
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suppliers of petrolenm products. Under normal business conditions
the seller seeks the buyer in the wholesale division of an industry as
well as in the retail division. In the oil industry it is different, espe-
cially in the wholesale division. Here the buyer seeks and kowtows
to the seller. This condition varies sympathetically with the effective
degree of prevailing control.

n our attempt to take excessive profit out of crude-oil production
lot us not be disturbed by the cries of confiscation on the part of
owners of crude-oil reserves who have greedily advocated and ac-
complished Federal legislation to enrich themselves, If the masters
of the oil industry do not mend their ways, some day the Government
will see fit and find a way to take over the oil reserves of this country
and manage them in the public interest. There is much to be said
against governmental management of business. There is also much
to be said against the past history of the oil industry. Taken as a
whole, the large units in the oil industry who have been the masters
thereof for 50 years and longer, and some of their junior allies
would have little to complain of if, in the interest of the national
defense, the Government should see fit to confiscate their entire prop-
erty and use it for the public good.

If the record of original cash investment, profits, and cash divi-
dends of all these large controlling units were consolidated into one
account, you would find that the total original actual capital invest-
ment has been paid back in cash dividends many times over and that
present capital values are the accumulation of excessive profits ex-
tracted from the American public by these masters of the oil indus-
try. They will have gotten back more than a reasonable and equi-
table reward for the services rendered, even though the Government
should confiscate their entire present propertfy. thorough investi-
g:tion bi Congress of the economic record of the oil industry would

something worth while for the edification of the American public.
The story has never been fully told. :

Senator ConnarLy. Mr. Schock, would you also advocate taking
over all of the stock? :

Mr. Scmock, No, control only, crude oil, pipe line, and tanker
transportation,

_Senator :ConnNarLy. Under your ideal plan you would make one
bl%icorgomtion and take over all of the oil reserves and production?
r. Scrook, If it can be done legally, but I am afraid it cannot

be done, constitutionally, »

Senator Connarry., You would not touch the marketing?

Mr. Scmoor. No; the purpose is to conserve the reserves and
public safety. 8o if you discover crude and have marketing as you

lan to do in Texas, make a public utility out of pipe lines, that
oes not exist in other States. :

Senator ConnarLy. The only way to take care of it would be to
take care of eveliything?

Mr. Scuocx. 1 am afraid that would be too much politics. But
I think you could handle the crude oil. I do not think it would cost
the public any more than it has. :

Senator Connarry. You are willing that the Government take
over our oil reserves, but you do not want them to handle the market-
ing at all in Pennsylvania$ :
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Mr. Scrock. Senator, if it be decided for the public good that
certain things must be confiscated, I think we must take our medicine
as it hits. That happened in the liquor industry ; the liquor business
properties were confiscated, and they were ruined.

Senator Connarry, Well now, Mr, Schock, are you against all pro-
ration and conservation laws?

Mr. Scrock. I believe in wide open competition except so far as
necessary for the public defense. I would not stand against that.

Senator ConnNarLy. You want your own idea as to what is neces-
sary for the public defense and conservation?

Mr. Scnock. Save the oil, but do not put a burden on the public
in prices. I have suggested a remedy.

Senator ConNavLLy. But we do not have that before us today.

Mr. Scuocx. Oh yes, you have.

Senator Connarry. This committee does not have that entire
problem, the main problem, before it; we have only this bill.

Mr. Scuock. But without this law we are opposing here none of
this stuff could be done.

Senator Connarniy. All right. Do yon favor each State con-
trolling its own oil production and conservation?

Mr. Scuock. Personally, I do not believe the Government should
regulate the production of anything. I believe we should let the
law of supply and demand rule. The only reason for asking the
(Government, to come in is to protect the existing units of the industry
and to prevent anybody else having a chance to come in.

Senator CoNnaLLY. Yon are opposed to oil regulation of produc-
tion in any State?

Mr. Scuock. I would rather say so, except it must be done for
the public safety, and then in a manner with safeguards to protect
the public against extortion.

Senator ConNarry. Those are generally platitudes.

Mr. Scuock. Noj; they are facts.

Senator Connariy. We must accept the world like it is now. Are
you in favor of the States controlling their production in the interest
of preventing waste and conserving?

Mr. Scrock. Yes.

Senator ConNaLLy. Are you in favor of the Federal Government
aiding the States in enforeing their laws?

Mr. Scuock. I am not in favor of the Federal Government aiding
% S:ate to enforce a State law which is against the interests of other

tates.

Senator Connarry. Do you get a good many of your oil supplies
from Texas, or the Gulf coast?

Mr. Scrock. Yes. .

Senator Connaryy. Did you, during 1930 and 1931, when they
had this will production and martial law, and all of that sort
of thing, were you buying there at that time?

Mr., g(?lIOCK. I do not know whether we were buying from that
field or not. We may have been buying from California at that
time. '

Senator ConnNarLy. No matter where you were buying from, when
crude was selling for 25 cents a barrel, where were you getting your
supplies? : S

t
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* Mr. Scaock. Senator, I really cannot answer that without looking
up our records.

Senator ConnaLuy. For what price were you selling gasoline at
that time?

Mr. Scrock! I cannot tell you that. I would have to look that up
in the records.

Senator CoNwarry., You are appearing here and I thought you
would bring your data. ‘

Mr. Scuock. Noj I did not,

Senator ConnNarry, How does the price of gasoline vary, or, when
oil was selling at 25 cents a barrel, how did the price vary to what
it was when it was selling at when it went to a dollar? -

Mr. Scuock. My recollection is that the lowest tank-car price on
the eastern seaboard at that time was about 414 on gasoline, the
lowest I can remember. Mr., Pindall has those things in his head
better than I have. )

Senator Connarry, What is it selling for now?

Mr. Scaock, 7.08 is the average.

Senator Connarny, So, when o1l was 25 cents, the lowest price on
gasoline was 414, and now it is 7.08¢%

Mur. ScHock. Yes. ‘

Senator ConnarnLy. So the relationship was not maintained in that
particular instance? Co

Mr. Scuock. 1 think that can be safely said to be due to the
interference with free competition that has always prevailed.

Senator Coxnarry. I am speaking of when there was no artificial
control. ‘

Mr. Scrock. There has always been that during the 50 years since
I have been in it.

Senator ConnarLy. Before this act went into effect? . o

Mr. Scuock. It has been controlled all of the time.

Senator Conwarny. All boiled down, your testimony amounts to
the fact you ave against the conservation laws of the State and you
are against the Federal Government aiding in enforcing them?

Mr. ScHock. lxcept

Senator ConnarLy. How far do you think we should go?

Mr. Scuook. Execept as may be necessary. for national defense,

Senator Connarry. Who is going to say what is necessary, the
States or Congress?

Mr. Scuook. Congress. .

Senator ConnArLy. Do you think Congress has power to step in
and take charge of all of the oil production in the United States?

My, Scuocx. If it be necessary i}m‘ the national defense.

Senator ConnarLy., Did not the Supreme Court hold the Federal
Government could not do that; that it did not have power to do that
in the N. R. A, the unanimous Court? o

Mr. Scuock. Yes; but that has been defeated by this law we now
oppose, : :

Senator ConNarry, This law does not relate fo anything except
interstate shipment.

- Mr. Somock. But Secretary Ickes, as I have quoted here, said
that control was ineffective and a failure until this law was put
into effect, . That puts the responsibility on this act. -
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Senator ConNarLy. You are against State control and regulation;
but assuming a State passes a law saying how the oil in that State
should be produced, do you think that law should be enforced;
is it right and honest to enforce the lnw?

Mr. Scaock. I do not think either the State or the Nation should
have such a law as will control price,

Senator CoNnarpLy. But suppose Pennsylvania had such a law.

Mr. ScHock. That is up to the State to enforce.

- Senator ConnvarLy.. If the State in its sovereign capacity decides
it ought to regulate and control the production of crude oil and
it has that kind of a law, do you think it should be enforced, or do
you think some people ought to be permitted

Mr. Scnook. & think the State should enforce it itself and that
the Federal Government should not aid.

Senator ConNaLLy. Then you would be in favor, if the State had
such a law and there were a lot of people who violated it and defied
it. and pumped their neighbor’s oil out while they were aslecp, if
they cm;ld ship in interstate commerce, they should be permitted
to do it} :

Mr. Scuock. I do not think anybody should be sent to jail for
violating such a State law. T am opposed .

Senator ConnNarLy, You are opposed to the law, but after it Las
been enacted by the State and ti}u body of the people are obeying
it, do you think those who are criminally minded who defy the
law and pump out their neighbor’s cil while he is aslecp, that they
should be permitted to ship that oil in interstate commerce in
defiance of the State laws and reap a profit out of it?

Mr. Sciock. Yes; if the State is unable to take care of its own
affairs; that is up to the State; it is no business of the Federal
Government.

Senator ConnarLry. You do not think the State can control inter-
state commerce ¢

Mr. Scmock, They can control the shipments out of the State if
they try to prevent 1t.

Senator ConNavrLy. They can pravent a man from stealing an auto-
mobile, but if he gets across the State line, then what?

Mr. Scaock. 1 do not think the Federal Government should help
something that is not in the interest of the Federal Government.

Senator ConnNarLy. Take the automobile law ; of course, we are all
in favor of that; if a man steals your automobile in Pennsylvania in
violation of State law and runs over into Ohio, are you opposed to
the Federal Government saying, “You cannot carry a stolen auto-
mobile in interstate commerce”; do you think the ¥ederal Govern-
ment should ‘do that, or do you think it should let Pennsylvania
enforce its law?

My, Scrock. I think the Federal Government should aid in doing
that provided it agrees it is a stolen automobile and that the law of
the State ig ineffective.  Some things are legnal and not ethical.

Senator Connarry, Why is it wrong in the case of an automobile
and not in the case of o0il? '

Mr. Sciocx. 1 think I have expressed myself in my paper. I think
the mineral resources should belong to the whole people and that the
man who takes them out of the ground is simply performing a serv-
jce in taking them out of the reservoir Nature hig provided and sefl-
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ing it to the public. That reserve should belong to the whole people,
whether of the State or Nation, but I do not think it is right })or the
Federal Government to help the State to put a corner on crude oil
so that the rest of the 45 States have to pay tribute to the three big
producing crude-oil States in the country. ‘

Senator Connarry. Well, of course, that question sbout whether
the public ought to own the oil, the founding fathers did not think
about that, because there was not any.

Mr. Sciocx, But there is no reason we should not think about it
now.

Senator Connarry. That is a question this committee has no juris-
diction of at the moment,

Mr. Scrock. All of those considerations affect the approval or dis-
approval of this bill.

Senator Connarry. As I understand it, you are against the bill?
hMr. Scnock. I thought I made that clear; there is no doubt about
that.,

Senator ConnarrLy. Have you anything else, Mr. Schock?

Mr, Scuock. If possible, I would like to have this pamphlet go
into the record.

Senator ConnarLy. We will let that go in as your peroration.

(The pamphlet is as follows:)

THE OIL MONOPOLY GETS SURSIDY OF MILLIONS OF DULLARS BY AOT OF (ONGRFSS
AND THIE CONSUMER PAYS

The oil monopoly by authority of unjust Itederal laws ig toeday in control
of volume of production of crude oil and the price thereof. This monopoly
today includes Integrated major oil companies snd other producers of crude
oil.  (An integrated oil company* is one that engages in all of the four great
divisions of the industry, namely, production of crude oil, pipe lne, or marine
transportation, refining and marketing.)

In 1931 the posted price of midcontinent crude oil was as low as 10 cents per
barrel; in 1933 before control by Federal authority it was as low as 26 cents
per barrel. Under acts of Congress passed in 1933 and later, the oil munopoly
has controlled production and raised the posted price of mideontinent c¢rude
ofl to $1 per barrel. Other crude oils fluctuate In sympathy with’ midcontinent,
In January 1937 a movement was under way to raise the price of mideontinent
crude to $1.17 per barrel

The total production of crude oil in the United States Is about 1,000,000,000
barrels. A barrel of crude oil contains 42 gallons, Considering production as
a whole it takes two barrels of crude to make one barrel of gnsoline., Gasoline
is the best seller among petroleum products. In the long run gasoline carrvies
the major load of cost of production, and consumers ol gasoline pay the bill.
The cxcess cost to the public brought about by Feberal control is easily
calenlated, o

Passage of present control laws was accomplished under pretext of “con-
servation of natural resources.” The real purpose was conservation of eco-
nomiec resources, conservation of the earning power of excessive capitalization,
excessive capitalization produced by excessive profits over a lomg period of
unparallelled monopolistic prosperity. If conscrvation of mnatural resources
had been the rcal purpose there would not be n duty of 214 cents per gailon
on gasoline and one-half cent per gallon on crudle ofl, If conservation of our
petroleum be hecegsary for the public defense and safety, then we should
admit foreign crude free of duty and save our own crude for future use and
prohibit exportation of petrelcum and fts products. At present no real con-
servation is accomplished. Under present laws Congress i permitting the
exhaustion of our petroleumm reserves to supply both domcestic and foreign
demand and the only accomplishment les in the fact that private owners of
crude oil are producing more crude oil and are getling a higher price by

. Government edict at expense of the consuming publie. o

It for any reason the Federal and/or Ktate Government should continue to

control production of crude oil, then the Federal Government should regulate
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such business, inciuding pipeline transportation, elther by taxation or otherwise,
Hmiting dividends to 5 or 6 percent on the actual value of the investment
(market value or original cost whichever is lowest) prohibiting stock dlvi-
dends, and requiring the sale of crude oil to all buyers at the same price, and
permitting competition to prevail in the refining and marketing divisions of the
industry. If such complete regulation of price and profit be constitutionally
possible, then good old-fashioned competition In every department of the
petroleum industry is the best protection to the public,

Under evisting Federal laws and laws of oll-producing States the markets
have been more completely controlled than ever has occurred in 60 years past,
There 1s no genuine open-tank-car market; there i no open-cargo market. All
is artificially controlled, "There must exlxt a conspiracy in restraint of trade in
violation: of the Sherman Act. Present conditions can be expluined by no other
hypothesis. In other words the oil monopoly still lives,

CONBERVATION FOR WHOM?

The 1935 session of Congress (74ih, 1st) passed two laws that have had far-
reaching effect on the public and the ofl industry., They were:

1. The Connally bill forbldding the interstate transportation of petroleum
producis made from crude ofl produced in excess of State “quotas” or “allowa-
bles” (Puble, No, 14, 74th Cong., ch, 18; 49 Stat, pp. 30-35), which expires
automutienlly on June 16, 1937, unless extended by the present Congress.

2, The Cole resolution permitting “State compacts”—i, ¢, approving an
agreement between the few States that produce crude ofl permitting them to
control the production of crude oil (Public Res, 64, 74th Cong., ch, 781; 490 Stat.,
pp. 939-941), which expires automatically on September 1, 1937, unless extended
by the present Congress.

THE CONNALLY BILL

This bill, among the proponents, is referred to generally as the “hot-oil” bill,
It declares that any ofl produced in excess of the “guotas” or “allowables” set
by any State is “contraband” and cannot be shipped in Interstate Commerce,
section 9 (¢) of the National Industrial Recovery Act had the same purpose
but it was declared unconstitutional by the Supreme Court, Elaborate ma-
chinery has been set up by the Federal Government to enforce this statute. It
has placed the Federal Government in the business of aiding the maojor inte-
grated oll companies, the producers of crude oil and the ofl producing States
in curtailing the production of crude oil below market demand, thus holding the
price above ordinary competitive levels and exacting tribute at the expense of
consumers of petroleum. Senator Connally, of Texas, has introduced a bill
(8. 790) in the present Scventy-fifth Congress to make this act permunent.

THHE COLE RESOLUTION

The Cole resolution gave the perinission of Congress to an agreement entered
into by the several States producing oil; with such permission specifically
granted complaint cannot be made that the agreement violates the antftrust
laws. It enables the oil producing States to do about as they wish by agree-
ment—all at the expense of, and to the great detriment of, the majority of the
States in the Union that are consumers of oll. Thege oil-producing States
can resist the production of crude oil below market demand, thus giving them
a leverage to raise the price. 'The States of Texas, Oklahoma, and California
produce &0 percent of the total erude-oil production of the United States. These
three States are the chief beneficiaries. Percentages of produciion among
States are as follows:

State 1038 | 1934 | 1035 ‘ State 1088 | 1034 | 1098
TeXAS e ssvaanincnnnninns| 44D 42.0 30.4 || Michigan....... .9 1.2 LB
Californi, waenone 19,0 19.2 20.9 || Pennsylvania 1.4 16 1.8
Oklabowma._._.000000000 0 2001 10.9 18.6 ﬁﬁknn}fu% - 1.3 L1 11
thera.. e meeeens 3.8 , 4 3
Total, 3 Btates......| 83.0| BL1| 78| h 3
Kansas. 4.8 &1 5.8 Tatal, United
3.8 3.6 5.0 SU0t0Ses anenneees| 100.0 | 100.0 100.0
18| 19 21 P
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" FORECASTS OF MARKHV! DEMAND

The Bureau of Mines of the Department ot the Interior since June 1985 has
been issuing forecasts of market demand for crude oil and refined petroleum
products and recommended production to come from the respective Siates.

To prevent the further issuance of these forecasts Congress shiould immedi-
ately pass legislation providing “that the Department of the Interior shall not
prepure or issue estimates of motor fuel demand and required crude oil produc-
tion in any manner whatsoever.”

These forecasts constitute the third Hnk in the chain of Federal aid to oil
monopoly.,

WHO PROFITS?

Who were the proponents of these laws? They Included the major intergrated
oil comipanies, the oil producers, and the oil-producing States. The beneticiaries
are this same group, and the consumer pays the bill

Both Inws were sponsored and their ennctment urged by groups that expected
to and pow do benefit from their passage, They enable these groups to hold
production of crude ofl below market demand and thus exact a higher price
than competition would otherwise provide,

WIIO HERVES BEST?

This favoring of the production division of the oil industry with poxitive
control of crude-ofl production permitted by existing Federal laws makes it
imposstble for independent operators to compete in the' marketing divisions
of the industry because they are compelled to buy at these regulated prices
and yet to seil on an open competitiva market, competing with the integrated
companies who are frequently marketing at a loss and using the excess profits
in production, pipe line, and refining to absorb that loss.

The independent marketers have always marketed a large majority of petro-
leum products hecause they can market with less cost than the integrated
companies. The unfair advantage enjoyed by integrated companiey under
existing Federal lIaw is making it possible for the lurge oil companies to unethi-
cally “squeeze” many independent marketers out of business, If thig sifunation
be continued the public will lose the good faithful competitive service of the
independents and ultimately will pay still heavier tribute to the ofl barons.
The fndependent markets can render better service at the same cost or the
snme service at a lower cost than the major oil companies can do, provided
the rules of the game are fair and he has an opportunity to huy his supplles
in a true competitive ‘market instead of the present controlled source of
supply.

AN OPEN MARKET FOR OIL

Competition s the antithesis of monopoly—both cannot survive, Competi-
tion, meaning an open market in the oil industry, is well nigh impossible so long
as th(“!(‘ two statutes and the fssuance of forecasts of market demand continue,
In fatrness to the public they should be promptly repealed.

It is time also to seriously consider immediate repeal of the tariff of 214 cents
per gallon on gasoline and 1, cent per gallon on crude oil, This tariff was
smuggled through Congress as a rider to the Revenue Act of 1932 (sec. 601-C-4)
at the instance of the same group who advocated the Connally hot-oil bill and
the Cole resolution permitting “State compacts”, all of which was done incon-
gistently under the pretext of conservation of natural resources. And now that
the tariff is about to expire Congressman Sanders of Texas has introduced a
bill (II. R. 88) in the present Seventy-fifth Congress to not only continue this
tariff, but, if you plense, to increase it. The ofl Industry of this country is the
oldest and biggest in the world. Tt dees not need and should not ask tariff
protection. In 1933 world production of crude ofl was as follows:

Barrels
United States . 093, ™2, 000
All other countries ’ 048, 668, 000

Total world production 1, 642, 608, 000
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BNFORCEMENT OF ANTITHUST LAWS

The shocking revelations of a Federal grand jury at Madison, Wis.,, during
1986 (in four indictments involving most of the major oll companies) show how
necessary it is thut the antitrust laws be enforced. If you have not read these
indictments you should get copies promptly and read them. The Department
of Justice numbers on these cases are nos. 11296, 11342, 11864, and 113605,

To enforce the antitrust laws it is quite apparent that the Antirmst’ Division
in the Department of Justice must have at its command a suficient legal staff to
adequately handle the problem.

If the disclosures made before the Iederal grand jury at Madison, Wis,, ave
typical of what has been going on elsewhere in the United States, enforc ~emont of
the antitiust laws in the oil industry becomes a large enough problem to utilize
the entirve staff of the present Antitrust Division. To do this would leave other
small industry at the mercy of predatory monopolistie concerns, Hence an
adequate appropriation by Congress for the Antitrust Division of the Depart-
ment of Justice {3 essential.

DIVORCEMENT OF PIPE LINES

_As l(img ago as 1904 Ida M, Tarbell, in her famous history of Standard OQil
Co., said:

“In spite of the Interstate Commerce Cominission, the crucial question is still
a transportation question. Until the people of the United States have solved the
question of free and equal transportation it is ideal to suppose they will not have
a trust question, * * * That our first tagk I8 to secure free and cqual trans-
portation privileges by rail, pipe, and waterway is evident. It i8 not an eusy
matter. It is one which may require operations which will seem severe; the
whole gystem of discrimination has been nothing but violence, and those who
have profited by it cannot complain curing the evils they have wrought bring
hardship in turn on them, At all events, until the transportation matter is set-
tled, and settled right, the monopolistic trust will be with us, a leech on our
pockets, a barrler to our free efforts.”

A few years later Congress enacted legislation (sec. 1, par. 8, of the Interstate
Commerce Act, commonly known as the commoditics clause) which diverced the
railroad companies from the operation of coual mines, timberlands, and any other
commodities which it resold.  There is no reason why, even at this late date,
the C'ongress should not enact a further amendment to the Interstate Commerce
Act divorcing pipe lines and tankers from the ofl companies. Every consumer
of petroleum, in other words every citizen, and voter should contact or write his
two United States Senators and hls Congressman urging them to initiate and/or
support Federal legislation which will accomplish the following purposes:

(@) Repeal of the Connally hot-oil bill (Public, No. 14, 74th Cong., ch. 18;
49 Stat., pp. 30-32) and defeat of 8. 700 in the Seventv-ﬂltlx Congress.

(h) Repeal of the Cole resolution permitting “State compacts” (Puhllc Res.
No. G4, T4th Cong., ch, 781; 49 Stat., pp. 930, 941).

(¢) Withdrawal of Interfor Depariment fl om service to the oil munonol.\.

" (d) Repeal of the tariff of 214 cents per gallon on gasoline and one-half cent
per gallon on erude oil and other prodvcts of crude oil (sec. 601-Ca of Revenue
Act of 1082) and defeat of H. R. 88 in the Seventy-fifth Congress.

(e) Severance of pipe lincs and tankers from control by oil companies,

Form 716A
.\(,nock mmvmwm* 01 Co.,

Mmmi Joy, Pa.

Senator Connarry. Mr, Hill?

STATEMENT OF GEORGE A. HILL, JR., HOUSTON, TEX., IPRI]SIDENT,
HOUSTON OIL CO.

Senator ConnarLy. Give the qwnogmpher your full name, busi-
ness connection, and so on, Mr. Hill.

My, HivL. My name is (xem-ge A Hill, Jr. T am pre«ldent of
the Houston O1l Co., an independent operator. I am a director of
the Independent Petrolenm Association of America and tl\e Mui~
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Continent Oil and Gas Association of Texas, and vice president for
production of the American Petroleum Institute. .

I have taken an active interest to the extent of my limited capac-
ity in the problems of the oil industry. I attended the first meet-
ing of the various oil associations, consisting of about 90 associa-
tions in Chicago, for the promotion of a tentative code of fair com-
petition. At that meeting I was an alternate delegate of the Inde-
pendent Petroleum Association of America. At that meeting there
was elected what was known as the Emergency National Commit-
tee, consisting of 32 members, 26 from the production end of the
business and 26 from other branches, and I happened to be selected
as one of the 26 members of the Emergency National Committee
on Production. :

T attended various proceedings in Washington throughout the for-
mation of the oil cede. I have attended from year to year the
various meetings of the oil associations and happened to be a mem-
ber of the committee that made the original recommendation for an
interstate oil compact and for the regulation by the Congress of the
interstate shipment of oil produced in violation of State law.

I have taken a modest part in'the formulation, as far as the indus-
try is concerned, of the conservation laws of the various States.

It has beén my judgment and experience that no successful effort
at State conservation can be accomplished, first, without adequate
conservation laws within the State. : C _—

Second, the cooperative effort of the oil-producing States in a
compact such as we now have in the interstate oil compact authority.

Third, that State enforcement of conservation laws cannot have
p}'latlztical accomplishment without such a law as the Connally hot-
oil law. ‘

I think that these three species of legislation permit the State gov-
ernment within the exercise of its exclusive powers, to regulate
production, .

Second, under the Constitution, the oil-producing States can then
confer and cooperate in the enforcement of conservation laws,

Third, the Irederal Government can, in the exercise of its ex-
clusive powers, aid in prohibiting the shipment in interstate com-
merce oP oil or product in violation of State law.

I think that these laws have proven to be salutary and beneficial
and are all that I think that is required in the way of enforcement
of conservation, - ’ ' ‘ o

I would not have the temerity to appear before the chairman of
this committee and assert that my own judgment or experience was

‘of any special value, but I have had occasion to contact bundreds

and even thousands of independent as well as large producers, re-
finers, and marketers, and I think that I reflect in my testimony the
overwhelming consensus of opinion of thousands of those engaged
in the business with whom:I have been privileged to confer upon
this subject.

'Senator Conxarvy. May I interrupt you, Mr, Hill. - Is your com-
pany a major, independent, or what¢ - N

Mr. Hir. It is an independént company, strictly' independent.
Our production, which is about 10,000 barrels a day of oil, is sold:
primarily to independent refiners. I can give the nameés of thein if
it were necessary or if the committee desires. .
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Senator Connarry. If you have it convenient, we would he glad
to publigh the list. - :

r. Ho, 'We sell Jight erude to the Crown Central Bgfining Co.;
we sell heavy to the Corpus Christi Refining Co.; the Pettis, Re-
fugio, and such independent refiners as the Phoenix Refining Co.,
and the Cooper Petroleum Co., and various others who purchase in
small tank-car shipments, We sell cargo lots to various purchasers
and it depends upon who the purchaser is who offers to buy and the
price he offers to pay., In recent months I have sold cargo ship-
wents to Belgium refiners, I'rench refiners, and Italian rvefiners, all
of them independent, as far as I know, and in the open market, based
entirely upon the offers that are made for our crude irom time to
time. In every aspect that the term “independent” coiild be ap-
plied, I think my company is independent. It certainly is inde-
pendently owned and managed, and most of its business relations
are with those who classify themselves as independents,

. I had thought it might be of some interest to the committee to

‘give somo statistical information about the enforcement of this act

and how it api)]ies to the other Jaws that bave been under discussion
here, and if the committee thinks that would be of aid, I will be
very glad to give that.

enator ConnaLLy. We will be very glad to have it, Mr. Hill,

Mr. Hirr. The revised Connally Act (?’ublic, No, 14, 74th Cong., S,
1190) was enacted in its present form by the Seventy-fourth Con-
gress and approved February 22, 1935, This enactment came as
the result of a court decision ren(iering a prior similar act invalid,

Pursuant to its provisions, the Hon. Harold L. Ickes, Secretary

of the Inierior, was, on the 28th day of February 1935, designated
by the President of the United States to act as his agent in execut~
ing all of the powers and functions vested in the President by the
act, under which authority the Secretary of the Interior, on March
1, 1935, by executive order, designated the counties of éregg, Up-
shur, Smith, Rusk, and that part of Cherokes County covered by
the éantos Coy, Pratt, and Dikes surveys, to be known as the east
Texas field and constituted it as a “designated area” within the
purview of the Connally Act and his prior executive order setting
up_regulations under the act. There was created, in the sume
order, a board to be known as the Federal Tender Board No. 1,
with its principal office at Kiigore, Tex., and with jurisdiction to
issue certificates of clearance, or tenders, for the movement of
petroleum and its products originating in said area.
. Subsequently, on April 25, 1935, the Secretary of the Interior
issued his executive order creating the Federal Petroleum Agency
No. 1 to exercise all duties and functions pertaining or incidental
to investigations provided for by prior order and requiring that
all a:ipplica‘tlons for tenders be subinitted to the agency before being
acte u%on by the Tender Board.

The Federal Tender Board No, 1 end the Federal Petroleum
Agency No. 1 are jointly churﬁed with the responsibility of carryin
into effect the provisions of the Connally Act, the main purpose o
which. is to prevent the movement in interstate commerce ofp otro-
leum and its products which is produced, transported, or withdrawn
from storage in excess of the amounts permitted under the laws of
any State or any rule, regulation, or order of any State board,



124 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

bureau, commission, or officer. As a legal aid in administration of
the act, a special assistant to the Attorney General of the United
States hasAeen designated as adviser to the Tender Board and
Petroleum Agency conducting both eriminal and civil prosecutions.

Section 6 0% the Connally Act reads as follows:

Any person knowingly violating any provision of this Act or any regalntion
preseribed thereunder shall, upon conviction, be punished by fine of not to
exceed $2,000 or by jmprisonment for not to exceed six months, or by both
such fine and imprisomment,

Since the effective date of the act, to wit, February 22, 1935, the
records of the special assistant to the Attorney General reveal that
220 crviminal cases have arisen under the provision above quoted. Of
this number, 176 have been disposed of, all of which resulted in
convictions, with 44 now pending.

At the time of the preparation of this statement the Federal
Court for the Xastern District of Texas had not been in session,
and T notice from the press a number of convictions were had by

Judge Bryan under this law within the last 8 or 4 days, which -

would increase the number of convictions and decrense the number
now pending.

In some of the criminal cases, where more than one complaint
was pending against the same defendant, convictions have been had
on one complaint and the other or others dismissed, but no instance
is found w{xere an acquittal has been secired against the United
States Government. )

The civil actions arising under the act are those provided for in
section 5 (c¢), wherein a review of an onvder of the Tender Board
denying an application for tender is permitted to be had in the
United States district court for the district wherein the Board is
sitting. ‘ ‘

Under such provision of the act, 26 civil actions have arisen, in
24 of which the action of the Tender Board has been sustained. Of
the remaining two civil cases, one was decided against the Board
and one is still pending. .

In numerous instances the Board has exercised its authority to
seek and obtain injunctive relief against the movement of oil and
products produced or manufactured in excess of State allowable, and
likewise, in all but one instance, has suecessfully defended its posi-
tion when injunctive relief was sought against the Tender Board by
parties undertaking to move oil and/or products. In most of these
cases no proceedings were had beyond the United States district
ourt, but in at least two such cases the validity of the Connally Act
was_expressly upheld, namely Zast Tewas Refining Co. v. Meyers,
et al., filed April 18, 1985, and the Fast Tewas Refining Co. v. The
Federal T'ender Board No, 1, filed April 26, 1985, The result of these
enses has been Lo define the circumstances under which the Tender
Board can enforce the provisions of the Connally Act by injunction
and the extent to which it can defend its actions when attacked.

At least two cases have been carried to the Cireunit Court of Appeals
for the Fifth Cireuit sitting at Now Orleans, in one of which the
Board’s contention was sustained as well as the validity of the
Connally Act and the injunctive powers of the courts thereunder,

(United States v. Griswold, 82 Fed. (2) 922). In this case Judge

e
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Hutcheson, speaking for the cireuit court of appeals, used the follow-
ing language in his opinion:

.~ I'think it plain that the uct (Connally Act) validly authorizes district courts
(United States district courts), upon allegation and proof that persons are
dealing or about to deal interstate in contraband oil, to enjoin them from
doing so0.

Continuing in the same opinion, Judge Hutcheson expressed the
real purpose and effect of the act as follows:

It takes up where State power ends, and by supplementing State legislation
it makes completely effective. the general will of the people of the State of
Texas, expressed In ity conservation laws,

Where has been a constantly diminishing overproduetion since the
cffective date of the Connally law, commencing in March 1935, when
there was an estimated overproduction of about 88,250 barrels a
day in the east Texas field, and that has constantly diminished from
week to weel and month to month; and the latest estimate that I
have, which was December 21, 1936, it was slightly in excess of 6,000
barvels, ‘

These figures were arrived at in the following mauner: The daily
average allowable connections to all refineries in the.field is deducted
from the daily average of crude oil rm to stills, which represents
one method commonly used in the field to estimate overproduction.
As a further caleulation, the daily average gasoline shipments are
reduced to crude oil, based upon the average refinery gasoline yield
in the field, and from this figure is deducted the daily average allow-
able connections, (he remainder representing an approximation of
overproduetion. The figures above listed represent a mean average
of the two resulls obtained as outlined immediately above.

The increase in estimated overprodnetion during the months of
July, August, and September 1935, is, no doubt, materially influenced
by confiscation proceedings had in the State courts and upon whieh
o1l no tenders were ever granted by the Federal Tender Board.

As explained above, the figures ylerein cited are not presented as
representing, in anywise, exact amounts of overproduction, as it is
impossible to take into account all factors that enter in; but from
the method used and the long period of time covered, they are, no
doubt, sufficiently accuvate to refloct the general trend.

The subject matter of confiscated oil, which here refers to illegal
oil confiscated by the State of Texas pursuant to the provisions of
House bill 581 of the regular session oF the Forty-fourth Legislature
of 1935, is logically considered in connection with the ahove esti-
mations.  Since the effective date of said House bill 581, to wit, May
12, 1935, there has been confiscated and forfeited to the State of
Texas a total of 3,422,784 baryels of oil and/or products, which figure
does not include 159,000 barrels sold February 1, 1937, under con-
fiscation proceedings and from which an appeal has been taken.

Much of this oil had been produced a long time prior to the con-
fiscation act and had been stored in earthen pits or steel storage. Tt
does not represent the overproduction during the period from Feb-
ruary 22, 1985, to date.) This oil, upon being forfeited to the State
and sold, is cleared by the Texas Railvoad Commission and permitted
to move in intrastate commerce, but tenders on all of such oil and/or
products have been consistently denied by the Federal Tendor Board,

125095—-37—B I oo e
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This amount has, therefore, been prevented from moving in inter-
state cominerce by the operations of the Connally Act.

In addition to the criminal and civil cases above outlined, the
special assistant to the Attorney General reports having made 60
additional investigations, of which 40 have been closed and 20 remain
pending. Aside from these investigations, the Iederal Petroleum
Agency operates continually in the investigation of all applications
for tenders that are presented to the Board and all incidental matters
connected therewith. In this connection the Agency now has under
investigation approximately 250 leases on which are located Approxi-
mately 1,000 wells, with the view of ascertaining the eligibility of
such wells to remain on the allowable schodules. As u result of this
type of investigation, a great number of wells have been discovered
as either dead or unable to produce their allowable and reductions
have been made in the tenders granted in accordance with the find-
in%‘s of the Agency.

he Agency is likewise conducting at this time an extensive inves-
tigation of the actual amounts of legul oil on hand and carried on
the records as tenderable balances. Investigations of this type lead
often to the necessity of reducing such ten%lemble balances as they
appear on the operators’ m}mrts and constitutes a necessary correla-
tion between the record information and the actual condition as it
exists on the physical properties.

Now, to show the beneficial effects of the Connally Act in pre-
serving and bringing about actual conservation and the preven-
tion of waste, the effect of the act has been to reduce bottom-hole

ressure from September 1934 to March 1986 only about 57 pounds.

n September 1934 in the east Texas field, it was 1,233; and in De-
cember 1936, 1,175, That shows a very small reduction of bottom-
hole pressure in that period during which a great amount of oil
was produced. Prior to that time, when we did not have the effec-
tive aid of the Federal Government, there was a tremendous loss of
recoverable oil due to the too mpicf depletion of the gas energy in
the sands in that great field,

While T do not attempt to make the statement that the Con-
nally Hot Oil Act exclusively was responsible for these desirable
ends, it was necessarily a vital and requisite law to fit in with the
efforts of all of the States, oil-producing States, to bring about real
conservation and prevention of waste in the public interests and
their efforts could not have been appreciably enforced without the
benefit of this concurrent legislation,

X believe, Mr, Chairman, that covers what I had to say, unless the
chairman has some questions, ‘

Senator Connarvy. I would like to ask you, My, Hill, from the
standpoint of the gasoline buyer or consumer, what are your views
with reference to the general effect of conservation laws and so-
called stabilization of the oil industry$

Mr, Hiur, Well, in the first place, Mr. Chairman, the question of
what is or is not conservation is not ouly a question that arises under
complex and different circumstances in each field, but also in each
producing horizon in each field; and listening to the testimony this
morning, in which there was an effort to point out tliat the Cogually
Act; was an mte%ml part of a greater picture, it occurred to me, and
I do not assert there 1s any merit to my suggestion, that the place for
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complaint is, for the one having such a complaint, to go to the State
regulatory bodies; and if he thinks that production is being too

eatly restrained, a forum exists there for each purchaser to show
that it is restrained beyond what physical waste would require, and
we are a potential buyer and we desire to buy oil in east Texas or in
this or that or the other field, and make the proof, because this act
unquestionably relates only to the enforcement of what State bodies
have, in accordance with State law, determined to be regulation in
restraint of waste. I think it is not only highly important but I
think it is of greater public interest than it is of private interest to

-the owier, I am answering your question the hard way, Senator; I

do not know whether I am giving you an explicit answer or not.

Senator ConNarLy. What;‘fy had in mind was—is the consumer who
buys his gasoline better off or worse off over a long period with a
stabilized industry and control and conserved methods than under
the wasteful system of flush production and recession?

Mr. Hir, He is infinitely better off, without question, because that
is one place where statistics are not deceitful. 'We have a constantly
diminishing price of gasoline to the consnmer, even bearing the load
of enormous taxes, and at the same time, the price of production, the
cost of labor, and the cost of materials has progressively increased.
To my mind, that is proof of the fact that all of these conservation
and stabilization efforts bring about a saving to and a greater econ-
omy for the ultimate consumer or buyer of gasoline.

Senator ConnNarry. What, if any, effect, from your observation and
experience, has been the potential increase ini the reserve in the ground

. by.reason.of gonservation? Of course, the amount of reserve is fixed,

but I mean the recoverable amount of those reserves?

Mr, Hiun, It is easily demonstrable that the amount of oil that you
can get from a pool under conservation practices that exist at this
time is tremendously in excess of that recoverable before conserva-
tion was put into effect and enforced. That, of course, is in the
public intorest as far as the consuming public 1s concerned, and also
in the interest of national defense, and also restrained production and”
the development of these reserves puts the purchaser in a position
to have a very great expansion where national defense should
require it.

Senator Connarry, I want to ask you, Mr. Hill, as a producer of
crude and oil, from your experience and observation in the Texag oil
fields, is there, or not, a free, open market for gasoline, either at the
wholesale market for crude or at the refineries—can anybody buy at
the quoted prices? :

Mr. Hirx. Yes, sir; that is my judgment.

Senator Connairy. Have you ever had occasion (o observe any-
thing to the contrary? '

Mr. Hirr, No, sir,

Senator Connarry. In the sales of your crude products I believe
you named a lot of independent companies to whow you sold; do
you male any discrimination as to whom you sell, provided the price
18 satisfactory? : S ‘

Mr. Hin. None whatsoever; it is a day-to-day transaction with
us, except where we are covered by a coutract; and, being an inde-
pendent operator and an. independent producer, I may have some
slight leaning toward an independent buyer; but, in the last-analysis,
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it is a question of price, financial responsibility, and ordinary busi-
ness transactions,

Senator ConnarLy. Is there usnally in an oil-producing area—an
oil field-—is there from day to day usually a definite price level of
gasoline, crude oil, and other oil byproducts—n standard price?

Mr, Hrwn, Yes, siv; there are posted prices, and sometimes buyers
will pay & premium.  But to give you an illustration, my Iast Texas
crude-oil production is sold to the Crown Central Refining Co.
They do not have any pipe line to the east Texas ficld but use the
Houston Ship Tunnel, ’i‘huy tender that to a pipe-line company,
and it transports that oil for them at the tariff on file with the-
Railroad Commission of Texas, Their transportation charge is rveg-
ulated by the Railroand Commission of Texas, and it is received there
from my tanks for the account of the buyer and delivered to him at
a terminnl for his account, He pays the transportation charge; I
have nothing to do with it, I se*l oil in Refugio. I have no pipe
line to Corpus Christi. I sell it to a Belgian, and I sell it f. 0. b
pipe line at Refugio; I deliver to a pipe-line company there, and they
deliver it over their docks to a designated tanker at seaport. That
is the ordinary way in which that sort of business is transacted.

Senator Connvarry. Under the laws of Texas and under the ad-
ministration of the railroad commission, are all pipe lines conunon
carriers?

Mr. Hicr, It has always been my understanding. As a lawyer I
always so considered it when I practiced law, and T have always so
considered it as an oil operator.

Senator CoNNaLLY. As a matter of practice, do or do not the pipe
lines, in the cases that you have instanced, accept oil from people
who are not a part of their company and transport it for the shipper
and charge the regular rate allowed by the railroad commission? -

Mr. Hirr. Yes; and many of them are very active in the solicita-
tion of that business. A great part of their revenue comes from
trausportation of other people’s oil or the pipe-line tacilf fixed by
the railroad commission. I have never heard that refuted before
in my presence.

Senator CoNnarLy. You have never heard it denied.

Mr. Hitn, T will accept the correction; I have never heard it
denied before.

Senator Connarry. Is there anything else you want to say, Mr.
Hili? g

Mr. Hiun., No, sir. .

Senator Connarry. We are very glad to have had you come, Mur.
Hill.

Mr. Hivr. Thauk you.

Senator CoNnarry. It is my disposition to adjourn these hearings
until tomorrow unless there is some gentleman from out of town
who cannot be here tomorrow. _

Myr. Decker. Mr. Chairman, I have a brief which I can leave with
you; I can finish before 1 o’clock.

Senator Connarry. All vight. We will take your brief and hear
you, too. ’

Mr, Drexer. I will have to get back to Michigan and start shovel-
ing snow, I am really substituting in this matter for another. .
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Senator Connarry. Is this statement you want to read the brief
you want to file?

Mr. Droxer. If you arve crowded for time you can just file it.

Senator ConnNarny, We will put it in the record, and we can hear
you if you want to say anything.

Mr. Decxer. I did not prepare this and I am substituting for
another person.
- Senator Covwarry. Will you give your full name and connec-
tion, and so forth, to the stenographer. :

STATEMENT OF R. E. DECKER, PLYMOUTH ISLE, DETROIT, MICH.,
REPRESENTING DIXIE INTERSTATE

Mr, Decker. My name is R. E. Decker, and I represent the Dixie
Interstate.

I can say briefly the Dixie organization comprises independent
marketers 1 10 States, and we are only interested in this bill so
far as it affects marketing. I believe, from hearing the statements,
and personally I feel, if we are going to have Government control,
whether Federal or State, we shonld have it all of the way from
the ground to the consumer.

As far as production, I know nothing about production or re-
fining and very little about transportation, I do feel T know some-
thing about marketing, but evidently it does not come under this
act,

Senator Cownwarny. This bill only touches transportation inter-
state of oil or products which have been produced in violation of
State law, -

My, Droxxr. We are only interested in it as it affects marketing,
and I feel personally if there is going to be Government control it
should be all of the way, and I believe we will have some fair-trade
bills in Michigan affecting marketing.

Senator Connarry., Do you have any difficulty in buying gasoline
or oil products in the open market at the same price t%alt other
people buy them?

r. Decxer. We are marketing at full price, and ethylized gaso-
line. I do not believe that is offered on the open market, because
anyons who markets it must have a franchise from the Ethyl Cor-
poration,

Senator Connarry. That is treated with some particular patented
process

Mr. Decken, Yes,

Senator ConnarLy. And anyone who handles that has to get a
license from the patent holder )

Mr, Decxrr. Yes, sir,

Senator Conyacry, Do you deal in ordinary gasoline?

Mvr. Decker. Noj; we do not,

Senator Conwarry. We will be glad to hear anything else you
have to say.

Mr, Drcken. T have only this brief. I appreciat: the opportunity
of presenting it at this time. I am not here to argue about produc:
tion, bucause I am not qualified, but I have learned a lot here this
morning. : ‘ . T
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- Senator Connarvy, This is a free school; there is no charge.
(The brief offered by Mr. Decker is as follows:)

Dixle Interstate is an'assciation of independent oll jobbers operating in 10
States. 1t numbers i34 members, located in the States of Michigan, Wiscon-
gin, Illinois, Missourl, Jowa, Kansay, Nebraska, Colorado, Oklahoma, and
Texas. In each of these States there Is a State organization, and these organ-
jzations, In turn, head up through their representatives into Dixie Interstate.
A list of the jobbers is attached as an exhibit,

This group of independent marketers distributes over 100,000 000 gallons of
gasoline, annually and also sell motor oil, batteries, tires, and other such mer-
chandise usually sold by petroleum marketers. These goods are sold under the
trade name Dixie, and the merchandise sold must be equal to the best available
{0 the public. It is pot a cut-price organization. Each member owns his own
business and operates it to suit himself, except that he has to comply with
the requirements as to specifications on all articles sold under the Dixic brand.
Compared to the so-calied major oil companies, all Dixie jobbers must be
deseribed ay “small business” men,

This group oppose the enactment of Scnate bill 790, because the effect of this
act is to make permanent what was origiually emergency legislation designed
to be used in connectlou with the Natlonal Industrinl Recovery Act. That act
has been unenforceable for nearly 2 years, but the Connally Act, like the human
tonsil and appendix, has remalned to give trouble instead of serving any useful
purpose. The act will expire by its own limitation on June 16, 1037, Senate
bill 780 proposes to continue it, and Dixie Interstate opposes its continuation
for the following reasons:

First. The Connally Act in operation has enabled the major integrated ofl
companics to control ut the source the production of ¢oil. The main reason for
the present plan of proration of produaction is not go much the conservation of
natural resources as to maintain the price of crude oil.

Instead of letting the laws of supply and demand regulate the production of

ofl, an attempt iy made to limit production below the natural demand, thereby
maintaining a price based on scareity. The consumer, of course, pays the bill.
. The Hmitation on the free production of oil enables integrated major com-
panies, through their control of pipe lines, to more easily “corner the market”,
and they have largely done so. The Department of Justice has just secured
the indictment of nrumy of these companies in the district court at Madison,
Wig., for nulawfully combining to do just that.
.-One of the main defenses of those indicted will be that Secretary Ickes en-
couraged the companies to follow the practices for which they are now indicted.
There is apparently a considerable difference of opinion between the depart-
ments of the Federnl Government, It is clear that one of two courses should
be followed. The oil business, from production to ultimate consumption, should
be fully regulated, or the oil business should be left entirely alone. There
should be a free market all the way from the oil well to the consumer's gas
tank, or there should be regulation not only in production, but in refining, trans-
portation, and marketing. Such bills as the Connally Act, which try to control
production ' but leave marketing uriregulated, afford the major integrated
companies, engaged in all briches of the oil business, an opportunity to choke
off competitors engaged in only one branch.’ The effect of such regulation is to
compel independent marketers, such as the jobbers composing the Dixie group,
to buy in a controlled market, while they have to scll in an open market and
in competition with the very people from whom they are compelled to secure
& supply of merchandise. It has resulted in many insiances in the loss by
independent marketers of their entire busincess, because they were unable to
secure A source of supply. This state of affairs has not been confined to any
cne gection or loeality. Legislative investigations in States as widely separated
as Michigan, New York, and North Carolina have found practieally the samne
state of affairs to exist. All over the country independent jobbers have been
forced out of business as the resnlt of the control of production.

If no one engaged in one branch of the oil business was permitted
to engnge in any other branch of the industry, the only effect of the
limitation of production might be the maintenance of an arbitrarily
high price for crude oil. "The consumer would pay the bill, as
always, where artificial prices are maintained. Under the present

v

conditions, continuation of the Connally Act and similar legislation
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designed to control production will have the effect of driving out of
business all independent marketers of petroleum products. The job-
bers which compose Dixie Interstate, therefore, oppose the enactment

of Senate bill 790,
(Mr, Decker subsequently submitted the following :)

RuporT OF 7THE JOINT TraistAtivie CoMMUrTie CREATFD AND HMPOWERED TO
INvesTIaaTs PETROLEUM MARKEIING PRACIICES IN MICHIGAN

To the leglslative council of the Legislature of the State of Michigan:
Pursuant to Senate Concurrent Resolutions Nos. 18 and 30 of the regular
gession of 1985, there is herewlith respectfully submitted the report of the joint
legislative committee created and empowered to investigate petroleum marketing
practices in Michigan.
On motlon of Mr. Callaghan the report was ordered printed in the journal,
Following is the report: '
. By virtue of Senate Concurrent Resolutions Nos, 13 and 30, adopted at the
1935 session of the Michigan Legislature and set forth below, there was created
u joint legislative committce to Investigate alleged monopolistic and unfair trade
practices by the major oit companies operating in Michigan. The resolutions
follow :

SENATE CONCURRENT RESOLUTION NO. 13--A CONCURRENT RUSOLUTION AUTHORIZING
AN INVESTIGATION OF CONDITIONS CONFRONTING THE INDEPENDENT OIL JOBBERS OF
MIOHIGAN .

Whereas there are in the State of Michigan more than 800 independent con-
cerny engaged in the marketing of petroleum products; and

Whereas said concerns reguinrly employ between 55,000 and 65,000 residents
of Michigan; and :

Whereas sald concerns have in Michigan a capital investment of between
$25,000,000 and $35,000,000; and

Whercas said concerns opernte almost exclusively in Michigan and comprise
distinctly a Michigan industry; and

‘Whereas one of the sald concerns is the Farm Bureau Service Corporation,
which alone serves more than 15,000 Michigan farmers; and
" Whereas the virtual suspension of Federal antitrust laws under the National
Reccvery nnd associated acts, largely removed restraints on monopoly; and

Whereas codes of so-called failr competition affecting the petroleum industry
are alleged {o have been admiuistered by speelal interests within the industry
lts(cilf in such manner as to encourage and restore vicious monopolistic practices;
an ) ot

Wherens certaln major and integrated companies of the petroleum industry,
which companies control practically all of the operations from drilling to gas
gtation, are alleged to have been enabled to employ sald monopolistic practices
in an cffort to destroy independent competition; and -

Wherens beenuse of such practices the above Michigan independent concerns
are sald to now face a situation which, if not corrected, may mean thetr eventual
abandonment; and '
© Whereas such abandonment would—

() Tringing about the destrnction of an essential Michigan industry;

(b) Tmperial the welfare of all of the citizens of Michigan because of the
probability of increased retail prices of gasoline: Now, therefore be it

Resolved by the senate (the house of representatives noncurring), That a joint
legislative commitiee, consisting of three members of the senate and four mem-
bers of the house of representatives, apoinied by the president and the speaker,
respectively, be authorized to examine into the aforesaid to the end that it may
be determined whether or not additional legislation is needed to protect the public
fnterest; and be it further '

Resolved, That said committee be given full power and aunthority to subpona
witnesses, administer oaths, and to examine any and all persons, records, and
documents deemed proper by said committee, and to ineur any necessary ex.
penses, inctuding those of witness fees, connsel feew, anditing and sieno-
graphic servieds in making such investigation, such expenses not. to execepd a

total of $5,000, the sume Lo he pnid out of the general fund: of ‘the ‘State,
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pot otherwise approprinted, upon itemized vonchers, duly certified by the presi-
dent of the Senate and the speaker of the house of representatives; and be it
furiher '

Resolved, That said committee report its findings to ihis legislature as
speedily as possible.

SENATE CONCURRENT RESOLUTION NO. 30—\ CONCURRENT RESOLUTION
AUPPLEMENTING S8ENATE CONCURRENT RESOLUTION NO. 13

Whereas Senate Concurrent Resolution No. 13, adopted by the senate and the
honse of representatives, provides for an approprintion from the general fund
of $5,000; and

Whereas a guestion has arigen as to the interpretation of the following lan-
gunage used in the concurrent resolution: “The same to be pald out of the
general fund of the State; not otherwise approprinted”; and

Whereas the interpretation of the above language Is apt to jeopardize the
effectiveness of the functioning of the committee appointed by virtue of Scnate
Concurrent Resolution No. 13: Therefore, be it

Resolved by the senate (the house of representatives concurring), That the
expense of said committee, functioning under Senate Concurrent Resolution No.
18, to the extent of $5,000, be paid from the legislative appropriation, one-half,
ay nenr as may be, by the senate, and oune-half, as near as may be, by the
honse of representatives, unless otherwise provided for,

The committee appointed under said resolution was as follows: Ambrose G.
Bushnell, representative; Fred J. Houseman, represeniative; Walter B. Remer,
representative ; George I, Teachout, representative; larl ' W. Munshaw, senator ;
Leon D, Case, senator; Joseph A, Baldwin, senator,

Senator Baldwin wax named chairman. At the request of the committee, Hon.
Harry 8. Toy, then attorney general, assigned Assistant Atftorhey General
Gordon K, Tappas as legal counsel. The committee deems it not inappropriate
to register its appreciation of Mr, Tappan’s valuable assistance and cooperation.

The committee commenced the taking of testimony on June 4, 1935, and con-
tinned until March 27, 1036. Public bearings were held in the senate chamber
at Lansing, and at Clare, Mount Pleasant, Albion, and Detroit, Mich. Approxi-
mately 50 witnesses were heard, 141 exhibits examined, and more than 2,000
pag‘és of testimony taken.

Throughout its proceedings the committee recognized Hon. Hazen 8. Hately,
attorney, asg spokesmon for the complainant jobbers.  Also in attendance upon
practically all of the hearings was Hon. Buell ¥, Jones, general attorney for
the Standard Oil Co. of Indiana. Both of these gentlemen were frecly per-
mitted to question witnesses and enter objections and statements in the record.
From the outset, the conimitiee, conceiving the inquiry to be informative
rather than judlcial In character, exereised liberal latitude in the calling of
witnesses and receiving their testimony,

.. Wor the sake of clarity in considering the charges, some of the terms used
herein are defined as follows:

“Jobber” is one who buys In tank-car lots frows the refiner and resells to the
dealer; in other words, a wholesaler.

“Dealer” is one who purchases at wholesale and sells direct to the consumer
at the service station; in oither words, a retailer.

“Major” refers to any firm or corporation engaged, either divectly or through
subsidiarics, in more than one of the four principal divisions of the petroleum
Industry ; namely, production, transportation, refining, and marketing.

“Independent” includes those who are engaged {n only one of the principai
divisions of the petroleum industry,

“Spot or cash market” represents sales of gasoline and refined oil made each
day in tank-car lots on the open market, including the price paid and received.

“Group 8” I8 a rail freight term utilized to designate a refining territory, rates
from which to a large consuming section arc the same for all points, It
conslsts of a substantial portion of Oklahowma, including Tulsa and other ad-
Jacent cities, where more than 40 reflneries are loeated.

“Third grade”, “regular”, “premium”, refer to the three grades of gasoline
sold to the public at retaill. “Third grade” bas an octane (antiknock) rating
of less than 63; “regular” an octane rating of 63 to 70; and “premium” an
octane rating of 70 or above. “Ethyl gasoline” indicates a gasofine which has
added to it a patented product known as tetraethyl lend, the addition of which
increases the octane rating. . .
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“Normal price” is the price ot which each marketer offers its product for
sale throughout its marketing avea, as distinguished from a subnormal, ab-
normal, or local price made to meet competitive prices or other conditions out
of the ordinary. .

The charges made in the course of the investigation may be summarized as
follows :

1. That an agreement or understanding existed among the major marketers
in Michigan, fixing the retall price of gnsoline,

2. That an agreement or understanding existed among the major companies
marketing in Michigan, fixing the marging allowed to jobbers. .

3. That an agreement or understanding existed among the major marketers
in Michigan, fixing the discounts allowed to dealers.

4, Thait certain so-called independent retailers, and particutarly the Sunny
Service Oil Corporation of Detroit, were being used by the major compunios, to
instigate price wars,

5. That the quotations of the Chicago Journal of Commerce and Platt's Oil-
gram did not truly reflect the spot-cash market for gasoline; and that these
publications ave controlled ov influenced by the major compunies.

¢. That independent jobbers can market gasoline more efficiently than the
major eompanics, and, therefore, the majors should withdraw from that
branch, so that savings may be passed on to the consumers,

7. That majors sabsidize their marketiug operation by profits from other
operations, particularly pipe lines. .

8. That bids submitted by majors to municlpalities were identicul and the
result of prior agrcement or understunding. .

9. That the application of the group 3 freight rate to all gasoline shipments to
all points of destinution in Michigun, regardless of point of origin, is comparabie
to the “Pittsburgh-plus-system” in the steel industry and an unfair trade practice.

10. That so-called group 8 cash gasoline prices (spot market price) have been
urtificial, due to the purchase of distress gasoline by prior ggreement among the
mejors.

11. That the Code of Fair Competition for the Petroleum Industry, which
found its inception in the National Industrial Recovery Act, was adwministered by
the majors in such a manner as to encourage and restore monopollstic practices
and was used as an excuxe to violute State and Iederal antitrust statutes,

12. That the majors used the statutory monvpoly of the Ethyl Gus Corporation
in such a way as to constitute an unfaly trade practice and to the injury of the
independents.,

13, 'That, by virtue of a community of interest of svteckholders and an inter-
locking of directorates, the Rockefeller interests control and direct the activities
of practically all major oil companies.

14, That the majors have upon occasion, nnd particularly in the case of Fisher
Industries, Inc., Detroit, Mich.,, by concerted action, accomplished the drying
up of the source of supply of certain independents.

15. That the majors have maintained, by appointment, o system of espionage
for the purpose of securing information as to the sources of supply of all inde-
pendent jobbers in Michigan; that such information hus been used by said majors
to dry up the source of supply of price-cutting independents through the means.of
cither influencing the supplying refiners to discontinue such sales or by pur-
chaxing the entire output of such refiners in the event the first method fails,

16. And finnlly that the majors have, by other various and diverse menns, all
of which constitute unfair trade practices and violationy of Stale and ¥ederal
anti-trust laws, entered upon a scheme or plan to elhwminate from the industry
the independents. ,

We do not propose, in this report, to altemipt detalled analyses of the above
charges.  Obviously, it is not the leglslative function to determine guilt or in-
nocence. But certainly it i3 the legislative obligation to take cognizance of con-
ditfons considered {o be inimieal to the publie. welfave, and to correct such
conditions, Insofar as possible, by the recommendations and enacfment of
proper legislation,

Using the courtroom analegy, however, we belleve it entively pertinent to
observe that, without waterial exception, all of the above charges had sufficient
support in the testimony before the committee, “on which to go to the jury.”
They unquestionably total to a sum of unfair competitive practices danger-
ously hostile to the public intevest.

We labor under no illusion that all independents are spotlessly white or thai
cvetry major- is diabolieal. We nre dealing not in personalities, but with a
system.
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The conduct of the majors in the matter of the ndministration of the N. R, A,
code alone is indicative of the disparity existing between them and the inde-
pendents, and was an importani factor in bringing about the plea for an
investigation. '

It must be conceded that while the independents had ostensible representa-
tion therein, the administration of the Code of Fair Competition for the Pe-
trolenm Industry rested decisively in the hands of the majors. Yet the most
significant section of all was disregarded to the great detriment of the inde-
pendents, This was the section relating to segregation, requiring each division
otl tlil((l)l industry to stand on its own feet without the artificial respiration of
subsidies,

The fault was not with the code—as drawn it was gencrally regarded as a
good instrument—but with its application.

The *‘split” jobbers contract was the other immediate factor which directly
influenced the plea for an investigation,

Up to 1931 most of the jobbers’ contracts had been guaranteed marginal con-
tracts. In 1931 the so-called Mideontinent plan, concelved and promoted by
the mafors, brought into being the split feature. The apparent purpose of the
plan was to force the jobbers to share losses in the event of price wars, The
ultimate effect was a marked lessening in operating mavgin to the independent
jobbers, who had no source of subsidy. The margins many times became less
than 1 cent a gallon and it is virtually impossible for an independent Jobber
to remain in business under that muargin,

When the independent jobhers of Michigan petitioned the legislature for the
investigation made by your committee, they were thus faced with an intolerable
situation—that of being grudually forced out of business in one of the priveipal
divisions of an industry known to be profitable from the standpoint of its ag-
gregate operations; and, being forced out, not because of inefliciency, not be-
cause of expired usefulness, but by reason of concerted action on the part of
major competitors holding an advantage and emnloying that advantage unfairly.

The advantage referred to is that of integration—controlling all of the
operations of the industry, whereby a long profit cun be tasen i one division
to cover losses In another, where prices and marging are utilized to eliminate
the independents, who operate in only one diviston and must rise or fuli on
their effurts in that division alone.

Had petroleum marketing conditions which prevailed in Michigan at the time
this investigation was authorzed, continued without abatement, we are con-
vinced many independent jobbers would by now be faced with the alternntive
ot either selling out to the majors or abandoning their businesses to lquidaticn
"his eventuahity would have meant the destruction of the last barvier of com-
petitive protection between the public and unbridled exploitation by the majors,
whose present degree of dominance is a huzard to fair prices and ivdividual
enterprise, .

During the course of this investigation someone was heard to remark, “why
try to save the independents—they’re on the way out. In 10 years they'll all
be gone anyway.” This sttitude is casily identified as the well-known dcetrine
of the “survival of the flitest.”” But to be applicable to the matter at hand,
“mightiest” should replace the word “fittest”, for the independent jobbers have
demionstraied their ability to market more efliciently and more cheaply thun
the majors,

At this polut we take the liberty of digressing, for ufter all, these problems
are not peculiar to the oil industry alone.

The past decade has witnessed the abrupt decline of Individual business
establishinents and the elimination of a great number of individual enterprisers.
It may be conceded that this development has been to some extent inevitablo
and in some degree desirable, But there s “envugh” of everything and we
venture the centemplation that the American commercinl structure hay reached
the saturation point in integration.

The monopolistic trend in American business constifutes a grave thrent to

cconomle stability, and more fmportant, to the assurances of {rue democracy.
Wl’hlen ma;;opuly can no longer increase profits by ingenuity, it resorts to the
night stick,
" What does Michigan intend to do about it? Iairly eanrly in the investigation
it beeame clear to your committee that one State, acting alone, or even a group
of States, acting along the same lines, could not possibly hope to cope with the
problem. The ramifications of the ofl business are, geographically and other-
wise, 5o extensive ag to demand attentlon by the Federal Government,
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The committee, therefore, golicited and secured the cooperation of the De-
partment of Justice at Washington, The result was the calling of s Wederal

. grand jury-in Madieon, Wis. Subsequent developments are well known, ~ Your

committee commends the officials of the United States Government for their
vigilance in this connection. It should inspire Michigan to supplement national
action by appropriate State activity.

We feel there is something vital that Michigan can and should do. The
recommendations which follow are bascd on two major considerations:

(1) The conviction that the present Michigan antitrust and price-diserimi-
nation acts are broad enough to afford a substantinl measure of relief if an
approach can be opened to the businessman of modest means, and he, after all,
is the one whom these laws are designed to protect.

(2) The fecling that the best foundation for new laws would be a perfod of
experience in fullest enforcement of the present acts.

To achiove these purposes, we propose:

A Michigan Xair Trade Commission composed of three members, appointed
by the Governor, by aud with the advice and consent of the senate, for terms
of 3 years each, following the appointment of the first commission for 1, 2,
and 8 years, respectively; not more than two members of sald commlgsion
to be of the snme political party, they to be chosen for their ability and faiv-
nesy and not on the basis of politieal preferment,

This commission shall be charged with three distinet duties:

(1) To enforce the present antitrust and price-discrimination laws,

(2) To study the fair-trade laws of other States, and of the United States.

(3) After 1 year of such experience and study, to make formal recommenda-
tions to the Governor and the legislature, respecting amendiments to existing
Jlaws and the enactment of additional statutes, where deemed necessary to
protect all clagses of business from unfair practices,

To assist in dischargmg the first duty, the said commigsion should be given
stututory authority to receive complainty, require answers, jssue subpenas,
nhold hearings, and make orders, in the manner of the Federal Trade Com-
mission; said orders to be reviewable by the supreme court of the State of
Michigan.  Any corporation, firm, or individual lcensed to do business in
Michigan under any law thereof, including the Corporation Code and the Sales
Tax Act, should be denied such right or to have such right suspended upon
failure to comply with said orders.

To assist in discharging the second duty, sald commissfon should be per-
mitted to hire, in addition to the pecessary administrative assistants regu'arly
employed, a special secretary for 1 year, whose efforts will be devoted to
the ecmpilation of information related to the study provided for in no. 2. :

At a session of the committee held in Xansing on December 29, 1936, the
above report was approved aud adopted by a vote of all the members of said
commil(tee, with this reservation;

Senator Karl W. Munshaw stated; “I camnot subscribed to all statements
made in the committee report, but I do approve the recommendations.”

In addition to all of the foregeing, there is another important matter which
oecupied a considerable portion of the committee’s reflections. This s the
propoga! to amend the chain-store license law by removing thercfrom the
exception now grauted fllling stations and bulk plunia.

The majority of the committee see no sound justification for this exception,
but frankly withhold a definite recommendation because of the difficulty of
preventing the taxes which would be levied from being passed on to the
consumer of petroleum products, who now bears more than his fair share of
the burden of government,

Respectfully submitted.

Aumprose G, BUSHNELL.

Frenp J. HouSEMAN.

Warter B. REMER.

Geerep Y. TrAcHOUT,

Hart, W. Munsnaw,

Lron D, Casn.

Joseert A, Batowin, Chairmaen,

Senntor CoxnNarny, Is there anyone else who lives out of town,
who can get through in a very short time? L
(No response.) ' coa
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Senator Connaruy. I have a brief from the Wisconsin Petroleum
Association which they have asked to be placed in the record. :
(The brief is as follows:)

STATEMENT oF RoY L. BRECKE, BXFeUTIVE SECRETARY AND LF@ISLATIVE REPRE-
SENTATIVE OF THE WISCONSIN PETROLEUM ASSOCIATION

My appearance here in opposition to the continuance of the Connally bill,
8. 790, ¢ in behalf of the Wisconsin Potroleum Association, a bona-fide organi-
zation of over 395 independent oil jobbers of the State of Wisconsin, An
association organized under the statutes of Wisconsin for the mutual protection
of motorists and independent jobbers.

Living in the States where we believe in the familiar saying of “Live und
iet live", our assoclation must oppose the continuance of the Counally bill, or
else the Hyes of the independent jobbers will be very short.

First, I will not attempt or cannot disenss the workings and the cffects of
the Connally Act as far as producing and refining ave concerned, but only how
it has affected the marketing end of the oil industry for the oil jobbers in
Wisconsin, .

In 1035 the Wisconsin Department of Agriculture and Markets started an
investigation of the alleged unfair practices and schedule of prices of the large
major oil compunics. Hearings were held throughout the State of Wisconsin
and a great deal of evidence was obtained showing the exorbitant cost of 1he
large integrated companies in marketing a gallon ol gasoline at thelr own sta-
tions, disregarding retail prices, and which were fortitled by the large profits
from their production, pipe-line, and refinery operations,

This investigation of the operation of integrated oil companles was followed
by an investigation by the Ilederal Government.

Since the Connally Act went into effect on Fehruary 22, 19383, two Federal
indictments by Federal grand juries in session at Madison, Wis, have seen {it to
indict 21 major oil compunies and 70 individuals on violation of ihe Sherman
Antitrust Act on grounds of having large buying pools among themselves in
conspiracy to control the retail price, which we maintain means foveing the
independent jobbers, who are dependent upon the marketing end only, out of
business, These same independent jobbers are the pillars of their communi-
tles, paying State as well as individual income taxes, contributing to the welfare
of their communities,

The defendants in the TFederal grand jury indictments ave scheduled for
arraignments in Xederal court before Federsl Judge atrick Stone in I’ederal
court in Madison on Mareh 3, and date for trial has been set for June 1.

The Wisconsin Petroleum Association bring before the Senate committee these
facts: Regardless of the Conmally Act, which went into effect ¥Webruary 22,
1035, two Iederal grand juries recently bave found sufficient evidence to grant
Federal indictments, trials on which start June 1,

fherefore, we maintain that the Connally Act has not helped in any way, and
evidence shows that it has hampercd the problems and situations confrenting
the independent marketers.

Briefly, investigations in Wigconsin can be summarized as follows: '

IFirst. Independent Jobbers can more efficiently market gasoline than the
so-called major companies.

Seeond, Major companies subsidize thelr marketing operations by profits from
production, pipe-line, and refinery operations.

In conclusion, under the Connally Act the independent oil marketers cannot
enjoy an open and free market to purchase thelr gasoline in that the FFederal
Government has aided in holding the supply of crude oil below market demands.

In Wisconsin oil jobbers feel that the Connally Act has acted as a price-fixing
statute, and, by the smme token, a national Federal petroleum code was de-
clared unconstitutional, we feel the Connally Aet has no place in the system
of American government, and we sincerely feel that it is time to restore the oil
industry, which is one of the greatest in our country, (o a truly competitive
status, to allow jobbers to be abie to call thelr soul their own,

Senator Conwarry. We will vecess until 10 o'clock tomerrow
morning.

(Whereupon, at 12:55 a. m., the hearing was recessed until
‘Wednesday, Feb, 17, 1987, at 10 a, m.) :
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REGULATION 0F SHIPMENT OF PETROLEUM IN
INTERSTATE AND FOREIGN COMMERCE

WEDNESDAY, FEBRUARY 17, 1937

Uxrrep Srates SENATE,
Suscommrrree oF THE CoMMITTEE ON FINANCE,
Washington, D. C.

The subcommittee met, pursuant to adjournment, in room 310,
Senate Office Building, at 10 a. m., Senator Tom Connally presiding.

Present: Senators Connally (chairman) presiding, Lonergan, and
Townsend.

Senator Connawny. The subcommittee will come to order. Gentle-

~men, this morning I think there are some more reproesentatives of the

marketers here. We have had a good deal of marketing testimony
already,
Mr. McCain, how long do you think it will take for you?

STATEMENT OF W. R. McCAIN, SPRINGFIELD, MO.

Mr. McCaix. Not very long.

" Senator Conxarry. That is a very indefinite term. Do you think
it will take you 10 minutes?

Mr. MoCain. I will say 10 or 15 minutes. It depends on how many
questions you want to ask me and how long it takes to answer them.
My paper won’t take very long.

Senator ConNarrx. How long will it take you, Mr, Baucum?

Mr. Bavcum. Ten or 15 minutes.

Senator Connarry, Won’t 10 minutes be suflicient for you, sir?
We are giving a lot of time here on this marketing phase of this
matter, with which this law has nothing to do.

Mr. Bavoum. It will only take me about 10 minutes to read my

aper. :
P enator Coxnarvy, This bill does not touch marketing, has nothing
to do with marketing; but, still, if you have objection I am willing
to hear you. We will start off with giving you 10 minutes apiece
and see how we get along.
- All vight, Mr. McCain.

Mr. McCain, Mr, Chairman and members of the committee, I ap-
pear from Springficld, Mo., and for 45 years have been a jobber or
connected with the marketing end of the oil business,

Se%mtor Connarry. Are you appearing as an attorney or an oil
man

Mr. MoCaiw. No, sir. I am just an oil man,

Senator ConnaLLy. An oil man?

Mr, MoCain, Yes, sir.

_ Senator Cowwarvy. All right, You may go right abead.
137
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Mr, MoCain, In appearing before you I do so as the representative
of the Missouri Independent Oil Jobbers Association, Northeast Mis-
souri Qil Jobbers Association, Southeast Missouri I’ndopendent 0il
Jobbers Association, and the Ozarks Oil Men’s Association. These
organizations of independent oil marketers are opposed to the enact-
ment of the Connally bill, 8, 780, becpuse the Connally Act has led
to proration and regimentation; Yroration has led to control; control
has led to monopoly ; monopoly has led to price fixing; price fixing
to a loging basis to crush those in the way of monopoly; price fixing
to udprg table basis to the extent that competition has heen dis-
posed of,

I trust the committes will bear with me when I refer, in these re-
marks, to the Oil States Compact Act. I fully realize that the State
Compact Act is not befors this committes but In my opinion it seoms
to be a necessary adjunct to the operation of the Connally Act.

The Bureau of Mines are furnishing monthiy estimates of crude.
oil market demand. The Oil States Compact Commission is using
the Bureau of Mines’ estimates on which to base its own estimates
and then prorating to refiners the crude oil “allowed” each of them.

In this manner isn’ the Government doing for producers that
which they could not do for themselves without violating the anti-
trust laws? We find that conservation of crude oil as the objective
is feigned; control, monopoly, price fixing is the result.

Please bear in mind that it is a bit of strategy of the major in.
tegrated oil companies to kesp two or more branches of the oil in-
dustry on a profitable basis, while one branch is kept on a losin,
basis. Profits from two or three branches of the industry are 'useg
to beat down the victimized branch. )

A study of the Connally Act as passed: by Congress in 1935 leads
one to belicve that it was intended to help. consorve the erude-oil
resources of the oil-producing States. o

Articls V of the Oil States Compact Act plainly stated :

It is not the purpose of this compact to authorize the States joining herein

to limit the production of oil or gas for the purpose of stabilizing or fixing the
price thereof, or ereate or perpetuate monopoly, or to.promote monoply, or to
promote regimentation, but is limited to the purpose of conserving oil and gas
and preventing the avoldable waste within reasonable limitations.
- 1f the Oil States Compact Act expresses the will of Congress then
it is reasonable to assume that Congress in passing the Connally Act
did not intend to sanction or permit that which the Qil States Com-
pact Act forbids. o

Now, let’s consider the conditions in-the four branches of the oil
industry, viz, producing, transportation, refining, and marketing,

Let’s investigate and see what the conditions are under nearly 2

ears of operations under the Connally and Oil States Compact Acts.

ot’s sed whether the trend is not in the interest of control, monopoly,
price fixing in all brahches of thé industry rather than conservation
and fair dealing. . e P .
. ., FRODUCTION .

I January and Iebruary 1935, wheti the Connally Act was bein
discussed and passed by Congress as a stop gip to tale the place o
section 9-{e) ¥ the National Tndustrial Redovery ‘Act, the estimated
crude-vil production for the United States was approximately
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2,400,000 barrels per ‘day. - This January and February 1987 the
estunate is approximatey 8,200,000 barrels per day, an mcrense of
800,000 barrels per day.” During the 2-year period there has been
taken' out of - above-ground storage, “and used, np).)roximately
36,000,000 barrels. Tﬁis is an average of 1,500,000 barrels per
month, Thix represents crude oil that has been used during -the
2-year period out of the above-ground accumulations of the f)ust.

These figures are taken from estimates of the American Petrolemin
Institute and Mr, Ickes’ Bureau of Mines,

t is true that there has been an increase in demand for gusoline
and fuel oil, but there is nothing in these figures to indicate loss of
sleep in tho oil-producing Sitatessdg gause of conservation,

Crude oil was L8 95 conts per Bhagel in the east Texas field
i 0t the passing of the & A. It was stabilized”

-barrel basis throughout the Migdcontinent field, in-

cluding gt Texas, under thgsGoynally Act. year, the “allow-
able” ofgrude-oil pro jon ) kl-Continent field
that ngfwithstanding priggs the small prgducers: became
0, bacagpe wnruly®h Some good

#4 wade chair-
fuble allayed

gvance wasdnade in ‘the
¥ to 10 c@nt advance,
peraiges under the Connally
bL.12 per barrel bajis, the pro-

from the Oil Stafies’ Compact
apitimatjon to the gdntrary not.

L

¥ 8110 t0°17 o
ps wo shf nlg

iy

Nnow, w;
o it is beiyr stakjl
hilsfions in spetion

Ac r'

he natural cunseqﬁgﬂ@@{\ of "indreased’” demandy You stated
awhileYggo that there ad beefk a codigéfable incudhse in demand.
sresults,m,j&uot hen tHere jgeer demand 7

ment will angwg

Mr. Mc8lgin. I think this 46 o that a littl later,
T am trying'g hold production matters to prggfiction and refining to

refining, B . "
. Senator CoNNAT Wugll right, o .
Mr. McCam. It is obVitemem t'the small producers are for the
Connally Act because of better prices, and that they would condemn
it just as readily if they did not get the better prices. It is also
obvious that the major oil companies are paying the betier prices
not because of the Connally Act ber se but because it serves their
burposes better to do so. They need the profits on their own large
production which higher prices afford them (o holp subsidize their
own losses in marketing while they crush eompetition in that branch
of the industry. .
© " Just now, what is the situation in the Texas Panhandle. with the

small natural-gas producers? That is a cass in point.

Senator Connarty. Go ahead, . ,

Mr. McCary, A recent daily-market sheet- carried the following
yeport: ‘ ‘ L . .
- Rigid enforcement of conservation orders hiag curtatied output of. Rodessn
gasoline, } )P‘ri(:es were higher Mondny, ) Yt g

., We ask: Tan’t this.statement. equivalent to saying “rigid-control
of Rodessa-gasoline output resulted in higher prices Monday”{
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‘How can the oil-producing States and. their producers reconcile
their demands for the Connally Act for conservation purposes while

‘at the same time promoting a heavy import duty on South American

and other foreign oil? Doesn’t that indicate that better control of
home prodnction and markets is the object of these promoters, rather
than conservation?

TRANSPORTATION

The major oil companies, who are the big producers of crude oil
and refiners of gasoline, own all of the trunk-line pipe lines in the
United States. They have no competition. Their rates and profits
are what may be expected of an unregulated monopoly. Pipe lines
are common carriers in name but not in fact. There are a large
number of pipe lines which cross Missouri. T'wo of these lines trans-
port only gasoline, viz, the Phillips line from the midcontinent oi
field to Kansas City, thence to St. Louis, and the Great Lakes line
from the midcontinent field to Kansas City, thence to Chicago, with
a branch line to Des Moines, thence to Minncapolis-St. Paul.

The owners of these two lines swap gasoline. Ior instance, the
members of the Great Lakes line tauke gasoline out of the Phillips
line at St. Louis for their St. Louis and nearby distribution, and
vice versa. When this gasoline is sold and distributed through job-
bers, jobbers are charged on a Tulsa railroad rate of freight basis,
or sometimes higher when the refinery of the supplier takes a higher
railroad rate. The Tulsa-St. Louig tank-car rail rate is approxi-
mately 2 cents per gallon. The pipe-line cost for transportation must
be very small compared with this railroad transportation cost.
St. Louis and nearby jobbers are discriminated against to the extent
of the difference in cost of the two methods of transportation, The
same situation applies to gasoline refined from crude oil that is
piped from the midcontinent field to Wood River, Ill., and Fast
St. Louis; the same swapping of gasoline between major companics
while jobbers are being charged at the railroad Tulsa rate of freight
basis, or higher. Doesn’t this prove our contention that pipe lines
are common carriers in name only, but not in fact?

Many years ago the Tederal Trade Commission declared basing-
1oint, methods of price fixing as unfair. For many months the ma-
jor oil companies in the Middle West have been using the basing-
{'joint method of price fixing in their dealings with jobbers. The St.
Louis and East St. Louis situations, as referred to above, are exam-
ples of its unfairness.

A further evidence of unfair transportation cost is the peculiar
manner in which railroad gasoline freight rates are manipulated.
They always seem to be fihally adjusled to the very great disadvan-
tage of the independent branch of the oil industry. For instance, a
fow years ago Springfield, Mo., oil jobbers could ship from any inde-
pendent refinery in Oklahoma or Kansas at the same rates applicable
to most major oil-company refining points, Rales were then changed
so that Springfield jobbers could ship from only a few nearby inde-
pendent refining points at one-eighth cent and more per gallon ubove
major oil-company refining points. This rate structure remained a
short time when this freight differential was doubled and the rates
from the distant Oklahoma and Keansas points were made prohibitive.



REGULATE SHIPMENT OF PETROLEUM AND Iis PrRODUCTS 141

This situation has persisted, althongh practically all independently
refined-oil products are being handled by motor transport.
« X want you to get the next one, Senator.

Senator ConnarLy., Yes, sir; I am listening. I have two of these
statements,

Mpr. McCan, That is fine. .

Then the East Texas field was opened and the first refinery in the
field built, and we could ship gasoline from this east Texas refinery to
Springﬁeid, Mo., at 4 cents per hundredweight above the Tulsa rate
of freight. Rates have been manipulated until now it costs 1134
cents per hundredweight more to ship from the same refinery in east
Texas to Springfield, which is prohibitive. A similar situation pre-
vails generally, We have used Springfield, Mo., to illustrate, because
it is a representative point.

So. Scnator, while your Connally Act is bottling up on hot oil,
someone seems to be bottling up cold oil. .

Senator ConnarLy. Let me say to you that the matter of railroad -
rates is wholly within the jurisdiction of the Interstate Commerce
Commission, We do not fix those rates—do we—under the Con-
-nolly Act or any other act?

Mr. McCain. In talking about pipe lines——

Senator Connarry (interposing). Railroad rates arve fixed by the
Interstate Commerce Commission and not by any act.

Mr. McCarn. Yes; but in talking about pipe lines or something the
other day, when your Attorney General was here, you were very
anxious to get that kind of stuff. }

Senator Connarry. That is all right. That is whut we want.

Mr. McCain. I am very glad to have you get that.

I had a pretty good source of supply, and I was cut off with the
rate situation.

Senator ConNarny. You were not cut off by the Connally Aect in
the rate situation,

Mr., McCarn. I am showing you that under the Connally Act all
branches of the business are being monopolized,

Senator Convarny, All right; go ahead.

Mr, McCarn. I am taking the refineries now.

With the operating refineries of the country going at an average
of approximately 75 percent of their capacity, and with mauy re-
finertes not operating at all, there has been built up a stock of gaso-
line in the storage tanks of these operating refineries of 70,000,000
barrels. Mr. Ickes gave it higher. This huge quantity is far above
roasonable working stocks, Further heavy increases in stocks of
gasoline are probable under present conditions. Gasoline is the most
wasteful of petroleum, because it is the most volatile. There is
a heavy demand for fuel oil, and enormous quantities of crude oil
are being stripped of its ligilt fractions in order to get the heavy
ends for fuel. Honce the accumulation of gasoline, But where is
the conservation?

If the oil-producing States, and the large prodncers who dom-
inate, were seriously concerned about conservation, they would pre-
vent the use of these hieavy ends of crude oil for the less useful
purpose, They could thus avoid accumulating excesses of gasoline.
The heavy ends of crude oil can be cracked into gasoline and conl

1200958 7wmer 0
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substituted for fuel, thereby conserving erude oil. 1t is thought by
somo that motor fuel will eventually have to be made from coal;
or there is the alternative of using cheap foreign oil for fuel, in
order to conserve our crude oil. ¢ are confronted with the spec-
tacle of burning up the heavy ends of our crude oil for the less
useful purpose, instead of using coal, when we may have to eventu-
ally reverse the process and make motor fuel from coal.

Ve mention ihis mevely as the kind of reasoning we think should

ﬁo along with conservation activities, vather than control for price--

xing, regimentation, and monopolistic purposes which are result-
ing from the operations under the Cmmahy ct.

'nder_the J}mmully Act a refiner refines what crude oil he is
“allowed”, and if the independent refiner can’t sell all of the gaso-
line which he makes, and it is about to become distress gasoline,
the major oil company buying pools take it off his hands.  Before
the Connally law became effective, this surplus, or distress gasoline,
amounted to aboul § percent of the total gasoline refined. Since
thie bettor control under the Connally Act system of “allowables and
regimentation” distress gasoline has been reduced to about 2 per-
cent. The major oil com};-:my buying pools don’t buy this 2 percent
surplus, or distress gasoline, at bargain prices. Imstead, they bid
the price up. Then they furnish the higher prices which they pay
for the 2 percent to the market-reporting agencies on whose pub-
lished quotations their contracts to supply jobbers are based and
thereby refiners ave enabled to obtain the Yligher prices for the re-
maining 98 percent, This is an ingenious method of preventing sur-
rlus gasoline being offered to jobbers at lower prices than the mar-

ot which would prevail if it was allowed to take its natural course.
- Next is marketing. At Madison, Wis,, all of the major.oil com-
panies operating in the northérn half of the Mississippi Valley, and
scores of their eflicials, have been indicted by two Federal grand
juries for allegedly violating the antitrust laws, The indictments
have grown out of alleged conspiracies to fix jobber margins and
buying pools to control, or raise, %)rices and enforce the jobber mar-

ins as fixed. The margins fixed for jobbers is 2 cents per gallon, or
ess, for murketing and distributing gasoline,

These same major oil companies have bulk siorage facilities in
every city, town, and bamlet along the railroads of the country.
They pay their agents generally for making deliveries from these
storage tanks commissions of 114 cents, 114 cents, and 184 cents and
up to 2 cents per gallon. Their genernl overhead marketing ex-

enses amount to from 2 cents to 6 cents per gallon additional.

‘here also is the matter of stock losses due to evaporation, and so
forth, from the bulk storage scattered over the country. Stock
Josses is an item which has to be considered.

The major oil companies are subsidizing marketing losses out of
production and pipe-line profits, Jobbers, being engaged only in
the marketing branch of the industry, have no profits from other
branches of the industry out of which to pay marketing losses,

Mr. Farish, chairman of the board of directors of Standard of New
Jorsey, in hig 1986 year-end statement as published, stated that 1986
had been a proﬁtabﬁ; year but that the profits had been from produc-
tion and pipe lines, We agree with him,
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During N. R. A. the major oil companies had a strike of drivers
and filling-station men at Cleveland, O‘)io. The major oil companies
represented to the Labor Policy Board that it cost them to sell and
deliver 52 million gallons of gasoline in and around Cleveland, the
year before, an average of slightly more than 914 cents per gallon,
and that the high was 2 cents higher and the low 2 cents less, indi-
cating, after deducting dealers’ or service-station coucessions of 314
cents per gallon, a delivery sclling cost of low 4 cents, average 6
cents, and high 8 eents per gallon. Have the major oil companies
so suddenly reduced their marketing costs to 2 cents per gallon, or
are they taking advantage of producing and pipe-line profits to crush .
jobber competition in marketing?

The recent increased cost of crude oil has had a stimulating -eff2et
on refinery gasoline tank-car markets, while the large stocks of gaso-
line and the slackened demand due to seasonal, weather, road, and
flood conditions has had a depressing effect. T'he midwestern jobber
tank-car cost has remained within about one-eighth cent of what it
was before the crude-oil advance, There has been no general advance
in tank-truck and service-station prices in the north half of the
Mississippi valley. It is obvious mid-continent independent refiners
must advance the tank-cav price the full one-half cent, or take a loss
on gccount of increased crude cost. In several other sections of the
country tank-truck and service-station prices have been advanced
one-half cent per gallon, but not so in the north half of the Mississippi
Valley. It is obvious that some jobbers might temporarily benefit by
such an advance if made at this time. The cards have been stacked;
jobber competition must be crushed.

In the light of this picture, which may be verified, many conclu-
sions are arrived at before they can be mentioned. .

Regimentation, control, monopoly, price fixing, and unfair prac-
tices are rampant in all branches of the oil industry. When you

lace control of crude oil into the hands of a fow, you place the entire
industry under the contrel or dominance of that same group, whether
under the guise of conservation or mot. Yon create the incentive for
control, monopoly, and price fixing. Some gentlemen in the oil busi-
ness arc already too weﬂ provided with “incentive.”

Tt isn’t the Connally law, nor an oil States compact act, such as we
are familiar with that is needed, nor some other acts that are boing

romoted in this connection. It is reasonable, definite prohibitions,
in the interest of conservation in fact, and their enforcement. 1t is
a recheck of the antitrust laws, and those laws made to provide fair
and equitable rules of the game, not only in production, but also in
all' methods eof transportation. '

In refining, marketing, and distribution, we need not only a recheck
of the antitrust laws, but we need a Federal Trade Commission and
a Justice De{)m-tment properly provided for with enough capable
personnel to handle regulations and proseentions. We need courts
enough to got action,

A complete severance of the various branches of the oil industry
with adequate laws to control is needed. ‘

We jobberst are not opposnd to producers having fair prices for
their erude oil.  But let’s not be deceived. Thers is no reason why
we should not all be é)rospemus and secure if we can have equal oppor-
tunities and fair and equitable laws properly enforced. ‘
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Senator Connarvy. Is that all? We gave you 10 minntes and you

‘took 25,

- Mr. McCain. Thank you, I did not want to be shut off,

-Senator Connarry. I will ask you just a few questions and then we
will go along. Hereafter we wiﬁ put a limit on speakers, and they
may extend their written statements in the record and make such
other statements as they choose. '

Now, you discussed the whole oil industry from production to
distribution.

Mr. McCawn. The conditions we find under the Connally Act; yos,

Senator ConNarry. You are aware, however, are you not, that the
Connally Act only relates to prohibition against the shipment of oil
or its product interstate where that oil or its products have been pro-
duced in violation of State laws? That is all it does, does it not?
Have you read the act?

Mpr. McCain. That is price fixing.

Senator Connarry. I did not ask you that. Ts that the uet or not?

Mr. McCarx. I think that is right.

-Senator ConNarry. Have yon over read the Connally Act?
© Mr. MoCaixn, Yes, sir; I have,

Senator Connarry. You know as a matier of faw that it is all it
does, do you not?

- 'Mr. McCaxn. No, sir; I do not know that is all it does. T think
section 4 fixes the prices.
* Senator Connarry. It does?

My, McCarn, Yes, sir,
© Senator ConnarLy, What does it say about prices in section 4% Tet
us see, . X .

‘Mr. McCain. T think it fixes prices. .

Senator Connarry. At this point I will read section 4 into the ree-
ord. It states:

Sec. 4. Whenever the President finds that the amount of petroleum and petro-
leum products moving in fnterstate commerce i1s go lmited as to be the cause,
in whole or in part, of a lack of purity between supply (including imports and
reasonnble withdrawals from storage) and consumptive demand (including ex-
ports and reasonable additions to storage) resuliing in un undue burden on or
restriction of interstate commeree in petroleum and petroleum products, he
shall by proclamation declare such finding, and thereupon the provisions of
section 8 shall be inoperative until such time as the President, shall find and
by proclamation declave that the conditions which gave rise to the suspension of
the operation of the provisions of such section no longer exist, If any provi-
sion of this section or the application thereof shall be hel® to be invalid, the
validity or application of section 8 shall not be affected thereby.

What does that say as to that? X
"Mr. McCarw, That affects the mmarket demand, does it not? Tt fixes
the supply of the market demand,

Senator Connarry, No, It says if the supply is inadequate to the
market demand, the provisions of section 3 shall be inoperative, and
it will be allowed to go ahead and move. And that is increasing the
rate of prices rather than decreasing thom,

. Mr, MoCain. It is & market demand section, is not that right?

Senator Connariy. What is that?

. Mr, McCain. It is o market demand clause, is it not ¢

Senator Conwarry., Yes; that is right. .

[ )
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Mr. McCaxx. Al right, Senator, let me answer that, And I am
a great admirer of your Governor down there, and I think a lot of
him, and in a statement Governor Allred made he added :

The State of Texas, as long as I am Governor, will not be a party to any
kind of practice of price-ixing to penalize the consmmers of the Nation, It s
not any more right for a combination of States to bind together to railse prices
or fix prices than it is legal or right for an individual or corporation to do
that some thing * * *  Balancing supply and demand iy price-fixing, noth-
ing more, nothing less, They ave for it. I am against 1. Texns is againsgt
it

.J;ut you are dolug it

Senator Connarny. Wait a minute.

Mr. MoCarn. I would like to make another angwer———o-

Senator ConnarLy (interposing). Let me see whose words those
arve: “But you are doing it”?

Mr. MoCarn, T am quoting from Governor Allred.

Senator Connarpy. Is that his language or your language?

Mr. MoCarn. T am quoting from the language of Governor All-
red as published in “Hot Oil.”

Senator Convarny. Who said “But you are doing it”? Did he do
that or you? You wonud up by saying “But you are doing it.”

Mr. McCain, He says it.

Senator Coxnarvy, e says it ?

Mr. MoCain. “They are for it. I'm against it. Texas is
agninst it.” :

Senator Convarry. What was he talking about——price fixing?

Mr, McCarn, Talking about market demand.

Senator Connarry. He was talking about price fixing, i

Mr. McCain. He was talking about price fixing and market
demand.

Senator ConnNarry. At this point, I wish to state that the Gov-
ernor of Texas was here yesterday, and he was invited to come up
and make a statement, and he said he did not think it was necessary,
gut be authorized me to say that he was in favor of the Connally

ct.

My, McCarn. All vight; T will give you another one—-

Senator ConvaLLy (interpoﬂingly Lasten & moment. I am trying
to get information out of you. I know, but I want your ideas. T do
not care about a dissertation, g

Mr, McCarn, My ideas are these. I have gotten them from this
material, they are better authorities.

Senator ConnarrLy. You are against the Connally Act?

Mr. McCarn. Yes, sir; I certainly am.

Senator Connarry, Why are you?

Mr. MoCarw. Because it results in price fixing and monopoly.

Scenator Connarvy. Because you tﬂink it results in price fixing
and monopoly, ILet me ask you if you believe in the enforcement
of the law? You do; do you not?

Mr. MoCain. Yes, sir.

Senator ConvarrLy. All right. If a State has a law regulating
the production or handling of gasoline, do you think that law ought
to be enforced? :

My, MoCain. Yes, sir; I do, if it is a valid law, "

Senator Connavry, If it is valid, of coursef ' )

Mr. MoCaw, Yes, sir. g

’
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Senator ConvarLuy. A law that has been tested in the courts and
found to be valid?

Mr. McCain. The Sapreine Court?

Senator Connarry. Whatever court that passes on it. All of them
do not get to the Supreme Conrt,

Mr. McCarv. No, sir, .

Senator Connarry. Until it is declared invalid it is valid; is it

not ?

Mur., McCamx. T think so. 1 am not a lnwyer.

8 nator Connarny. Now, you say you think a State law ought to
be enforced. Do you think it is wrong for the Federal Government
to aid the States within its proper sphere in enforcing their laws?

My, McCarn, T did not get that question.

Senator ConnNarry. I say do you think it is wrong for the Fed-
eral Government within its proper sphere to aid the States in seeing
that their laws are eunforced? ‘

Mr. McCarx. I think it is wrong in this instance for them to.

Seuator Connarry. In this instance? It is all right in other in-
stances not tof

Mr, McCarn. It might. Tt would depend upon the eircumstances.

Senator CoNnNarLy. You are in the oil-distributing business?

Mr. McCarn, Yes, sir.

Senator Con~NarLy. You have tanks and reservoirs in which you
keep your gusoline; do you not?

r. McCamn. Yes, sir.

Senator ConnNarry., If you had a neighbor adjoining you in the
same distributing buginess and he should tunnel under your tanks
and connect them while you arve at home asleep at night and draw
out your gusoline and ship it out and sell it, evon across over in
Kansas—you are in Missouri—would you think it would be wrong
for the Federal Government to tell him he could not ship that stolen
oil in interstate commerce?

Mr., McCamv. That I do. But——-

Senator Connarnry (interposing). That is yowr oil I am talking
about now, talking about your gasoline.

Mr. McCarn, That is breaking into above-ground storage, And
if you ave reforving to the Iaw of capiure, Senator, I disagree with

o - - :
y Senator Connarny. That is capture, but capture in a different way.

Mr. McCain. Your question is a little unfair.

Senator Connarry, What is that?

Mr. McCan. Your question is a little unfair,

Senator ConNALLY, Say “no”, then, if you do not believe it. 1
do not, want to trip you at all.

My, McCarx. In the instance of breaking into storage buildings
and so on, I would consider that theft and illegal and that it should
be prohibited,

Senator Consarny., All rieht. Let us take two men who have
gotten some land down in Texas, adjoining tracts, The law says
a man shall only produce 20 barrels of oil at oue of those wells,
and the fellow on the adjoining lease, instead of producing 20 barrels
groduces 100 barrels or 200 barrels, and thereby draws ont the oil

rom his neighbor, and undertakes to ship that in violation of the
State law and in violation of the Federal law, and that is all this
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law does, is to say that unless he produces that oil legally under the
laws of Texas he shall not ship it, and do you think it is wrong for
the-Federal Government to say to that fellow, “You cannot ship
that oil in interstate commerce”$

Mr. McCarw. I think you ought to go clear back and consider the
thing from beginning to end.

Senator ConnarLry, All right.

Mr., McCain. And decide what is fair and right.

Senator Connarry. All right,

Mr, McCai~. And what is wrong to prohibit the wrong, and what
i vight to permit the right,

Senator Connarry, We are trying to do that. That is the reason
I am going back to the beginning, ‘This oil is down in the ground.
You think it is wrong to steal oiﬁ5 on top of the ground, and do you
not think it is wrong to steal it under the ground¢

Mr, McCain, I question the aceuracy of your question, the fairness
of your question, when you tallk about it being stolen underground.
Irom the beginning of industry the law of capture has been the law.

Sendtor ConNarny. And the law of capture has been modified by
roason of the Iaw of the State which says you can capture only 20
barrels, and another {ellow comes along and captures 100 barrels, 300
barrels, or 500 burvels?

Mr, MeCain. Yes. And if you want my opinion I think the law
of capture was wrong in the beginning, but I think, and wa all
know, a great deal of oil has been produced under that law. Now,
to change it suddenly is another question and the fairness of it is
another question.

‘Mt;yal give a very good authority from one of your good Texas

cople )
P S[(tnntor Connavy, No; I don’t want your authorities. T do not
carc for another quotation.

Mr. McCarn. ‘I'his expresses it better than I can, if you will let
me do it,

Senator Conwarry. All right; go ahead. We have given you a
great deal of time all ready.

Mr. McCain. ATl right, sir.  Mr. Fouts, attorney for some of your
producers, and I believe that he lives at Houston, and he wag spoken
of very ccmplimentarily by the Cole committee, Mr, Pettingill of the
Cols committee. Te suggested even what you are doing under the
Connally Act, only he suggested more than you are doing. He
stated [reading]:

That the law of capture s a vested property right to be dealt with solely by
the several States, and that the monopolies which have constuntly sought to
destroy the right by invoking the arbitrary exercise of police power should
be driven back to the several States to face some falr and equitable adjust-
nmient of any change that may be needed,

Now, fajr and equitable would be all right. If you change from
the law of capture to some fair and equitable method of doing it 1
think you are right,

Senator Conwarny. The State of Texas has adopted a system and
the other States have also which they think is equitable and fair, and
which the courts have upheld. Now, what about that?

Mr. McCan. T think that is fine I it is equitable and fair as fav
as it goes, but you understand that this does not go far enough.
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Senator Conwarry. It does not go far enough?

Mr, McCain, No, sir., ‘

Senator Connarry. You are in the marketing business?

Mr. McCarn. Yes, sir,

Senator Connarry, Where did you buy your gasoline before the
Connally Act?

Mr. McCain, T bought some of it in east Texas,

Senator Coxnarny, Was it so-called hot oil?

Mr. MoCaix, No, sir; I have never bought any hot oil that I
kno\,v’ o:t;. I have diligently tried to avoid buying what you call
“hot” oil.

Senator Conwarry. This Jaw will help you to keep from doing that
and protect you.

Mr. McCain. That is called “hot” 0il because of a law, and if you
didn’t, have that as “hot” it would be cold, would it not.?

Senator ConvarLy. What kind of hot oil are you taiking about,
that which is produced in violation of a State law?

Mr, McCain. That is what you call it.

Senator Connarny. Have you bought that kind of oil?

Mr, M¢Carn. Not that I know of,

Senator ConnNarry, Then this law would not hurt you because it
prevents hot oil, .

Mr. McCarx. 1t is prico-fixing that I am complaining about and
the tendency to monopoly.

Senator Conwarry. Is not your main objection the margin now
between what you pay for it is so narrow that you are not making
what you think you ought to?

Mr. McCain. As a result of the Connally Act causing reduction,
and so forth, the pipe lines are used to squeeze us out, because we are
not engnged in those branches of making money.

Senator ConnNarry. All right. Is there anything else?

Mr. McCain. Yes; there is.

Seuator Conwarry. All right. .

Mr. McCain, T did not get to finish my answer on the market
demand. I would like to incorporate in the record what Mr. Petten-
gill himself has said.

Senator ConwvarLy. How much is there there?

Myr. McCarw. It is very short.

Senator Conwavry. Put it in the record.

Mr, McCarv. Ho said [reading]:

No one could have sat on the Cole committee before becoming acntely aware.
that & majority of even the most sincere advocates of conservation were also
interested in stabilization and enhancement of price.

That is not the one. I want to get another one.

Senator Conwarry. Put all that you have in the record if they
do not amount to too much. Give them to the stenographer and
he will put them in. We have given you 39 minutes here already.

Mr. McCarn. That is fine, Senator, because you see getting to put
this in enables me to collect my cxpenses from the four associations
1 represent That is quite an item for a jobber now. ,

Senator Connarty. I am very glad to be able to serve you down
in that country. : !

Mr. McCain, Thank you.
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Senator ConNarLy. Is Mr, George Thompson hero? We are gojng
to have to hurry along. We want to close these hearings today, and
I think we will have to limit the rest of you marketers to 10 mmutes,
and you can put your stalements in the record. :

Mr. MoCain, Senator, I would like also to say that the h)m' #850-
ciations of Missouri want those copies of the indictments submlttotl
ycsterday by Mr. Hadlick to go into the record.

Senator Connarry. You can file them if you want to, l)ut; w6 are
not going to print them. They arve already publie records and have
been prmi(d all over the country, and T do not see why the (m\ ern-
mcnt should spend a lot more money printing them, .

- (The excerpis submitted by Mr, McCain are as follows:)

Iutroduction by W, I Cole, Jr, to “Hot oll”, by Samuel B, Pettengill,
page XII, (,ommll‘y bill now functioning as o mmiul solution to the oil prob-
lem,

Page 34: When we at Washington attempt to balance “supply and. consumer
demand” we are, in faet whether we esll it so or not, fixing prices by
low. * » .

Page 3%, It s only when we restrict production beyond the elimination of
physical waste that we begin to wrestle with the iontangibles thet umfumt
the commander of the beseiged garrvison, * % *

Page 89: I would be against a conservation programi that, for the .suko
of problematical future needs, would compel the preseut to pay more for its
supplies and se deprive it of some purt of the satisfaction it gels frem the
fullest oconumic utilization of those resources, which it findy al  its
hands, *

Page 46: 'j‘lmso in the huhmtry whose prime destre is o stahilize prkm $0
that, profits are mwade sure may, with cutlre logle, ask that imports be eny-
tailed. DBut how any conservaiionist enn do so simply demonstrates what
cantankerous “eritters” we arve. ¥or a long time we have actually exported
more oll and Hs pwduvtq produced at home, than we have impmwd f()l om‘
domosuo use,  *k

Quu!utlon from Mr. Fouts, page 78, “Hot Oil”: We might nmch V)f-tu‘r teun

1'thig movement conservatioh of invested capital and the preservation of
monopolv rather than the preservation of 4 natural resource and prevention
of waste, * & &

Page 79: Monopoly, therefore, demands in the name of conservation the
destruction of the little independent ofl man in order that the invested capital
of corporate aristocracy placed on a false plln(-iplc may be protected. It is
purely an cffort to conserve iuvested capital, * .

Recommendantions left with Cole committee, Mr. Fouts, “Ilot Alr”?, page
149 : First, that true conservation i pot an issue; second, that this Nation is
not confronted by any danger of the exhauastion of lts petroleum resources;
third, that such legislation would be unconstitutional and destructive of our
Government ; fourth, that the law of captare is a vested properly right to be
‘dealt with qolelv by the several States, and that the monopolies which bhave
constantly sought to destroy this right by invoking the arbitrary exerclse of
police power should be driven back to the several States to face some falr
and equitable adjustment of any change that may be needed; fifth, that Con.
gress should pass into permanent legisiation the act prohibiting the movement
in interstate commerce of eil produced in violation of State laws; sixth, that
the great glant corporate aristocractes which have grown up in the petroleum
industry should be boldly dismembered futo their several natural units,” The
channels of ecemmerce should be open only to snch corporntions whose busi-
ness is lHmited to one of the four great units of the industry, It should never
again be possible for a great oll combine to destroy its competitor by losing
money in the producing end while making it In the pipedhie end orv by losing
it in the refluery while making it in the marketing end. or by any similar
shift of a loss, In one department, to a gain in another: seventh, the pipe-line
business of this country should bL comblued under the control of the Inferstate
Commerce Commission, *
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(Mr. McCain submitted the following resolution:)

The following resolution wasg unanimously passed by the Missourl Independ-
ent Ol Jobbers Association at a regular meeting at Jefferson City, Mo., Feb-
ruary 3, 1937

Whereas the Congress of the United States has enacted leglslation forbidding
the inierstate transportation of petroleum products made from crude oil pro-
ducerd in excess of the production laws of the oil-producing States (Public. No.
14, 74th Cong., ch. 18; 49 Stat,, pp. 30-83) ; and

Wherens this act, commonly termed the “Connally Act” was orviginally a
part of the National Industrinl Recovery Act and should have been terminated
upon the explration of ithe Natlonal Industrial Recovery Act because the spirit
of the Nationgl Industrial Recovery Aet was n benefit to all in an industry
while the Connally Act benefits only a few; and

Whereas the Connually Act has benefited the major oil compunles, the ofl
producers, and the hig oil-producing States to the great detriment of the inde-
pendent oil marketers and the consumers of gasoline, fuel ofl, and eother
petroleum products in the majority of States in the Union ; and

Whereag the Connally Act expires under its present terms on June 16, 1937,
unplass ,ex&cnded by the present session of the Seventy-ffth United States Cbn-
Zress; an

Whereas Scnator Connally has introduced in the United States Senate a Hill
known as 8. 700 which has for its purpose the making of the Connally Act
permanent by striking out the expiration date of June 16, 1937; now, therefore,
be it

Resolved, By the Missouri Independent Oil Jobbers Assoclation, this 3d day
of February 1937, that we hereby petition the Seventy-fifth Congress of the
Untted Stiates not to pass 8. 760 but to permit the Connally Act to expire as
now provided on June 16, 1037; -

Resolved further, That a copy of this vesolution be sent to the members of
the United States Senate and House of Ropresentatives from the State of Mis-
souri nnd to the members of the Senate Finance Committee. * *

Senator Connarry. We will hear the next marketer wilness,

STATEMENT OF T. 0. BAUCUM, CHAIRMAN, JOBBERS DIVISION,
KENTUCKY PETROLEUM MARKETERS ASSOCIATION, MURRAY,
KY.

Senator Connacy, Give the stenographer your name, your busi-
ness, and where yon are from, please, sir. :

Mr. Bavoum. My name is T. Q. Baucum, chairman of the jobbers
division of the Kentucky Petrolcum Marketers Association, Murray,

y.

T am not here to be heard as a man gifted in speech. Neither do 1
purpase to possess any legal talent, which would be of assistance to
you in making la'ws to govern this great country of ours; but I am

ere representing some 75 jobbers of petrolenm products in Kentucky,
whose annual grnllonage of petroleum products is approximately 80
million gallons. These men are undertaking to earn g livelihood in
the dispensing of petroleum products-—a liveliliood for themselves and
their families—ali of whom are red-blooded Americans who stand for
good principles of Government; therefore when we can see and know

y experience—-and we are sure this is what this magnanimous com-
mittee is intorested in—then we can see and know that the Conually
bill is being used in a manver of gross conspiracy, conspirving to elim-
inate the jobber in these United States of America. So, as long as
we have freedom of speech we want our objection to the continuing
of the Connally Act to be echoed and to bound and rebound before
this committee. We present for your consideration onr objections to
the reenactment of the Connally bill, S, 790, which are as follows:



o

REGULATE SHIPMENT OF PETROLEUM AND ITS rropvors 151

First. The Connally bill was passed as an emergency act, and, al-
though we independent jobbers in the State of Kentucky were rather
skeptical that we would not be given just consideration, we were will-
ing to be submissive to the desires of the august body of the Congress
and the Senate of these United States. We fully believe the law-
makers of our land were conscientious in placing the Connally Act
upon the statute book, but there is nothing more convincing as to the
right and wrong effect of any law thau that of experience. The job-
bers of Kentucky have found themselves in an unprofitable condition
and this statement can be backed up by an investigation of the income-
tax returns of all Kentucky jobbers for the year 1936, even in view
of the fact that the major part of the operators have drastically re-
duced operating expenscs in order that they might continue in busi-
ness; in fact some of our jobbers were not able to survive after drastic
reduction in overhead expense and were forced to sell their holdings
to major operators. Unless this ruthless condition is checked ere
the end of 1937, 90 percent of us are going to be forced to sell-at
ridiculously low prices. These utterances we know to be an authentic
statement. :

Sceond. Free competition has been eliminated, bottled up, and
thrown into the face of the jobber. This fact is obtained because all
suppliers of petroleum proJuuts offer to the jobbers a uniform con-
tract. Furthermore, we ave lead to believe that an agreement has
been reached by major companies in which they will not as much as
transgress on the present supplier to the jobbing trade, this we be-
lieve because of tllne fact our personal experience has been that in
the month of December 1936, we were called upon by a major com-
pany ropresentative, who was apparently interested in securing our
account at the expiration date of our present contiact, this repre-
sentative was advised of the expiration date of our contract and, at
the time, made a positive statement that he would return on that date
and attempt. to secare our account. The expirvation date has now
elapsed over 30 days and he has not appeared on the scene, Therefore,
we wonder if it is possible to malke contract with any supplier other
than the one from whom we are now making our purcllmms. In
January 1986, we weve approached by the same company representa-
tive although a different man and in the snbmitting of his proposi-
tion, he was told that the margin of profit which his company offered
we might as well be commission ageuts vather than jobbers of petro-
leum products. e readily agreed and even had the audacity to
suggest that we sell to his company all of our equipment, lease our
stations and bulk plant and become their commission agent.

Senator Townsunp, From whom were you making your purchases?

Mr. Bavcum, I beg your pardon, '

Senator TownseNp, From whom were you making your purchases

Mr. Bavcom. Our purchases? We have done ﬁusincss with the
sane company over a perivd of § years.

Sonator Townsenp, What is the name of the company{

Mr. Bavoeum, It is an Oklahoma company.

Senator Townsuny, “The Oklahoma Co.8” Ts that the name of it?
. Mr. Bavcum. No, sir; it is not the name, It is o company operat-
ing in Oklahoma. ‘

. Senator Towwnsrnp, You do not like to disclose the name; is thatit?
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- Mr. Bavcom. This really does not vefer to our present supplier.
The statement I have just made was as to a different company who
was attempting to secure our business.

- Benator ConnNarry. You have no objection to answering Senator
Townsend’s question as to the name of the company, do you ?

"+ Senator TowNsenp, Do you object to naming the company?

- Senator Connarny. Go ahead.

Mr. Bavcowm. 1 filed a copy of that statement with the Interior
Department 2 years ago. It was one of the largor companies, 2 major
company. If it is necessary I have no hesitancy in naming the
eompany.

- Senator Townsrxn, I do not want to embarrass you.

Mr, Bavcum. ‘A summary of the facts as heretofore set out con-
vinces us thoronghly of the monopolistic inlerests seeking to control
and dominate the petrolemm industry.

o ‘Third, Major oil companies pay to their agents a commission
equal to the profit made by jobber. I would clarify this statement
by stating that difference between tank-car-delivered price on gasoline
and the price quoted and sold to dealer accounts is practically the
same.as the agents for major oil companies are paid "En‘ delivery of
their products at the same time, the agent only has an investment of
onc:or two truck chassis, The major oil companies carry for him all
ofhis stock accounts, allowing him a percentage for waste and
evaporation, The jobber must carry the entire Investment in his
operations, assuming all loss in accounts waste and evaporation,
Furthermore since. the adoption of the so-called Iowa plan all major
nil: companies have leased all of their retail outlets, said lease being
exocnted in most of instances to inexperienced operators—operators
who have no exccutive ability—consequently up to the present time
do not find it necessary to stick to the published retail price; in fact
we are not so dead sure their contracts are just what we are told they
are, as we certainly cannot begin to understand why or how they
can operate on 1 cent when rental is supposed to be 1 cent.
"~ Furthermore, the leasing of stations not only apparently is a fur-
ther stroke at the elimination of the independent marketer but slso
for the purpose of evading chain-store tax; also having in mind the
i)ossibility of reenactment of the N. R. A. We who only have a
imited number of retail outlets are penalized because of the fact the
major oil companies assume no responsibility as to the price gasoline
ig retailed for; therefore, gentlemen, I feel confident that with this
information before you you can readily see the major oil companies
making a rapid stride toward their objective, their objective heing,
inour opinion, to destroy the independent jobbers of these United
States and when this is uccomplisﬁed the consumer of petroleum
products will be their victim.
 Fourth. In the early spring of 1936 we were called npon by a rep-
resentative from the United States Attorney General’s office, the Hon-
orable Homer 8. Cummings, requesting that we deliver to him our
contract which was drawn by our present supplier in order that com-
parison might be made with the contracts in force and effect with
other jobbers in the State of Kentucky and elsewhere and, as a result
of said investigation, there is no better record for our gnidance than
that record which has been set up by the Federal grand jury while in
session in Madison, Wis.
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These gentlemen who served in the capacity of grand jurors were
led to believe beyond a reasonable doubt that the major oil companies
in these United States were seeking monopoly on the industry. We
further wish te cite you to the monopolistic desires in that respect of
such monopolistic_ interests being able to persuade the Procurement
Division of the United States Government to bring about. what is
known as the zoning of each State. That is to say the State of
Kentucky was divided into eight zones and it was utterly impossible
for any of our independent jobbers to submit bids on the Federal
Government’s requirement because of the fact. our operations did not
give complete coverage on each zone.  Who is it that would be will-
ing to contend that honest business and taxpayers to this United
States Govermment should be penalized beeause of their inability to
serve on a larger scide?

IPifth, It is our u!)inion that monopolistic interests are being led
to believe that the Government’s action in the proposed reenactment,
of the Connally Lill, 8, 790, that the violation of the Sherman anti-
trust law is in order.  Tf and when the Sherman antitrust law is no
more feared by capitalistic interests we will cease to have that {form
of government in which a huge majority of these United States’
citizenship believe to reign supreme,

We have no fear of right prevailing when the opposite picture
clothed in facts is presented to you; and facts are what we have
undertaken to present. You, T am sure, eannot be unmindful of the
fact that major and integrated companies which have their produc-
g, refining, and pi&)edine interests and, by the act of the i"edeml
Government, have placed them in the position to fix prices to the
extent that profit obtained is entively satisfactory ; hence, they do not
find it necessary to even expect a profit from the marketing end of
the business hut rather expect to take a loss in order that the jobber
may be eliminated. :

Tn conclusion, gentlemen, permit me to say that I still believe that
we have honesty in Government; that those who are empowered
with the authority to make our laws to govern the best interests of
all of our people are willing to lend a listening ear, willing to hear
all phases of any industry; and we, as abiding eitizens in this great
country, still helieve that special privileges should be granted to none
and equal rights shall be granted to all,

Senator ConNarry, In the main your contention is that the price
of masoline at the vefinery is too high; you wunt it cheaper at the
refinery, and that the retail price is not high enough?

Mr. Bavcum. My main contention, Senator, is there should not be
anvthing that would give the monopolistic element the advantage of
anyone doing business in the industry.

Senator Connarry. You are opposed to conservation laws in
general, are you? ' N .

Mr. Bavcom. X am for conservation laws in the respect of oliminat-
ing waste but not to the detriment of any group.

Senator Connarry. I mean, do you believe in uncontrolled produes
tion of oil and let free competition ?ust blow the wells out?

Mvr. Bavcum. I just beliave in a law that would protect all in the
industry. ' ’ ‘ ‘

Senator Connarry, That is a very general statement; kndgcof
conrse, we are all for that.
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Mr. Bavcum. Yes, sir, '

Senator ConnarrLy, We all want to do right if you let us say what
is right ourselves. But you are not opposed to conservation laws in
each State? '

Mr. Bavcum. I am only opposed to a conservation law that would
jeopardize the intevests of others.

Senator Connarry. Do you not think each State should have the
right to regulato its own affairs in oil according to its own laws{

r. Bavcum. Yes; I undertook to cover that in my statement.

Senator Conwarey. 1 am asking you, though, now. 'This is eross-
examination. You cannot just tell your story and then quit. Do
you, or not, think cach State ought to have the right to regulate its
own production of natural resources under its own laws? Do you
think that?

Mr. Bavcum. Insomuch as they do not

-Senator ConnarLy (interposing). Not insomucl as they do not;
but do you think they ought to do it or not? Nobody but the State
can determine it. Ientucky cannot determine what Texas will do,
and Texas cannot determine what Kentucky will do. I am simply
asking you whether you think Kentucky on the one hand—and Ken-
tucky is an oil State—you do not think m Kentucky that Texus ought
to tell you what to do, T am sure—and on the other hand, do you not
think Texas, depending on their own situation, ought to have the
right to regulate any resources, coal like you have in Kentucky, or
oifllikg wo have in Texas, and they ought to have the right to con-
trol it

My, Bavcum. T will answer in this way, Senator: So long as it
does not jeopardize the interests of others in the end, T do not
think so,

Senator Convarry. That is no answer at all.  In other words, you
are willing tor 'Fexas to handle it just as long as they handle it like
you think they should? That is what you think?

Mr. Bavcum. I do not propose to know how it should be handled.

Senator Conyarry. You won’t subscribe to the doctrine that each
State has the right to regulate their own natural resources?

Mr. Baocum. No, sir.

Senator Connarry. Mr. George Thompson?

Mr. Trompson. Mr, Senator, we have joined the brief of the Vir-
gibla Association in order to save time,

Senator Connarry. Very well. We will be glad to have the Vir-
ginia brief. Who represents the Virginia marketers?

STATEMENT OF IRA F. WALTON, COMMITTEE CHAIRMAN, VIR-
GINIA PETROLEUM JOBBERS' ASSOCIATION, ROANOKE, VA,

Sellgutor ConnaLLy. State your name, your business, and where
pou live,
) Mr. Warron. Ira F. Walton, Rognoke, Va., representing the Vir-
ginia Petroleum Jobbers’ Asseciation.
Senator ConnNarry. Your name is not on the list?
. Mr. Warron. I am here in the place of Mr. Kirkmyev,
Senator Convarry. Mr, Kirkimyer’s name is on the list ? o
Mr, Warzron, Yes, sir. e was unable to attend.
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Senator Connarny, We will have to limit you to 10 minutes, and
if you do not get through you can just file your statement.

Ir. WarzoN, I you do not mind, I will just file it with the
stenographer and read the attached endorsements,

Senator Connarny. All right.

Mr. Warron, T would like to read those endorsements, Senator.

Senator Connarvy. That will be all right. We will be very glad
to have you read the endorsements.

Mr. Warron. The statement by the Virginia Petrolenm Jobbers
Association has been endorsed by the South Carolina Oil Jobbers
Association, the Georgia Independent il Marketers Association, and
the North Carolina Independent Oil Jobbers Association.

I think submitting this stutement, will save some of your time.

(The statement of Ira B, Walton, referred to, is as follows:)

VIiINIA PEikotsusm Jopsris AssociIATiON, IEApQuUarTeRs, RioxiMonn, Va.

Conservation of our crude-oil supply and a stable market are desired by all
good businessmen and true Americans, and we cannot critielze too severely
the State of Texas in thelr desire to do thig, but if we are golng to have true
conseriation of our crude-oil supply, a natural resource so importunt to our
national Ufe must be guarded, but it should not be guarded for the monopoly
group at the expense of the independent Jobber, the consumer, and the non-
producting States; and to effect real conservation we suggest as a remedy
Repeal of the import tax on gasoline and crude oil and permit importation of
petroleum products up to one-half of our Nation’s requirements, thereby resery-
fng domestic supply for our future needs.

We oppose the Conunlly Act (8. 790), or any act, if it would by application
have, a tendency to reduce the supply of gasoline to the independent petroleum
jcbhber to such an extent as will permit the establishment of a fictitious price
to the independent jobher by the monopoly group, so as to prohibit the inde-
pendent jobher from marketing at a profit in competition with the supplying
company or the monopoly group.

The statement by Mr, Ickes before your committee, we helleve, can be
exploded In one sentence of less than a dozen words—“Why tax importation
of petroletmn and it produets?’ Mr. Ickes draws a very black plcture of our
Nation starving for a supply of petroleum products in a time of natlonal need,
but he had not proposed to relleve this condition by using forelgn-produced
ofl, and which ean be delivered to the consumer at o less cost than domestic
produced oil and at the sume time conserve our crude-oil supply.

Further, in behalf of conservation: Has nny thought been given to plucing
an embargo on the shipment of petroleum and its products from the United
States?

'The principle of conservation is a big subject and of inferest to our. engire
population,

If we must have control of cur petroleum production, allow us to urge
that we have control of all divisions of the industry from the well to the
;'01]1sum01'. or u complete divorcement of the different divisions of the petrolenm
ndustry.

In order to conserve the time of the committee the following representatives
of orgunizations opposed to the passage of 8. 700 concur in the brief filed by
the Virginin Independent Petroleum Jobbers Assoclation: ¥, A. Friend, South
Carolinn Oi1 Jobhers Association; Howard 8. Belir, Georgia Independent Ofl
Marketers Agsociation; George H. Thompson, North Carolina Independent Oil
Jobbery Association,

Senator Conxarry. In the main, your attitude is the same as some
of these other marketers which you have heard testifying? )

Mr. Warron. Yes, sir; we want a living margin for the jobbars.
The general trend is, as the last witness on the stand stated, ‘to
eliminate the jobber. » :

R
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 Our experience in 1936 in trying to secure a competitive contract
Jed us to believe that, because we could not figure a competitive
contract except only at even figures, aund if we changed brands
i Smm?t(z,r ConNarLy (interposing). What do you mean “even
igures

&Mr. Warron, All the contracts were based on the same margin;j if
we changed the brands, we would be penalized one-quarter of a cent.
If we held our own plant we would have the advantage of that one-
uarter of a cent, And I think our marging were reduced from 6.75
down to 6.25. Since that time our margins have been advanced a
quarter of a cent.

Senator Townsenp, How does the operation of the common law
affect that?

Mr. Warrow, The only way, as I see it, that it could affect it is
through the monopoly control, so that it does not allow us to go out
and get an independent supply. Our company and some others of
us happen to handle a major advertised brand, but we have to have
tho independent. supply and source in order to maintain a margin in
there. ff they cut L]Imt down so we cannot get an independent sup-
ply and source why then it affects ug by the slicing our margin down,

Senator Connarry. Is it not true that you can buy gasoline in the
market just like anybody else, and it is all the same price, is it not,
wholesale gasoline, from the refinery ¢

Mr. Warron, We tried to biy some gasoline, as you state, in the
market, and we were unable to get what we wanted.

Senator ConnaLry. At the prices you wanted it?

Mr. Warron. As I said hefore, we could stick to our own plant
and be one and a guarter cents better off. DBut we had been cut in
the meantime a half a cent.

Senator ConnaLLy, You are talking about the big companies who
say to you, “We will sell it to you for ¢ cents and you cannot sell it
for over 8”; that is what you mean, is it not?

Mr. Warron. At that time they set the price and our marginal
contract was based on that.

Senator ConnanLy, What are you paying now for gasoline in the
refinory ¢

Mr., Warron. We buy it from a terminal,

Senator Cownarry. You buy it from a major company, you say?

Mr. Warros. Yes; a major company.

Senator Conwarny, What do you pay for it?

Mr, Warron. We pay 614 under what they call a posted rate of
price. I belicve the contract this year is bused on a tank-car or
tank-wagon price. .

Senator ConNarry. What is the miargin?  What do you get?

Mr, Warzon. Six and one-half cents,
© Senator TownsnNn, Is that fixed in the contract? Does that fix
the price you sell it at?

r. Warron. No, sir; it does not fix the price we sell at.

Senator Connawry. What do you mean by the “margin”? .
- Mr, Warron. They set the margins from their posted prices at
the posts. . . o ‘

Senator ConnaLLy. When you buy a gallon of gasoline, don’t
you know how much you are going to make on it? And what is that
margin¢ .
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Mr. Warron. That is 614 cents today.
Senator Covnarry. A gcfllon?
Mr, Warion. A gallon,
Senator ConnarLy. You do not mean you make that much profit?
Mr, Warron. That includes the retail service station profit, too.
In other words, we buy from the terminal, we deliver to the serv-
ice station, and that includes the profit for the service station.
Senator ConnaLLy. And do you get 214 coents?
Mr., Warron. Two and a half cents.
Senator ConnanrLy. And the service station gets fourt
Mr. Warron. And the service station gets four. That is right.
Senator Conwanny. You do not think that is enought
Mr. Warron. We think we should have a quarter more.
Senator Connarny. I think that is a pretty good &Jlroﬁt, myself,
Mr. Wavron. Territories differ. In our territory where you have
long hauls you have to have a little more margin because of rough
roads, hilly roads, which in a big center you would not have.
Senator Connarry, That margin is on delivery cost, is it not?
Mr. Warron. On delivery cost.
b Senu?tor Connarry. You buy at the terminal, and where do you
uy at
Mr. Warrow. We buy at the Baltimore terminal.
Senator ConnaLLy, You get 214 cents split and the filling station
gets 4, and the consumer pays it alt?
Mr. Warron. The consumer pays it all; yes.
Senator Connarry. All right,
Mr. Warron. But we did not have the advantage of this increase
in price of the last half cent——
enator Townsenn (interposing). What do you pay for this gas
a gallon?
Mr, Wanron, We get six and a half, It is less than 21, 15 cents,
including all taxes.
S;nat,or TownsEND, I mean, what do you pay per gallon for this
Zas
Mr, Warron.. That is 15 cents,
Senator Connvarry. You could not mean that.
Senator Townsenn. You llmy 15 and sell it for 21141
Mr. Warron. No, We sell it at 1715, We pay 15.
Senator Convarry, And the filling station men add four?
Mr, Wavron. That includes all taxes, too.
Senator Connarry, What does the man at Baltimore who sells you
the gas get a gallon?
l\ﬁ‘. \%’AL’I’ON. Counting the freight rates and the not left, I do
not know.
Senator Connarry. You pay him? :
Mr. Wawron, We Fuv him less 5 cents State tax. We pay him
fecderal tax, or 10 cents.
Senator Townsenp, He really gets the 9 cents?
Mr. Warron. He really gets the 9 cents.
Senator TownseNp. Who pays the 1-cent Federal tax ¢ '
Mr. Warron. We pay that to him, He really gets 9 cents, and

P

out of that he pays the freight. .

125008 -3 Toene1
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Senator Townsenn, He gets 9 cents, and ou that 9 cents per gallon
you and the vetailer make a profit of 614 cents; is that right?

Mr. Warron. That is right—split,

S;axmtor Connarry. That is only a return of 6624 percent, is it
not

Mr. Warron. You have got your taxes to come out of that.

Senator Connarry. I kuow; but that is the profit. Sixty-six and
two-thirds percent is a pretty good profit, is it not? Is that or not
the profit that you make?

My, Warron. 1 had not figured it out in percentage.

Senator Connarry, Figure it out now. Your mind is fast. You
said you buy at 10 and you make 61 cents, and therefore you make
6624 percent. .

Mr. Warrown. I think those figures are correct,

Senator Connarry. You gave them to me.

Senator Townsenp, Does the Connully Act take in profits. Is
that your thought?

Mr. WarzoN. We have no objection to the Connally Act, provided
it does not take away the source of supply on the independent basis
and still allow our margins to tighten down on us, and they tighten
down on the margins, as I explained to you before.

Senator LonNrréaN. When you make a contract of purchase for
how long a period does that run?

Myr, Warron. The last contract we made it happened that we got
a 3-year contract with a 90-day cancelation clause.

Senator LoNerkaan. On both sides?

Mr, Warron. No, sir,

Senator LoxeraaN. On whose side?

Mr. Warron. On their side. So it is ultimately a 90-day contract
for them. I do not know whether that is exactly fair.

Senator ConnarLry. You can quit in 90 days, can you not?

Mr. Warron. I guess so, if we quit buying.

Senator Connarvny, That is what he means.

Mr, Warron. No. Qur contract is to buy for 8 years.

Senator ConnNarLy. Do you mean you would have to continue buy-
i;l{.;‘ (?5 years and that they could cancel in 90 days? Do you mean
that ;

Mr, Warron. That is what the contract reads, that we would have
to continue buying for 3 years.

Senator TownseNp. Is there a penalty in case you stop buying?

Mr, Warron. No, sir; I do not think there is a penalty.

Senator Connarty. Asa matter of fact those contracts, though, ave
all based on the prevailing posted prices, and if the price goes down
you pay less and if the price goes up you pay more?

Mr., Wanron. Yes, sir. The prices are not controlled by us, but
by the supplier.

Senator ConvarLy. As I understand it, they are controlled by the
prices in the opon market, are they not ¢

l\lctr. Warron. They are controlled by the suppliers. They con-
trol it. .

.Sm}gutor Conmatzx. What does the contract say, after the posted

rice co ‘
P Mr. Warron. As posted.
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Senator CoNnnarry. And tho posted prices arve that all dealers and
sollers of gasoline have a sign up that gasoline today is 1614 cents,
ig that right?

Mr. Warzon, That contract states the tank-car price or terminal
price, whichever iy lower, at our destination, and at their posting.

t does not say just promiscuously all oil companies.

Senator Connarry, I understand.

Mr. Warron. That is their posting. And if they have not got a
posting they took another company’s posting.

Senntor Connarny, And you get the benefit of whichever one is

lowest. ¢

Mr. Warron, Yes; we get, the beuefil, of whichever one is lowest.

Senator ConNarry. And it is to your advauntage to take as low
as you can? ‘

r. Warron. Certainly it is Lo our advantage to take as low as
wo can got,

Senator ConNarry. All right. Are there any other questions?

Senator LoNeraaN. Your real benefit in the contract is the gnar-
anty of the supply, then?

Mr. Warron. Yes, sie. They are the guarantors of the supply.

Senator Loneraan, Because under your contiact you have to abide
by the fluetnating market, is that it¢ ‘

Mr, Warron, Qur real ,beneﬁt, ag yon have stated, is the guaarnty
of the sdpply and ‘o livable margin; that is right; yes.

Seuator ConnarLy, Any other questions?

. ‘Now, is there any other marketer here? We want to finish the
marketers at this time.

STATEMENT OF HENRY M. WILSON, DES MOINES, I0WA, REP-
RESENTING THE IOWA INDEPENTENT OIL JOBBERS BUREATU,
I0WA PETROLEUM ASSOCIATION :

Mr. Wison. I am Henry M, Wilson, rvepresenting the Iowa In-
dependent Oil Jobbers Bureau of the Iowa Petrolenm Association;
I live in Des Moines. And T have a resolution udoyted by our com-
miltee representing the association, which I would liko to file and
not read, but I have a statement which 1 would like to read, and I
will try to keep within the 10 minutes. :

Senator ConnaLvy, All right. You may file the resolution.

(The resolution referred to is as follows:)

Rusorvrion or Iowa InpkrenprNT O1n JoBerrs BUREAU OF THE
Towa Prrrourum AssociarioN, Fusruary 9, 1937

Whereas it has come to our attention that the Congress of the United Stutes
has hereto enacted bills which prevented the free transportaiion between
States of products refined from crude ofl produced in excess of a limit set by
various laws cnacted by the individual oil-producing States (Public, No. 14,
T4th Cong,, ch. 18; 49 8tat, 80-83) ; and

Wherens this act of the Congress, commonly termed the “Connally Act”,
was in the first place a part of the National Indastrial Recovery Act and
we feel it should have been terminated upon the explration of the N. R. A,
for the reagon that the spirit of the N. R, A, was presumed to benefit all those
engaged under a particular industry, while, in fact, only a portion of those
engaged: in, the petroleum industry were mo benefited by this act, and we
realize that one of the chief purposes of thé Connally Act was to congerve a

‘great natiral resource, beneficinl to ally and -
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. Whereas the Connally Act has, in fact, been of great henefit to the mnjor
oll companiex, the oil producers, the oil refluers, and the large oil-producing
States to the great detriment to the independent oll marketers and the con-
sumers of gasoline, fuel oil, and other petroleum products in practically the
entire United States; and

Whereas, under the terms of the Connally Act, it would expire on June 16,
1087, unless extended by the present session of the Seventy-fiftth United
States Congress; and

‘Whereas Senntor Connally, the orviglnator of the bill in the Seventy-fourth
Congress, has introduced in the Unlied States Senate a bill known as 8, 790,
which proposes to make the Connally Act permaneut by striking out the
expiration date of June 18, 1937; now, therefore, be it

Resolved by the Iowa Independent Oil Jobbers' Burcaw of the Iowa Pctrolcum
Association, @ burcaw truly representing an independent group of the lowe oil
Jobbers, Do hereby petition the Seventy-fifth Congress of the United States
not to pass 8. 700 but to permit the Connally Act to expire, a8 now provided,
on Junc 16, 1937.

Rosolved further, That a copy of this resolution be sent to the Members of
the United States Senate and House of Representatives from the State of
Towa and to the members of the Senate Finance Committee,

JowA INDEPENDENT O11, JoBBERS BURKAU

oF THY IoWA PETROLEUM ASSOUIATION,
Haney Xes O1L Co.,, Waterloo, Towa,
Hanny ¥em, President,
Stoxssmr O1r, Works, Ottumwa, Towa,
ALBERT STOESSEL, Secretary,
CusHMAN-WIL8ON On, Co., Des Moines, Towa,
H. M. WiLsoN, First Vice President,
Barrurs-Saepnkrp O1n Co., Waterloo, Iowa.,
A. 8. SAMMELL, President,

Oommiiteo.

Mr, Wirgson. Mr. Chairman and members of the committe, for the
purpose of identification I wish to say that I represent the Inde-
pendent Oil Jobbers of Iowa, that group of fellows who own and
conduct their own business, and who are not affiliated with or owned,
in part or whole, by the so-called major oil companies. My home is
now in Des Moines, Towa, but I formerly lived at Minot,"N. D., and
for a number of years was president of the North Dakota Petroleum
Association, and still own a small interest in the Farmers Union
0il Co., of Williston, N. Dak., and the Farmers Union Oil Co., of
Minot, N, Dak.

I am not now, nor have I ever been, interested in the production
of oil in Texas, Kansas, or Oklahoma, but for 25 years I have heen
in the oil jobbing business in Towa and North Duakota.

During that time I have seen many other companies similar to the
one I am interested in purchased by the major oil companies, and
now, instead of competitors who operate on a similar footing to
that of my company, the large majority of the distribution in Iowa
is by so-called major compantes. For more than 20 years our com-
pany went along, meeting compotition on a fair, equitable basis,
without cutting prices or resorting to underhand selling, and made
a reasonable profit in so doing, and earning a fair return upon the
capital invested.. We contend that a company like ours, and there
are still quite a number in Iowa, can operate more efficiently and
with less cost for a given operation than a company with headquar-
ters in Chicago, St. Louis, New York, or Tulsa.

For 20 years we operated at a profit, but after the passage of the
sio-called %')onnally et the market was so stabilized, so coutrolled
by the so-called major companies, that we huve been obliged to buy
in strictly a controlled market, and sell on a basis set by the majors,
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that only 2 cents per gallon on gasoline is left us to cover local
taxes, rent, wages, salaries, depreciation, and upkeep, which means
that we have operated at a loss for the last 2 years, and must even-
tually, if this practice is continued, be driven out of business, be-
cause the majors have been put in a monopolistic position by the
.control of production and the illegal buying pool which prevents real
- competition in the market where we buy. .

Senator LoNzraaN. What is an ille n{ buying pool?

Mr. Wirson. An illegal buying pool is one that is controlled by the
majors, And if you were operating an independent refinery down
in Texas and had 100 cars oi gasoline to sell today and you wanted
to wire to our broker, or wire to us, that we could have any part of
the 100 cars at such and such a price, which might be below the
market, the buying pool steps in, representing the majors, takes these
100 cars at the posted market in the field, which may be over the
price at which you are willing to sell to ns, and thereby that 100
cars is taken out of the market imediately and thrown into the
tanks of the majors. And the difference may be only half a cent.

Senator ConnaLvy., But if you pay that othor half a cent you
would get it ? :

Mr, %VILSON. Why should we pay the other half a cent?

Senator ConnarLy. You are complaining that yon do not get it
for a half a cent less than the posted price?

Mr. Wison. Not particularly less,

Senator Connarvy. The illustration you gave said that,

Mr. Wison. They step in and take it out of the field so no oppor-
tunity is given to the independent operator, such as we are, to pur-
chase gasoline, other than at the field posted price, which is set
by the majors,

Senator ConnaLLy. Anybody else can buy it, can they not? Auy-
body can buy it who wants to pay the prevailing prices?

r. WiLson. Maybe-—

Senator ConNaLLy (interposing). Your kick is you cannot buy it
under the market prices?

Mr. WiLson. No,

Senator Connarry. When you had hot oil you could buy it and
you did buy it4

er. Wirson. We never bought any hot oil that T know anything
-about.

Senator ConnarLy. You never did that you know of, but it was not
called hot oil then, and you bought it.¢ ‘

Mr. WiLson. Noj we did not,

Senator Connarry, Then this law will not hurt you, will it ?

Mr, Wirson, Yes, sir,

Senator LonkreaN. As I understand you, a pool steps in and pre-
vents you and other men from buying?{ ’

Mr, Wisorn, That is right.

Senator LoNerean. They are right there on the scenet

Mr, Wusorn, Yes, sir.

Senator LoNeraan. And they have this poul so that the oil does
nol move to other men and you who are engaged in this business?

Mr, Wirson. On a competitive basis. ‘ ‘

Senator Lonerean. It is not released to you and in that way. they
maintain prices? ‘ \ ' ‘ ¢
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Mr. Wirson. Yes, sir. And that is why of the major companies
24 of them are indicted at Madison, Wis.,, and some seventy-odd
officials of those companies are also indicted,

Senator LowkreanN, That is destructive of competition?

Mr. Wison. Yes, sir; absolutely. And we feel it, and it is made
destructive to the oil business as w feel by the Connally Act. "

I have listened with intercst to what others have sanid, and wish
to say, just as Mr, Shock of Ponnsylvania has seid that “Under the
existing Connally law, the State compacts, the approval by Congress
thereof and the cooperation of the Interior Department, the producers
of crude oil are working in perfect concord and we have a monop;
olistic control of both supply and price more complele and powerful
that ever has occurred” in the 25 years that I have been in the
jobbing business. There is no genuine open tank-car. market, it

eing artificially controlled, L 3 '

Yesterday, Mr. Collett mentioned the buying pool under the code,
but he did not state that a continuance of sucl & buying pool by the
majors to remove competitive gasoline from the open market or
prevent it from reaching the open market, was one of the things
for which the majors have been indicted at ]{’Iudison, and we contend
the Connally Act helps them in thus controlling the tank-car market.

I also listened to Mr. Paul IIadlick present his arguments in
opposition to the passage of 8, 790 which will make perinanent the
Connally Act, m)(]I wish to say he pretty fully covered the case for
our organization. What we want is a free and open market in which
to buy, und the Connally Act gives to the majors such power over
production, and by limiting production the price of crude, that the
mdependent who owns no pipe lines, has no production, no crude or
refineries, and is dependent upon an open market as it existed for 20
years before the passage of the Connally Act, has really no opén
competitive market in which to buiy. ‘

Yesterday after this meeting adjourned, I thought by Mr. Hill’s
testimony that I might learn of some refinery to whom he sold his
crude from which we might get a dcpendabfg, high-grade product.
I told him what I wanted, and he said, “Mr, Wilson, that’s the
trouble”, and indicated that it was almost impossible to find a re-
finery (independent) that made a high-grade, uniform, dependable

-product. I told him of our problem of operating at a profit. Some-

thing further was said about markets, and he said he was unable to
sell his erude (you have o posted market on tlmt?, the majors refused
to buy, and he was obliged to seek a foreign outlet. . .

He contacted a broker in London who sold a cargo for him to a
refinery in Belgium, another cargo to a refinery in France, and the
third to Italy. Regardless of the [act that he Indicated that he was
well pleased with the Connally Act, yet I would gather that the
majors put the “squeeze” on him too. )

It seems to me that if the Connally Act is an act to assist'in con-
serving a great natural resource that it should carry with it a pro-
vision prohibiting the export of crude oil, fuel oil or gasoline, or
make its provisions inoperative if u State permitted cruc{’e oil, gnso-

line, or fuel oil to be exported other than for purposes of national

defense or use of our Army and Navy. Likewise, in order to be con-

-sistent, and preserve our o1l for our own use, which the supporters of

S, 790 seem to be so anxious to do, why don’t they see to it that



RECGULATE SHIPMENT OF PKTROLEUM AND IT$ PRODUCTS 163

the present import duties of 2 cents per gallon on gasoline and 21
centy per barrel on crude oil are repealed.” I know these duties are
not imposed by the Connally Act, but they are part and parcel of the
move to make oil dear to the millions of the consuming public, and
fill the coffers of the majors by controlling production, prohibiting
interstate shipments, supporting State compacty, and so forth.
Mention has been made of the price of crude oil in east Texas,
which I think has been stated as $1.27 per barrel of 42 gallons. Ac-
cording to table 2 of the February 5, 1936, number of National
Petroleum News the total cost of refinery of this product would be

Price of erude ollo.oo o o $1.27
Brokerage CHUrge e oo e .05
Pipe-line gathering charge...—.. S, .05
Trunk pipe-line charge .10
Total... —— e L AT
Cost of processing (operation and majntenANCe) - v ececm e .28
Total direct cost df refined products 1,95
Market value of products obtained from 36 gravity crude
Refinory
Gallong
Porennt price Total
Product viold p"‘;;’l“" (contsper | value
- gallon)
OABONNG. w oo ne e eeaeeicamnen e ecomms e mse s mmam s mmnn 55,7 23.4 5.75 $1.345
B T 7.3 21 ] . 168
Diatillate.ou eueeaananen . 5 2.1 4 L081
AaB Ol ovneicninsi e anaee 8 2.1 3.28 048
Fueloll......... 2.7 10 3.4 L 344
1,003
Lass total direct cost of rofined product. 178
Operating margin - 43

At today’s prices and comparing the extended figures with $1 crude
as given in effect on December 12, 1935, a few months after the Con-
nally Act went into effect, we find that the refiner is getting more
Tor every single product mentioned, that 96,7 percent of the crude
has been accounted for and his nel. back for his refinery operations is
a trifle over 10 percent more than when the National Petroleum News
table was set up. 'This means that a refinery with 10,000 barrels per
day would have a net back of $2,430 now against $2.200, ns given in
National Petroleum News, and a producer such as Mr, Hill who has
a permitted production of 10,000 barrels would be getting $12,700
per day for his erude against $10,000 on December 12, 1935, Bear
in mind a 10,000 barrel refinery is only a comparatively small refinery
}tho 1935 figures of the Bureau of Mines show 73 refineries in Cali-

ornia with 840,635 barrels per day capacity; Texas has 197 with
1,106,299 barrels per day capacity. Why then, if Mr. Refiner can
make an extra $250 per day in running 10,000 barrels of erude and
the producer an extra $2,700 per day on his 10,000 barrels, should
they not be here in support of a bill that we contend helps them do it,
by controlling production and when production is held down, deman
and cooperation raises the price? ‘

It is admitted, I believe, that by controlling production through
cooperation of the Connally Act, that the price of crude oil has been
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stabilized, and that through the States Compact, supported by this
law that real conservation has been brought about in Kansas, Louis-
iana, New Mexico, Oklahoma, and 'Pexas, and according to Secve-
tary Ickes these States produce in the aggregate 73 percent of the
national oil cutput, and the daily average crude oil production today,
according to Secretary Ickes’ statement is 3,250,000 barrels and 73
percert of that is 2,872,500 barrels per day, and if through the work-
ings of the Connally Act, and the conservution of this great natural
resource, resulting i the control of ‘)x'oduction and the raising of
the price from, say, 75 conts per barrel to $1.27 per burrel, the users of
this crude are paying $1,234,700 per day more than they did when
crude was 75 cents, and $640,575 per day had the price risen from
only $1 per barrel to $1.27 per barrel. Granting that the only benefit
has been to raise the price 27 cents per barrel, it means $233,809,875
per year to the producers of crude m these five States alone. Iy it
any wonder that the representatives of one of the greatest crude
States among the five, and also able representatives of the producers,
are here to urge the extension of the Connally Act?

Presuming that the fignres given in the National Petroleumn News
ag Lo refinery costs are correet, and that the profit on processing the
1,106,209 barrels per day in the Texas refineries is incereased from 22
cents per barrel to 24.3 cents per barrel, it. means an increase of refin-
ing profits from $243,385.(8 per day to $208,830.65 or a net increase
of $24,444.87 per day equaling $9,287,877.565 per year for the incrense
over the profits shown by the National Petroleum News covering the
advance cost from $1 on February 5, 1936, to the $1.27 per day now,
with today’s prices on the products from the crude. Are we Lo won-
der why the gentlemen who own the refineries are loud in their
demands that the Connally Act be made permanent?

Or can we wonder why the associations they have should not have
r((alpresentatives here in numbers to impress this committee of the
advisability of making such an act permanent?

We believe, Mr. Chairman and gentlemen, that when the producers
are refiners who are being enriched by the effects of this bill, raise
their voices in its support that we, the jobbers, who by the acts of
these same refiners and majors, are being impoverished, that we should
have your cooperation in correcting this evil or unfair practico;
and when our voices are raised against it for the evils it helps make

ossible that cognizance should be taken of our claimg, as we surely
lieve that a live-and-let-live policy should be extended to the for-
{.,;otten man, who is the oil jobber in this instance. Lazarus of old
egged for a few crumbs from the rich man’s table to maintain his
existence, and should the oil jobber today he condemnad or his motives
questioned when he, too, asks for careful consideration of an act thag
he feels 'is one of the tilings that threaten his very existence? Woe
aro still not convinced that the Connally Act with 1ts control of pro-
duction and the support of the State compacts is not a major reason
for our predicament and we are against the passage of S. 790,

Senator LoNeraan. Is that all?

My, Wirson. Yes, sir.

Senator Lonerean. I want to know more about these illegal pools.
Do you believe that the capital invested in these pools is furnished
by those who cut the price

Mr. Wison., Yes, sir,
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Senator Loneraan. Can you give me evidence on that?

. Mr. Wuson. I cannot give you any evidence on it, but the grand
ury can,

! enator LoNeraaN. Give me the name of a company; let us see if
we can find whe invests the capital in the illegal pools,

Mr. Wirson. There are several of the major companies; one of
them is the Barnseall Refining Co.

Senator LoNerean. How do you spell that?

Mr. Wirson. B-a-r-n-s-e-a-1-1 Refining Corporation.

Scnator Loverean. Where are they?

Mr. WiLson. They are at Tulsa, Okla, Mr, Ed. Reeser is the presi-
dent of that and he has also been indicted.

Senator Lonercan. That is an illegal pool?

Mr. Witson, Yes.

Senator Lonerean, The name is “Reeser?”

Mr. Winson. Yes.

Senator LoNercaN, Who took the action in that casej was it the
State?

Mr. Wison. No; it was the Federal Government, the Department
of Justice.

Senator Lonrkrean. In other words, the Federal Government is
trying to break up these illegal pools?

Mr. Wison, Yes; and while they are doing it we are getting
hamstrung.

Senator LoNerean, So that the Department of the Interior would
know who furnishes this capital?

Mz, Wison. Yes.

Senator Loneraan. And that ought to be stopped?

Mr, Wason. Surely: we contend it ought to be,

Senator LongreaN. I think it should also.

Mr, Wirson. Senator, there is one question you asked the gentle-
man just before me. The conditions in the various States are dif-
ferent.  You take in the State of Iowa, where we operate, the mar-
gin set for us in the operation is 2 cents per gallon; that is what
we got and that covers the expense of our taxes——

Senator Conwarvy. That margin is the margin of the jobber
alone; that does not include retailers?

Mr., Wuson. No.

Senator 'Connarry, You get 2 cents a gallont

Mr. Wison, We get 2 cents a gallon and it actually costs us——

Senator Connarny, Lot me ask you this: You get {hat 2 cents a
gallon whether gasoline is cheap or whether it is high; do you not?

Mr. WiLson. hYes; we (o now,

Senator Conwarry., That is what T am talking about. So, in
reality-—-

Mr. Wnson, But—-

Senator Convarny. Let me finish. You get 2 cents whether it is
high or low! :

Mr. Wirson. Yes.

Senator Convarry, So, after all, it does not make any difference to
your profit whether gasoline is cheap or high; you get the same
margain in either case; you get the same profit, o

Mr. Wirson., But it is not profit,
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Senator Connatuy. If you can, buy it a-little cheaper than the
other fellow, buys 3% by getting, it below. the posted price from a man
who is violating the law——- ‘ : it
, - Mr. Wigon., He does not have to violate the law,, ... - o

Senator ConnNarry. Iam just putting s hypothetical question to

yoOu oo

4 Mr. Wirson. Yes. R . ; .
Senator Conwarry. Instead of making 2 cents, in that case you

would make 245 or 3 or 41 L . .
Mr. WirsoN. We would not make it. We would have that margin

to operate on; but when it costs us 234 to operate, we are losing 0.75

cent ‘on every gallon we handle, and we did it all this last year.
Senator ConNarry. Why do you go on doing that?
Mr. Wirson. We cannot help ourselves, . :
Senator Connarry. You would do better to go out of business.
Mr. WiLson. We want to stay in business, '

.. Senator Connarry. Why do you keep on renewing these contracts

if you are not making a profit?

Ir. Witson. We have none. We are competing against major
companies on the open posted market as quoted by the Chicago Jour-
nal of Commerce, and the major companies control that, and the
Journal of Commerce is indicted at Madison. B :

Senator ConNarpy. The Government is trying to correct these
illegal practices? °

r. Wirson. Yes. .

: S(;nator’ Connarry. You say you did business all last year at a

0ss .

Mr. Wirson. We did. Lo

Senator ConnarLy. And you are still continuing to do so?

Mr, Wirson. Yes; we have two or three hundred thousand dollars’
investment which we have to protect. ' ‘

_ Senator Conrarry. How can you protect your investment by con-
tinuing to lose money? ‘ . o
.. My, Wison. We had a contract with the Barnseall Refining Cor-
poration that expired November 1, 1936, a 5-year contract, and it had
a provision that after the contract had been in operation for
3 years if we elected to sell our stations and the equipment to the
Barnseall OQil Corporation that they were obliged to buy it, and
there would be selected an indepengent appraisal company to ap-
praise the property. .We served notice— T :

Senator Connarry. You signed that contract? ' )
S, Mld Wiison. No; I "did not.  The president of the company
signed 1t. ' Lt :
. Senator Connarry, That is what I mean, that your company

slgped it.
r. Witson. Yes; our company signed it. '

Senator ConNavny, It made that contract, did it not?

Mr, WisoN. Yes; and we served notice on those gentlemen to
buy. Mr. Reeser—Mr, Cushman, the president has been ill for 3
years—and Mr. Reeser wrote me the option was not an enforceable
oné and that they are not obliged to buy. ,

" Senator Convarwy. All I can say is you have a darn poor lawyer
who would let you sign an option like that if it is not legal. Of

course, I do not know whether it is or not; X have not looked at it.
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look at it? ' !
Senator Conyaruy. I would know 88 much abott. it .as you do;
it is your confract; I never saw it. If ‘you are continuing . to lose
MONEY e NEERTIT R
: Mry Wigon. We cannot quit and: they havé no bqsinesq. !
' But going back to this margin, it costs us 2.75 to do business, and
the majors, previous to the time this law went into effect—we were
operating under. o 4-cent margin, but as soon as the law went into
e

~Mr, Wosow. Would. you -know; whether it was: legal if you di(}
A , ML )

oct, soon. thereafter, they cuf. it right in two and made it 2 cents
. Senator. ConnarLry. Why don’t you buy it from somedne else? -
Mr., WiLson. We cannot. o o "
Senator CoNnnNaLLy. Can you not buy it at the posted price?
Mr,. Wirson. Yes; but that posted price only gives you a 2-cent

Senator CoNNALL Yy ibhosmagdg. Jot require you to sell it at any

580 A 0; but you have to nig o, Lthe competition; you have
g#'the figure the majors set; that is'ghe tank-wagon market,
for ConnaLLy, D, i ation laws at all§

elieve in con
M. Wison. Yeg, sir, o :
enator. Con; Ai%w 4 I;e}ﬁing in th

em, o you beliévey théir'

e Ll{xld‘l{;aq j 'rciyrd ‘ ;
T. WIRSON. Y8 Sl sy . P

£ Senutor%&m “ﬁi’« Smgﬁaﬁ such a low and a group of
#States has such a ‘ o¥you t. nl&, t is Wrong for the Federal Gov-
g 1(11 enforcing their owy laws? 3 G

of, think it

e whole, D " o
Senligor ConnarLy. Are Jou againgt 64 4 .0

o Mr. Waggon. I am against the workinggsf the Connally Aet.. .. .-
-, Senator though you ge#l you believed in each State
meking its owia d that ould be enforced, . .. . ;

Mr. Wirgon., Yeg, o ssmses ; S r
- Senator ConnNarry. And you said the Foderal Government should
aid in enforcing the law? s

Mr. Witson, Yes, 0« 0 . . e e
= Benator Convarvy. That is all the Connally Act does, . - ,

" Mr, WiLsow. But.it controls the price through limiting production:

Senator ConNaxLy. You: are against limiting production through:
conservation, then ¢ o Lo oo SRR
.i)Mx;.vason. I£ it were truly conserved, I would net say anything
about it, o . o N wy

Senator {nwyaruy, You heard the testimony .they. were going. to
get 4,000,000,000 barrels out of the east Texas field becanse -of; con-
servation? . B

Mr., WiLson. Yes,
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- Senator ConNarLy, And that otherwise they would not have gotten
but 2 billion?

Mr. Wrrson. Yes.

Senator Conwarry. Well, is that not in the interest of the
consumer?

Mr. Wirson. Yes; but if at the same time the Government would
say to these fellows, “We want to save this oil for our own use and
we will let foreign oil come in, and when that is exhausted-———-"'

Senator Connarry. You are raising a tariff issue with which we
are not dealing here. I have been pretty liberal to you marketers
and have been trying to give you nl'; of the time you want. Does
that conclnde the marketers?

STATEMENT OF GEORGE A, HILL, JR., HOUSTON, TEX.—Resumed

Mr. Hirr, May I correct a misapprehension of the last witness?

Senator ConnvaLry, Give heed, Mr. Wilsen, Mr. Hill wants to make:
a statement.

Mr, Hiri. T would like to correct in the record the misapprehension
of the last witness in relation to our brief conversation after the ad-
journment yesterday. I realize that gratuitous advice is worth only
what you pay for it, but I endeavored to tell Mr. Wilson out of my
own experience what I thought was his difficulty. I explained to you,
as an independent producer, that where the major companies did not
desire to purchase my oil or did not pay a price for it that I deemed
to be satisfactory, that I deemed it to be a function of management
to go out and find a buyer for my oil at a price satisfactory to my
company, and I illustrated to him my successful efforts along that
line, in selling my oil to independent refiners, independent buyers, and
even to foreign buyers, and I suggested to him that he could not, in
Des Moines, Lowa, expect to be In contact with independent refiners
thut were just as desirous of selling oil to him as he was desirous of

urchasing the same, and that the thing for him to do was to leave
f)es Moines temporarily and contact independent refiners.

T hope that he did not understend from that suggestion that I find
that there is such a monopolistic grasp upon the industry that deters
me, as an independent producer, or any other independent producer,
from selling o1l to whomsoever he feels, at such prices he feels, and
convey the impression that if be would go into the area where the
independent refiners manufacture their petroleum products he would
not meet, in my judgment, with the difficulty he has been experiencing.
That is all I intended to say, and he entirely misapprehended my
conversation.

Senator ConvarLy, We thank you, Mr. Hill.

As a matter of fact, these marketers in all these States could buy
from independent producers in Texas or any other oil-producing
State throngh brokers, if they desired, could they not?

Mr. Hm, Yes, sirj or directly. )

* Senator Connarry. If they did not want to make some direct con-
tact they could have brokers buy for them? .

© Mr. Hrve, That would be my opinion, Mr. Cheirman.

- Senator ConNALLY. At this point I want to put in the record some
wires.
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I have a telegram from the National Association of Petroleum
Retailers.
(The telegram referred to is as follows:)

CH1cAeo, Inr., february 10, 1937.
Senator THoMAS CONNALLY,
Senate Office Building:
Schuh arriving Washington Wednesday, testify favoring Connally Act per-
manency,
' NATIONAL ASSOCIATION PETROLEUM RENAILERS.

Senator Connarry. I also have one from W. B, Hamilton, chair-
man, oil and gas committee, West Texas Chamber of Commerce, who
regrets he cannot be present and urging reenactment of the act.

(The telegram referred to is as follows !

Wickira Farvs, Tex,, February 16, 1337.
Senator ToM CoNNALLY :

1 have not recovered sufficient from recent critical attack of flu so that my
doctors will permit me to make the trip to Washington at present time, Am
greatly disappointed that I cannot appear before your committee personally and
testify in favor of making Connally Hot Qil Act permanent. As chairman, X
request that position of West Texas Chamber of Commerce regarding this bill
be entered on your record. The board of directors and membership in conven-
tion have unanimously approved Connally Hot Cil Act and have instructed
me as chairman of oil and gas committee to support bill making the Connally
Hot Oil Act permanent. The West Texas Chamber of Comtnerce helieves that
it is ifmpossible to conserve natural resources of gas and oil in great west
Texas fields should Connally Hot Oil Act cease to be effective. This act has
been very beneficial to State of Texas and all other oil-producing States and
18 Equdlly as Helpful to consuming public, particularly those residing in non-
producing oil States. The West Texas Chamber of Coramerce believes that the
only objection that will be made to this measure will come from those who
desire to profit from their ability to purchase gasoline and oils made from
contraband stolen oil,

Regards,
W, B. HAMILTON,
Chairman, Oil and Gas Committee, West T'cxas Chamber of Commerce.

Senator Connarny. T have another telegram from the North Texas
0il & Gas Association, by J. Ed Erwin, executive vice president,

(The telegram referred to is as follows:)

Wricnira Favrs, Tex., February 16, 1937.
Senator Toxm CONNALLY, ’
United States Senate:

Thig association, representing nearly 500 independent oil preducers and ‘re-
fluers in the north Texas district, wishes to urge the reenaciment of your hot
oil bill, knowlng that it is essential to the welfare of these operators and to the
16,000 welly they own and operate in thig district producing 62,000 barrels of oil
per day. The continued operation of these wells, most of which are of the
stripper class, and the ultimate recovery of all the ¢il from these oil delds
depends utterly upon the continuation of the present conservation progrumn, of
which the Connally Act is a most important part, which also Inures to the
ultimate benefit of the consumer.

Norrir Texas O1L & Gas ASSOCIATION,
J. Ep ErwiN, Nrccutive Vice DPresident,

Senator Conwarvy. Tf {hat is all of the marketers—are you repre-
senting some marketers?

Mr, Brrorors. Yes.

Scnator Connarry. Which association do you represent?

Mr. Brrarors, The Qil Men’s Association of New England.

Senator ConnarLy. We will have to bo brief. You can put your
statement in the record, but we hope you will be brief in your testi-
mony, since all of you folks cover practically the same ground.
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STATEMENT OF¥ ¥. E. BERGFORS, QUINCY, MASS., REPRESENTING
THE OIL MEN'S ASSOCIATION OF NEW ENGLAND

Mr, Berorors. Mr, Chairman and members of the committee, Oil
Men’s Association of New England was organized over 12 years ago,
having about 200 members, of which there are 15 directors. I have
the honor of serving as a director.

On February 2, 1937, a special meeting of directors was called for
the purpose of considering the Connally ﬁill, after which it was voted
unanimously to oppose it, directing me to appear here before your
conirmittec. ' : )

I am president of the Quincy Oil Co., having been connected with
them off and on and in various capacities since 1903. Quincy Oil
Co. is engaged in wholesale marketing and has two ocean terminals
in Boston Harbor. s
. Wae do not believe in carrying on with laws that were intended
as_an emergency, especially with the emergency passed.

We believe we have more emergencies in New England and prob-
ably elsewhere that need attention more than the control of oil.

In fact, it could be said that the operation of the Connally Act has
created an emergency, especially with oil marketers in New England.

First., By effectively eliminated competition for their business.

Second. By freezing up their sources of supply that are available.

Third. By increasing the cost of petroleum to consumers. ‘

Fourth. By assisting some integrated companies in operating at a
loss in our marketing branch of the industry by giving them abnor-
mal profits in the producing branch as an offset.

In fact, it is immeasurably worse than operating under the old
law of survival of the fittest, becavse under this bill some companies
en{xfy Government assistance, ‘

e believe the purposes of the bill has never been fulfilled and
that the reasons for its enactment given by its proponents, namely
conservation, a clever subterfuge. o

How do you expect us in New England to have any faith in the
proponents’ cry for conservation when we find the same ones doing
everything in their power to limit and reduce imports? - .

Conservation is merely the rally word used by the proponents in
connection with the bill to fool or allay the consumer who foots the
bill—totaing many millions of dollars in favor of a comparatively
few producers,

. Since the effect of the Connally bill has successfully pegged the
grice of crude at $1, and recently higher, we are afraid there might

e no ceiling to the prices they may wish to extract. '

I know that we oil marketers are paying from 30 to 50 percent
mmaa since the operations of the Connally bill for our petroleum

roducts.

P I know that many of our mills and manufacturers have had to
cease doing business because of increased costs, throwing thousands
of people out of work—increase in cost of petroleum did its share
to produce this result. ‘ :

he Connally. Act proponents should be thankful that we had an
unusually mild winter on the east coast this winter or this bill would
be absolutely doomed even before this hearing, '~
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. For over g month heating oils and fucl were so scare that on more
than one occasion during this period some apartments, homes, and
industries using oils for heating or power were reduced from normal
to as low as 24 hours’ supply. '

All the oil companies during this period were working heroically
borrowing from one another sometimes as little as 2 hours’ supply.

You can imagine the millions of dollars such conditions cost the
marketers, upsetting the entire delivery system organized and geared
to operate on the small decimal profit and often on merely an ex-
change of an old dollar for a new. S

You can imagine the damage and uproar and excitement that
would have followed if these cities and villages had found themselves
without power and heat in the middle of winter for even a short
period. They would not have appealed to the State of Texas au-
thorities for relief from such conditions but would have organized
to eliminate any such system, legal or illegal, that had produced this
intolerable condition which had never happened before.

If the State of Texas can’t control her own so-called excess-pro-
duced oil and seeks the aid of the Federal Governmens through
this Connally Act, we believe the I'ederal Government should have
the control of proration and allocation of crude oil—which controls
the excess—even going so far as to limiting the profits that can be
made in order to avoid abnormal profits which lead to monopolistic
practices. o

In conclusion I want to say that there is no question but that the
consumer has absorbed not only the complete cost of higher crude
prices but has had to contribute to the increased profits of some in-
tegrated oil companies-—which anyone can read from their financial
statements—because of the control they obtained with the assistance
of the Government through the operations of the Connally Act in
conjunction with other sister petroleum acts. "

Senator ConnarLy. How much is your differential or spread?

Mr, Brrarors. 1t differs continually. '

Senator ConNarLLy. What is it today ¢

Mr. Berororp, I do not know. :

Senator ConnNaLLy. What was it yesterday

Mr. Bergrors. I do not know. o

Senator ConwarLy. What was it day before yesterday ¢

Mr. Berarors. I do not know.

Senator ConnaLLy., What was it the day before that?

Mr. Bererors. I do not know, :

Senator ConNarLy. You are in the business, are you not?

Mr, Berarors. Yes; but I have béen here since Thursday.

Senator Connarry. Well, the day you left, what was it?

Mr. Berorors. I do not do the buying. T ‘am president of the
compsany, but it varies continually, sometimes down to nothing.

Senator Connatry. You are president of the company and you
certainly know what the company is doing. What was the last time
that you knew of the margin, or the difference between the price of
gasoline at which you were iouying it and the price at which you
were selling it; you certainly know that. : \

Mr. Bererors. It varies from day to day.

Senator Coxnnarvy. I said the last time. - =~~~ % °

Mr. Berarors. We might have had a cent and a half, or 1 cent.

1
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Senator ConNarLy, You might have had either nothing or 5 cents,
but T am talking about what 1t was on the last day that you knew
about it, the last day you looked at your books to see what you
were doing; what was the margin that day?

Mr. Berarors. The margin between what?

lSenawr JONNALLY, Between what you paid for it and what you
sold it at.

Mr. Bererors, We do not sell at the same price to everybody.

Senator ConnaLry. You do not?

Mzr. Brrarogs. No.

Senator Connarry. Do zyou have favorites and do you discrimi-
nate as between customers!

Mr. Berorors. Noj but some are better than others; some pay their
bills better and have better deliveries.

Senator ConnarLry. You do not have posted prices?

Mr. Berorors. Not, us; we try to make a profit-—

Senator ConnNarry. You sell to some customers at one price and
you sell to other customers at another?

Mpr. Bererors. According to their value to us.

Senator Connarry. You certainly have some gage by which you
undcrtake to determine your profit or spread; what is the difference
between the price you pay for the gas and what you sell it for?

Mr, Bercrors. It varies.

Senator Conwarry. Tell us any figure that it mi%ght be.

Mr. Brrarors, A half cent or-—what is the product ¢

Senator ConnaLLy. Gasoline.

Mr. Berarors. Gasoline does wot sell very well in the wintertime
in our country and we have been losing it fast through

Senator Connarry. Well, heating oil; what is the difference be-
tween what you pay and what you sell it for?

Mr. Berrogs. In one instance I can remember we only had a
quarter of a cent——-

Senator CoNnvaLrx. See if you cannot remember some other in-
stance where you had more.

Mr. Berorors. We have had a half cent. That depends on the
type of delivery. :

Senator ConNaLry. You know what I am talking about.

Mr. Bererors. I know you are trying to put me in the hole.

Senator Connarry. I am only leaving it to yow

Mr. Berorors. I do not think it is a fair question. You are not
asking me the size of the customer or the kind of delivery and you
do not even mention the petroleum product.

Senator Connarry. I just said heating oil.

Mr. Berorors. I said a quarter of a cent, and I can mention the
customer. ’

Senator Connaruy. Is that the only one you remember?

Mr, Berarors. No.

Senator Connarry. Why did you pick that out?

Mr. Bergrors, That is the one I remember. I do not operate my
company, Mr. Connally.

Senator ConNarLy. You do not?

Mr. Bergrors, No.

Senator ConnarLy. Who does?
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Mr. Brrerors. We have a crew operating the company and I have
general figures coming to my desk that do not show me each indi-
vidual sale, and that is what 1 am trying to give you.

Senator Connarry. You are president of the company and respon-
sible to the stockholders for its profits and losses, are you not ¢

Mr. Bererors. Losses, particularly.

Senator CoNNarLy. I do not want to trap you; I want you to tell
us what you know, and if you do not know about your company
and what it is doing, you should tell the stockholders; but I want
you to tell us the different kinds of oils you sell and the different
marging on each kind. You said I had picked out one particular
kind; now T am asking you to tell us all ofp them.

Mr. Brrerors, If I thought my testimony was going to be so im-
portant I would have brought my books and given it to you, and it
wounld have been plenty. I have statements en my desk showing
continual losses ever since the Connally Act, except for a few months
now and then; you cannot say I have a margin when I show a
loss. Do you mean gross or net or what?

Senator ConNarry. I do not think you want to answer, so I will
excuse you.

Ave there any other marketers present who want to be heard?

Mr. Scaun. Yes.

]Sem%tor Connarvy. Very well, Mr. Schuh; you are representing
whom

Mr. Scuus. The National Association of Petroleum Retailers.

Senator Connarry. How many members have you?

Myr. Scaun. We are an assoclation of associations. I cover that
in this short statement.

Senutor Connarry. All right, Mr; Schuh,

STATEMENT OF WILMER R. SCHUH, MILWAUKEF, WIS, PRESI-
DENT 0¥ THE NATIONAL ASSOCIATION OF PETROLEUM
RETAILERS

Mr. Scaun. This brief is submitted in support of the proposal
now pending before Congress to make the Connally Act permanent.
The National Association of Petroleum Retailers is an association
of associations with a membership of approximutely 309 local or
mediate, chapter, sectional, or district associations. These affilinted
associations have a membership in excess of 52,000 independently,
operated service stations from coast to coast. For the information
of the committee an organization chart is attached marked “Ex-
hibit A.” (Exhibit referred to is on file with the committes.)
The stated policy of the National Asscciation of Petroleum Re-
tailers is “to avoid no issue for the good of the retailers but to be
honest, just, and loyal and to work at all times for the good of the
industry and the Nation.,” In support of our position on the Con-
nally Act, wo call your attention to section 12 of the platform of
our association, approved by the ways and means committee August
2, 1936, which section reads as follows: ‘ )
We believe in an equitable system of provation of crude oil designed to pro-

teet and eonserve this important natural resource and the protection of the
industry so ax to maintain the ported price and permit the operation of strfpper

1250953712
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wells and to yield a profit without resort to wasteful practices in the interest
of conservation. .

In further support of our position, we offer a copy of the resolu-
tions of the fourth national convention of petroleum retailers, Carter
Hotel, Cleveland, Ohio, September 17, 18, 19, 1936, Homer S. Sparr,
chairman, Your particular attention is called to resolutions 11
and 16. The above resolutions are marked “Ixhibit B.” (Exhibit
referred to is on file with the committee.)

In further support of our position we offer the document entitled
“A Record of Cooperation With the Industry”, marked “Exhibit
C.” Exhibit D, entitled “The Independents Platform”, the bacis of
the voluntary code which was developed in a conference of ropre-
sentatives of all branches of the industry endorsed by all companies
and associationg for anlications in 12 Midwestern States and later
extended to include all States east of the Rocky Mountains, 'This
platform was approved at 54 meetings in 28 States held between
April 13, 1936, and July 30, 1936, Iixhibit E is a chart showing the
shipment of gasoline in excess of tenders and the overshipment of all
products in excess of crude, shipped by east Texas refineries for a
15-month period beginning January 1, 1935, and ending March 31,
1936. This chart was prepared from information gathered by a
private source by obtaining information on crude allowables, State
and Federal gasoline taxes paid, and other pertinent information.
The upturn of overshipments in the late summer of 1935 can be
attributed to the excess runs of confiscated oil; crude run to stills
when fuel oil was confiscated ; and other evasions occuring under the
confiscation racket. [Exhibits C, D, and E, referred to ave on file
with the committee.]

A contributing factor toward the increase in overshipments the
first part of 1936 is the payment of both crude and gasoline taxes
through fictitious companies.

. The effect. of overshipment of gasoline and crude oil in excess of
crude allowables within the State of Texas has been devastating to
the retailers of that area. The State officials of Texas, however, are
doing everything within their power to assist the industry in curbing
this evil so we are looking forward toward its gradual elimination,

Prior to the enactment of the Connally Act the entire country was
infested with cankerous sores, known as price wars, This was prior
to and during the early code days and many of us, from the inde-
pendent retailer to the independent jobber, the independent refiner,
and the independent producer were in an exceedingly tough predica-
ment. We know definitely that our group protestecf, to Congress, to
the Department of the Interior, and to the Planning and Coordina-
tion Committee, and to any other source where we might be heard or
where we might obtain some relief. These price wars were caused
primarily by the entrance of so-called hot oil into our various mar-
kets at a ridiculously low price with the result that the industry,
labor, and the efforts of that conservation received a serious sot-back.
An instance of where an unbranded marketer, while testifying before
the State Department of Agriculture and Markets of Wisconsin
unwittingly stated that he was paying 1 cent a gallon for gasoline
from east Texas when the market price was somewhere in the neigh-
borhood of three and a quarter or throe and three-eighths.

[
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It can be readily understood what a market disturber of this type
could do to those of us who were purchasing legitimate or legal gaso-
line in competition with him. On one of our trips through the east
Texas field we discovered that a certain jobber had gone into the field
with some $15,000 in cash and was endeavoring to get some east Texas
refiner to ship him gasoline in tank-car loads but bill to him as kero-
sene in order to avoid the payment of 4 cents a gallon State gasoline
taxes, Apparently these tricks had been going on for some tirme, and
when this particular individual was thrown nto recetvership by the
State of Wisconsin for nonpayment of gasoline taxes, we have been
informed that two cars of gasoline, labeled kerosene, were found on
his siding, but, upon an investigation by the State, we understand the
refiner claimed that it was an error, accidently made.

All of these things tend to break down any and all of the good
offorts by State governments toward conservation and the proper
use of the abundant natural resources possessed by this country. Al-
though we are far removed from the source of crude oil, we, as ro-
tailers, have a very definite and direct interest in conservation be-
cause it the supply of crude oil is prematurely depleted through waste
and extravagance, it will naturally result in an increase in the cost of
motor fuel to the public, with the resultunt decline in consumption.

We believe that the Secretary of the Interior, Harold Ickes, State
officials of Texas and other oil-producing States should be }ﬁgh]y
commended for their splendid efforts toward conservation and the
splendid spirit of cooperation thus far shown, We hope that the Con-
nally Act will be made permanent so that the industry may be able
to rid itself of the economie leeches that contribute nothing to it but
live off of the lifeblood of the industry. Economic leeches are the
chiselers, who want a special deal or price so they can undersell their
coglpetitors, much to the detriment of labor and 90 percent of the
industry.

In conclusion, we, as an association of service-station men, pledge
every effort at our command to the Federal and State Governments
and the industry in order that true conservation may be achieved.

Senator CoNNaLLy. Any questions, Senator?

Senator Townsenp. Who do you represent?

Mr. Sorum. The National Association of Petroleum Retailers.

Senator Townsenp. How many members do you have?

Mr. Scnum. Three hundred and nine local associations, operating
in excess of 52,000 service stations. ‘

Senator TownseNp, All over the country?

" Mr. Scavm. All over the country, from coast to coast.

Senator Connarry. How many individual retailers or marketers
are members of your association? _ -

Mr. Souus. In excess of 52,000,

Senator Connarry., Your organization has 52,000 members?

My, Somun. Yes, sir, ‘ }

Senator Connarry. And you favor the reenactment of the law?

Mr. Scatr. Definitely so.

Senator ConNarry, What is this instance you told about of some
independent marketers purchasing gas in east Texas at 1 cent a
gallon when the market price was 8 and a quarter or three and
three-eighthst = = -~ - B R o
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Mr. Scuun. He happens to be one of our cutting chiselers who
was disturbing the market, and we had to haul him before the
department of agriculture and markets in Wisconsin.

Senator Townsenp. Your association did that?

My, Scaun. Yes. This fellow admitted he was paying only o cent
# gallon when the rest of us were paying three amd a quarter or
three and three-eighths,

Senator Connarry. He was getting a good margin,

Mr. Scaun. Yes.

Yenator Connarny. What about these shipments of gasoline that
were labeled kerosene?

Mr, Scuun. That has been practiced, but the tender board has
stopged it pretty well through requiring information, such as car
numbers, and so on.

Senator ConnarrLy. This purchiaser of the gas, this fellow who was
buying at 1 cent, was the producer of that, a “hot 0il” operator?

Mr. Scrun. Yes. That was in the latter part of 1934, I would
say about September or October 1934,

Senator ConnaLLY. Before this act went into effect?

Mr. ScuuH, Yes, sir.

Senator ConNarLy., Had it been legal gasoline he could have gotten
31, cents for it?

Mr. Scuun. Yes.

Senator Coxnvarry. But, being hot, he had to turn it loose quick
and he got only 1 cent?

Mr. Scaun. Yes.

Senator ConnarLy. Any other questions, Senator?

Senator Townsenp, No.

Senator ConnvarLy. Anything you care to add, Mr. Schuh?

Mr. Scuun. I think the industry is on a much better footing; we
are not entirely recovered, but I have covered over 60,000 miles this
vear, from coast to coast, and I have been through all of the oil
States and have noted a great improvement. I think if the Con-
nally Act is continued it will help us, but we cannot make any im-
provement if the market is wild, The law of supply and demand
will never work in this industry.

Senator Connanny, Have your dealers any difficulty in buying
gasoline and oil supplies in the open market?

Mr. Scrun. Very few of our dealers buy in the open market, They
buy from jobbers or major company distributors, or from the major
companies direct.

Senator Coxnarry. Do they have any difficulty in . getting the oil
at the source of supply—any more difficulty than other dealers simi-

* larly situvated buying 1t?

Mr. Scrun. Noj the cut-rate chiselers manage to get all they neced;
there is no shortage of gasoline.

Senator Connarry. When you speak of cut-rate chiselers you mean
those who get their supply cheaper and are therefore able to under-
sell the ordinary dealer?

Mr. Scmown. That is right.

Scenator Convarvry. Mr. Fremming, do you want to appear? We
are going to recéss shortly until 2 o’clock.

Mr. Fremming, T would like to appear at 2 o’clock,
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Senitor ConNarry. We can give you a little time, but the matter
vou have in mind, I do not think it is before the——

Mr. Fremuung, T think it is quite pertinent.

Senator ConnaLry. We will undertake to hear you then.

T have received a telegram from Col. M. T Flanagan, of Longview,
Tex., and a letter from Mr. J. D. Wrather, president of the Overton
Refining Co., Inc., of Overton, Tex., both in support of the pending
bill, which I submit for the record.

s Lonaview, Tex,, Fcbruary 17, 1937,
‘Henator ToMm CONNALLY,
United States Senate:

Thank you for the opportunity to appear before the investigation committee
-of the Connally “hot-oil” bill; regret that my wife's illness preventing my being
present.  However, am backing you to the limit, and sincerely believe that this
bill should be made permunent.  Without it the of) industry would be nothing.
It would be impossible for the State to enforee provation, The “hot-oil” boys
in this State would move the ofl interstate, and Texas' hands would be tied.
‘Oklahoma would not stay in line with Texas, nor would Louistana and Kansas,
and Texas would not stay in line with them. The Connally oil bill has saved
the oil industry and has proved its worth. In order to save the industry it is
imperative that the Government makes provision to gave this natural resource,
which is most important during belligereuce. It is absolutely a waste of oil
and gas to permit the wells to flow wide open, sore oil and let it evaporate. I
am an independent, definitely not conuected with any major company, and 1,
as well as they, have made money; and know that all companies, large and
small, have made money since proration has been enforced, No one but the
“hot o0il” thieving Judases are opposing you on this measure,

Most sincerely,
Cor. M. T. FLANAGAN,

OvertoN ReFINING Ca.,
OvVERTON, TEX., February 10, 1937.
Senator Tom CoNNALLY,
Washington, D. (.

DrAR SENATOR CONNALLY : I received your telegram of a fow days ago inviting |
me to attend a hearing before the committee on the matter of continuing the
‘Connally bill, and I thank you very much for this honor and opportunity, and
I may poswible be able to attend one of the dates mentioned. Ilowever, I have
had the “fln” for the past few days and am not able at the present time to get
out, but may be able to attend as stated above. 1 will do o if I can,

In the meantime I will say that I am beartily in favor of the bill being
extended, because it has been a wonderful protection to the legitimate ofl
woperators in this fleld, and I am for the law 1006 pereent.

With best wishes, I am,

Yours tery truly,
J. D. WRATHER, President.

If it is agreeable (o the witness, we will recess until 2 o’clock.
{Whereupon, at 12 m., the hearing was recessed until 2 p, m.y

AFTERNOON SESSION

The committee met at 2 p. m., purshant to the taking of a recess at
12 o'clock.

Senator Connarny. Let us come to order. I believe we finished *
with everybody that represented the marketers who wanted to be
heard. Wo now have a few more witnesses, and then we will try to
conclude these hearings. ‘ .

Mz, Holland, are you ready to go on now?
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STATEMENT OF GEORGE W. HOLLAND, DIRECTOR OF THE
PETROLEUM CONSERVATION DIVISION, DEPARTMENT OF THE
INTERIOR o , :

- Mr, Homrawp. My name is George W. Holland, Director of the
Petroleum Conservation Division, Department of the Interior.

Senator Connarvy., Mr. Holland, may I ask you there if you are
the head of the agency that Secretary of the Inferior Ickes sot up in
the Department to handle the administration of the oil acts?

Mr. Horvawnp, Yes, sir.

Senator ConNaLLy. You are in charge, then, of the oil division, you
might say, whatever you eall it—what do you call it ? ‘

r. Horranp. The Petroleum Conservation Division,

Senator ConnaLry. The Petroleun Conservation Division of the
Department of the Interior?

r, Horrano. That is right. And we assist the Secretary of the
Interior in the administration of the act passed February 22, 1935,
generally known as the Connally Act. :

Senator Connarry. Go ahead and tell us anything you care to say
as to this bill, Mr, Holland, ‘

Mr. Horrawn. I have not a thing to add to the Secretary’s stute-
ment, Senator. If there are any questions you would like to ask, ¥
will try to answer them, )

Senator Conwarry. In the main, your views coincide with Secre-
tary Ickes’, which were given heve the other day?

Mr. Horranp. Absolutely.

Senator Connarry. What are your views with regard to the de-
sirubili}tiy of reenacting and continuing this law?

Mr. Horranp, In my opinion, I think if the Connally Act fails of
reenactment that we will be back just where we were £ years ago in

- the matter of the conservation of oil and gas.

We have accomplished something through the coordination of Fed-
eral and State authorities, and there has not been anything brought
to my attention that is more constructive than the Connally Act.

Senator Connarry. Did you hear the testimony of Colonel Thomp-
son, the other day, of the Railroad Commission of Texas?

Mr, Horraxp, Yes, sir, .

Senator Connarry. As {o the amount of o0il reserves originally
estimated for the east Texas field, being 2,000,000,000 barrels?

Mr., HoLuanp. Yes, sir,

Senator Conwarry. And that under the operation of the oil-
conservation laws of the State, aided by this Iederal Act, that the
prospect now was for recovery of 4,000,000,000 barrels. ﬁavo %you
any information on that subject? What are your views on that/

Kfr. Horr.anp. Senator, I am a lawyer. am not s petroleum
engineer, But as to the people I have talked to, I think the opinion

- is almost universal that the recovery would double through a con-

servation effort. . .
Senator ConnarvLy. Have you heard the testimony of the marketers
from.time to time? .
Mr. Horranp, Yes, sir, o
Senator Connvarry. What, if anything, do you know about the
effect of all these laws on marketing?
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Mr. II{IO‘LLAND. I do not consider the Connally Act a marketing
act at all, : . o Sl

Senator Connarry. Of course, it does not refex to marketing at all,
It only refers to shipment in interstate commerce of illegally pro-
duced oil. It has no refation whatever to marketing. These gentle-
men seem, though, under the guise of opposing this bill, to go back
and review the whole situation under Integrating companies and
monopolistic aspects and all of that sort of thing, . Does the Con-
nally Act diseriminate in any way agains¢ the small fellow in favor
of the big oil operator? . l

Mr. Horvanp, Xt has never been brought to iy attention. Re-
cently I talked to all of the oil operators practically in the Western
States, as well as the Governors and varions officials, and I just
could not find any opposition at all.

Senator Connarny. Do you know of any considerable group of
independents complaining of the way the act has been enforced? I
mean independent producers. .

Mr. Horranp. In addition to the statement of Secretary Ickes the
other day before the subcommittee there has only been one other
complaint that has been brought over to my office at least, and that
was with the same group, purely a jobbers’ group.

Senator Connarry. A jobbers’ group?

Mr. HoLranp, Yes, sir.

Senator Connarsy. A marketing group?

Mr, HoLranp. Yes, sir.

Senator Connanry. T do vot know that there is anything further
Il eare to ask you about, Mr. Holland, unless you care to add some-
thing. : .

Mr, Horuanp, I would like to have the record show that the
Department of the Interior, particularly the Petroleum Conservation
Division, appreciates the cooperation it has had out of the State of
Texas, Colonel Thompson, and Mr. McCraw. That is also true of
Governor Leche, of Louisiana, We think we accomplished a pretty
good job down there in the Rhodesia IMield. .

Senator Connarry. I suppose Mr. Swanson knows more about the
economic and the other aspects with relation to prices than you dot

Mr. Horrano. He would know a lot more about it than I do,
Senator, S

Senator ConnarLy. Then if there is nothing more you are to add
we will excuse you, Mr, Holland. Have you got anything you want
to put in the record? I

r, Horano. Noj; I think that is all right as it stands..

Senator Connarry, I will state at this point that Mr. Steele, who
is head of the Foderal Tender Board in the east Texas field, intended
to be here today, but I have n message from him that he is ill and
cannot appear, so we will try to hear him at a later date.

We will be glad to hear you, Mr. Fremming, if you care to be
heard now,
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STATEMENT OF HARVEY (. FREMMING, PRESIDENT OF THE
INTERNATIONAL ASSOCIATION OF OIL FIELD, GAS WELL, AND
REFINERY WORKERS OF AMERICA, WASHINGTON, D. C.

Mr. Fremming, My name is Harvey C. Fremming, president of
the International Association of Oil Field, Gas We]ﬁ and Refinery
Workers of America, with offices in Washington, D. C. Do you
want further ideatification, Mr. Chairman?

Senator ConnarLy. You have told who you are and what you are
doing, and that is all that is necessary. .

Mr. Fremming, T returned that newspaper clipping to the gentle-
e man over there, '

b e et e Semeaten s 1. s e

L s Senator Connarry. I know I had it here awhile back, but T do not
ik, see it now. Somebody must have gotten away with it.

Mr. Fremming. We appear here, Mr. Chairman, in the intervest of
stabilizing in similar proportion a human equation involved in the
production of petroleum product as is attempted to be stabilized with
reference to the conservation factor which results in price-structure
maintenance.

We believe there is a composite relationship in our economic think-
ing as between stabilization of price structure songht through this
method, the Connally bill, and the stabilization of employment op-

ortunities and economic well-being of the workers on the other
wand. It is because of this related interest that we suggest to you
that your bill be so amended to include regulatory hours of empi)f’)y-
ment as it affects the production of pétrolewm product in the rela-
tionship to interstate commerce. And we suggest 86 hours be made
the maximumn hours of employment, and further suggest $5 per day
be made the minimum rate per day paid to workers in the petroleum
industry in the interest of employee stabilization,

Some days ago I met with Colonel Thompson, chairman of the
Railroad Commission of the State of Texas, and discussed this very
same matter with him. Hoe stated to me, in front of several people
assembled in his rooms at the Rice Hotel in Houston, that while he
conld not consider the matter of stabilizing wages, that he believed
that the 36-hour maximum work-week could be made a proper sub-
ject for amendment to this bill. So that the record may be clear on
that subject, this morning you were good enough to hand me a clip-
ping from some newspaper with a Houston dute line on it stating
somewhat to the contrary. In other words, it stated in part that the
subject of maximum hours of employment were not germane to the
purposes sought in the Connally Act,

I think on this occasion that I have just made reference to, Colonel
Thompson asked that we prepare an amendment, which was prepared
in his presence, dealing with maximum hours of employment.

Now, we are asking and urging that the committee hearing this
bill look favorably upon the stabilization of both entities in ihe
industry ; the dollar interest as represented by the interests of the
employer and the dollar entity as represented by the employees that
produce the product.

Senator Convarry. Is that all?

Mr, Fremmine. That is all T have to say.

Senator Connapny. Mr, Fremming, let me say that I am very
much concerned in the matter of the workers getting a fair wage
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and also getting reasonable hours, but the Connally Act does not in
any wise deal with conditions of production. This act does not
provide how many barrels of oil shall be taken out of the well in
Texas. It does not say how the wells shall be drilled. Tt
does not lay down any rule of acreage or pieces. All that this
act does is that it says that anyone who produces oil in_viola-
tion of the State’s law, not only Texas, but any State, Kansas,
Oklahoma, California, Louisiana, or anywhere, anyone who pro-
duces oil in violation of the State law shall not shi}) it in interstate
commerce. That is as fur as we go, and that is the only germane
object and purpose of this bill.

The Xederal Governmerrt so far has never been able to control
hours and wages in purely production. The Supreme Court has
held that is purely a matter within the State jurisdiction, .

Now, if the State of Texas should see fit—the legislature is in
session now-—it occurs to me your proper place to seek redress is
down before the Texas Legislature. It has ample power to pre-
seribe the rates of wages and hours of labor in every oil field in
Texas. But, as I view it, this proposition is neither germane to the
Lill, nor is it within our constitutional power. And to tie on an
unconstitutional provision would simply imperil the passage of all
of the legislation.

With your permission T will read into the record what Colonel
Thompson said in the newspaper clipping. T gave you the advantage
of this before your statement concerning it ?

Mr. FremMming, Yes, sir,

Senator ConnNarny, These headlines read:

Thompson Denfes Would Amend Act for Short Hours—

This is from the Austin Bureau of the News, that is the Dallas
Nowyg—

AusTiN, Tex., Feb, 13.—Ernest O. Thompson, membeyr of the Texas Railrond
Commission, sald Saturday that he did not belleve an amendment to limit the
hours of eil-fleld workers would be germane to the Connally Act,

“I am always for shorter hours and hetter pay,” Thompson said concerning
the statement of Harvey C. Fremming he would offer an amendment making
the 36-hour week mandatory in the oil industry, “but I do not believe it would
be germane to the Connally Act.”

I'remming is president of the International Ol Workers' Unlon,

He noted the Connally Act provided penalties for interstate movement of oil
produced in excess of State quotas and depended upon State enactments. He
sald he had heard of no proposal to amend the State law in that fashion.

The IHouse this week passed n bill extending proration laws as now writien
for another 2 years,

So my suggestion is you are in the wrong forum. You ought to
be down before the Texas Legislature, which just passed the pro rata
bill a few days ago, and you should have induced the Texas Legisla-
ture to have passed these wages and hours of labor then, 1 am very
much in sympathy with your objective, but we cannot here, as I view
it, give you any relief,

Mr. Fremminag. Well, Senator Connally, am I not correct in saying
for the record that the ultimate result of this alleged conservation
bill is to maintain a reasonable-price structure? :

Senator Connarry. That is.not the purpose of it; no.

Mr, Fremmine, I am talking about the result.

Al

Senator Connarry. The result may be that. Of coursé, ifi,v'uu‘

have conservation you naturally won't have as much current produe-
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tion as you wonld if you pulled the lid off. But in this manner you
will have it for a longer period and more of it in the aggregate.

Mr. Fremmine. Do you mean to say you really are sceking conser-
vation in this bill when you are permitting the drilling in the manner
and fashion they are doing it in east Texas, for example?

Senator ConNarrLy. We have no control over that.

. Mr. Fremrane, I am just talking about conservation.

Senator ConNarry. The testimony of Colonel Thompson, of the
railvoad commission, was that on the other day that without the
eonservation measures the estimated production of east Texas was
2,000,000,000, but since they have conservation measures the geolog-
ists and experts now estimate they will get 4,000,000,000 barrels.

Mr. Fremying, That is purely an estimation.

Senator Conwavrry. Certainly it is.
© Mr. Fremming. We have listened to a lot of estimations by geol-
ogists before the Members of Congress, for example, on imports and
things of that kind.

« I am not trying to force the issue, except to say the result of the
procedure is to maintain a price structure. You cannot call it “price
fixing.”. But for the purposes of result it means stabilizing the price
structure, and we are definitely interested in that. Please do not mis-
understand me. .
. Senator Connarry. If you do not maintain prices, what is going to
ha&pen to your workers?

r. FremMiINg. Certainly, I know that, Senator. I know there has
to be a price structure. But we say similarly along with the price
structure for the employers that minimum wages and maximum hours

* should be maintained. Would I encroach upon you sensibilities if I

recalled to your mind before the N. R. A. that we were nearly wiped
out in 19382

Senator Connarry. Would I encroach on your sensibilities if I said
that your general organization and you ought to be down before the
Texas Logislature on this matter, and get the legislature, who has the
Fower to regulate wages and hours of labor, to take care of this mat-
er instead of coming up here?

Mr, Fremmine. We are seeking the same result here, except that
one deals with the human equation. ' '

. Senator Connavrry. All right. ' Seck the same result if you want it
but do it in the right place. You know that the Texas Legislature
is in session, and there are a lot of members in your State where all
the citizens have a right to vote, and it seems to me if you were
looking after the matter from a purely legal aspect you would be
down ihere trying to get relief. .

- Mr. Fremmine, I am here because of a discussion with Colonel
Thompson in the Rice Hotel. ‘

Senator Cownarry. Yes, sir. But Colonel Thompson is not run-
ning the Federal Government. He is down in Tuexas. And you
ought to be down there where he is and where he hag got some au-
thority. 'This is & Federal matter here. ’

- Mr. Fremaming, I am not misunderstanding you. I think in the
interests of public poliey, in the interests of the people involved in
this whole set-up, at least it has some value. .

Senator ConnaLry. We are glad to hear you, but I think that is

the right place to go. Cr o
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Mr. Fremming, I do not think so. And if we did I would not be
here at all. And the attorney general said that was not the place.

Senator Connarry. What attorney general?

Mr, Fremming, The attorney general of Texas.

" Senator Connarvy. Do you want to guote him, too? He is not
ere. :

Mr. Fremming I am just saying why I am not down there, We
have enacted several pieces of legislation that have to do with the
human value, and we are here similarly. We believe that if we
are secking as an ultimate result a price structure we certainly
ought to have something in it for the people who produce thet com-
modity, something in refevence to the bill for those peopls to pro-
duce a similar result.

Senator Convarry. Mr. Fremming, this bill does not state as to
how many barrels can be produced, how much each company shall
have, how many acres, and it does not sny anything in regard to the
production, because we realize that the conditions of production arve
entirely within the State. The Federal Government has no jurisdic-
tion until after that oil has been produced and enters interstate com-
merce, and we cannot do anything about it until it moves, - When it
does move we say to the man who tries to move it, “Did you produce
this legally?” “Yes.” “Then go ahead.” That is the password,
“Go ahead.” Or, “Did you produce it illegally?” If so, it is not
allowed Lo be shipped. That is all this does, You want us to en-
graft on this something in order to try to tell Texas how they shall
produce this in regard to hours and labor? ‘

Mr. Fremming, That is right.

Senator Connarry. We have not got the power to do it. And if
we did do it we would be doing for your group what we cannot do
for anybody else. - '

Mr. Frestmiwg, Your ultimate result would be comparable.

. Senator Connarry. We cannot do something for the ultimate re-
sult if we have not the power to do it at all. But Texas has got
the power, and I hope 1 did not offend you, but that is your forum.

Mr. Frumming. Oh, no; I am not offended that easy. I hope you
understand that, Senator. A
. Senator Connavry. All right.

Mr. Freseming, We shall make every effort to try to test this. We
think this is the proper place. We have also talked to some lawyers
who think it is the proper place, and we have enough friends in the
Senate and House who might advocate this result, and we hope to
accomplish this result.

Senator Connarry. That is all right, sir. Any man who gets the
votes gots by. ¢
© Mr, Fremmine, That is right.

. Senator ConnarLiy., Mr. BBrown, I believe you wanted to appear?

Mr. R. B. Brown~. I do not need to make any oral statement, but
I do want to put a written statement in the record.

. Senator ConNarLry. Mr, I'remming, I want to ask you one other
question before you leave.

Mr, FremmiNg. Yes, sir. . :

Senator CoNNALLY. Are you against the reenactment of the Con-
nally Act? L

r. Fressmiwd, I said X was not, o
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Senator Connarry, Do you favor it?

. Mr, Fremmina., Of course I favor it. I favored it before, which I
think you should remember. : .

Senator Connarvy. I waut to get it for the record.

Mr. Frenyine. I believe the amendment is proper.

Senator Connary. Irrespective of what you believe about the
amendment, are you in favor of the reenactment of the Connally Act
into permanent law ¢

Mr. Fremmina. That is right; for the purpose which it intends,
the maintenance of the price structure, which inures to our benefit.

Senator ConnarLy. Will you please come back over here, as I wish
to ask you some further questions about this reenactment of this act.

Mr. Fremmiwa, I want it clear on the record as to my position, I
am not kidding myself about this bill.

Senator ConnarLy. I am not trying to trip you. I want to get a
clear statement. While you would like to have an amendment to the
Lill providing wages and conditions of labor——

Mr. Fremuming (interposing). That is right; hows of employment.

Senator Connatry (continuing). If the committee and Congress
ﬂo?not see fit to put that on, do you, or not, favor the form it is now
in : .

Mr. Fremming, Yes, siv; I do. For this reason—you qualified
your statement, and I want to qualify my statement.
~ Senator ConnarLy. Go nheac‘ll

Mr. Fremmine. For this reason : The Connally bill is to maintain
a price structure, because it is pegged at definite price maintenance;
and under that the people that I represent, because of it, receive
some of the benefits through wages.

Senator Connarry. I do not agree with you that. the purpose of it
is to maintain prices, but its purposes is to enforce conservation laws,
and naturally it stabilizes the oil industry, which would have a
tendency to slabilize the prices, If you stabilize prices and balance
the demand, the tendency naturally would be to effect stabilized

rices. :
P Mr. Fremming. That is right.

Senator ConnaLry. And with stable conditions in the oil industry
it will help the men who work just as much as it helps the industry.

Mr. Fremuming. That is right. :

Senator Connarry. Which leads. to stabilization of employment
and stapilization of pay.

Mr. Fremmine That is right.

Senator Connarry. And it is preferable to a wild expansion and
then a lower slump and fall of the industry; is not that true?

Mr. Fremming, Yes; because the person who carries the weight is
not the marketer, and I look upon him as the middleman; and I think
he would be much better out of the business, because he is taking some
of the profit out of the business. :

Senator Connarry. The middlemen.

Mr. Fremmrne, Just like the distributors of beans; they are the
middlemen, ,

Senator Connarry, I thank you, Mr. Fremming.

Al right, Mr. Brown: :
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STATEMENT OF R. B. BROWN, WASHINGION, D. C., GENERAL
COUNSEL OF THE INDEPENDENT PETROLEUM ASSOCIATION
OF AMERICA

Mr. Brown. Senator, I appear here in behalf of the Independent
Petroleum Association of America and have also been requested by
a number of other associations throughout the country to say to this
committee that they approve the action contemplated here in making
this law permanent, and I would like to give you the names of those
other commitices in addition,

Senator Connarry, We will be glad to have them.

Mr. Brown. The Mid-Continent Royalty Owners Association,
California Oil and Gas Association, Illinois-Indians Petroleum As-
sociation, Kansas Stripper Weil Association, Kentucky Oil and Gas
Association, Oil and Gas Association of Michigan, New Mexico Qil
and Gas Association, New York State Oil Producers Association,
Oklahoma Stripper Well Association, Southern Oklahoma OQil and
Gas Association, Central Pennsylvania Oil Producers Association,
Bradford District Pennsylvania Qil Producers Association, Rocky
Mountain Qil and Gas Association, West Central Texas Qil and Gas
Association, and the North Texas Oil and Gas Association.

I may state that these are active associations that have been in
the business for some time throughout the producing States of the
Union. In 1932 and 1933, when things were in pretty bad condition

:

they came here to Washington at the request of the Secretary of
Interior to discuss ways and means of working ont a program that
would bring the oil industry, as well as other industries, to a better
condition; und during that conference there grew out of it & number
of suggestions, one of the principal ones of which was something
along the line that you introduced and is now known as the Connally
hot-oil law. All of them have asked me to say they approved that
action. I have a statement which covers all of that, which T will
not trouble you to read at this time, but I desire to put it in the
record if T may. '

Senator ConNarry. We are very glad to have it.

(The statement of Mr. R. B. Brown referred to is as follows:)

The favorable consideration by this committce and the early passage by
Congress of 8. 700, introduced by SNenator ‘Tom Connally, of Texas, and
prohibiting the interstate transportation of petroieum produced in violation
of the laws of the producing Stutes, Is urged by the Independent Petroleum
Asgsoclation of America in behalf of its membership and also In behalf of
the following associations, which have asked it to present to you their endorge-
ment of this measure: Mid-Continent Royally Owners Association, California
Oil and Gas Assoclation, Illinois-Indiana Pelroleum Assoclation, Kansus
Stripper Well Association, Kentucky Oil and Gas Association, Oil and Gas
Association of Michigan, New Mexico Ol and Gas Assoclation, New Yeork
Stute Ofl Producers Association, Oklahoma Stripper Well Assoclation, Southern
Oklahomu Ol and Gas Assoclation, Central Pennsylvanin Ol Producers Asso-
-ciation, Bradford District Pennsylvania Ofl Producers Association, Rocky
Mountain Ol and Gas Association, West Central Texas Oil and Gas Asso-
ciation, North Texas Oil and Gas Association, : ‘

The Independent Fetroleum Associntion of America is a national organization
composed of members of the profducing, refining, and marketing branch of the
‘domestic petroleum industry. - It-has a large membership in each of the .oil-
producing States and  additional membership In many other Stateg where
Petroleum products are marketed. - Its membership is.¢onfined to the independ-
_ents du the industry. . .- . S R T

Lo . .
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We urge continuance of this statute, which, under ditcult conditions, hab
proven its worth., A sufficiently long experimental period has passed to demon-
‘state that this legistatlon meets the test of a good law. It g clear in its lan-
guage and definitions, It is practical, It I8 designed to meet and solve a very
serfous social problem, It has reduced what had become a growing disrespeet
for law. It makes it simpler to detect and punish those who are guilty of
offenses against State laws, It briugs the ald of the Federal Government to
the States, enabling them to meet situations which, under our form of govern-
ment, they could not meet alone. It protects State rights. It is in harmony
both wih our moral conceptions and with the economic code, It has been
tested in the conrts and found constitutional. 1t is supporied by those who arve
construetively endeavoring to rebuild a widespread prosperity.

Its original adoptlon was supported by the President of the United States,
who declared that he was “prepared to recommend such legislation to Congress
as a contribution on the part of the National Government toward the solution
of the difficulties in which the ofl industry finds itself.”

This ald given by the Federal Government to the oil-producing States was
proposed as absolutely uccessary to bring the petroleum industry out of its
demoralized state and to malntain it in o position where it could be of largest
service to the public, to its employees, and to its investors.

Beeause of a great oversupply of crude petroleum, hot oil, oy petroleum which
was produced in violation of State laws or regulations, many in the oil industry
were ruined in 1932 and 1933, and still more were heading toward bankruptey.
The situation was so serlous that the Seeretary of the Interior invited the Gov-
ernors of the oil States or thelr ropresentatives, and also representatives of the
oll industry, to a confeveuce in ‘Washington, in March 1933. At that conference
the ills of the industry were discussed and varions measures suggested for
their cure. At a meeting of the various groups in the industry g proposal was
presented for the adoption of a Federnl law prohibiting the interstate trans-
portation of petroleum and its products produced in violation of State law.
The conference voted to approve this proposal. he program which had heen
adopted by thils conference wasg presented to President Roosevelt, who wrote to
the Governors of the oil States a letter, in which he said: “I am of the opinion
that the suggestion that the Congress poass legislation prohibiting the irans-
portation in interstate and fovelgn commerce of any oil or the products thereof
produced or munufactured in any State in violation of the laws thereof, is well
considered. I am prepared to recommend such legislation to Coungress as a
contribution on the part of the National Government toward the solution of the
difficulties in which the oil Industry finds itself.,” This letter was dated April
38, 1933.

On behalf of this general conference of the oll industry there was presented
to the Mouse Committee on Inierstate and Forcign Commerce the yesolutiony
adopted at that confercnce in a statement which set forth the situation as it
actunlly appears to the Industry at that time. Possibly a better view of
the conditions in which the industry found Itself before the adoption of this
“hot ofl” bill will be given by quoting that statement rather than by attempting
now to reconstruct the situation as it exlsted 5 yeurs ago. That statcment
follows : i

“The petroleum supply of the United States is lmited, 18 exbaustible, and
is irreplaceable. Giasoline, its principal product, has ceased to be a Juxury.
It 18 a necessity. 'The conservation of the supply for its more essential uses
is a problem in which both the United Stutes Government aad the govern-
ments of the oll-producing ftates are jointly interested and responsible.’

“On account of the excessive producing capacity in three or four States
there has been: great difficulty in enforcing the conservation laws., It s
recognized that production in excess of the consuming requiremenis of the
country 18 In direct contradiction to the principles of conservation and results
in waste, .

“Within their respective spheres the Iederal and State Governments ghould
cooperate in the prevention of this waste, perfection of the conservation
efforts, and the effort to enahle this industry to lead the way out of the
depression, ' '

“The Federal Government can aid the movement in the following particulars:

“(a¢) By preventing the transportation in Interstnte commerce of oil or
the products thereof produced fn any State in violation of its laws, and by
imposing & penalty on the cousignor thereof. T TN

“We helleve the enactment of the measure before this'éommittee’ 14 right,
proper, and of vital necessity, not merely to the petroleum industry but also
to the general economic well being of the whole Nation,
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“It is manifestly improper for the Federal Government, which alone has the
right and power to control the varlous carwsers engaged in interstate com-
merce to countenance, and, In effect, to practically compel th  participation of
the carriers as agencles in violution of State laws. Under existing statutes
these common carviers, engaged in interstate commerce, canmot refuse to
transport petroleum which they may know or belicve to have been illegally
produced, 'This creates the anomalous situation of corporations being prac-
cally compelled by Federal law 1o become accomplices of lawbreakers,
Should these companies decline to be parties to the transportation of peiroleum
which they may have reason to believe hag been produced in violation of State
laws, they might become liable to expensive sults.  Without at least the
tacit permission accorded by the Federal Government, through its failure to
eanct legislation forbldding interstate tmnsportmh)u of illegally produced
petroleumn, this petroleum would not have access to o market sufficlently large
or profitable to encourage these violations of law. In default of any Iederal
legislation there i8 no effective meaus by whice this transportation can be
prevented by any State since the oil-producing Htates have no authority to
interfere in interstate commerce. The Frederal Government bas made it a
Federal offense to transport stolen automobiles in interstate commerce. While
the theft of automobiles may be of serious consequence, it is of comparatively
little importance when compared with the damage done by the 1llogul pmdu(‘-
tion of petroleum and iis entry into interstate commerce,

“In order to conserve thig valuable and irreplacenble natural wwomw l(,e,'is-
Iation hus been adopted by nearly all the ofl-producing States of the Uniom,
fixing conditions under which petroleum may be produced, Thene statnies
have a threefold purpose. They are intended 1o protect the rights of all the
producers of petrolenm within a State, insuring to the smallest producer as
well as to the largest fair opportunity for ihe.development of his property.
They are intended to safeguard the rights of the general public. who have a
very positive interest in the prevention of the exhaustion of one of the most
essential products in this motor age. They ave intended to protect the interests
of the States themselves which rely for a very important part of their public
revenues upon the receipt of the various taxes paid by the ofl industry.

“It is a maiter of public record as well as of common report that the conser-
vation statutes of the various oil-producing States are belng constanily evaded
and violated. Because of that cvaston and violation, every effort made by
these States to stabilize this key indnstry has been made ineftective. This i
causing the rapid exhaustion of many oil flelds, has reduced the market price of
petroleum below production costs, has caused the bankruptey and failurve of
large numberg of the small producers, has encouraged the purchase by some
of the Inrger companies of the properties of thelr smaller cornpetitors at bargain
prices, has weakened the stability of financial institutions in the oil sections,
hag depleted public revenue, both State and Federal, has made the continuance
of a fair competition increasingly diffeult, has serlously affected the coal indus-
try of the Nation through encouraging the wasteful use of valuable petroleum
as a substitute for coal, has deereased the consnming power of the millions of
people dwelling in the oll States, and to that degree has deprived the indus-
trial sectlons of the conntry of one of their principal markets at the same
time that it has taken from the railroads their expected revenues.from carry-
ing from the industrial Hast to the oil-producing West. and Southwest the goods
which would be conswned by those gections 1f conditions were pormal in the
petroleum industry,

“It is of common report ag well ag of public rot'ord in the lmnrlngs that huvo
been held in the States of Oklahoma and Texas that the petroleum produced in
vinlation of 8tate law is continuously entering interstate commerce;

“Because of that entry, the ofl industry in those States which have tione
everything in the power of the State to atabilize conditions has heen forced to
increase production in the vain effort to hold their proportionate plagce in the
production seale. This has meant the demoralization of the industry in such
States as Pennsylvania, Kansas, Ohio, Indinns, and others whore réaammhlo
production ratios had been commonly accepted and ohserved,

“In the absence of any Federal measure for the prevention’ of lnterstnte
transportation of petroleum produced ‘in violation of the law, many other
offenses against soclety have been promoted. .. The official records of the States
of Oklahoma and Texas ave filled with charges .of the eorruption of officials, a
growing disrespect for law which eannot’be enforced so long an the: Féde ml }
Government permits interstate trafic” fn Hlogal ‘produdts; "poriudy, violmce,
and tax evasions. .
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“Some members of the American petroleum industry, naturally law abiding
and in favor of the fullest enforcement of legislation necessary to conserve this
valuable mineral resource, have felt that they were almost compelled to
violate the law themselves, since their markets were beinz taken from them
and the value of their property was being diminished through the interstate
transportation of petrolenm produced on thelr nelghbor's properties tn viola-
tion of the law. This is resulting in a growing disrespect for all authority,
creating a dangerous condition whose results cannot be foretold.

“This legislation has the support of all branches of the American petroleam
industry. Its adoption would do harm to no law-abiding person or corpora-
tion. Xt would correct the present situation under which Federal law malkes it
necessary for honest men in law-abiding corporntions to hecome the agents of
lawbreakers through their forced transportation of petroleum produced in
violation of the law. It would eliminate the great volume of corruption now
notoriously existing. It would cancel the present premium pluced upon dis-
honesty. It would encourage the law-abiding members of the petroleum indus-
try throughout the Nation., It would quicken the restoration of that industry
and thus incrense employment and enlarge the purchasing power of the resi-
dents of the oll States. It would vestore mueh of the vanished revenues
derived by the oll States and by the Federal Government from various stages
of the production, transportation, and marketing of petroleum and itg products,

“No harm would be suffered by any by the adoption of this legislation except
those who have shown themselves contemptuons at law and reckless in their
prodigal waste of one of the Natlon’s greatest resources.”

In order to meet this situation and to prohibit the transportation of illegally
produced ofl, Senator Tom Connally, of Texas, introduced an amendment to
the N. L. R. A,, which was then winder discussion, providing for prohibition of
the interstate transportation of illegally produc«l petroleum.

The concern ¢t the administration in the situation ag it affected the petroleuin
industry was sev forth by Secretary of the Interior Harold L. Ickes, who, at
o hearing of the Fouse Committee on Ways and Means in June 1933, ‘when tho
subject of “hot ofl” was under discussion, spoke at length upon the gcneral con-
dition of the petroleum industry because of the wasteful and illegal overproduc-
tion of petroleum.

Secretary Ickes in his testimony before the Ways and Means Committee em-
phasized the importance of the adoption of this measure. The following sen-
tences, taken from his testimony illustrate the opinion of the administration on
the serious necessity for the *“hot-0il” law: “If oil were not %o essential to the
very life and well-hbelng of our country, if it werc not an irreplaceable natural
resource, we might with complacence sit by and watch the producers kill them-
seives off if they lacked the enterprise or the will to take hold of their own
situation and remedy it. But the Federal Government hag a paramount interest
in thig industry. In my opinion, we cannot permit men, even if they do invoke
the sanctity of private property, to waste, yes, even to permit the flow into
the gutter of what may in time prove to be the very lifeblood of the Nation.
« * » We cannot be prosperous if the second largest industry we have, repre-
senting, as it does, a capital investment of $14,000,000,000, Ia allowed to run
amuck. The danger 18 that unless legislation is enncted by this Congress the
situation may get beyond control with disastrous results not only to the oil
business but to the country, * * #* An unreguinted industry iacking self-
control and not susceptible to State restraint {8 in a position to do irrcparable
damage to our economic situation, now happily, with respect to most otheér in-
dustries, on its way to full recovery.

“If the ofl industry should collapse, it would mean a strain on banks, the
closing of wells, the shutting up of refineries, and the throwing out of employ-

-ment of many thousands of men now at work, * * * Tt has been urged by

some that the henefits running to users of gasoline justify the low price paid
for crude oll. If this is a valid argument it would be advantageous to the

country if the farmer should gec 10 cents a bushel for biis wheat and the cotton

grower 2 cents a pound for his cotton because then bread nnd textiles would
be cheaper to the consumer,”

Becretary Ickes also quoted from a study made by the ¥ort Worth Star Tole-
gram showing that the difference in the price of gasoline with crude at 1 cent
& barrel and at $1 a barrel was Just 4 cents,

. The amendment to the N. I. R, A, which Senator Connally oftered was ddopted

by Congress and constituted the third paragraph of ﬁectlon 9 ot the’ Nutional
Industrial Recovery Act, It rend a8 follows: )

P ,,,,‘m.
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“(¢) The President is authorized to prohibit the transportation In interstate
and forelgn commerce of petroleum and the products theveof produced or with-
drawn from storage in excess of the amount permitted to be produced or with-
drawn from storage by any State law or valid regulation or order prescribed
thereunder, by any board, commission, officer, or other duly authorized agency
of a State. Any violatlon of any order of tie President issued under the pro-
visions of this subsection shall be punishable by fine of not to exceed $1,000, or
imprisoned for not to exceed 6 months, or hoth,”

Since Congress did not make the prohibition itself, hut merely authorized the
President to do so, the Inw would not become effective nntit an Executive order
wag issued by the President,

PETITION TO TI{E PRESBIDENT

The situation which existed in July 1933, before the President issued the
Exccutive order establishing the prohibition of the interstate shipment of
illegally produced ofl, was set forth in a petition addressed to the Prestdent of
the United States on July 7, 1833. That statement i8 quoted here as giving a
contemporary and condensed presentation, It follows:

PETROLEUM INDUSTRY-—PETITION TO THE PRESIDENT FOR AN OBDER PROHIBITING
TRANSPORTATION IN INTERSTATE AND FOREIGN COMMERCE OF PETROLEUM AND IT8
PRODUCTS PRODUCED IN VIOLATION OF STATE LAW

1. A condition exists in the oil industry which makes it imperative that the
President exercise the authority granted him under paragraph (c), section 9@,
title 1, of the National Industrial Recovery Act, to prohibit the transportatiop in
interstate and foreign commerce of petroleum produced in excess of the nmnamk
permitted by State laws.

2. On June 12 the Texas Railrond Commission reduced the allowabla p d
tion in the east Texay fleld from 828,000 barrels per day to 550,000 ha rele pfq
day. This is a salutary order, and, if enforced, would start the vglwle. of
industry toward rehabilitation. But, unfortunately, the order 1s not beiug
enforced, and apparently the State authoritics cannot enforce it. There are
numerous willful violators of this order in the east Texas fleld who are produc-
ing large quantities of oil in excess of the allowable and shipping that oll in
interstate or foreign commerce,

3. Common carriers are compelled by law to aceept shi t tendered them
for interstate transportation, and have no authority, widga tb@ presout law to
iuquire whether or not the oil thus tendered . & has been legally
produced or otherwise. The Federal Govern In, 'orey, at present in

the position of aiding and assisting the violateps hie 1lng corporations
engaged in transporting oil in interstate comme mim for shipment oil

even though the same be produced in violation of Staie lgvw.

4. The production of “hot 0il” (oil produced over the State allawable) in the
cast Texas fleld alone is estimated at nppmxinmt@qu k W barrels per day.
This quantity of excess oll {8 sufficlent in itself to disrypt the market and pre-
vent the recovery of the ofl industry, thereby also préventing the increnses of
wagés, of employment, and of the purchasing power of emplovees in that
industry.

5. “Hot ofl” s almost universally sold below the posted markef price and
generally below the cost of production. The producers of “hot oil” can afford
to secll below the cost of production because their excess production is being
drawn from their neighbors® land, so that, in effect, they are selling their
neighbors’ ofl and selling it at cut prices. This demoralizes the market not
only for crude oll but also for the refined products thereof.

6. The attempts of the Texas State officials to enforce their own orders are
entirely ineflective and always have been ineffective ever since the east Texas
fleld became a fleld of major proportion. It 18 unnecessary to inqaire the
reasons for the inability of the State ofiicials to enforce their own orders.
Whether it be due to loeal politics, to a lack of sufiiciently severe penaities for
violation, or to inadequate machinery for enforcing the orders, the result is the
same—a demoralization of the ofl industry and a prevention of its rehabllitation;

7. The evll compldined of i3 not confined to Texas alone but also-exlsts in
Oklahoma. The {nvestigation by the Oklahoma 8enate last winter of the
production of “hot ofl” demonstrated by sworn testimony that there were wide-
spread violations of the State orders in Oklahoma. That there afé numerdus

some st BEST AVAILABLE COPY
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violutions of the Texas law I8 admitted by everyone. In fact, wholesale vio-
latton of State orders is not denied by anyone, elther in Oklahoma or In Texas.
However, the east Texay fleld, the greatest leld in the world, with some 11,000
producing wells, has always been the most flagrant offender. The amount of
“hot oi1" being run there from day to day is so great that it demands immediate
correction, : : .

8. The National Industrihl Recovery Act, in paragraph (c¢), section 9, title'1,
particularly ‘provides for the correction of 'this very evil by authorizing the
President to prohibit the shipment of “hot oil” in interstate and forelgn com-
merce. Congress thus recognized that this particular evil was of sufileient
importance to require a special section in the act, 'I'me enforcement of this
provislon in advance of the adoption of the code would in no way affect the
other provisions of the act in regurd to the adoption and enforcement of the
code, and would result {n great und immediate, benefit to the industry,

9. Prompt action ¢n this matter, so universally agreed upon, and which no
one opposes except the violators themselves, would strengthen the confidence of
the oil Industry and the country In the National Industrinl Recovery Adminis-
tration, and would speedily Increase wages, employment, and pnrehasing power.
Delay in this matter deprives the industry of the very ald which Congress
sought to glve it and encourages the violators to continue their offenses,

10, A few willful men employing only enough assistance to turn a few valves
are producing move oil in excess of'the legal allowable production of their re-
spective States than is legally produced by all of the States éast of the Migsis-
sippi, and all of the Rocky Mountain States, Louisiana, Arkansas, and Kansas.
It is charged that the oil fllegally produced and transpived from a few ficlds
amounts to more than the legal allowable production for all of the 20 oil-pro-
dueing States outslde of Californin, Texus, and Oklahoma. In these arveas
where millions of dollars aré invested and hundreds' of thousands of men are
normally employed und millions are dependent on this industry, companies are
day by day being driven into hankrupley and aimies of men are forced off the
pay roll by the illegal conduct thus permitted to continune. :

11. No hearing should be necessary in order to effect the prohibition of the
shipment In interstate commerce of illegally produced oll, The order asked
would aid in the enforcement of existing State laws and would take the
National Government out of fts present role of being an accomplice of the
violators., It would also be of great assistance in rehabititating the petroieum
industry. ' . )
© We are attaching hereto a copy of the Bureau of Mines’ Monthly Petroleum
Statement No, P~107, which was' distributed today. This statement shows
production of petroleum for May 1933 to be the greatest of any month since
the peak production peériod of 1929, and that production by flelds i3 far in
excess of the State allowable for such field. ' ’

The average daily output for east Texas for the month of May was 890,000
bharrels, The State allowable for that period varvied from 775,000 barrels for
the first part of the month to as high as 826,000 barrels dafly for the last part,
So mueh for the officlal figures. Tt is well known that much of the illegally
produced ofl 18 not’ accounted for In any set of official figures, and if added to
‘the previous ﬂ’%ures would bring the average dally produetion to two or tliree
thousand barrels more than that shown by the Burcad of Mines' Bulletin.

It is therefore requested that the President issue an order at once pro-
hibiiing the transportation in interstate and foreign commerce of “hot oil” and
that sultable regulations be made to make sald order effective. )

: INDEPENDENT PETROLEUM ASBOCIATION OF AMERICA,
Russeir, B. Brown, Coundel., '

Wasuinaron, D. C., July 7, 1933,

President Roosevelt, on July 11 and July 14, issued two orders cstablishing
the prohibition of interstare transportation of illegally produced oil in accord.
ance with paragraph (c), section 9 of the N. I. R. A. In spite of every obstacle
which could be Interposed by those benefiting from the illegal production of
“hot' ol1”, the'administration of this meéasuie ' iticrensed In effectiveness with
very helpful results to the petroleum industry and enhbled this industry to
be among the first to lead the way of the Nation back to industrial recovery.

In January 1985 this section of the N, I. R. A. was stticken down by the
Supreme Court of the United States on the ground that {t was an unconstitu-
tional attempt to delegate power, In that Congress had authorized the President
to prohibit interstate transportation of {ilegally produced petroleum instead of
making such prohibitlons tiself, . o
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Large numbers of petitions were adopted by various associations and inter.

ested groups In the petroleum States, pointing out the imperative necessity for
Jongress to adopt legislation to replace this section of the N. [. R. A. and

relating the benefits to the petroleum industry, to its eiployees, to its investors,
to the farmers on whose land oil leases were held, to the general publie, und
to the Nation at large, Senator Connally proposed n new tieasuve intended to
express in terms which would meet the approval of the Supreme Court the
prohibition of the interstate shipment of contraband oil, and on February 22,
1935, the present law was approved with a provislon that it should ceanse to be
in offect on June 16, 1937, . o

Thig law way an experiment. Ior that reason ifrs 2-year Nmitation of life
was plaeed upon it. While the oil industry in general aud industrial authori-
tes were strongly convineéd that it would accomplish a possible stabilization
of the petroleum indnstry and replace ruin and bankruptey with solvency,
this had not actually been demonstrated. It could not be except by experience.

The period of experiment has now passed. The law has justified itself. The
results which were expected by those who proposed the bill and by those who
supported it have bLeen registered in the business {ndicators of the Nation.
1t has now proven its right to be a part of the law of the land, .

The hopeful effects of this law bhave now been recognized by economists in
general as well as the oll Industry in, particular, Illegally produced ofl is
today practically a negligible feature in the natlonal picture. Because this
source of excesy supply has now been reduced to what appears to bhe a mini-
mum, the petroleum industry has so stabilizel itselt that it is today in an
excellent position to serve the Nation through its conservation and develop-
m-nt of this natural resource, to scrve the public at low prices for the essen-
tinl commodity it produces, to give émployment to over a milllon persons and
to provide its contribution to the revenues of the various goveramental units,
including the Iederal Treasury. . : .

The sound position in which the industry now stands, and which is very
largely duc to the enactment of the hot-oil bill, has been commented upon by
many cconomists. The fact that an industry of this importance, the second
in the Natlon’s business life, has been steadily moving onward along the for-
ward lnes, has had an fncalculable effect for good upon the other phases of
the Nution's business. ) [ o o ‘

All this has been accomplished with such yegard for the consumers that no
burdens have been laid upon them. ’ ' "

Intimately reiated to the petroleum industry in the oil-producing States ave .
the various banks and financial institutions, These, in turn, have affiliations
with the general finanelal life of the country. Naturally the banks in the oil
country finance the various operations of the industry. So long as the industry
is operating upon a stable program the business life of these States and -its
financial activities are alsdo 'on a sound basls. . When, however, as was the case
in the past, the ofl industry is dewmoralized by reckless and wuasteful over-
production, the business failures which result immediately affect the finan-
cinl institutions related to them. ) '

The story of the events which made it necessary to ask for the adoption
of the hot-oll bill is moré than history. It may also be prophecy of what
would occur if this bill, were allowed. tq Japse. Much that fhe industry has
accomplished by self-regulation and by self-diselpline, ns well as through the
operation of State regulatory bodles, would soon be swept away 1f the orgy
of waste through hot-ofl production was renewed. “I'he ¢ontributions which this
industry is now making to the advancing prosperity of the Nation would stop.
Instend there would be finaneial disturbances whose effect would reach every
State in the Union. We would probably be once more in a sttuation parallel
to that which existed in the dark days of 1988 before this law was placed upon
the statute books, '

Sinee this law has been so beneficent in its effect, since it has accomplished so
much for good, since 1t has proven an effective conservation measure, and hus
been among the foremost in the promotion of recovery, we respectfully urge
upon {his committee and upon’the, Congress early and’ favorable consideration.
of the. proposal fov ity coptinuange, . - | [ .;."‘

" Senator Coxwarry, What is your association? o
Mr. Brown. The Independent Petroloum Association of America.
Senator Connarry, And of whom is the Independent Petroleum

Association of America. composed? . U S

[
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Mr, Browx. It is composed largely of producers, although there
is in its membership refiners and marketers;. but principally it is a
producers’ association, with membership in all of the oil-producing
States in the Union.. o T .

.Senugor Connarvy. Is if; composed of independent producers or
majors! : ‘ L

" Mr. Brown. The independent producers. :

. Sg*nu%or Connarry. Are there any major producers in your asso-
clation )

Mr. Brown. Noj there are no major producers in our association.

Senator CoNnnNaLvy. And this group of independents and those
whom you have read want the act continued ¢ e
T Mr, Brown. That is right.

bR Senator Connarry. And you have no major company as a member
'EI . of your organization : o ‘

Mr. Brown. No; no major company.
" " Senator ConwaLLy. Is there anything else you want to add?
Mr. Brown. That is all I care to say, unless there is some question.
Senator CoNwarry. I would like to ask you, Mr. Brown, in your
i observation and experience as an oil man, in dealing with these mat-
’ . ters have you observed these marketers that testified here as to
i whether they are able to buy in the open market just like anybody
; else in the o1l field ? ‘
"Mr. Brown. That is my understanding—that there is no real dif-
: ficulty in buying gasoline or other products of petroleum.
i Senator, ConNarLy. You are from Oklahoma originally, arve you
: not ¢ : : oo S
Mr. Brown, Yes; from Oklahomn, and I am down through the
fields a lot—through Texas, Oklahoma, California, New Mexico, and
other fields, . S o
- Senator Conwarry, That is all. Mr, Fell.

STATEMENT OF H. B. FELL, TULSA, OKLA,, REPRESENTING THE
- NATIONAL STRIPPER WELL ASSOCIATION

¢ Mr, Ferr. Mr. Chairman, my name is H. B, Fell. ‘T have been en-
' gaged as an independent producer for some 17 years in the State of
‘ Oklahoms.” I am president of the Simpson-Fell Qil Co. Lo
B T have served as an officer of the Independent Petroleum Associa-
tion of America, ever since it was organized and am now execcutive
vice president of that association; and. I am also serving as executive
vice president of the National Stripper Well Associntion, and amn
appearing on behalf of that association at the reguest of Mr. Bell,
of Robertson, Ill., who is president of that association. That associ-
ation is a federation of 18 producing 'associations, scattered from
New York State on the east to New Mexico on the west, and I would
like to file a statement on behalf of that federation of associations to
be placed in the record, and then just make a féw extemporaneous
. remarks, if I may, Senator Conna-lﬁ.' Cae
1 Sex(llatoi‘ Connarry., All right, Mr. Fell. You may put it in the
rB(','OI" v :,H )’_ '1, N N ', . |

S .
o
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(The statement of Mr, Fell is as follows:)

To the CoMMITTEL 0N FINANCE, a
] United States Senate:! '

The National Stripper Well Assoclation respectfully petitions thls committee
to glve curly and favorable. conslderation to 8. 790, a bill by Senator. Tom
Connully, of Texus, which prohibits intcrstate transportation of illegally pro-
duced petrolonm.. . ' . .

The Naticnal Stripper Well Association is a federation of assoclations com-
posed of producers from stripper wells, The followlng are the associations who
are memhexs of this association; Central Pennsylvania Oil Producers Assocla-
tion, Creek Country Stripper Well Assoclation, Fourth District Oklahoma Strip-
per Well Association, Iunols-Indiana Petroleum Associntion, Kansas Stripper
Well Assoeiation, Lima Crude Ol Improvement Association, Mid-Continent Roy-
alty Owners Association, Middle Distriet Olt Producers Assoclution, New Mex-
ico Ofl & Gas Association, North Texay Oll & Gas Asgociation, Northwestern
Oklahoma Oil & Gas Assoclation, Oll & Gas Assvelation of Michigan, Okinhoma
Stripper Well Association, Southern Oklahomn Ol & Gas Associatlon, West
Central Texus Oil & Gus Association, Western Pennsylvania Oil Producers Ag-
sociation, New York State Ofl Producers Assoclation, and Northeastern
Qklahoma Stripper Well Assoctation, . . .

The Connally hot-oil law has alded in the conservation of thly Important
natural resource. by preventing illegally produced oil from sgo brenking the
price of crude that stripper wells would have to be nbandoned, Out of ap-
proximately 340,000 oil wells In this country, there are over 250,000 wells of
settled production. These wells produce over 230,000 barrels per day, or an
average of one harrel per day per well, Xt is commonly recognized through-
out the industry that these wells of settled production are the backlog of the
industry. They touch approximately 60 percent of the oil reserves of the
Nation, The amount of oil recoverable from these wells of settled produc-
tion I8 a very great percentage of our totul known rescrves. Ray M. Collins,
formerly State umpire for oil in Oklahoma, has made the following estimate
for Okluhoma-—*“that in the next 20 years the 0[4.000 stripper and semistripper
wells will produce 540,000 harrels, while the 3,580 flush wells will ultimately
produce 425,000,000 barrels of oil” A similar situation exlsts in other oil
States of the Union. Any program which would result in the abandonment of
a great number of these wells of settled production, involving the sucrifice of
most important oil reserves, would seriously affect not’ merely our Nafional
prosperity and possibly our national defense, but would alse result in the loss
of employment by large numbers now employed on these wells,

Illegally produced petroleum, which is the equivalent of stolen petroleum,
would have the samie effect upon the market as any other stolen article or
product would have upon that market. INegal petroleum, shipped from the
producing States into some other State would naturally sell for far less than
the price of legally produced petrolenm. This would mean that stripper wells
whose production cost:ig high could not meet this competition and would be
compelled to gell their produgtion, below cost,  Since such a sitantion conld
not continue, it would mmean the premature abundonwment of‘many of these
and loss of reserves. Such a situntion has occurred in the 'past,  According
to a statement wade public by the Petroleumn Administrative Board, the waste-
ful overproduction of petroleum in the past has caused the abandonment of
large numbers of these wells, The following is taken froin this sfatement
which was prepared in 1984 by Dr. Xatherine Carman, petrolevra cconomic
anatyst for the Petroleunm Administrative Bonrd: ' : '

“The heavy abandonments throughout the country in 1931 were largely due
to aggravated economic causes., As stated before, there was an oxcess of 62
percent in the total number of abandoned wells over drilled wells, according to
the Petrolewin Board's figures. The United States Bureau of Mines reports a
net loms of 15,000 producing wells in the United States in that year nlone,
* o« % Omitting Texas drilling, but inclnding Texas aband td, the
of abandonments wap 161,percent in 1032. * * & Excluding 'I;‘e:zga Ariliing
but including Texas abandonments, the abandonments throughout the rest of
the country were still in excess of the drilling by 96 percent, * * % The
Inrge-seale abandonment of ofl-producing wells ‘and developed and undeveloped
leases betweeon 1981 and 1983 presents a problem of major fmportance to thé
Natjon and. to the qll,comxlann{a, The loss of xms;me‘xutu‘l‘-g renpn%of- of}
through the abandonment of wells {s a matter of national significance, e foss
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of income to landowners and farmers through abandoned leases is a matter of
local concern in at least 18 States. The shrinkage in the petroleum industry,
as represented by the abandoned wells and leases, while of major importance
only to the producing companies, is of importance to the Nation, inasmuch
as the welfare of one of its biggest industries affects the country at large,”

The stripper wells afford more employment to labor than do wells of flush
production. 'We would likeé to quote once more from Ray M. Collins, formerly
State umpire for oil in Oklahomsa, who has made a study of this situation and
who states: “There are hetween 14,000 and 18,000 men employed to operate the
84,00 wells and only 10,000 men employed on the 3,680 flush wells” While
this sintement applies solely to Oklahoma and is based upon Oklahoma data,
the condition he porirays is equally applicable to the general oil flelds of the
Nation. Employees released through such an abandonment would have to be
absorbed by other industrics. :

It will not mean additional employment in the flush fields which would then
supply the markets now reached by the stripper well production. On the con-
trary, instead of more being employed, the only additional activity, so far as
production is concerned, would be that valves would be turned on large wells
already operating and the flow of oil from these wells wonld be incrensed with-
out a single additional man being engaged to care for this increased produc-
tion and a decrease in the uitimate rccovery, -

Removal of the demoralizing effect of “hot ofl” which hag resulted from the
Connally “hot oil” act has been of benefit to all portions of the industry. Xt
has aided both the refiner and the marketer. It has removed the threat of
rapidly fluctuating prices and enabled them to make longer range plans than
they might have otherwise made. ) ) . '
NATIONAL STRIPPER WELL ASSOCIATION,

l}{r. Frrr. I want to speak of the effect of illegal oil on stripper
wells.

Senator Connarry. Tell us about what a stripper well is before
you start.

Mr. Fern In speaking of stripper wells T am speaking of wells
of settled production that are on the pump, that are not flowing wells,
wells of small capacity.

Senator Conwawry, After a flush period where the wells flow and
exhaust their gas pressure and all of that they go on the pump, is
that what you call it?

Mr. Ferr. They go on the pump. The reservoir energy has been
dissipated and used in producing the flowing wells. And after that
einergy is gone they cannot produce and the production must drop
down. ,

" Senator Connarry. Ordinarily when you speak of a stripper well
you mean a producing well that is decliniifg? T '

Mr. Feri. Declining, yes. | L

Senator Convarry. Until there is a small production of a few bar-
rels a day? :

Mr, Fron, That is right.  Some of them are as low as one-quarter
of a barrel 2 day and one-eighth of & barrel a day up in Pennsyl-
vania,

This Connally hot-oil act, Senator Connally, as T understand i,
only accomplishes one purpose, and that is to prohibit the shipment
in Iinterstate commerce,oiloi'l produced in violatidn of State lasz or

. vegnlation., -

“Senator Conwirry. You dre correct. That'is the only purpose,

and all it does. ’ o ‘
Mr. Fron. And under that if we do not have thé oil and the oil

is produced in violation of the State law, as existed prior to the enact-

ment of the law, the illegal oil gets out and into interstate commerce.
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Illegal -0il, contraband oil, stolen oil sells as does any other stolen
artice. It must sell in order to be disposed of at below the price of
a legal product, And going into these other States and selling below
the regular prices naturally brings down the prices so that these small
wells cannot compete, It has a detrimental effect on labor, forees the
prices and wages of labor down, and also a detrimental effect on the
cominunities in which these wells are scattered. ‘

Out of some 340,000 oil wells in this country there are over 250,000
of them that are pumping oil wells of small production. And that
is where the big employment results.

There is one point I want to mention in connection with some
testimony put on this morning as to the margin. One jobber testi-
fied he received six and a half cents per gallon for gasoline.

Senator CoNnarry. That included the retail market?

Mr. Frre. That included the retail market; yes, sir. But T would
just like to point out for the benefit of the committee that at the
resent_time in Oklahoma gasoline at the refinery is selling around
}ive and three-quarters to six cents a gallon. Qut of that five and
threc-quarters to six cents a gallon for the refined product at the
refinery has to be paid the cost of leasing up these lands, the explora-
tory work, the geological work, the scientific work, the cost of drill-
ing all these wells, the cost of labor employed in driliing the wells,
the cost of producing all ofrthe oil, the cost of transporting that oil
from the field into the refinery, and the cost of manufacturing inte
vefined products. ¥

Senator ConNaLLY. And the royalty you pay the leasehold.

Mr, Frin. And the royalty you pay the leasehold; yes. So the
cost to the consumer at the refinery is not so very high as they might
have pointed out.

Senator Conwarry. That is 534, and these distributors get 614
on top of that? oo

'Mr. Fron. That is right.

Senator Connarry, More than the cost of the oil originally.

Mr. Feur. Yes, sir. And the main thing that I wanted to bring
before the committee was just that point. and the point as to the
conservation that has not been mentioned that under these pumping
wells lie, it is estimated, some 60 percent of our petroletin reserve,
And in the testimony of governmental scientific employees, such as
Dr. Cadman before the Cole committee, she brought out very clearly
the economic loss that occurs to this Nation when you have 10 and
25-cent crude oil in the premature abandonment of wells that is
forced on account of those economic conditions, and those reserves
are lost. to the consumer and to the public of this Nation in many
instances forever,

If you would take and compare Oklahoma City in my State with
our east Texas field, Senator Connally, if the Oklahoma City field
had been developed and operated under proper conservation meas-

ures most of those wells there would still be flowing, and we ‘would
have a great deal more, 0il for the consumers than will be produded
from that field under the absurd methods which it was produced.

Senator ConNarry. Let me ask you this: You say out of 340,000

wells in the United States there are 250,000 of them that are stripper .

wells? L '
My, Fern. Qver that, over 250,000,

- ———————
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. Senator CoNnarvy, Over 250,000, And in these stripper wells is
60 percent of the total oil reserve? - : : ‘
* My, FeLr. Probably avound 60 percent. : ' ‘
s Senator® CoxNarry. Do T understand yon to say without con-
servation periods of flush production the price of oil declines to the
point where %ou cannot profitably produce it in stripper wells?

My, Ferr, That is right, sir. : ‘
" Benator Connarvy. If you shut off a stripper well and do not
use it what is the effect upon the oil in the ground? 4

Mr. Feor, The effect in many cases is this: A great many of those
wells, Senator, due to the fact that we did not have }()m er con-
servation laws when those wells were drilled years back, dwre has
been no water encroachment that has come into those wells, and in
many of those wells if they were shut down the water would com-
pletely take them because you did not keep them pumped.:

Senator Connarry. The point I am making is an oil well that is
not active is %)t to go to water? ;
© Mr. ¥erp, That is right.

Senator Connarry. Thereby losing the remaining oil that ig in

the ground ¢
M%‘T Frrx, That is right,

Senator Connarry. Now, if 250,000 oil wells, or any appreciable
amount of the stripper wells, should be-shut down because of flush
production in other fields, what effect would that have on the labor
or employment ¢

Mr, Feut. That would throw o very large percentage of the labor
out of employment because of the fact that on pumping wells of that
type one employee will produce a smaller number of barrels than
one employee produces en flowing wells where all they have to do
is open the valve, < , ‘

Senator Connarry., Do you know, Mr, Fell, what is the Hercentage
of stripper-well production as compared to the total production?

Mr. Frun. In the State of Oklahoma there are around 54,000 wells,
and 50,000 of those are what you call settled wells and about 4,000
flush wells, and the 4,000 wells produce around 60 percent of the
production of the State, and the 50,000 wells produce about 40 per-
cent of the production, : oo S
© Senator Connarry. Produce about 40 percent § w

Mr. Feor, Yes, sir. T PR .

F ?legn‘ator ConnNarvy, Ts there anything else you want to add, Mr.
oll8 . AR A A
Mr. Fers, No, sir. o L
Senator Connarry, On the whole, are you for the continuation of
. the Connally Act? :
Mr. ¥arr, We are strongly. in favor of the reenactment of the
Connally Act and making it pérmanent. o
Senator Conwnaruy. The people you represent are independents
ormajors? . .. . S RN

- Mr, Fern, They are all small independents. . .. .- :

. Senator ConNaLrLY, Are you fualified to sFeakifrom knowledge ot

observation-as to what the sentiment generally is smong the strictly

independent producers of the'country as to whether thiey favor the

continuation of the act? R R

' i
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Mr. Friv, Yes, dir. And theyi'mare all strongly. in favor of the
continuation of the act, and I know of no independent producer
who has come to my attention that is opposed to it. - : ‘

Senator Connarry. Thank you véry much, Mr, Fell.. - We are very
glad to have heard you. iy S : oo e

Mr. Payne, do you wish to go on now?

STATEMENT OF BRYAN PAYNE, TYLER, TEX. '

Mr. Payye, Mr. Chairman and gentlemen, my name is Bryan W.
Payne, president of the Towa-Payne Qil Co., from Tyler, Tex, I
have been in the oil business since 1919 and haye worked in the
East Texas oil field for conservation and orderly production since
1931, The Connally hot-oil law: has done more to protect our prop-
erty and stabilize the industry than any other pisce of legislation,
We have been operating under it in east Texas during its life and I
have heard no one criticize its provisions. It has saved us independ-
ents from ruin and allowed us to pay our bills, to' drill more wells
and to install pumping equipment on our leases. S

"To show the damage caused by free competition, I would like to
cite what has happened to my York leuse of 42 acres with eight wells.
This leaso is Jocated on the edge of Gladewater and is considered a
fair location for oil property. Before the Connally “hot-0il” law
was passed one of my neighbors, with two wells on 1 acre, over-
produced nearllv 830,000 barrels of oil. Another neighbor with one
well on one-half acre overproduced 159,000 barrels. Another, with
five wells on 23 acres, overproduced 312,000 barrels; and on the other
side one well produced around 40,000 barrels monthly for at least 6
months, This overproduction around me practically gutted my lense,
and all my wells are making some swater at this time, and I figure
that I have lost nearly two-thirds of the production that originally
wag under this lease, ‘ ‘ ‘

I am sure that these oil jobbers do not know what “hot oil” is or
they would not have the nerve to appear in its su}‘)port. I want to
define “hot 0il” and “hot oiler” for their benefit. “Hot oil” is crude
stolen from underneath adjoining property and from royalty owners
with an evasion of both State and Federal taxes. Thén, a “hot
oiler” is one who steals oil* from his neighbor and royalty owners
and fails to pay State and Federal taxes, and to carry out this
scheme to defraud he must make numerous false statements ever,
month. As proof of this I would like to cite the case of J. B. Sowell
and the men working under himy, who plead guilty before Federal
Judge Bryant last week to making false veports. He made a deal
 with W. B. Walker, who owned one-half of the royalty under the
Walker farm, to run.9,000 barrels per month .of excess oil.. The
allowable was 1,400 barrels per month. He: reported to the State
and Federal Governments 1400 barrels per month. I have one.
eighth of the royalty under this lease and he has offered 'to gettle
on the basis of 48,000 barrels per month, He has not paid the other
three-eighths of the royalty 1 peuny. I want to say thut that royslty
is owned ull over the United States and some in.Canada. He has
paid the .Internal Revenue Department, at Tyler, on .the basis. of
90,000 barrvels per month. .. .1 . oa it e

Senator Connarry, Ninety thousand a monthé ... ..«
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Mr. Payxe, Ninety thousand barrels per month, In other words,
he made statements to everybody and every one of them is different.
The royalty owner who thonght he was getting all he had coming
was geiting 9,000 barrels & month, And yet the samme man was re-
porting to the Federal Government that he ran 90,000 barrels off of
the lease. That is the way the royalty owners get paid for this
“hot 0il” run off the lease.” This is only one of ]nm(lh'eds of such
cases where both the State and Federal Governments and the royalty
owners were cheated out of their taxes and oil money.

We in east Texas like the Connally “hot-0il” law <o well that we
believe it should be made permanent and should be extended to other
sore spots in Texas and t‘le Ulnited States. I believe by making it
permanent that the OQil Conservation Board can hire a better class
of men for investigators. I believe a Federal tender board should
be set up in Houston with ample investigators, and one at Corpus
Christi. I have recently returned from 601']')(15 Christi and, in my
opinion, there is not less than 100000 barrels a day of “hot 0il” in
that territory. A tender board could stop most of that within a
month’s time, and I hope that very shortly the oil-conservation
administrators will see fit to put these two additional boards in
Texas. - - '

Senator Connally, for your information—you may not know jt—
the Connally “hot-0il” law is only enforced in five counties in east
Texas; not that that is the only place where “hot 0il” is going out,
but under the administrative orders that is all the Federal territory
that is under the Federa] Tender Board. And the operators in the
Corpua Christi area and some of those down there are the worst
offenders we have ever had in that section.

-Senator Connarry. There is no restriction on them at all?

Mr. Payne. None, whatever. ‘

Senator Connarry. The State is supposed to do it?

Mr. Pavne. It is going interstate and foreign shipment out of
Corpus Christi. They have an easy way of getting rid of it there by
boat shipment, :

Senator Connanrny. T will ask Mr. Holland to pay heed to this
testimony. o .

Mr. Payne, Yes; T have talked to Mr. Holland, and I expect to
talk to him some more, T :

These operators left east Texas. They were not. driven out by any
means, but they found pastures greener at Corpus Christi.  And thev
tell me it is just child’s play to get rid of the oil {0 what it was be-
fore, and at Corpus Christi it is easy to get these tankers and ship in
interstate commerce or foreign shipments.

Senator Connarry, What are your views as to the enforcement of
the act in the east Texas field? Has it been effective or otherwise?

Mr. Payxe. It has been partially effective. T think with more
good investigators it could be made very effective, g ;

T think the trouble is it iz hard to get good investigators under a
l&w that' might' pass out within 2 years’ time: And if it is madce:

ermanent, 1 think they can go out and get real investigators to come
in there. And they are dealing with the biggest. crooks the United,
States ever saw. Those boys band together, hire the best lawyers and
the best accountants they can possibly get hold of, and wethave to

. have better men to put them in jail.
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Senator Connarry. What would you say with regard to conditions
in the cast Texas field now as compared with what they were before
the enactment of this law? : w

Mr. Payne. Senator, there is _just no comparison. It practically
had us ruined before the “hot-0il” law was enacted. And now there
cannol be over 12 to 15 thousand barrels going out of Texas. A Jot
of that is due to the fact that the railroad commission sees fit to give
the refineries a gonerous recovery from refining, and they cannot
make that generous recovery, and so they go out and steal an amount
of oil to make up for it, .
© Senator Connarny. Is there anything else you care to add?

Mr. Pay~e. Not a thing, ‘

Mr. Hovrann, Senator, I would like to have the record show that
we have that Corpus Christi area under investigation at the present
time.

enator CoNNaALLY. You say you have it under investigation?

Mr. Horrann. We have a man down there now; yes.

Senator Conwarvy. Mr. Hill, will you come around?

STATEMENT OF RICHARD H. HILL, SPECIAL ASSISTART TO THE
ATTORNEY GENERAL OF THE UNITED STATES

Mr. Hiur, Mr. Chairman, my name is Richard . Hill; I am
syecial assistant to the Attorney General of the United States, in
charge of the branch office of the Department of Justice, located at
Tyler, Tex., and charged with the duty of assisting the administra-
tive agencies under the Department of the Interior in enforcing the
Connally Act, ‘

Mr. Chairman, there is little I can add to the information hereto-
fore furnished this committee with reference to the enforcement of
the Connally, or “Hot-Qil” Act.

Men learned in the oil industry have given statistics and data npon
which they have based their opinions and recommendations with
reference to the question of whether or not the law should be made
permanent, : L

The Secretary of the Interior, Mr. Ickes, who is the Oil Adminis-
trator under this act, and his representatives, have furnished you

with information relative to the administration of the law. .

The Department of Justice, under the Connally Act, is charged
with the duty of conducting all litigation in the courts arising di-
rectly or indirectly out of the enforcement of said law, .

In discharging that duty the Attorney General of the United
States continued in existence a branch office of the Department of
Justice at Tyler, Tex., which he had established in October 1934, to
assist in the enforcement of section 9 (¢) of the N. I. R. A., and the

- Executive and administrative orders issued thereunder. Thus, since
February 22, 1935, to the present time, the Department of Justice
has maintained and is maintaining: a. special branch office at Tyler
for the purpose of assisting .in the expeditious enforcement of the
Connally Act. N C ' N

The duties of this branch office consist of receiving reports and
recommendations from the administrative agencies o " the. Dapaxt-
ment of Interior; taking such ection. in the courts as in the o}ju‘.ﬁion
of the Department of Justice is justified by the facts set forth in the
submitted reports.
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In the main the legal actions arising directly out of the enforce-
ment of the Connally Act may be classified under four general types:
First, Appeals to the Federal district comrt from decisions of the
Federal Tender Board denying applications for Federal tenders and
permits to ship or transport in interstate commerce petroleum .or
petroloum products. ‘ e '
. Second. Injunction proceedings to prohibit or prevent acts or prac-
tices that constitute or will constitute violations of the Connally Act
or regulations issued thereunder; or to compel compliance therewith,
Third. Sporadic suits against the I'ederal officials and agencies
seeking mandatory or prohibitory injunctions, the purpose of which
18 to secure, in some manner, sanction to move contraband oil in inter-
state or foreign commerce. ' L c
5 Fourth. Criminal prosecutions for violations of said law and regu-
ations. .
All matters in the courts of the foregoing nature are handled by
representatives of the Department of Justice. . S
A copy of the official report of the L'yler branch office of the De-
partment of Justice, covering the period from February 22, 1935, to
ecember 81, 1936, which sﬁ()ws in brief detail the work that the
Department of Justice has performed in connection with the enforce-
ment of the Connaliy Act, has been filed with this committee and is

in the récord. , :

'This report shows that up to December 81, 1936, the Government
instituted 222 criminal prosecutions directly or indirectly involving
the Connally Act. As of that date the Government had secured 176
favorable decisions in said cases and no unfavorable decisions, There
were then pending 46 criminal cases, Since December 31, 1936, of
snid 46 cases, the Government has secured 31 favorable decisions, 1
unfuvorable decision, and has 14 criminal cases now pending.

Said report further shows that during said period there were in-
stituted 26 civil cases directly or indirectly involving ithe Connally
Act. The Government was stccessful in 24 of these cases, unsuccess-
ful in 1, and has 1 pending, which the Government won in the United
States district court, but is now on appeal in the United States Cir-
cuit Court of Appeals for the Fifth Circuit. . . ) C

“Thus it will be seen that out of a total of 248 cases in the courts
the Government has been successful in 281, unsuccessful in 2, and has
pending 15, : S

In addition to said court cases the Tyler office received 60 addi-
tional investigation reports from the administrative agencies, 'Of
these, 40 reports have been disposed of and closed without court ac-
tion, and now has pending 20 such reports. - y
* That briefly is the story of the part playod by the Department of
Justice in the enforcement of the Connally Act. A

‘Senator Conwarry., Mr, Hill, I will ask you this general question:
Has or lins not the act been sustained in all the Federal ¢courts where
it has been tested § o 3 e o Rk 0w

' Mr.-Hire It has been sustained in all of the courts in which it has
been tested. It has been tested in the United States District. Court -
for the Southern District of Texas, the United States Distriet Couvt
for the Eastern District of Texas, the United States District: Court
for the Western' District of Louisintia; and hag been upheld’ by the
Cirouit Court of Appeals for the Fifth Cirenit in three cases. ’ Those



REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS 201

are the three cages in which we have been successful, 'There was
one more case that went to the circuit court of appeals which was
decided on the peculiar facts involved in that case, in which the con-
stitutionality of the Connally Act was not invelved, that is the one
civil cage that the Government has lost. That case was decided on
the peculiar facts in that particular case. ‘

Senator ConnarLy. So far as the coustitutionality of the act is
concerned, it has been sustained in all-——— '

Mr. Hicr. It has been sustained ; yes, sir. :

Smln;tor ConnarLy (continuing). Of the courts where it has been
tested ' : :

Mr. Hier. No one has seen fit to carry the cases that have been
decided in favor of the Government to the Supreme Court as yet.

Senator Cownarry, Is there any other maftter you want to add,
Mr. Hill?

Mr. Hua. I have nothing more to say, sir.

Senator Connarry. We thank you very much for your testimony.

Did you want to go back on, Mr. Collett, for any reason?

Mr. CoLeerr. No, sir; I did not. .

Senator ConNaLLy. Is there any other gentleman here who wants
to be heurd? ,‘

No response.) ‘

here is a Mr. Behr, of the Georgia Independent Qil Marketers
Association listed here. T suppose he was represented by these
other parties who were here?

Mr, Wawzon. I understand he joined in the Virginia group brief.

Senator Connvarry. And Mr. J’ H. Ross, president of the Inland
Water getroleum Carriers Association, New York City, has not
appeared.

: ow, with the exception of Mr. Steele, of the Tender Board, who
is unable to appear, we will close the hearings, I will leave them
open in case he is able to appear within the mext day, or two;
otherwise they will be closed permanently, unless there is someons
who wants to add something to what has already been said.

Before we adjourn, I submit for the record a statement by Mr.
Fayette B. Dow, vice president ahd general counsel of Pennsylvania
Grade Crude Oii Association, and a brief by Mr. Alvin A. Altheimer,
chairman, board of gi
York, Ine; ..+ o ¢

SuMMARY OF STATEMENT By TAvErte B, Dow, Vick PRESIDENT AND GLNERAL
COUNBEL OF PENNSYLVANIA GRADE CRUDE OIr, ASBOCIATION, YN S8upprouT or 8. T0),
WiicH,  BNACTED, WouLd Maxe THE CONNALLY ACT PERMANENT '

vernors, Oil Marketers Association of New

I have placed in the record & telegram signed by J. E. Moorhead, exccutive
gecretary of the Pennsylvanin Grade Crude Oil Association, of which I am vice
prestdent and general counsel, urgently endorsing 8. 790, designed to make the
Connally Act permanent. : ‘

I wag interested in the statement of Colenel Thompson that theré are 68,000
producing wells in the 'State of Texas.. Thers dre about 80,000 wellg producing
oil in the State of Pennsylvania, and perhaps as many more in the area whicli
produces the Pennsylvania grade of crude oil in New York State, West Virginia,
and southeastern Ohio. )

Taking the State of Pennsylvania as illustrative of this situation, the oil is
produced in 19 counties of the State, and many of the wells have been produc-
ing continuously for more than half a century. Their average preduction is
about sixty-flve one hundredths of one barrel per well per day., Every oné
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knows that Pennsylvania crude makes the finest lubricating olls that are manu-
factured, and a continuation of this production is of great importance for many
Tensons, . .

In 1036, the State of Pennsylvania contributed more thnn 19,000,000 barrels
in, production to the supply of the United States and lubricuting oils derived
from this crude oil were sold in every State and in every county of every
State. Much of the employment tn the 19 producing counties is dependent upon
a continnation of this production. Thé pay rvoll of production cmployées is
appreximately $15,000,000 annually and in the producing regions there are a
number of small refinerics, operating on Pennsyivania erude exclusively, whose
annual pay roll is not less than $7,000,000. The number of men engaged in
Pennsylvanin In the drilling, production, and manufacture of Peunsylvania
grade crude oil and its produets exceeds 20,000, '

These old oil flelds were produced under conditions which would not prevail
today in any State having a conservation statute designed to prevent waste of
pressure in the natural reservoir. Dut all of these wells are now on the pump
and with such a low average per well per day the production costs are larger
than those in any other producing field. o

It is manifest that neither the producers of Pennsylvania grade erude oil nor
the reflners which manufacture products from that erude, can live in competi-
tion with erude oil illegally produced in certaln States, or illegally produced
products of such crude oil. S .

The Connally Act has been very benefleial in profecting the Pennsylvania
producers and reflners from such unlawful competition.

Estimates vary as to the amount of erude oil still remaining in the old eastern
flields from which Pennsylvania erude is produced. All of the informed esti-
mates, however, agrec that more than 50 pereent still remains in the structures
and some estimates run ag high as 80 percent.  In any event, there are many
millions of barrels of this very valuable erude oil still available in the original
depoglty, and much of this oil can be and will he produced under the newer
methods, such as water drive, gas pressure, and others. . )

The lubricating-oil content of a barrel of Penusylvania grade crude ofl ranges
from 20 to 25 percent. All of the other products of the barvel are absolutely
competitive with products made from cheaper erude oil produced In the
Constal States, in Californin, Venezuela, and other, arveus. Under these cjr-
cumstances the producers and refiners of the Pennsylvania region have had an
up-hill battle to retain their place in the keen competition that exists and
the tact that they ave continuing to produce this oll’ from areas thought onty
& few years ago to be virtually exhausted is true conservation of one of our
most important natural resources. 'The Petroleum Administrative Board, dur-
ing the cdbde days, made a careful study of the cost of producing oil from
these old wells. That cost study i¥ a public document and is available to
anyone, The unrestrained production of the east Texas fleld in 1933, with its
“hot oil” and its “hot gasoline”, forced gerious losses upon the Pennsylvanin
industry and even under today's conditions many of the producing wells are
not yielding the cost of production. C

The Pennsylvania Grade Crude Ofl Assoclation takes the position that com-
‘sepvation to prevent waste is a function of the States. The members of the
assoclation have watched closely and with great:-appreciation the .progress
toward conservation which has been made in such States as Texas, Oklahoma,
and others. The Federal Government's part in the matter, under the Connanlly
Act, is merely to assist these States to enforce their own laws by making it
unlawful for ilegally produced crude ofl or its products to cross State lines,
Without such assistance, it has been proved that State consevvation laws are
greatly handicapped in their operatlon and at times may be made utterly
futile. Therefore, it is the position of the Penngylvania Grade Crude Oil
Asgociation, which represents the greater part of the production and refining
of Pennsylvania grade crude oil, by far the largest part of which is produced
and refined by small independent operators and refiners, that the Federal Gov-
ernment has been wise in assisting the States through the Connally Act and that
‘it49 in the interest of the whole public that the act now, be mude permanent.

. . B PR f
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BRIEF OF Oi. MARKETERS' ABBOCXATION OF NEw YORK, INC., PRESENTED BY
' . ALVIN A, AUTHEIMFKR

This brief to be considered part of the testimony submitted by the OIl
Marketers' Agsociation of New York, Inc., to the subcommittee of the Senate
Finance Committee hearing on the subject of the Connally hot-oil bill (8. TH0).

We oppose the reenactment of said bill for the following reasons:

(1) "Through ity impractical cpexation, the independent oil marketer has been
driven-io the verge of bankruptcy; and

(2) The consumer ultimately will be forced to puy unwarranted and unjusti-
fled higher prices for petroleum products.

To explain reason (1):

Sister regulations to the Connally Act exist in the form of the State Com-
pacts Act, the Bureau of Mines monthly foreeast bulleting, and the high tariff
restrictions on petrolemm products, These several links of the chain serve to
rigidly conirol the supply of crude oil, and through it, the prices of its refined
products.  Through the operation of pool buying by the Inrge major integrated
oll companies, refined petroleum products arve almost entirely taken off the
spot wholesale market. A huge monopoly now exists through tolerance of, and
by virtue of, the Connally Act. Price regulation is here; not price regulation
by the Government, but by the large oil company combine,

The hundreds of independent oll marketers who perform the neccssary func-
tion of bringing to the consumer refined petroleum products are compensuted
for their capital, labor, and service investment by a fair wargin of profit
between the price paid the refluer and that charged the dealer. The selling
price to the dealer has always been rigidly fixed by the major oil compauies,
Now, through the operation of these several regulatory measures, the spot
wholesale market price has been so artificially raised that insufficient spread
remains for the nonsubsidized independent oil marketer to exist. For example,
take 60 plus octane gasoline. The spread between dealer’s tank-wagon price
and the spot market price in New York City for a 2-year period before the
inception of the Connally Act was approximately 4.6 cents per gallon. Today
the same spread is 1,76 cents, entirely too small for anyone to stay in business,

The nonsubsidized independent oil marketer has lost his free and competitive
market for the purchase of his petroleum products. He no longer ean buy
“right”, and is thus squeezed out of the industry which he helped create and
faithfully served. The above fizures show that in New York City the gasoline
marketer has suffered a 62-percent loss in gross profit becanse of market manip-
ulations by sald Government-sponsored monopoly, leaving him a margin on
which he cannot possibly cover minimum marketing expenses,

And this is only one cxample of how the nonsubsidized independent oil
marketer s being surely ground to extermination by this gigantic monopoly,

To explain reason (2):

When this new huge oil monopoly has vanguished the independent oil mar-
keter through bankruptey, then with higher prices does the consumer pay,

We have members who have served the industry as marketers for more than
[0 years, and to whom, until a few years ago, the major oil companies de-
pended to serve the consuming public, Then the major oil companies entered
the: consuming fleld, and now these oil marketers, too, are vitally adversely
affected by the present monopoly and now face ruin. . :

As a conservation measure the act is diametrically opposed by the present
high tariff on petroleum products. A lower fmport tariff or, preferably, none
at all would certalnly be a surer way to conserve our own supply, and it would
glve & freer market in which the independent marketer could buy.

However, should the committee insist upon production control, then the com-
mittee must equally insist on marketing control. Embodied in the same bill
must be clauses which will—

(1) Guarantee to the nonsubsidized independent oil marketer a profit; or

(2) Complete divorcement of marketing from the rest of the industry, thus
putting the marketing department of the major integrated oil companies on its
own. responsibility and giving the:independent. an, equal opportunity in buying
as well as {n selling.

Respectfully submitted.

O MABKETERS ASSOCIATION oF New York, Ino,
ALVIN A. ALTHEIMER,
Chairman, Board of Governors,
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Senator Coxnarry, We thank all ‘of you gentlemen for your testi-
mony and are ver%r happy to have had you appear here in order that
we might get the facts with regard to this %roposition.

(Whereupon, at 3:30  p. m.,, the:subcommittee hearing was
adjotrned.) - C : : : ‘



