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

FRIDAY, FEBRUARY 12, 1937

UNITED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON FINANCE

Washington, b. a.
The subcommittee met, pursuant to call, in room 450 Senate Office

Building, at i0 a. m., Senator Tom Connally 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 CONNALLY. Will the subcommittee please come to order.
Senator Townsend, who is a member of the subcommittee, had to be
out of the city this morning.

We have met to consider S. 790, which is as follows:
A BILLJ To repeal section 13 of the Act entitled "An Act to regulate interstate and foreign commerce in

petroleum and its products by prohibiting the shipment in such commerce of petroleum and its products
produced In violation of State law, and for other purposes", approved February 22, 1035
Be it enacted by the Senate and House of Representatives of the United States of

America in Congress assembled, That section 13 of the Act entitled "An Act too
regulate interstate and foreign commerce in petroleum and its products by pro-
hibiting the shipment in such commerce of petroleum and its productss produced
in violation of State law, and for other purposes", approved february 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is hereby repealed.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
would 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 a copy of the act,
Public Law No. 14, Seventy-fourth Congress.

[PuBLIC--NO. 14-74TH CONaRESS]
15..ills)]

AN ACT To regulate interstate and foreign commerce In petroleum and its products by prohibiting the
shipment in such commerce of petroleum and its products produced in violation of State law, and for
other purposes

Be it enacted by the Senate and House of Representatives of the United States of
America in Congress assembled, That it is hereby declared to be the policy of
Congress to protect interstate and foreign commaere 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 crude oil situated within the United States.

Snc. 2. As used in this Act-
(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

z



2 MIEGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

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

(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 commerce 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.

Snc. 3. The shipment or transportation in interstate commerce from any State
of contraband oil produced in such 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 contraband oil, or from which it
was produced or derived, was produced, transported, or withdrawn from storage
in excess of the amounts permitted to be produced, transported, or withdrawn
from storage under the laws of such State or under any regulation or order pre-
scribed thereunder by any board, commission, officer, or other duly authorized
agency of such State.

SEc. 4. Whenever the President finds that the amount of petroleum and petro-
leum products moving in interstate commerce is so limited as to be the cause, in
whole or in part, of a lack of parity between supply (including imports and reason-
able withdr wa s from storage) ld (onsuni )ive demand (including exports and
reasonable adhidions to storage) resulting in an mdue burden on or restriction
of interstate commerce in petroleum and petroleum products, he shall by procla-
!nation declare slich finilg, and thereupon the provisions of section 3 shall be
inoperative until such time as the President shall find and by proclamation declare
that the conditions which gave rise to the suspension of the operations of the provi-
sions of such section no longer exist. If any provision of this section or the appli-
cation thereof shall )e held to be invalid, the validity or application of section 3
shall not be affected therel)y.

Sue. 5. (a) The President shall prescribe sumh regulations as lie finds necessary
or appropriate for the enforcement of the provisions of this Act, including hut not
limited to regulations requiring reports, maps, affidavits, and other documents
relatilig to 'the production, storage, relining, processing, transporting, or handling
of petroleum and petroleum products, and providing for the keeping of books and
records, and for the inspection of such books and records and of properties and
facilities.

(b) Whenever the President finds it necessary or appropriate for the enforce-
ment of the provisions of this Act lie shall require certificates of clearance for
petroleum and petroleum products moving or to be moved ii Interstate commerce
from 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 board so
established in any case where such board determines thAt the petroleum or
petroleum products in question does not constitute contraband oil. Denial 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 arly
area 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.

(C) Any person whose application for a certificate of clearance is denied 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 set 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-
plained of was entered. Upon the filing of. such transcript, such court shall have
jurisdiction to affirm, modify, or set aside such order, in whole or in part. No
objection to the order of the board shall be considered by the court unless such
objection 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
decree of the court shall be final, subject to review as provided in sections 128 and
240 of the Judicial Code, as amended (U. S. C., title 28, secs. 225 and 347).
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SEC. 6. Any person knowingly violating any provision of this Act or any regu-
lation prescribed 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.

SEc. 7. (a) Contraband oil shipped or 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 case 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 thereof where undue hardship would result from such forfeiture.
The proceedings in such cases shall conform as nearly as may be to proceedings
in rein in admiralty, except that either party may demand a trial b 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 to the United
States as 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 (other than a person shipping such contraband oil in violation of the
provisions of this Act) who has with respect to such contraband oil a certificate
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 f(or believing
such certificate to be invalid or to have been issued as a result of fraud or mis-
representation of fact.

Sc. 8. No common carrier who shall refuse to accept petroleum or petroleum
products 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 believing that such petroleum or
petroleum products constitute contraband oil, shall be ablee 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 to 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 nisrepresenta-
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 petroleum products to
constitute contraband oil.

SEC. 9. (a) Any board established under authority of section 5, and any agency
designated under authority of section 11, may hold and conduct 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 Exchange
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 necessary for the execution
of its functions under this Act.

SEC. 10. (a) Upon ap lication of the President, by the Attorney General, the
United States District Courts shall have jurisdiction to issue mandatory injunc-
tions commanding any person to comply with the provisions of this Act or any
regulation issued thereunder.

(b) Whenever It shall appear to the President that any person is engaged or
about to engage in any acts or practices that constitute or will constitute a viola-
tion of any provision of this Act or of any regulation thereunder, he may in his dis-
cretiop, by the Attorney General, bring an action in the proper United States
District Court to enjoin such acts or practices, and upon a proper showing a per-
manent or temporary injunction or restrAining order shall be granted without
bond.

(c) The United States District Courts shall have exclusive jurisdiction of
violations of this Act or the re,,ulatins thereunder, and of 's4 suits in equity am'd'
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actions at law brought to enforce 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 tile 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
so rendered shall be subject to review as provided in sections 128 and 240 of the
Judicial Code, as amended (U. S. C., title 28, sees. 225 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 agency, 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.

SEC. 12. If any provision of this Act, or tie 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, 1937.
Approved, February 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 L. 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 perma-
nent national policy of oil conservation to be effective 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 is 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 shortage 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 pay the higher price for oil
which foreign producers will demand when our production fails to
meet our needs.

If this price for our past 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 supply
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 supply 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 husband 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 petroleum products necessitating this
increased production of crude oil, coupled with the elimination of
contraband petroleum products, largely has eliminated the problem of
stabilization which was an important phase of our national recovery
program and was particularly pressing during the summer of 1934.
rho 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
uses, and (2) underground waste, which relates to the manner, place,
or extent of production. The Court indicated clearly Chat 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, in the matter of the transportation
in interstate commerce of goods made by convict ,i:bor, the Supreme
Court held-
that where the subject of commerce is one as to which the power of the State
may constitutionolly 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 inpede 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 a variation in the respective laws and in the orders issued
thereunder, but each State determines each month the amount of
oil which may be produced from its wells and fields, so that above-
ground waste may be prevented by not producing in excess of demand,
thereby 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 extent of production, thus leaving room for the employment
of sound engineering principles to assure an increased ultimate recovery
of oil.

Each of these States determines for itself, on the basis of testimony
received at public hearings, the amount of oil 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 oiA-prQducing States hks
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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 samepolicy which w4-1 expressed in section 9c
of the National Industrial Recovery Act, but with one material
difference. Section 9c merely delegated to the President the authority
to prohibit the movement o such excess oil in interstate and foreign
commerce; it did not prohibit the movement itself. Section 9c 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 excess oil should be prohibited by law was one of legis-
lative policy and that, in section 9c, 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 a crime punishable
by fine and imprisonment.

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

By 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
proviso that no regulation, the violation of which was punishable by
fine 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
petroleum and petroleum products moving in interstate commerce
from 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.

Executive 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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listed 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 is 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 a tender must be checked and ready
for consideration by tie Board which has exclusive jurisdiction within
24 hours after the application 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 involving 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
basis 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 instituted by the
Government under the act. Five civil cases were brought against the
Government. Sixty-one criminal cases were 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 Govrnment in the
lower courts, one was dismissed by the Government, two were pending
appeal and two awaiting trial.

It 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 fields, 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, Conroe, Talco, and other Texas fields.
Reports covering operations in Oklahoma, 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 a tender board in the east Texas field is evident when
the magnitude of the 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 national crude-
oil output, or, nearly as much as the aggregate production from all of
the wells in Louisiana, Kansas, and ew Mexico, the three States
which rank fourth, fifth, and sixth in output.
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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 the 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 East 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 East Texas might exceed greatly the present output,
the orders of the Railroad Commission of Texas, since June 1933,
have been based 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 approximately 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-
mates 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 is true conservation.

It has been pointed out that the withdrawals of oil and 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, pressures adjacent thereto may be lowered to the point
where 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 excess
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 products, in other States. With the Federal
Government prohibiting the shipment of such contraband oil in inter-
state commerce and the State government disapproving its movement
intrastate, there is no present market for contraband oil and hence no
incentive for its production.

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 crude oil Was selling for from 10
cents to 25 cents a barrel, 12,000,000 barrels of crude was produced
with a reservoir pressure decline of 65 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
pressure in the East 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 permitted to flow with little, if any,, restraint.

While on the subject of State activities relating to oil and gas cork-
servation, I want to give duecredit to Texas foik its drastic out 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, 1 quoted from a report which
showed that in June of 1934 gas was being blown into the a~r from the
Texas Panhaldille 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 that 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. I 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 retail markets by eliminating the destructive influence of contra-
band gasoline upon such markets.

In the administration of the Petroleum Code, we learned 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
suffering the substantial losses which then were all too common. In
order to make this possible, it was necessary for tank-car-gasoline prices
t, 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 seen when the first tender board was estab-
lished in East Texas on October 23, 1934, under the authority of sec-
tion 9 (c) 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 Federal courts.

Granting then that this law has been of economic benefit to indo ,

pendent producers, rofiners, and distributers, what, has,. bepna tho
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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, it 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, exc usive
of taxes, during the period. It is interesting to note, however, that
the average retail price of gasoline during 1936 was from 3Y to 4 cents
a gallon less than the averages recorded for 1927, 1928, and 1929,
when oil fields competed with one another with but little restraint
and storage tanks were being filled with unneeded crude oil.

My police has received two pamphlets objecting to the continuance
of the Connally Act. If 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 phi osophy that "good old-
fashioned competition in every department of the petroleum industry
is the best protection to the public." I 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 to 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 probably

not over 25 cents a barrel" and this undoubtedly is true. But flush
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 originally in
place. If the supply of oil were such that tW3 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 a cost of 40 cents a barrel
or less. The average cost was 80 cents a barrel, but only 60 percent
was produced at or below that average cost, If our oil reserves were
10 or more times larger than they are, we might indulge for a while in
the profligate outpouring of oil which is involved in unrestrained
low cost flush 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.

This same pamphlet calls particular attention to the fact that
"in 1931 the posted price of lid-Continent crude oil was as low ats

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 around ever 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 gas 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
east 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 authorit7, was as low as 25 cents a
barrel. Again no mention is made of the closing down of fields i
Oklahoma and Texas, of the bombing of pipelines in the east Texale
field or of the decline in reservoir pressure in the east Texas field, which
was so drastic that it was predicted freely that if a comparable decline
continued for the remainder of the year, two-thirds of the wells in the
field would be pumping by 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-
petition for the Petroleum Industry. On August 24 the posted price
for East 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 per barrel and average mideontinent cudes
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 crude
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
pai( for all of the oil produced in the United States since Colonel
Drake 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 below cost. The current cost might not
be so high had the present improved method of crude-oil production
been developed at an earlier (late and it certainly would be appre-
ciably higher had the lid been blown off of the EastTexas field within
the first 3 years of its discovery, a catastrophe that was avoided by.
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.
Rider the petroleum code, a Petroleum Labor Policy Board was
'.gaged 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
aspart of a general program for the protection of employees generally.

Three of the letters I have mentioned were from 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,

I 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 dealers, all who
were concerned with the code's administration became fully ac-
quainted 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, leasing 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 marketers 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
su' ply 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
point of view, I feel certain that they would earnestly endeavor to
find a 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-,
oporation in the conservation of this irreplaceable and vitally essential



REGULATE SHIPMENT OF PETROLEUMN AND ITS PRODUCTS 13

natural resource, I recommend that the Connally Act be made per-
manent without change or modification.

Senator CONNALLY. 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.

Secretary IcKES. I shall be very glad to, Senator.
Senator CONNALLY. You mentioned, a moment ago, that some of

the labor unions had protested against the extension of the act?
Secretary IcKEs. NVe 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,
or has anything to do with it, at all, except to cooperate with State
law?

Secretary IcKEs. I do not understand that this one protest that we
received objected so much to making the Connally Act permanent, as
that it wanted the incorporation of a 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 interstate or foreign
commerce of "hot oil", and it has nothing to do with labor, or regt:la-
tions, or anything of the sort.

Senator CONNALLY. Exactl . 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 correct.
Senator CONNALLY. 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 ICKES. I do not think it would be advisable, as I suggested.
Senator CONNALLY. That is very fine.
Senator LONERGAN. I should like to ask one question.
Senator CONNALLY. Senator Lonergan.
Senator LONEROAN. You believe that the adoption of this proposal

will be for the best interests of the consumers?
Secretary ICKES. Yes, 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 appreciable,
at that; and, in the long run, we would have less oil and higher prices
for gasoline.

Senator LoNERGAN. That is what I was going to say.
Secretary icKEs. Yes.
Senator LONEROAN. What we must consider, here, is the future.
Secretary ICKES. Exactly.
Senator LONERGAN. As well as the present.
Secretary ICKES. Exactly.

12501)5--37--- 2 ;, , ;
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Senator CONNALLY. 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 ICKES. 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 not, 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?

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

Senator CONNALLY. Do you care to develop that any?
Secretary ICKES. I think that Mr. Holland could probably develop

that better than I, or Mr. Steele.
Senator CONNALLY. This act went into effect about when?
Secretary ICKES. 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-fiurths of a cent in

retail gasoline prices.
Secretary ICKES. But the crude went up-doubled, trebled, and

quadrupled in price.
Senator CONNALLY. That is what I was trying to develop in con-

nection with Scnator 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.

Senator 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 CONNALLY. 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 CONNALLY. What, if anything, did the oil authorities, or

what did your Administration do?
Secretary ICKES. We made an arrangement at one time for the large

companies, that had the capital with which to buy, to take some of this
distress gasoline off the market.
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Senator CONNALLY. 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 get rid of their gasoline that was distressed?

Secretary ICKES. That is right.
Senator CONNALLY. And yet holding it, and conserving it for future

use?
Secretary ICKES. That is right.
Senator CONNALLY. 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 Oil Administration at the time.
Senator CONNALLY. Would it bother you if we should hear Mr.

Swanson, injecting him right at,that point?
Secretary ICKES. I shall be very glad to have you do that.
Senator CONNALLY. 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 period of the Petroleum Code.

Senator CONNALLY. What was the purpose of the Department in
participating, or in authorizing, or in aiding those buying pools?

Mr. SWANSON. It was an effort on the part of the Dep artment 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 a 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
barrel should be 18.5 times the refinery price per gallon of regular
gasoline.

Senator CONNALLY. That is, the wholesale price at the refinery?
Mr. SWANSON. The wholesale price at the refinery. That is based

upon a correlation of gasoline prices and crude-oil prices, over a period
o many years.

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

Mr. SWANSON. March 1933.
Senator CONNALLY. Under the oil code?
Mr. SwANsoN. The code was not effective until September 2, 1933.
Senator CONNALLY. What was the price of oil, along during that

period? Do you know?
Mr. SWANSON. In March 1933?
Senator CONNALLY. Yes.
Mr. SWANSON. About 50 cents a barrel, on crude oil.
Secretary ICKES. No; it got as low as 10, in some instances, and

about 5 cents a barrel, in others.
Mr. SWANSON. That was in April. The drop in price came on"A~ril

25, 1933.
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Senator CONNALLY. 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.
Senator CONNALLY. That would be a little less than 5 cents a

gallon?
Mr. SWANSON, No; it would be a little bit above 5 cents. It would

be 5.5 cents.
Senator CONNALLY. Mr. Secretary, I understand your testimony,

in the concluding portion of it, to not encourage or favor the price
wars, that you spoke of, in the gasoline industry, whether or not that
is wholesome for the industry, or the consumer, either.

Secretary IcKEs 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 IcKuis. I think that has been the effect of this legislation.
Senator CONNALLY. TO stabilize the price, and to maintain the

proper relationship between crude and gasoline, in order that a pro-
(lucer may get the benefit of the fair price?

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

Senator CONNALLY. M/lay 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.

I 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--c, 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 dealer?

Mr. SWANSON. Absolutely.
Senator CONNALLY. They were?
Mr. SWANSON. They were materially below cost.
Senator CONNALLY. 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
of the whole petroleum code administration was to prevent that very
thing.

Secretary 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?
Secretary IcKES. Exactly.
Senator CONNALLY. Because his neighbor was obeying the law, and

lie was not obeying it?
Secretary IcKEs. 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, primarily, 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?

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 from 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
a number of refiners of that class, I have received their own figures, as
to their operations, and the profit which they made from their porao
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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 effective, these independent
refiners were able to make money. Prior to that time they constantly
lost money.

Senator CONNALLY. In that connection, allow me to ask you, what
was the relationship during that period, between the crude and the
retail 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 the prices of crude, which enable the independent operator
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 CONALLY. How?
Mr. SWANSON. I do not believe that it did come out of the con-

suner.
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 a
little later, but we will finish with the Secretary, first.

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

Secretary ICKES. No; it has not, Senator.
Senator CONNALLY. It has been maintained, as I understand it.
Secretary ICKES. It has been maintained in every court where the

issue has been presented.
Senator CONNALLY. 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 ICKES. Yes.
Senator CONNALLY. The circuit court of appeals, I believe, has

acted upon it, and the three-judge Federal court.
Secretary ICKES. 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 ICKES. That is right.
Senator CONNALLY. What about the Monroe and Corpus Christi

fields, and other fields?
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 any 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 a 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 ICKES. 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 the 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 a bout it, so tar. On
that point, Mr. Holland, I think, can enlighten you, more than I.

Senator CONNALLY. Is there any other matter, Mr. Secretary, that
you care to develop?

Secretary ICKES. I have none.
Senator 'CONNALLY. We are certainly very much obliged to you,

Mr. Secretary, for your appearance, and we thank you for your
testimony.

Secretary ICKES. I was glad to be here.
Senator CONNALLY. Since we brought up the legal aspects of this

matter, I understand Mr. Charles I. Francis, who is a 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 a consid-
erable amount of time to study and investigation of the Connally Act,
its practical operations, and the desirability 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 representative body selected from the entire bar, and, after consid-
erable discussion, the house of delegates of the American Bar Associa-
tion unanimously recommended the extension of this act, and also the
extension of the Oil States Compact resolution. It was our judgment
and opinion that not only the Connally Act, but the resolution of
CongrBss authorizing the Oil States Compact, should be renewed and
extended, and I was directed, on behalf of the American Bar Associa-
tion, to present, Senator Connally, to your committee, a resix|tion
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which we adopted, and which I would like to put into the record,
which explains our views in respect to this matter.

Senator CONNALLY. 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 TIE AMERICAN
BARI ASSOCIATION, APPROVED AND ADOPTED BY THE HOUSE OF DELEGATES OF
SAID ASSOCIATION ON JANUARY 7, 1937

To the Ho1sse 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 where such has bean 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 subject. ;-

Shortly thereafter, with the consent of the Congress, the oil-producing States of
Texas, Oklahoma, Kansas, New Mexico, Colorado, and Illinois entered into a
compact 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 have'been effective 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, expire
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 each of these measures should be continued in force for an additional
period of 2 years, and therefore unqualifiedly recommends the adoption of the
following resolution:

"Be it resolved, That the American Bar Association recommends:
"(1) That Congress reenact, for a period of 2 years, the 'Connally bill' (49

U. S. Stat. 30-33), originally passed by the Seventy-fourth Congress on February
22, 1935 regulating the interstate transportation of petroleum and its products;

"(2) Ti'hat the Congress of the UnitedStates, by resolution, approve a 2-year
extension of the Oil States' Compact for the conservation of oil and gas;

"(3) That the !egislatures of the several oil and gas producing States, by
appropriate State law, become signatory members of said compact; and be it
further

"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 sponsor 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 Petroleum
Administrative Board, under the Secretary of theInterior, and became
familiar with the practical workings of this law, in the East Texas
field, where I was in charge of litigation arising under the old section,
9 (c), of the National Industrial Recovery Act, and I have carefully
watched the operations of this law, which became effective in March
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. FRANCIS. Senator, when this law was enacted, in February
1935-

Senator CONNALLY. I think it became effective in March.
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'Jr. FRANCIS, It went into effect if I recall, or it was adopted, on
February 26, 1935, and the Federaf Tender Board was set up, down
in the East 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 oil", and placing gasoline on the national 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 viAws 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 LONERGAN. No.
Senator CONNALLY. 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 committee, 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 committee, or not.

Senator CONNALLY. I rather think that will go to either the Com-
inittee 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 lad to have your views about it.

Mr. FRANCIS. 'Ihere 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 a Senator.

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

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

Senator CONNALLY. We thank you, Mr. Francis.

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

Mr. IIADLICK. Senator Connally, may I be heard a moment? I
am Mr. Hadlick. I represent people opposed to this, and I reAlihe
they will be given time; but I wonder if I might suggest, before Mi.
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Francis leaves, a point on this resolution of the American Bar Asso-
ciation? May I go ahead for just a moment?

Senator C"ONNALLY. Just a 10nent; yes, sit'.
Mr. IIADLICK. I have been a member of the Ameriean Bar Associ-

ation for many vears. I knew nothing of this resolution coming before
them until I re id it in the l)papers, anid wrote them for it, and 1 think
it would be appropriated to attach to that resolution the list of the
members of the mineral section of the American Bar Asociation. The
people interested in oil-.-I (o not know what Mr. Frncis' connec-
tions arfl--1arN principally interested ill the production of oil for oer-
tai oil companies, pricipally the major oil companies, and I think
it would be appro)riate t) ask, and I should like to ask, that that be
admitted, along with the resolution, In youirt record.
Mr. FRuANCIS. Senator, I would be glad 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 preponlderatingly oil attorneys. It
is copper, coal, oil-..all of our natural resources are represented, both
on the council of the mineral section and in the membel-ship of that
scc# ion, and I do not think it Couhl at ill be said that that section and
its officers or membership is predominantly Oil attorneys, and it, (.cr-
titinlv could not he said of the house of (lehgates of the Amterican lar
As ' 3ciation, that approved this resolution uianimously, There are
about. 150 deh'gates in that house of delegates of the American Hart
Association, and 1 would say not over 1 pet('ent of them had any
connection with oil, in any inanner, way, form, or fashion, in their
practice.

Senator CONNALLY. If you cure to submit, the list, Mr, Francis, we
would le glad to put it. in our record.

M'. FRANCIS. 1 shall be glad to. I will have to get it f'om my tile,
but I will be glad to miail it, in to you.

Senator CONNAlLY. Mr. l1adliek, in youir coma)hkint, evn made the
point, that, as a member of the American Br Assocition, you had
not had any note of this coming up. Did you attend the'meeting
of the house of delegates?

Mr. IIADLICK. I had no notice of the meeting. I am a life member
of the American Bar, and 1 point out that this policy of the American
Bar Association going on record through committees, on l)roposals
before Congress, is a dangerous thing.

Senator CONNALLY. We aire not concerned with your internal affairs,
in the American Bar Association, I will say that. I used to be a
member. I think 1 quit, though, because like you, I never attended;
that is, I do not mean you never attend, but y0u (lid not attend this
meeting of the house of delegates.

Mr. IIADICK. I was not invited.
Senator CONNALLY. You are a member. You (1o not have to be

invited every time they have a meeting?
Mr. HlD.nmcK. I had no notice.
Senator CONNALLY. Were you a member of the house of delegates?
Mr. HADIUCK., No.
Senator.CONNALLY. Then of course, you were not invited. I do

not want to get into any squabble about that. Put that in the
reeord.

Mr. FANOis. All right,
Senator CONNALLY. Take that up with the American Bar Asso-

ciation.
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Mr. IIADLICK. 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. FuANCTS. Senator, you understand the resolution which I

present was not just a resolution of the mineral section of the American
Bar Association. It war the tinainious recommendation of the house
of delegates of the American Bar Association, which is the orncial
governing body of tle whole American Bar Assoeii Lion.

Senator CONNALLY. Are those delgates selected by States'?
,Mr. l'IIANcis. Those delegates tore selected by (drent State

organization s, State bar association., and from every State in the
Union, and the house of deleates, composed of those elected repre-
sentatives from the various State bar associations, chainen of dif-
feren t sections of the American Bar Association, past presidehnts, and
so forth, is the representative organization, and the voice of the
whole American bar.

Senator (IoNNALLY. All right, Mr. Francis.
Mr. 'FRANCIS. This matter has been discussed for 6 months before

it was adopted. It was 'n every paper in the country; and if ally of
the lawyer inembers of the American Bar Association did not kniow
that they held their midwinter meeting at Coluiuls, to consider
these 11atters, I cannot understand it.

Senator N('N'ALMn'. IS that all, Mr. Ifadlick?
Mr. IIADLICK. That is all.
Senator CoNNALLYv. Anything further, Mr. Fran(,i4?
Mr. lIANcis. No.
Senator (ION rALLv. We intended to close this hearing with the

testimony of Mr. Ickes, but since Mr. Swanson has been called on
here, I 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 CONNALLY. Mr. Swanson, I had not anticipated calling
you at this time; but since you are here, and we have a little time, and
,you have already been questionedd about some of these matters, I Just
thought 1 would give you an ol)portunity now to go ahead and state
any other suggestions that you have with regard to this whole situa-
tion,

Mr. SWANSON. Senator, I had no intention---
Senator CONNALLY. First, let me ask you, what is your official con-

nection?
Mr. SWANSON. 1 am an Associate Director of tile Petroleum Con-

servation Division of the apartmentt of the Interior.
Sentr CONNALLY. Prior to that time, were you with the Bureau

of Mines?
M', SWANSON. Immediately prior to this assignment, I was a imem-

ber of the Petroleum Admimstrative Board; and prior to that time
I was with the Bureau of Mines, having first gone with the Bureau of
Mines in November 1920.

Senator CONNALLY. So you have, in one capacity or another, studied
these questions since 1920?

Mr. SWANSON, That is correct; yes, sir,
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Senator CONNALLY. In an official capacity?
Mr. SWANSON. Yes, sir.
Senator CONNALLY. We would be glad to hear from you about the

desirability of the continuance of this act, or anything with regard to
tWe general oil situation, since it became effective or immediately prior
thereto.

Mr. SWANSON. Senator, I do not know that I could do anything
more than to say that I endorse wholeheartedly the statement of the
Secretary of the Interior. I think he covered the subject very thor-oughly.

Senator CONNALLY. 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
hot gasoline or distress gasoline.

Mr. 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 12 to 1. As the price of crude
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 relative 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 relationship 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
Petroleum 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 lie 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 Secretary of the
Interior should be included in the actual agreement. 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
was provided then that there should be an additional 30-day period,
for notice of a hearing 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 east Texas field under a form of contract which was approved
by the Secretary of the interior, as Petroleum Administrator. They
established an office in Tyler, Tex., and purchased gasoline during
July and August.

There were two forms of contract. The first one permitted the
purchase of gasoline from storage, as well as from current production;
but 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 CONNALLY. What do you mean--the whole contract?
Mr. SWANSON. No; the specific contract, each contract.
Senator CONNALLY. Did that contract cover matters of prices at

which they should buy the gasoline?
Mr. SWANSON. Yes, sir; each contract.
Senator CONNATL'Y. And resale prices?
Mr. SWANSON No sir; just the original price. So many barrels

of gasoline 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.
Senator CONNALLY. All right.
Mr. SWANSON. There were, at the same time, certain refineries in

the east Texas field which were contesting the validity of the Petro-
leuin Code and section 9-C of the National Industrial'Recovery Act;
and they 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 was not a party to that contract. Buy-
ing was conducted, 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
was expressed at that time. They found that they could not do
that.

Senator CONNALLY. You do not mean they were putting water in it?
Mr. SwAN so. No, sir; it was not water, it was "hot" gasoline;

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
been hoped for. As a consequence, that buying program was termi-
nated.

Then, as I recall now, it was the 6th of August 1934, that the
Planning and Coordination Committee adopted a resolution request-
ing the appointment of a program committee, which was to purchase
distress gasoline not only in the East Texas field but in all of the
territory east of the Rocky Mountains, including the Mid-Contidnt
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field. That program committee was approved by the SecretaryTof
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 Texas, 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 lie was in Texas, in November 1934, suspended 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 telegrams 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 buying 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 CONNALLY. 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 *ould 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
oil.

Senator CONNALLY. In other words, the purpose was to buy up the
surplus or distress gasoline, and hold it for a rise in prices, was it not?

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

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

Mr. SWANSON. The purpose of the Oil Administration; yes sir.
Senator CONNALLY. 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.
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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
succeeded, 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 CONNALLY. And that, at $1 a barrel for crude-it is about

18.5 to I?
Mr. SWANSON. Yes, sir.
Senator CONNALLY. 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. 'Yles, sir.
Senator CONNA LY. 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 Oil 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
paid; and your testimony is that, on $1 a barrel oil, one-eighteenth and
five-tenths of that ouglt to be the price of gasoline?

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

Senator CONNALLY. 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 believe that is all, Mr. Swanson. We certainly thank you
very much for your very illuminating testimony.

At this point, we 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. Hle states:

Regret matters pending here prevent my appearing connection with Connally
Act. Think act should be continued.

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 as follows:)
REPORT or FEDERAL PETROLEUM ENFORCEMENT EAST TEXAS, OCTOBER 22, 1934,

To DEcEMBER 31, 1936, INCLUSIVE, BY DEPARTMENT OF JUSTICE

TYLER, TEx., December 31, 1936.

RECAPITULATION

Part I.-Sec. 9 (c) N. 1. R. A.

Total cases and matters (all closed) ---------.-------------------------- 71

Part II.-Connally ActI. Cases:
A. Filed in court ------------------------------------------- 248

1. Civil ------------------ I -------------------------- 26
2. Criminal.. . . . . . ..----------------------------------- 222

B. Dismissed and closed ------------------------------------- 195

1. Civil --------------------------------------------- 19
2. Criminal -----------. ..-----------.-------.--------. 176

(a) Tildietments ---------------------------------- 3
(b) Complaints ---------------------------------- 53
(c) Informat4ons --------------------------------- 120

C. Pending -------------------------------------------------- 53

1. Civil ----------------------------------------------- 7
2. Criminal ------------------------------------------ 46

(a'ndictments------------------------------------ 30
(b Complaints ------------------------------------ 2
(c) Informations ------------------------------------- 14

II. Matters of investigation ------------------------------------------ 60

A. Disposed of and files closed --------------------------------- 40
B. Pending, civil and criminal -------------------------------- 20

Total cases and matters --------------------------------- 308

Grand total ---------------------------.---------------- 379

Part I.-Sec. 9 (c) N. I. R. A. I

Total cases and reports -------------------------------- ----- 71
I. Pending ------------------------------------------------- None

It. Closed ---------------------------- ----------- ---------- ----- 71
(For details see report of Feb. 28, 1935, and subsequent reports.)
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Part 1.-Connally Act (Feb. 22, 1935 to Dec. 31, 1936)

Total cases and reports ---------------------------------------------- 308

SECTION 1
Total cases and reports closed ---------------------------------------- 235
I. Cases -------------------------------------------------------- 195

A. Civil-.----.---.---------------------.------------------------ 15
(1) Utah Refining Co. et al. v. Meyers et al. Equity nio. 845,

Tyler Div. U. S. D. C., E. D. Texas D. J. 128 -75-1;
Tyler no. 65-A; C. F. os. 101 and 100. Dismissed June 3,
1935.

(2) United States v. Artex Refineries Sales Corp. et al. Equity
no. 668, U. S. I. C.,S. D. Te;as, Houston Tov. D, J.
no. 128--71-1; Tyler no. 66-A; C. F. no. 59. Final decree
enjoining defendants entered June 25, 1935.

(3) Tyler Pipe Line Co. v. Thompson et at. & Meyers et al. Eq-
uity no. 859, U. S. D. C., E. D. Texas; Tyler Div. D. J.
no. 128--75--2; Tyler no. 73-A;.C. F. no. '106. Dismissed
as v. Federal Tender Board April 13, 1935. Injunction
denied. Case dismissed May 30, 1935.

(4) President of the United States v. Danciger Refining Cam-
pany. Equity no. 933, U. S. D. C., E. D. Texas, Tyler
Div. D. J. no. 128-75-25; Tyler no. 99-A; C. F. no.
137. Dismissed October 11, 1936.

(5) East Texas Refining Co. v. Federal Tender Board No. 1
(case no. 1). Equity no. 869, U. S. D. C., E. D. Texas,
Tyler I)iv. D. J. ino. 128-75--6; Tylpr no. 67-A; C. F.
no. 97. Final decree entered October 9, 1935, sustaining
order of FTB no. 1.

(6) East Texas Refining Co. v. Federal Tender Board No. I (ease
#2). Equity no. 874, U. S. D. C., E, . Texas, Tyler
Div. D. J. no. 128--75-7; Tyler no. 77-A; C. F. no. 98.
Final decree entered Oct. 9, 1935, sustaining order of FTB
n o . 1 ------ ------------------ ------------------------

(7) lHayncs Oil Corporation v. Federal Tender Board No. 1.
Equity no. 897, U. S. 1). C., E. D. Texas, Tyler Div.
D. J. no. 128-75-8; Tyler no. 81--A; C. F. no. 114. .Judg-
ment of district court reversing FTD no. I order affirmed by
C. C. A., Dec. 5, 1985.

(8) Utah Refining Co. et al. v. Mieyers et al. Equity no. 901,
U. S. 1). C., E. D. Texas, D. J. no. 128-75-1; Tyler no.
65-B3; C. F. nos. 100 and 101. Dismissed by complainant
on January 18, 1936.

(9) McMurrey Refining Conpany v. John F. Davis et al. Equity
no. 928, U. S. D. C., E. D. Texas, Tyler 1)iv. D. J. no.
128-75-7; Tyler no. 96-A; C. F. no. 1 to 11-IB, incl.
Dismissed by petitioner on January 18, 1936.

(10) J. T. Oglesby et al. v. Mecont et al. Equity no. 651, U. S.
D. C., W. D. La., Shreveport Div.D. J. no. 128-.33-2;
Tyler no. 93-A; C. F. no. 136. Fiial decree entered
denying injunction and bill of complaint di.--missed Novem-
ber '6, 1935. Time for appeal expired.

(11) President of the United States v. Preston Bobo (Independent
Gaso. Co.). Equ ity no. 940, U. S. D. C., E. D. Texas,
Tyler Div. D. J. no. 128--75-5; Tyler no. 72--C; C. F. nos.
104 and 105. Permanent injuncton granted Nov. 20, 1935.
Time for appeal expired.

(12) President of the United States v. R. F. Griswold. Equity no.
677, U. S. D. C., W. D. La, Shreveport Div. D. J. no.
128-33-4; Tyler no. 82-B; C. F. no. 102. March 8,
1936, District Court's decision affirmed by C. C. A. April
22, 1936, Mandate of Court sent to Dist. Court to be entered.

File closed June 30, 1936.
(13) East Texas Refining Co. et at. v. J. W. Steele et al. Eq. 974.

D. J. no. 128-75-87; Tyler no. TC-66; C. F. no. 182.
Dismissed April 11, 1936; file closed Aug. 31, 1986.

125095-37-3
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Part 1.-Connally Act (Feb. 22, 1985 to Dee. 31, 1936) -Continued

SECTION t-Continued
. Cases-Continued.

A. Civil-Continued.
(14) United States v. Griffin & Winters et al. Equity no. 628,

U. S. D. C., W. D. La., Shreveport Div. D. J. 158-83-1;
Tyler 70-A; C. F. 251. November 21A, 1936. Final decree
entered by consent against Griffin & Winters. Dis-
missed as to all other parties.

(15) East Texas Refining Co. et at. v. J. TV. Steele et al, equity 979.
D. J. 128-75-88; Tyler no. TC-66-A; C F. 245. July R,
1936: Petition dismissed. No appeal was taken.

AA. Civil cases, Government not am party -----------------..-- 4
(1) Hercules Oil Co. v. Ernest 0. Thompson, et at. Equity

no. 807, U. S. D. C., W. D. Texas, Austin Div. D. J. no.
128-76-1- Tyler no. 68--A; closed file no. 99. Closed.
No appeal taken.

(2) George G. Peterson v. Thompson, et at. E equity no. 508,
U. S. D. C., W. D. Texas, Austin Div. D. J. no. 128-76-
2; Tyler no. 74-A; closed file no. 107. Closed. No
a peal taken.

(3) J. . Tolbert v. Baldwin, et al. Equity no. 591, U. S. D. C.,
W. D. Texas, San Antonio J)iv. D. J. no. 128--76--4;
Tyler no. 75--A; closed file no. 108., Closed. No
appeal takcn.

(4) Lacy v. Railroad Commission. Equity no. 510, U. S. D. C.,
W. D. Texas, D. J. no. 128-76-5; Tyler no. 68-A;
closed file no. 99. Closed.

B. Criminal --------------------------------------------------- 176
1. Criminal complaints before the U. S. commissioner, at

Tyler, Tex ------------------------------------------ 44

Defendant Co"np. D. 3. no. Tyler no. ClosedSno. file

GROUP Al

(1) C. C. Cnningbani ........ 767 128--75-9-...- 92-A ...... 178
(2) C. W. McCormick ....... 768 128-75-. 92-A ...... 178
(3) C. C. Moea l .-.----------- 771 128-75-9 ... 92-A ...... 178
(43 W, C. Oilson........... 772 128-75-9-. 92-A ...... 178

5 B. F. Enoch ............. 779 128-75-9 92--A ...... 178

6) yessle Mclenry ........... 820 128-75-30. TC-25 .... 139
7) (ee. H. McDonald ........ 833 12&-75-39 .- TC-13.. 154

GROP C 8

(8) Wynne Leake ........... 878 128-75-69 .... TC-44..... 238
(9) 0. A. Butler ............... 880 128-7567 .... TC-42 .... 218

GROUP D

1 0 R. 0. Ford ----------...... 737 128-75-9.,_ 92-A ...... 178
11 Warren Sellers ----- _------ 739 128-75-9 ..... 92-A ...... 178

1 . C. Duco ................ 770 129- 75-59 . 2 ...... 178

(14 W. Ht. Scott.---.----------_774 12-50 02-A ---- 178
is. 0. Victory.....--------- 80 128-75-24 .... TC-5-1... 100
16 .0. Victory ------------- 804 128-75-24-.... TC-5-2 - 200

(17 N . W. Powell and N. M. 810 12&-75-31 .... - TC-1-2... 204
Callahan,

18) R. Sandrlde ............. 812 128-75-31. TC-.J-3.. 207
(19) Soer Willians ----------- 813 128-75-3.. TC-2-4.-. 203
(20) J. H. Strickland ----------- 815 12-75-37.... TC-4-2.. 202
21) Lucian Joseph ------------- 818 12-7524.... TC--5-7.. 208

(22) 0. W. Bartlett ------------ 820 124-75-17, TC-1-4- 201
All above complaints dismissed Oct. 11, 1035.

$ Dismissed Feb. 10, 1930.
I Complaint against Wynne Leake dismissed Mar. 18, 1030, and against

(. A. Butler dismissed Feb. 20,1936.
' The above complaints were dismissed by the Government Oct, 19,1986.
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Part II.-Connally Act (Feb. 22, 1935 to Dec. 81, 1936)-Continued

SrioN'sow 1-Continued
1. Cases-Coutinued.

B. Crimimal-Continued.
1. Criminal complaints before the U. S. commissioner, at

Tyler, Tex.-Continued.

Defendant ComeP. D. . i Tyler no. Closed
no. file

GROUP D
(23) C. '. Weaver ---....... 821 128-75-37 .... TC-4-5.-. 209
24) Lee Harmon and 3. R. 838 128-75-1.... TC-1I .... 210

Brooks.
(25) S. M. Lee ................. 840 128-75-32 ... TC-14.... 211
(20) J. B. King.-....------_-- 81 128-76-5.... TC-40.... 212
(27) (. (. Daniel ------------- 866 128-7-5 9.. TC-30. 213
(28) R, B. Stafford ------------- 88 128-76-54.... TC-37-... 214
29) S. ,. E1111 ................. 879 128,-75-..... TC-43.... 218

1)9O001 E $

(30) W. I. Simms & Homer 800 128-75080 ..... TC-58.... 197
Brewer.

(31) Carl Iney..-....8....... 903 TC-74 ... 10........ ...
(32) W. 3. Ils (Hicks) ......... 05 128-75-99--... TC-83 191
(33 Luther S. Owens .......... 96 128-75-9 .... TC-70 .... 192
3uy Engls9 ................ 070 128-75-I0L-- TC-7 183

(3)C.b Mb-------------071 128-75-107---. '1C7t 194
(3) Cecil Malone ----------- 73 18-85-0 TC-77... 1
(37) C. C Miller ......------- 974 128-75-84---- TC-84.. 189

(3)C. A. Mielley--------------8978 128-75-94__.. TC-84-.- ISO18(38) 1. W. addso .............. 980 128-75-107... TC-8L lo1
(40) C. 1. Wagner ............. 07 128-76-74_ 'O-8---1 16GRT! I
(41) WIley Page--------------- -128-76-7- - TC-01.... 255
(42) . 14 Harrell--------------. 128-75-79 ---7 c-1... 2M8
(43) Lewls 3. Byrd .......----- 48 128-76-76.. .... -57 242
(44) It. B. Stewart '9 ........... 23 128-75-73-..- TC-68.

6 The above complints were dismissed by the Government Oct. 20,1036.6 The above cases grew out of violations of see. HO U. S C. A., and were
handled by the United States attorney and are carried In this report for record
purposes only The October 1838 grand Jury dId not return a bill against
the~se deendants, and tile complaints were dismissed.

Same as (43) supra.

2. Criminal informations, Tyler, Tex. (based on complaints
previously filed) -------------------------------------- 100

Defendant Cop. Inf. no. D. J. no, Tyler no. Closed

no. file

GROUP A

(I) W, N. Banks ........... 770 3845 128-75-9..... 62-A-5 .. 127
(2) C. A. Stokes _ .......... 778 3843 128-76-24.... 92-A-2.... 124
(3) Fred Jainell ............. 805 3883 128-75-24.... TC-5-3... 143
(4) Geo. It. MoDonald.. 801 3882 128-75-21.... TC-5-2... 200
(r) D. N. Lambert ......... 822 3892 128-75-30....- TC-0-2.., 148
(6) Geo. 13, McDonald..... 837 3809 128-7-47.... TC-10.. 152
(7) W. E. Turner ........... 82 3910 128-7"-1.... TC-35.... 161
(8) J. D. Parker ............ 864 3913 128-75-52.... TC--32 ..-. 100
(() W. M. Banks ........... 834 3902 128-7-33,.... TC-1s..... 222
( Gabe McCall ........... 812 3873 128-71-31.... TC-I-3...- 207

(11) nI. 11. Richardson ...... 884 3920 128-75-60.... T,-48 .... 165

GROUP H 9

12) C. C. Cunningham .... 736 3773 128-76-9_. 8 --A ...... 178(18 0. W. McCormIck.... 734 3774 128-76-9 ..... 92 ...... 178
(14) . F. Enoclh ............ 733 3775 129-7-9. .. A... 178
15) C. C. MloRea .......... 731 377 828-7- 9.-A ... 178

Dismissed at the February 19 a term of cotrt.
I All of the above defendants pleaded guilty, were Onod $1f0 eaci and given Jall

sentences of 30 days eac.-suapeslndod, at thme ebnrilry 1931 tern) of ourt, '
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Part II.--Connally Act (Feb. 22, 1935 to Der, 31, 1936)-Continued

SECTION 1-Contilued

L CaSSC-Contiiued.
B. Criminal -Continued.

2. Criminal informations, Tyler, Tex.--Continled.

Defendant co'mp.
no.

OIIItiuI 11-Conli Iiled

1(16) Joe lblalock ........ 732
,(17) F. 0. Foss - ... .... ...- 735
,(18) Russell Pooder ....... 7,11
(119) (1. It. Johnson ..... 733
(20) 0', A, Stokes -.......... 743
'(21) V

, 
M. Knlht -....... 738

'(22) W. M. Banks ...... 730
(23) J, C. Siesiohs-- .... 769
(24) C. Charles ------- .. 766
(26) Walker ,ugen0 Deal 7,10
(26) TI. J. Tayar ---------- 805
(27) I. 11. liornshy-- -... 808
(28) R. I,. Stegall ------- 807
(20) J. 'apa ..--.---...... 8)8
(30) S, L. lBrueato .......... 808
(31) IV. C. lon ..... 809
(32) )Pill T. Cox- ..... 811
(33) 1). N Liambert ......... 811
34) (ill McAllester- ------- 813
35) C. P. Mays- .......... 814

(36) L. 1). Ifardwiek .----.... 81A
(37) J. C. bson- -............ 817
(38) S, C. Easter -.......... 823
(39) 0. C. ledbetter ...... - 824
1(40) W. t1. Jones -- --... 825
,(,I1) S. M. Lee .............. 826
'(,t2) (, Broighton-- -835

43) I. M. Mi es..s-... 832
-(48) B. 3. Mits ............ 832
(45) A. A. Jackson ........... 836
,(-1) W. M. Bank;- 8 ........ 836
s(47 Paul (traundish -------- 837

48) T. J, Jordan. ..---- 839
<40) Cirlos Perry. --------- 81
(00) Charles Solomon .----- 845
(01) J. 1). Parkor ........... - -860
62) E- L. Rued ... -e----- 863

(53) It. A. Os(rly ...--- 0--- 886
(54) 11. It. Richardsono. 870
(55) Charlos Blalock- --- 865
'60) J, I. Bhlalock- ------- 805
(57) Cowboy Kcnilrrcks, --- 881
'(58) J. 0. hlarrison ....... 882
(5W) (V. F. Jarrell --------- - 833
(60) W. E. Turner --------- 857

GROUP c 3

(61) (orge 11. MeDlonald ... 803

(62) (labe AM cCall .......... 7

(GRoup Ds 4

(3) 1), A. Farrell ........... 827
04) V. . Slnn-- -- ........... 814
(65) Archie Beavers .......... 807
(66) W. S. Oden ............ 908
(67) Joe Aimmar ........ 81))
(68) L. R. Blakeley ---------- 976
(69) E. .1. Blurkhead....... 828
(70) T. M. Crain .......... go1
(71) Duke Case................ 834
(72) J. C. Duto- -............ 807
(73) Roy Fox ......... .... 962
(74) L. O. Gartman- . 068

3 Defendants pleaded guilty. MI)on
sentone, stlapended. MoCall was sonterm of court.

4 On Oct. 5, 1030, all of the above defend
and given 60 days within which to pay,
suspended for I year conditioned on go

Int, no. 1). J. no. Tyler no. Closed

3779 128-75-9 -- 02-A ..... 178
3810 128-75-9- ). 92-A. 178
3841 128-75-9 .... 92- A. 178
3842 128-75-9 .- 02-A ..... 178
3771 128-75-9-. 02-A--2- 124
3772 128-75-9 .. 92 -A-4.- 126
3777 128-75-9 - 92-A-5. 127
38) 128-75t o . 92-A-0 130
3847 12- 75-9 92A-10.. 11
3848 128-75-9- 92 A-11-- 1:12
388, 128-75-2.t- T(-5-3 _1.13
3885 128-76-24... TC-5-4. 144
3886 128-73-24... '-5-4 144
3871 128-75-31 ''T -1-- - 1t0
3872 128-75-31 - TC .1-1 -- 11t0
1887 128-75-24 ... T ' -5-5 . 238
381)1) 128-75-3) ---- TC-6-I- 147
3891 128-75-30 --- TC--fi- _ 147
3926 182-75-36-. TC-2 4_-. 203
3870 128-75-36. TC--2 -3.-- 219
:1808 128 75-24... . C--5-1 - 115
380 128-75-37-- T'-4-3 - 142
3893 128--7530 -- TC-)-3--. 141)
3894 128 75-30-. 't' 6-4. . 150)
3889 128-75-2,1... 'r('-.- 40 .- ,l6
:371 12 75-31 _. 'PC-4-1 . 141
3896 128 75-43-. TC. 8 ---
3905 128--715-3 'C-17 --- 15
39101 12-75 35 ' TC-17 -- 156
3908 128-75-33- T C- 19 _ -. 157
307 128 -75- 3 3 e 'PC- 10 ... 157
)391)8 128-75-47 - T' -1) --- 152
3900 128-75-44.. TC--12 -... 153
11031 128-75-41 .... TC--1 .... 155
3895 12-75-43-. '((.-7 ... 151
3011 128-75-57-- 'PC -29 .... 151)
3918 128-75--56 . TC 411 .-- 16:)
3912 128-75-59 - TC 30 -- 21:)
3117 128 75-51 - 'C- 3 -... 162
3010 128-75-53- 'PC 78 .. 158
1910 128-76-53 - C--2 . 158
1919 17,,8-75-78. T(-45 ... 161
3927 128-75-70 ... TC-13 .... 166
:901 128-70-39 .... (13 .... 154
3915 128-75-39 ... TC -3 .... 2,14

3881 128-75-2t.- T('-5 -2... 200
:1778 128 -75-9 - 12-A--9.. -. 125

3875 12- 75-30,- TC-2--1 ... 216
3177 128--75--36 - 'C -2--3... 21)
3879 [28-75-:17 ... PC--4- ... 220

)931 128-75-M-- 'T.C-47-2.. 228
34 128-75-24 - - '( 5-8-. -8- 230
3931 128-75-103... PC-73- - - 217
3937 128-75-:18 -- PC -2-2. 221
31)38 128-75--102-- -PC--72 --- 2:17
939 128-75-40,.. - '0C-15 .... 222

3942 128-75-37- - '-- (-4-- ... 220
3914 128-76-100- T'C-74 .... 190
3945 128-75--99 .- C-83 --- 11

naid was fled $300 and given a 90-day ]nil
tended to 30 (lays In jMIl. February 1)36

ndants pleaded guilty; were fined $150 each
, and each was sentenced to 30 days in jail
od behavior.
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Part 1.-Connally Act (Feb. 22, 1935 to Dec. 31, 1936)---Continued

SECTION 1-Continued
I. Cases-Continued.

13. Criminal-Continued.
2. Criminal informations, Tyler, Tex.-Continued.

Defendant Co P In , no. D.J. no. Tylrer . Closed

10.o. file

(IOU1 D- continued

(75) 1B. I. lHardeman ........ 60 3946 128-75-98 .. Tc--80 ...- 228
(76) Jerry Ki.sick -------- 963 3948 128--75-89 ---- C--70 .... 22S
(77) Wilson I,eahy --------- 8q9 3951 128-75-58 .... T -8. - - 231
(78) 0. It. Miller ............ 880 3904 128-76-4;7 --- 'O-42 --- 219
(70) Walter V. Newmn -.- 967 3955 128-75-95 ---- 1-68. 234
(89) Jck Roberts ............. - - 155 3958 128-75-105- TC-8. 23
(81) Jim Sanders ......... 800 3959 128--75-72---- 'C--SO.... 230
(82) Loon Sebastian --------- 1098 3960 128-75--113 -- PC-72 .... 237
(83) J. Y. Sullivan ------- 1(119 3961 128-75-111.- TC-91 .--. 239
(84) Floyd Vernon ........... 809 3A82 128-75-24 --- TC-5-5. - - 38
(85) E. A, Joseph ----------- 871) 358 128-75-8..... TC.-43-.. 21$

GROUP F a

(86) '. R. Sims ........... 842 3897 128-75-38 .. T. -9- 24t
(87) Archio leavers ......... 831 3906 12-75-42.. '1C-18-- 224
(88) 1). A. Farrell ........... 867 3914 128-75-62 .... TC-34 .... 244
(891 W. S. Oden ............ 950 3932 128-76-92- '.. C-79 .... 192
()9)) W. S. Oden8 ............ 883 3933 128-75-64. . ''0--47 .... 22,
(911) J. C, D~arby ----------- 878 3940 128-75-69. C-44 .... 22n
(92) J. C. )uCot .---------- 831 3943 128-75-42--. 1'C-18 --- 224
(93) J. II. Jackson --------- 742 3947 128-75-9 .-. 92-A-13. 20$
(94) Wilson Leahy ------ ) 1 991 3052 128-75-090-- IC. -77 -. 195
(95) Walter V. Neo man ..... 964 3956 128-75-93.... TC-75... 233
(5))) Walter V. Newman .- 55- 982 957 128-75-107- 'C-86 . 1918

olROUP F 6

(97) J. 0. (f. It.) Mayliel 871 3953 129-75-60-.... C-38. -- 232
(98) F. D. (F. 0.) Enlison.. 777 3844 128-76-9. .... 9- 12--A.......- 206
(9l) W. C. Darhy ........... 878 391 128-70y-69. .. '(1-,4. 2
(190) '. E. (uillory 7 ........ 100 3963 128-79--85-- T 0)5. -

5 On Oct. 5, 1936, tll of t)1) above defendants pleaded guilty, were fined $11) eoach
and eaich sentenced to 30 days In Jail, both sentence and lne being sllupeolenl for
onseye do defendant i fines ci other eaoo r
against them, or there were extenluating circumstanes Justifying the suspension of
the- sentence.

A Ot. 5, 19:1: Mayfield l)leade(1 gilty aed wos fineI $100and )1entenced to 5 r10.
l11 jail. Case (1)shesled against Emlson as he has over be-n )l)1)reheide([. Case
dlnissed against ''. C. Darby because he v'as only 17 year.1 of01 81111 this was his
first offense.

7 Oct, 6, 1936; Pleaded guilty; fined $300 and givou 90 days within which to pay.

3. Crininal indictments
(1) U. S. v. Fred Jamell, information No. 3827. D. J. 128-75-9-

Tyler No. 92-A-1; closed file 123. Pleaded guilty; fined
$150 and sen1tencred to 30 days in jail suspended condi-
tioned ou good behavior. Fetrary 1936 term of court.

(2) U. S. v. V. H1. Smith, complaint no. 915. D. J. 128-75-76;
Tyler TC--57; closed filed 242, Oct. 5, 1936: Defendant
pleaded nolo eontendere; received a sentce of 1 year and
1 (lay in t10 peniite'Iitiary susp1ended 5 years,. -----------

(3) U. S. v. J. . Staley, complaint no. 9119, D. J. 128-75-761
Tyler no TG-57; closed file 242 Oct. 5, 1936. Defendant
pleaded nolo c(oitutdere; cotirt imposed a flue of $5,000,
w which was paid.

8  
-----------------------------------

SThese ases w,,,e base)( SI) Violation of Sec. 8o, U. S. C. C. and wee l' lod Ily tle U, S. District Attor-
ney and ire carried in this report for record lplrlpOS only, tho origlal report having been submdtted to
Washington office through tills office.
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Part 1.-Connally Act (Feb. 2, 1935 to Dec. 31, 1986)--Continued

SECTION 1-Continued

1. Cases-Continued.
4. Criminal complaints before U. 8. Commissioner at Shreveport,

L ouisiana -----------------------------------------------
(1) U. S. v. D. D. Bolin, no. 7844, 128-33-4, 91-A ----------- 177
2) U. S. v. Neil Cooper, no. 7845 128-33-4 91-A ---------- 177

(3 U. S. v. 0. W. C(amp, no. 784d, 128--33-4, 91-A ---------- 177
(4) U. ,S. v. W. S. Har'in, no. 7852, 128-33-4, 91-A ---------- 177
(5) U. S. v. L. Lee, no. 7856, 128-33-,, 91-A --------------- 177
(6) U. S. v. W. N. Stewart, no. 7861, 128-33-4, 91-A.........177
(7) U. A'. v. Cecil Mallard, no. -, 128-33-5, TC-20----------247
(8) U. S. v. Archie Beavers, no. -, 128-33-8, TC-22 -------- 252
9) U. S. v. C. D. Harris, no. -, 128-33-8, TC-21 ..--------- 248

The above complaints were dismissed by the Government Nov.
9, 1936.

5. Criminal informations, at Shreveport, Louisiana ---------------
Group A:

(1) U. $. v. C. Adams, no. 7836.
(2) U. S. v. W. M. Chambers, no. 7838.
(3) U. S. v. J. W. Hicks, Jr., no. 7841.
(4) U. S. v. J. IV. Hicks, Sr., no. 7842.
(5) U. S. v. J. T. Oglesby, no. 7846.
(6) U. S. v. Jewel Sanders, no. 7849.
(7) U. S. v. H. J. Van Dyke, no. 7852. .

Group 6:
(8)

(10)
(11)
(12)
(13)

D. J. 128--33-4; Tyler 91-A; C. F. 177. On May 26,
1936, all the above defendants pleaded guilty, were
fined $150 in each case on the first count and given
susl)ended sentences on the remaining counts.

U. S. v. Ray Bryant, no. 7837.
U. S1. v. B. F. Griswold, no. 7840.
U. S. v. A. L. Jones, no. 7843.
U. 8. v. Frank Priest, no. 7847.
U. S. v. C. C. Price, no. 7848.
U. S. v. Ralph L. Sims, no. 7851.

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

Dismissed by

Group C:
(14) U. S. 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

entered pleas of guilty and were fined $150 on first counts and
given suspended sentences on remaining counts; May 26, 1936.

Group D):
(6) U. S. v. J. H. Maddox, no. 7845, 128--33-4, 91-A --------

(17) U. S. v. L. P. Stevens, no. 7850, 128-33-4, 91-A ---------
(18) U. S. v. Charges Leahy, no. 8014, 128-33-7, TC-23 .....
(19) U. S. v. J. C. Ducote, no. 8013, 129-75-5, TC-20 --------
(20) U. S. v. W . A . M iles, no. 8015, 128-75-8, TC-21 --------

On Nov. 24, 1936, all defendants pleaded guilty and hi-
position of sentence was suspended for 5 years.

II. Matters submitted by Federal petroleum agency nso. 1, or Federal
Tender Board No. 1, now closed ------------------------------

(1) Texas Emoire Pipe Line Co. of Texas. D. J, no. 128-74-2;
Tyler no. 80-A; closed file 112. Case dropped. File closed
May 27, 1935.

(2) Empire Pipeline Co. D, J. no. 128-75-20; Tyler no. 8O-B;
closed file 113. Case dropped and files closed Aug. 19,1935.

(3) Chief Refining Co. el al. D. J. no. 128-75-11; Tyler no.
83-A; elosod files 64 and 64-A. File closed; superseded by
criminal complaint.

9

20
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Part Il.-Connally Act (Feb. 2, 1936 to Dec. 31, 1936)-Continued

SECTION 1 -Continued

11. Matters submitted by Federal petroleum agency no. 1, or Federal
Tender Board No. 1, now closed---Continued.

(4) Glodewater Treating Plant et at. D. J. no. 128-75-14; Tyler
no. 84-A; closed file 117. File closed; superseded by
criminal complaints.

(5) Jay Refining Company et at. D. J. no 128-75-13- Tyler
no. 85-A; closed file 118. File closed; superseded by
criminal complaints.

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

(7) Rathmel Reclamation Plant et al. 1). J. no. 12-75--12; Tyler
no. 87.-A; closed file 120. File closed; superseded by
criminal complaint.

(8) Swastika Refining Company ct al. D. J. no. 128--75-16;
Tyler no. 88-A; closed file 122. File closed; superseded by
criminal complaint.

(9) Upshur Treating Plant et al. 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 60 and 66-A. File closed; superseded
by criminal 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 criminal complaint.

(12) Re: Certain motor trucks trucking oil in Louisiana (K-05010).
D. J. no. 128-75-31; Tyler no. TC--1. Activities ceased;
file closed Nov. 80, 1935; closed file 172.

(13) Re: Certain motor t,-ucks trucking oil from east Texzs (K- 05009).
1). J. no. -; Tyler no. TC-2; closed file 173. Violations
ceased. File closed Nov. 30, 1985 -_-------------------

(14) Carl B. Langford and L. & HE. Oil Co. (K-05095). D. J. no.
128-75-48; Tyler no. TC-24; closed file 175. Evidence
not sufficient to prosecute. File closed Dc. 31, 1935 ....

(15) Herman Aycock and ltarrl Williams (K-05086). D. J. no.
128-75-49; Tyler no. TC-25; closed file 174. Evidence
not sufficient to justify prosecution. File closed December
31, 1935. ...----------------------------------------

(16) Re: Federal Tender Board v. Recalcitrant Witnesses (I-. 0.
Radcliffe). D. J. no. -; Tyler no. 101; closed file 138.
Ex 1)arte petition drafted, but before filing witnesses com-
plied. File closed ---------------------------------

(17) S. IV. Whitson (K-05100). D. J. no. 128-75-63; Tyler no.
TC-31; closed file 171. File closed February P9, 19,36..

(18) J. D. Parker (Forrcst Parker) (K-05031). D. J. no. -;
Tyler no. TC-33; closed file 176. Closed March 10, 1936;
slbject to be reopened ------------------------------

(19) P. M. Grubb (K-05315). D. J. no. 128-75-105- Tyler no.
TC-89; closed file 167. File closed May 31, i436; lack of

( iroof of violation 128-75------- -108; Tyl..
(20) Frcd McFarland (K-05316). D. J. no. 128-75-108; Tyler

no. TC-88; closed file 168. File closed May 31, 1936; lack
of evidence ----------------------------------------

(21) J. P. Shannon (K-05284). D. J. no. 128-75-106; Tyler no.
TC-82; closed file 169. File closed May 11, 1986; insutli-
cient evidence--- ---------------------------------

(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, 1936; insuticient evidence --------------------

(23) Converse Refining Company (K-05002). D. J. no. -; Tyler
no. TC..94; closed file 179. File closed July 17, 1936;
company ceased operations ..



36 REGULATE SHIIPMIENT OF PETROLEUMT ANI) ITS PRODUCTS

Part Il.-Connally Act (Feb. 22, 1935 to Dec. 31, 1936)-Continued

SECTION I-Contiued

II. Matters submitted by Federal petroleul agency no. 1, or Federal
Tender Board No. 1, n1ow closod-Continuled.
(24) M1arimac Oil Company. D. J. no. 128-75-24; Tyler no. 97-A;

closed file 180. Closed June 10, 1936; violations ceased.
(25) F. S. Stratton: Stratton Oil Co.: S. & C. Oil Co., et al. D. J.

no. 128--75-22; Tyler no. 94-A; closed file no. 181. Super-
seded by criminal complaint.

(26) A. L. 1lWisencr: Kansas City Southern Ry. Co. (K--05006).
D. J. no. 128-75-37; Tyler no. TG--4. Superseded by suit
involving parties named.

(27) Ancoro Oil Co., Inc.: Kansas City Southern Ry., et al. (K-
05007). 1). J. no. 128-75--30; Tyler no. T-6. Super-
seded by suit. (See A. L. Wisener case.)

(28) Crystal Refining Company and truckers (K-05001). 1). J. no.
128 75--50; Tyler no. TC-27; closed file 181. File closed
A ug. 814 1936: violations ceased.

(29) Gabe Mc(!all and R. S. Jackson (K-05059), D. J. no. 128--
75-31; Tyler no. TC-51; closed file 185. File closed Aug.
1936: violations ceased.

(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, 1936; violations ceased.

(31) Gabe McCall and 11. Curry (K-05059). D. J. no. 128--75-31;
Tyer no. TC--53; closed file 186. File closed Aug. 31,
1936; activities ceased.

(32) Bennett Pipe Line Corporation (K-05049). D. J, no. 128--
75-73; Tyler no. TC-56. Superseded by criminal com-
plaints being handled by U. S. atty.

(33) Wiley Pae and M. I. Iarrell (K-,05104). D. J. no. 128-
75-79; rIyler no. TC-61. File closed superseded by crim-
inal complaint filed against M. II. Ilarrell, being handled
by U. S. attorney.

(34) Texas Oil Products: United East & West; Gladewater Ref.
Co., corps. C. R. Starnes, B. L. Ames, J. E. G. Craig,
and 11. F. Richardson. D. J. no. 128-75-28; Tyler no.
TC-3. Superseded by criminal complaints; case being
haidled by U. S. atty.

(35) C. J. Domes: L. . & '. Ry. Co. et al. (K-05008). D. 3.
no. 128-75-24; Tyler no. 0-C5; closed file no. -. File
closed Aug. 31, 1936; violations ceased.

(36) McDonald & Victory 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; closed file 239. Stiper-
seded by criminal complaint against Sullivan. Dropped
as to Roberts.

(38) Gililand Ref. Co. and Atchafalaya Oil Co., TV. C. Adams,
IV. P. Williams, 11. 0. Radcliffe (K-05050). D. J. no.
128 -75--77; Tyler TC--62, Superseded by criminal com-
plaints.

(39) F. A. Johnson v. TV. P. Ford. D. J. no. 128-73-1; Tyler
11o. TC-108; closed file 188. File closed A ug. 31, 1936.

(40) Slate of Texas v. 543,000 bbls. of oil et al. U. S. D. C. W. D.
Texas, Austin Div. Eq. 599. DJ. J.-; Tyler 1-31. Filed
September 14, 1936.
Nature of action: Petition to remove from State court

action which sought to enjoin Federal authorities from
distraining on 543,000 bbls. of oil for delinquent cases.
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Part II.-Cornally Act (Feb. 22, 1935 to Dec. 31, 1936)-Continued

SECTION 1-Continued

I. Matters submitted by Federal petroleum agency no. 1, or Federal
Tender Boar(d No. I now close d-Continued.

Disposition: Sept. 23 and 24, 1936: Conferences held at
Washington, 1). C., between the attorney general of the
State of Texas and representatives of the Dept. of Justice,
Dept. of Interior, and Treasury Dept. of the U. S., at
which a satisfactory solution was reached. The State
authorities dismissed that part of the action which
sought to enjoin Federal authorities, and the Federal
authorities joined with St..te 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 distraint
by Federal authorities against this oil wouldhc dismissed.
The action was dismissed against the Federal authorities
and our files are closed.

SECTION 2.-PENDING CASES AND IRUPORTH

Total cases and reports pending -------------------------- _..------ - 73
I. Civil cases in which United States or agency is a party --- --------- 7

(1) Atlas Pipeline 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: March 16, 1936.
Charge: Appeal from order of F. T. B. denying certificates of

clearance oi application for tenders.
Disposition:

Apr. 1, 1936: Response of F. T. 13. and transcript of
record of hearing before board tiled.

Apr. 8, 1936: Heard and submitted with Eq. 972, at
Sherman, Texas.

May 9, 1936: Consolidated with Eq. 972. Court made
findings of fact and conclusions of law. Action of
F. T. B. adirnied; petition for review dismissed and
appeal taken on June 10, 1936.

Nov. 6, 1936: Argued before Circuit Court of Appeals,
at Ft. Worth, Texas, and submitted.

Dec. 10, 1936: Affirmed in l)part and reversed in part and
remanded for revision in accordance with opinion.

Dec. 31, 1936: Pending.
(2) United States v. Alias Pipeline Corporation, Inic., and Hercules

Gasoline Company, Inc., Equity 97. D. J. 128--75-75; Tyler
TC-55 -A.

Filed: April 2, 1936.
Charge: Injunction suit to prevmt violation of the Connally

Act and regulations.
Disposition:

April 8, 1936: Heard on complainant's motion for a pre-
liminary inj unction.

April 9, 1936: Preliminary injunction granted.
.ay 9, 1936: Heard on merits; permanent injunction

granted; findings of fact and conclusionsq of law and
final decree entered.

June 10, 1936: Appcai granted. For further develop-
iielits see C ase 1, supra.
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Part 1.-Connally Act (Feb. 2R, 1935 to Dec. 31, 1936)-Continued

SECTION 2.-PENDING CASES AND RuroVTs-Continucd

I. Civil cases in which United States or agency is a party-Continued.
(3) United States v. Texus Compan, yet al,, Equity 980. D.J. 128-75--96

Tyler TC-66-13,
Filed: May 16, 1936.
Charge: Injunction proceedings against five oil and pipeline

companies to enjoin the transportation in interstate com-
merce of excess Louisiana Rodessa oil, in violation of the
Connally Act.

Disposition:
May 16, 1936: Heard at Sherman, Texas, on motion for

a temporary restraining order. Restraining order not
issued, but defendants agreed to impound 71,001) bbls.
of the oil in question and hold s.xme pending final
disposition of the suit. Case passed to May 21, 1936,
for hearing on motion for preliminary injection.

May 21, 1936: Case heard on motion for a preliminary
injunction. Preiikinlary injunction granted and case
passed to May 28 for hearing oa merits.

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

June 12, 19136: Court made findings of fact and conclu-
sions 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
complaint.

Sept. 10, 1936: A ppeal granted.
Oct. 8, 1936: Additional time (60 days) allowed to file

transcript of record.
Dec. 9, 530: Transcript of record filed with the clerk

at New Orleans and ease assigned number 8287.
Dec. 31, 19 56: Pending.

(4) United Statks v. A. L. Wisener et al. (K-05006 and K-0/5007),
Equity No. 706, U. S. D. C., W. D. La., Shreveport Division.
D. J. 128-75-36; Tyler TC-4.

Filed: June 9,'1936.
Charge: Injunction proceedings 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 Foster 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 injunction granted by Judge
Foster at New Orleans enjoining the defendant, Wise-
ner, as prayed for in the bill of complaint. Dis-
missed as to other defendants.

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

(5) Angus Spear v, Thomas D. Humphreys and Federal Tender Board
No. 1, et al. 1, uity 895, U. S. D. C., N. D. Texas, Fort Worth
Division. D. J. 128-73--2; Tyler TC-114.

Filed: October 24, 1936.
Charge: Suit to enjoin F. T. B. and others from interfering

with the sale or transportation of unlawful oil.
Disposition:

Nov. 13, 1936" Motion of F. T, B. to dismiss bill of com-
plaint filed. Set for hearing Nov. 27.

Nov. 97, 1936: Petition dismissed as against F. T. 1.
Dec. 81, 1936: Case will be transferred to closed cases

in next report.
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Part If.-Connally Act (Feb. 22, !935 to Dec. 31, 1906)-Continued

SECTIoN 2.-PNDINo CAs80s AND REPORlTS-Continucd

I. Civil cases in which United States or agency is a party-Continued.
(6) Ocean Oil Company v. C. V. Terrell and Federal Tender Board No.

1, et at. Equity 896, U. S. D. C., N. D. Texas, Fort Worth Divi-
sion. D. J.-; Tyler TC -118.

Filed: October 24, 1936.
Charge: Suit to enjoin F. T. B. and others from interfering

with the sale or transportation of unlawful oil.
Disposition: Same as case 5, supra.

(7) B parte-Iu the matter of application of FTB #1 for an order
requiring W. M. Paull and David L. Merzbaeher to give testimony,
Equity #997, U. S. D. C., E. D. Texas, Tyler Division.

Filed: November 19, 1936.
Nature of action: Ex part petition for an order to show

cause why Paull and Merzbacher should not testify in
compliance with subpoena issued by FTB #1.

Disposition:
Nov. 19, 1936: Order to show cause citing Paull and

Merzbacher to appear before the court on Dec. 3,
1936.

Dec. 2, 1936: Case continued indefinitely by agreement
of parties.

Dec. 8, 1936: Paull and Merzbaeher appeared before
F. T. B. #1, Kilgore, Texas, voluntarily and gave the
testimony desired.

Dec. 15, 1936: Petition dismissed on motion of FTB.
Dec. 31, 1986: Case will be transferred to closed cases in

next report.
11. Criminal eases ---------------------------------------------- 46

A. Tyler ----------------------------------------------------- 37
I. Indictments ------------------------------------------ 30

(a) Under the Connally Act ..------------------------ None
(b) Under see. 35 U. S. Criminal Code ----------------- 30

(The following cases are being handled by Honor-
able Steve M. King, U. S. attorney, and are
carried in this report for record purposes only
because the false reports were made to Federal
Tender Board).

Group A Comep. dt 1). 3. Tyler

(1) U. S. v. H. 0. 957 4085 128-75-77 T-62,
I"adclif t.

(2) U. S. v. IV. C. 055 4086 128-75-77 'rO-62.
A dams.

(3) U. 8. v. J. B. 014 4087 128-75-83 '170W
Sowell.

(4) U.. S v. Albeit 046 4089 128-75-83 TO-6.%'
7.McDonld.

(5) U . V. . . 047 4090 128-75-83 TO-.
SoWell.

(6) U. S. v. L. R. 017 4090 128-75-83 TC-63.
Rankin.

(7) U. S. v. A. 0. 947 409) 128-75-83 TC-03.
Miles.

(8) U. S. v. 11. F. 893 4101 128-75-28 T(-3-1.
Richlrdson.

(9) U. S. V. J. R. 89 4102 128-75-28 TO.-3-2.
a. oraig.
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Part II.-Connally Act (Feb. 2f, 19,35 to Dec. 31, 1936)-Continued

SEcTXox 2.-PmNDNo CAsS AND R vPORTS-Contirnued

I. Criminal cases-Continued.
A. Tyler-Continued.

1. Iudictments-Continued.
(b)Under sec. 35 U. S. Criminal Code--Con.

Filed: Indictments returned October
12, 1936.

Charge: Violation See. 35 U. S. Criin-
inal Code (sec. 80, title 18, U. S.
C. A.).

Disposition:
October 12, 1936: Held ulndor

bonds, p!-oviously given U. S,
commissioner.

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

Group 13 Cop. . ) J. TylerOro~lp B i C~mpd,

(10),U, S. v. Roy 1028 4103 46-75-11_ T'-93,
Jenkins.

(1I) U. S. v 11"01. 1028 4103 46 75-lI TC-93.
lace Jenkins,.

(12) U. S, v. Ham- 1028 4103 16-75-11- TC-9,3.
lWon Jeakins.

(13) U, S, v. V. 1028 4103 40-75-11. TC-03.
D. Praly.

(14) U. S, v, (isV 1029 4104 40-75-11. TC-03.
JIohnson.

(15) Uf. S. v, 1035 4105 46-75-11. TC-03.
1larry Johaon.

(if) U. S. v, A. 1033 4106 46-75-11. TC--U3.
1B, 011l10,

(17) U. ., v, E. E1. 1034 4107 46-75-11 TC-53.

(18) 7 S. v. 1030 4108 40- 75-11. TC -93.
Howard Johnson,

(19) t ,, v. IlaIph 1031 4109 10 75-11. TC-93..
fiolman,

(20) U. S. v.1I.A. 1037 4110 4-75-11. TC-03.93Afanlsonaery.

(21) U. S, v. ., C. 10:12 4111 16-75-11. TC-93..
Jack.

(22) U. S, v. 0. 0. 1030 4112 46-75-11. TC-93..

(2) U. S. v. ). D 1028 4113 46--75-11. TC-93_ -
15-aly,

(24) U. S. V. R, 14, 1028 411 46-75-11 TC-03..
Jcnkl aa.

(25) U. !.v. W.E. 1028 4115 46-75-11. TC--93..
,'4ackelfiord,

(26) U. 8,v, f1am. 1028 4116 40-75-11. TC-93..ilan Je'nkl a-a

(27) U $. v. 1* 923-1 A 4117 128-75-73. 'rL'-5).

(28% U, S. v. Clyde 923+B 1117 128-78-73. TC-5O..
V'. Shuford

(25) U, , v. L. R. 923+" 4117 128-75-73. TC-SO.
Thorn-1o",

(30) U. S. v, C. 052 4118 TC-SO..Eranaks,.

Filed: IndietmeInts returned October 13, 1936.
Charge: Violation of see. 35 U, S. Criminal Code (see. 30, title 18,

U. S. C. A.).
Disposition:

October 13, 1936: Ield under bonds previously given U. S.
comm iioner.

December 81, 1936: Notified to appear on January 4, 1937,
for arraignment and plea.
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Part IJ.-Connally Act (Feb. BR, 1935 to Dec. 31, 1926)-Continued

SECTION 2.-PNDiN CASES AND REPORTS-Continued

I1. Criminal Cases--Continued.
2. Com laints------------------------- --- ------------

(1) U. S. v. Wilson Lechy, Complaint No. D. J. 128-75-90;
Tyler TC-95.

Filed; July 13, 1936.
Charge: Violation see. 5 (b) of the Connally Act.
Disposition: Dec. 31, 1936: Not apprehended.

3. Informations ---------.------------------------------- 6
(1) U. S. v. J. M. Green, (Comp. 969 filed May/,., 1936)

inf. no. 3929. D. J. 128-75-.97; Tyler TC-69.
(2) U. S. v. J. M. Green (Comp. 981 filed] May 16, 1936)

inf. no. 3930. D. J. 128'--75-97; Tyler TC-85.
Charge: Violation see. 5 (b) of the Connally Act.

Oct. 5, 1936: Defen failed to make
appearance in cour jdgmnent nisi
ente in each case; capi issued for the-arr. defendant.,v,

lc. 193). 1 efendant app ended at
Wie a Fall Tex., and do bond

',,0 rtr ble iC yler, 'Tex,, Fe ary 8,

ite mp. 5 led Nov. 2 11935)(3 i n/f 49. 1)-4. Tyler T.C-

(4) U, S. v rbet (Hill) si oo . 972filed ay 4,
f .950. 1 -75-104; 'ylr

SI tio s C ) of the Co allyet..iwp s.e 5i(7) n.

d 1 Defenda"' 'failed t make
ap pearance it (or judgm ni"I

in ea i case- pias issnx for the, ,#_ rres f tho en itfe ,l .
€ # Dee. 31, 9316: 1 9g.

(5) U. S.'tt'. I ner ( a ip. no. 1080 ed Sept. 9,
1936) in . A 3964 . D. J. 12"9-1.1; Tyler

Charge: Violation of sec. 5 ) of the Connally

Dl~iflaitIon: ..
' nformations filed.

0ct. 5, 1936: Defendant pleaded not guilty..
Case set for hearing Oct. 7, 1936.

Oct. 7, 1936: Government's main witness
Arthur B. Wright, failed to appear and
Government asked for a continuance.

Oct. 14, 1936: Writ of attachment issued for
Wright, to compel 1dm to appear and
testify.

Dec. 31, 1936: Pending.
(6) U, S. v. C. Adamts, complaint no. 775, inf. 3935. D. J.

128-75-9- Tyler 92--A-12.
Filed: september 25, 1985.
Charge: Violations of see. 5 (b) of the Connally

' Act,
Disposition:

Apr. 16, 1936: Apprehended on fugitive
warrant.

Dec. 31, 1986: Case will be disposed of at
February term of court,
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Part 1I.-Connally Act (Feb. 22, 1035 to Dec. 31, 1936)--Continued

SN cI'ro 2.-P1nNno CAsSs AND REPoTS-Continued

1. Criminal Cases-Continued.
B. Shreveport, La ------------------------------------ ------ I

1. Indictments -------- ----------------------- --------- None
2. Complaints ------------------------------------------ I

(1) U. r. v. Arthur B. Wright, comp. no. 229. D. J. 128--
33-11; Tyler TC-102-A.

Filed: July 13, 1936.
Charge: Violation sec. 5 (b) of the Connally

Act.
Disposition:

July 13, 1936: Apprehended.
Dec. 31, 1936: Pending.

C. Texarkana, Texas ----------------------------------- 8
1, Indictments -------------------------------- --------- None
2. Complaints -------- --------------------------------- None
3. Informations --------------.------------------------- 8

(1) U. S. v. IV D. Smith (Gompo. no. 797) Inf. no. 3378.
D. J. 128-75-3; Tyler 71-A.

(2) U. 8. v. J. R. Park (Cem p. no. 793) Inf. no. 3921.
D. J. 128-75-5; Tyler 72-B.

(3) U. S. v. Preston hobo (Comp. no. 792) Inf. no. 3922.
D. J. 128-75-5; Tyler 72-B.

(4) U. S. v. W. E. Orr (Cm p. no. 790) Inf. no. 3923.
D. J. 128-75-4; Tyler 72-B.

(5) U. S. v. IV. E. Orr (Con p. no. 789) If. no. 8924.
D. J. 128-75--5; Tyler 69-A.

(6) U. S. v. Preston Bo'mo (Camp. no. 791) 1f, no. 3925.
D. J. 128.75-5; Tyler 72-B.

Filed: At various times.
Charge: Violation of see. 5 (b) of the Connally

Act.
Disposition:

Oct. 5, 1936: Transferred from Tyler Divi-
sion to Texarkana Division for hearing
during January 1937 term of court at
Texarkana.

Dec. 31, 1936: Pending, set for trial Jan. 18,
1937.

(7) U. S. v. Frank Stratton. No. 17. D. J. 128-75-22;
Tyler 94-A.

Filed: Mar. 13, 1936.
Charge: Violation see. 5 (b) of the Connally Act.
Disposition:

Mar. 25, 1936: Arrested; released on bond.
Apr. 19136: Supplemental report received.
1ly 8, 1936: Information filed.
May 11, 1936: Defendant pleaded not guilty

and case continued.
Dec, 31, 1936: Set for hearing Jan. 18, 1937.

(8) U. S. v. Joe House - no. -. Apprehended - .
D. J. -; Tyler IC,-108.

Filed: October -, 1936: Complaint filed.
Charge: Violation see. 5 (b) of the Connally Act.
Disposition:

Dec. 11, 1986: Ilpformation filed.
Dec. 81, 1936: Pending, set for trial Jan. 18,

1937.
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Part I!.-Connally Act (1eb. 22, 1935 to Dec. 31, 1936)-Continued

SuCTIoN 2.--Pu oDING CASES AND RE PORTS--Continued

Ill. Matters submitted by investigative units, Department of the Interior.
(1) _Mathews Refining Co., A. R. Mathews, pre. (K-05322-0. E.).'

D. J. 128-75-121; Tyler TC-103.
Received: July 14, 1936.
Charge: Refusing to allow inspection of recor(Js fnd failure

to file reports.
Disposition:

July 1/, 1936: Submitted copy of report with comments
to Washington office.

Dec. 31, 1936: Pending.
(2)!Joy A. McCartney, receiver, and C. A. Craftob, auditor (K--05140-

0. E.). D. J.-.; Tyler TC-105.
Received: July 14, 1936.
Charge: Making and filing false reports in violation of see.

35, U. S. Criminal Code.
Disposition:

July 16, 193(7: Submitted copy of report to Washing-
ton office with conumments; to be referred to the
Criminal Division for action.

December 3/, 1936: Pending.
(3)'A. & P. Pipe Line, A. F. Anding, owner (K-369-O. E.). D. J.

128-75-123; Tyler TC-98.
Received: July 14, 1936.
Charge: Failure to file monthly reports.
Disposition:

July 21, 1936: Submitted copy of report to Washing-
ton office with comments.

Dec. 31, 1936: Pending.
(4) Panama Refininq Co,, A. F. Anling (K-05078 -O. E.). D. J.

128-75-122; 'i yler TC-99.
Received: July 14, 1936.
Charge: Refusing to permit representatives of Government

to inspeet records, etc.
Disposition:

July 21, 1936: Submitted copy of report with coin-
ments to Washington office.

Dec. 31, 1936: Pending.
(5) Royal Oil & Refining Co. (K-05340-0. E.). D. J. 128-75-117;

Tyler TC-104.
Received: July 14, 1936.
Charge: Refusing to comply with rules and regulations pro-

mulgated under the Connally Act.
Disposition:

July 17, 1986: Submitted copy of report to Washing-
ton.

D,. 31, 1936: Pending.
(6)'C.'VW. Curtis, Receiver, Clay Refining Co. (K-05348-O. E.).

D. J. 128--75-119; Tyler TC-101.
Received: July 14, 1936.
Charge: Refusing to file reports and permit inspectionof

records.
Disposition:

July 91, 1936: Submitted copy of report with com-
ments to Washington.

Dec. 31, 1936: Pending.
(7) Southport Petroleum Company (K-05336-0. I,). D. J. 128-75-

120; Tyler TC-100.
Received: July 21, 1936,
Charge: ailing to file reports and refusingto permit in-

spection of records.
Disposition:

July 21, 1936: Submitted copy of report to Washing-
ton.

Dec. 81, 1936: Pending.
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Part IL.-Connally Act (Feb. 22, 1935 to Dec. 31, 1936) -Continued

SECTION 2.--1PEuNDNG CASES AND RPoUrs-Conttinued

Ill. Matters submitted bsy investigative units-Contim(d.
(8) Anding Oil & Refining Co. IV. F. and A. F. Anding (K-331).

i. D. Wtson an(! martinn Flood. D. J. -; Tyler TC-97.
Rtcceivcd: July 28, 1936.
Charge: False billing, etc.
Disposition:

July 28, 1936: Forward(d copy of report to Washi)g-
ton and also a copy of report to the U. S. Attorney,
Shreveport. ComphsiIts filed by U. S. Atty.

Dec. 31, 1936: Pendiig.
(9) Presion Bobo, trading as Independent Gasoline Co. (K--05081-

0. R). D. J. 128--75-5; Tyler TC-60.
Received: February 20, 1936.
Charge: Violation of Federal injunction in case of U. S.

v. Preston Bobo, Equity 940, U. S. D. C. E. D. Texas.
Disposition:

. : Supplemental report receive(L.
Supplemental report (no. 2) received.

Dec. 31, 1936: Contempt proceedings will be filed
against Preston Bobo duringg January 1937.

(10) Gilliland Rfining Co. et al. (K-05276-0. E.). 1). . 128-75-
114; Tyler TC- 62-A.

Received: June 9,1936.
Charge: Transporting untendered oil in violation of tbe Con-

nally Act.
Disposition:

J in 17,1936: Submitted copy of report to Washington
office.

D&,c. 31, 1936: Pending.(11) Gilliland Refini'ig Company, et al1. (K-05047-0. R). D. J.
128--75-116; Tyler TC--62--B.

Received: Juije 19, 11)936.
Charge: False billing, etc.
Disposition:

July 16, 1936: Transmitted copies of report to Wash-
ington office for review.

Dcc. 31 1936: Pending,
(12) Sklar Oil Co,-Gilliland Pipe Line Co., et al. (K-05306-0. E.).

D. J. -; Tyler TO409.
Received: September 26, 1936.
Charge: Violation sec. 80, title 18, U. S. Code Annotated.
Disposition:

Oct. 16, 1930': Copies of report submittedd to Wash-
ington otice to be referred to the Criminal Di'vision
for action.

Dec. 31, 1936: Pending.
(13) Solvex Refining Company, Inc. (K--05321-0. E.). D. J. 128-

75 -127; Tyler TC-I 10.
Receive : September 26, 1936.
Charge: Shipping east Texas oil products in interstate

commerce without Federal tenders.
Disposition:

Oct. 16, 1936: Copy of report transmitted to Wash-
ington.

Nov. 11, 1936: Received copy of Mr. Siryder's memo-
randum ii which he coiiurs In the Tyler office's
opinion that the report does not disclose a good
cause of action,

Nov. 18, 1936: File closed.
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Part IJ.-Connally Act (Feb. 22, 1935 to Dec. 31, 1936)-Continued

SECTION 2.-PUNDING (ASS AND 1IEPOIRTs--Contiiued

il1. Matters snbinitted by itivestigative nits--Co I ined.
(14) Channel Transport & Marketing Co. (K-362). D. J. 128-74-4;

Tyler TC-- 11.
Received: Oct. 16, 1936.
Charge: Violation see. 37 U. S. C. Code, charging con-

spiracy to violate the Connally Act.
Disposition:

Oct. 16, 1936: Copies of report transmitted to Wash-
ington io be referred to the Criminal Division.

Dec. 31, 1936: Pending.
(15) McCutchin Drdling Co., e al..-,C. C. Dennis (K-390). D. J.

-- Tyler TC-112.
Receive(l: October 16, 1936.
Charge: Violation se. 80, title 18, U. S. C. A., by making

false reports to F. T. B.
Disposition:

Oct. 16, 1,036: Copies of report transmitted to Wash-
ington to be referred to Criminal Division.

Dec. 31, 19336.: Pending.
(16) Gilliland Refining Co. (K-371). D. J. 128--75-126. TC-113.

Received: Oet,,)ber 16, 1936.
Nature of report: Possibility of securing search warrant.
)ispositioi:

Oct, 18, 1980: Copy of letter of inquiry from Chas. J.
Eastman, with accompanying papers, referred to
Washington with comments.

Oct. 30, 1936: Letter from Mr. Dickinson with siig-
gestions.

Nov. 18, 1936: Letter of suggestions to Mr. Eastman.
Dec. 31, 1,936: Pending.

(17) Trinity Refining Company, David Donoghue, trustee; V. E. Jack-
son and Pete ASkouby (K-401) D. J.-TC-116.

Received: November 17, 1936.
Charge: Violation of see. 80, title 18, U. S. C, A, filing

false reports with F. T. B.
Disposition:

Nov. 17, 1936: Copies of report transmitted to Wash-
ington for reference to Criminal Division.

Dec. 81, 1936: Pending.
(18) Minnesota East Texas Oil Co.: Fred Pederson and JV. I. Parker

(K-05112) 1). J.- ; TC--117.
Received: November 17, 1936.
Charge: Violation of sec. 80, title 18 U. S. C. A. tiling false

monthly reports with F. T. B.
Disposition:

Nov. 17, 1936: Copies of report submitted to Wash-
ington to be referred to the Criminal Division.

Dec. 31, 1936: Pending.
(19) Red Hat Oil Company (K-05381). D. J. -; TC-118.

Received: Novemiiber 25, 1936.
Charge: Violation sec. 5 (I) of the Connally Act.
Disposition:

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

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

125095-37-..-.4
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Part II.-&Conally Act (Feb. 22, 1.935 to Dec. 31, 1936)-Continued

SECTION 2.-PENiNo CASES AND RI'PonTS-C nTintied

I1. Matters submitted by investigative units-Continued.
(20) Brit Curtright (K--411-O. E). 1). J. -- ; TC-119.

Received: December 16, 1936.
Charge: Violation see. 5 (h) of the Connally Act.
Disposition: Dec. 31, 1936: Pending.

NoTN.-The section 80 cases, supra, are being handed 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. RIcHIARD HI. hILL,,

Special Assistant to the Attorney General.

Senator CONNALLY. Is there anyone else here who cannot conven-
iently be here Monday and who wants to go on at this time? If not,
we will adjourn at this time until next Monday morning.

We thank you very much, gentlemen.
(Whereupon, at 12 m., the subcommittee adjourned until Monday,

Feb. 15, 1937, at 10:30 a. m.)



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

MONDAY, FEBRUARY 15, 1937

UNITED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON FINANCE,

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 donnaily 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 SENATOR: I am very sorry that I will be unable to appear before the com-

mittee in support of the reenactment of your hot-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 sincerely endorse
that view. In the interest of conservation of our petroleum resources Iconsider
it most essential that tie Connally amendment be reenacted and made a 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 representative to
Washington to appear for me.. I have also a telegram from Reford Bond, chairman, and A. S. J.
Shaw, commissioner, of the Oklahoma Corporation Commission
stating:

The Corporation Commission of the State of Oklahoma wishes to add their
endorsement to and urge the passage of the bill extending the Connally hot-oil
law.

Now, we have a number of witnesses this morning from distant
oints, and I want to try to hold these hearings in such a way as %ill

be convenient for them.
Chairman Thompson, would you like to go on early?
Mr. THOMI'sON. I believe I would defer to the attorney general,

Senator. Ie is here and he comes ahead of me in dignity and rank.
Senator CONNALLY. I do not know ahout rank; we do not pay

much attention to rank here.
If you will come right around here, General, and give your~namne

to the stenographer.

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

Mr. McCRAW. My name is William C. McCraw. I am attorney
general of the State of Texas and have been for a bit more than the
past 2 years. Among the duties of the attorney general is the repre-
sentation of the Railroad Commission of the State of Texas, which by

- 47'
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law was charged with the conservation of the natural resources that
are emlraced in the purposes of what is commonly known as the
Connally Act; I think that is sufflicient to describe me.

Senator CONNALLY. General McCraw, we have before this com-
mittee the matter of Senate bill 790, whose effect is to make perma-
nent law the 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
coiniuance.

Mr. McCRAw. Senator, I would say that Texas, I would feel,
practically unanimously, both those in the industry and the general
citizenship, are highly appreciative of the Connall'y 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 Railroad
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 force of its conservation program as set out in the statutes.
After these ahnost 2 years of operation under this law, illegal pro(lic-
tion in Texas has become negligible. The Connally Act has enabled
Tcx is to clean up to a large extent the overproduction that has been
in storage for a good many years. That disposal was made under
our statutes providing for confiscation. The Attorney General's
DWpartment 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 'e disposed of within the State.

Senator CONNALLY. Let me ask you right there, General--I believe
Texas has a State law authorizing confiscation of illegally produced
oil ?

Mr. MCCI Aw. That is correct.
Senator CONNALLY. Under the regulations of Texas, after that oil

has been confiscated, may it or not be sold within the State?
Mr. MUCIRAW. It may be sold within the State, but it may not be

shipped and put in interstate commerce.
Senator CONNALLY. 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 dirtky 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 a single phrase I am certain that Congress through this act has
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 CONNALLY. I want to ask you this question, General
McCraw: If 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 exert a
ten(ldency to hold (town the price and not require the consumer to
pay more than a just and fair price? in other words, if Texas con-
sumes a million barrels a month of illegal oil that otherwise would take
out a million )arrels of legitimate oil, it thereby reduces the amount of
oil going to other States?

Mr. MCCUAw. That is exactly how it works.
Senator CONNALLY. Senator Townsend, (1o you care to ask a

question?
Senator TOWNSENn. No.
Mr. MCCIIAW. If I can add any to my enthusiasm for it, you are

free to fill the record up with it, because it is 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 ats this industry does,
it is naturally one that I)resents tremeldolls difficulties regar(lless of
the Ipur)ose of its regulation, and this Connally Act has done a lot for
Texas and has lit the inhustry on the finest footing it has been on
since the discovei'y of the east T'exas oil field.

I believe in discussing the price proposition; Colonel Thompson,
chairman of the railroad commission has soie figures that arc (luite
interesting. Ihe general effect is that a little of the Hloover gasoline
has come into the picture, but the price of gasoline has steadily de-
clii,,(. Of co'se, it did not make any difference in those (lays what
the price was, because we were till broke anyway, but I think his
survey shows that the price has steiliy declined.

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

Senator CONNALLY. Where did you get that statement from, Sena-
tor?

Senator TOWNSEND. Rome, N. Y.
Mr. MCCiRAw. Talitt is a little out of my ju'isdiction. It is a

matter of everybody for himself. The little bo ys in Texas are getting
rich and the big ones can take care of themselves. About the New
York fellows, I (1o not know mch about them. If they are not doink
so well, they could move to Texas. The little men in ,Texas fuss and
fight, but on the whole have a good time, and[ I am sure they are all
well nourished and well fed and that there tre good folks on both sides
of the docket.

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

Mr. MeCAw. I think the commission will very heartily agree with
me, and I know I feel it is the greatest thing that1 took place at that
particular period, because we were really out hunting lions with a
buggy whitp and we neede(l a lot of help, and the Department of Utfi
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Interior, despite our differences over how we ought to run the business,
Brother Ickes and his folks have (]one right well, and I 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 gone thoroughly democratic,
and 1 (1o not see any trouble ini the way at all.

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

Senator CONNALLY. Any questions, Senator Townsend?
Senator TOWNSEND. No.
Senator CONNALLY. General McCraw desired to testify early be-

cause he wanted to go back ou 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 0. THOMPSON, COMMISSIONER, RAIL-
ROAD COMMISSION OF TEXAS

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

The Railroad Commission of Texas, as the Senator has indicated,
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 years.

The conservation matter has been an active matter in the State
and one of great interest, and naturally the people of the State have
become conservation minded, because of the fact that we have in
Texas 68,000 oil wells, more than 68,000 oil wells. We have in the
State of Texas 254 counties, and of these 254, 141 have oils and gas
and are oil- and gas-producing counties. This production is widely
distributed all over the State. So you can see our State is intensely
interested in coniserving natural resources of the State. I mention
that because in our political economy oil and gas conservation and
proration have been widely discussed. In the last campaign it was
a vital issue. It was discussed all over the State, and in that cam-
paign I was reelected for a 6-year term.

Senator CONNALLY. You need not be unduly modest, Colonel
Thompson-you might tell the majority by which you were elected.

Mr. TnOMPSON. Since you raise that question I will say my oppo-
nent got 60,000 votes and I got 980,000. Ile was a Republican.

Senator CONNALLY. You might also state your primary majority,
if you care to.

Nr. ToMPso'. 'That wits 180,000 over my nearest ol)ponent. 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 railroad commission in exercising its authority during
the past 5 years, during the time I have been chairman, has been
under question 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.
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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 authority of Congress whereby the pro-
ducing States agree to pass certain waste-prevention laws and to keep
those laws in effect. "it has solely the prevention of physical waste in
the production of oil as its object. lit has been working fine in the
16 months of its existence. We have had our meetings, and at the
last meeting held in Oklahoma. City 14 oil-producing States were
represented by either official delegates from each of the signatory
States or unofficial observers from the other 8 States.

The Oil States Compact Commission discusses in meetings all of
the modern, up-to-date methods 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 the exchange of ideas as to the
best manner of preventing waste.

The compact itself 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 committee.) This shows the East Texas 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 serious one in our State. With the discovery of that field
i t soon became apparent that here was an oil field big eno ugh to supply
all of tLe world and put all of the other fields out of the picture. The
potential this field is able to produce is 113,000,000 barrels per hour.

Senator CONNALLY. Per hour.
Mr. THOMPSON. Per hour. It is so large 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 the wells indicated by the contour lines show the
ability to produce. Every 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 TOWNSEND. Not 113,000,000 barrels?
Mr. TiOMPisoN. No.
Senator CONNALLY. 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. TiOMPSON. They would be on the pump; yes. If you let them
produce as they did in. the so-called good old days of letting it flow over
the derrick, that would happen. As a matter of fact, the way it has
been run, 20 to 30 barrels is 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 well that would produce a thousand barrels an hour would, get
23 barrels per (lay. Generally, when you take the potential of an oil
field you take 24 hours' producing but that would make this field so
big it would make it out of line within any other figure in the statenort.

t
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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 TOWNqSEND. How do you check the flow and see that none
of those oil wells produce more than their quota?

Mr. TiioMPsoi. They way we started was to take each well, and
when it got up to live 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 we issued an order which
said that no oil should be transported in the State of Texas until it
had a bill of health, tender, or manifest, from the Railroad Commission
of Texas, showing it was produced from a specific well on a certain
day. We opened an individual account and charged it with what they
took out, and that looked like we "had" them, but in a few days the
railroad attorneys got together and said, "We are in a predicament;
you have a ruling of the Railroad Commission of Texas which says
there is a penalty of $1,000 a day if we move this oil until we have a
manifest to showr it was produced legally, and at the same time the
Interstate Commerce Cominuission has a $1,000 penalty if we refuse
shipment; what are we to do; we want to obey both rules." We saw
we were in a 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 askingg him to get out an Executive 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 rescue lby
passing a law, which he (lid, ,nd fin, which we are very grateful, the
Connally hot-oil law, and that is how it citawo about, Senator. 1
believe I am correct in stating the different steps.

Senator CONNALLY. Substantially.
Mr. TioMPsoN. It was to prevent this movement of oil produced

in Violation of State orders and rules and regulations. So now we
require each movement of oil before it is cleared to go before a com-
mittee at the railroad commission office called the tender board, and
it gets its clearance if it can be shown the date as well as were it was

produced, and we check it back against his requests, and no oil can
e produced unless it is shown under the request. Under the Comi-

nally law, a man walks down to the tender board and Preseuts his
data, and if it is clear lie gets clearance for interstate or foreign com-
merce. We found it such an effective check, Senator, as the Attorney
General slid a while ago, that hot oil has just about disappeared from
the picture. They cannot move it or remove it, and we have two or
three million barrels sealed away and they cannot move it.

Senator TOWNSEND. In what manner is that stored?
Mr. TnOMPSON, We have two or three million barrels in tanks

and we have the Commission's seal on it and refuse to allow it to
move. An act was passed confiscatinig that oil to the State. We
filed an action in rein against that particular 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 ap)preciable amount of oil if you consider the users
and the allowable production of this field, 450,000 barrels a day.
So it would only be about 5 days' run.

Under this Confiscation of Oil Act, the State files an action in rem
against the oil and it is sold to the highest bidder. The last batch,
156,000 barrels, brought $156,000 to the State. So there is not much
profit 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 1)oth 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 (lone by Mr.
Swanson, Mr. Bill, Mr. Steele, and Mr. Holland; they have co-
operated with us in every way. This is the finest examl)le in my
experience and study of complete cooperation between State and
Felert 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 1roduced around a million barrels a
(lay, and we had trouble having our order-on your left, Senator, that
shows 635,000 to 680,000 of production in barrels per day at that time,
and that is in 1933. That l)lack line down below is the bottom-hole
pressure of the field. It 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 en(l of a piuno wire and dropping it (town 3,300 feet,
which registers the pressure in pounls per cubic foot in the reservoir.
So we took those tests in various key wells throughout the field, anti
during the past 4 years we have been taking the same tests in the same
area so as to get the action in the same manner, and you will see the
l)erformance of that bottom hole pressure. As we get down to the
bottom the rate of flow of' pressure fills up, an(l as our experience has
taught us there is a direct relationshilpl 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 stiid 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 from 1,285 or 1,240, showing if we (lid 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-
spon(ls and reflects itself immediately in the bottom hole pressure
reaction; we finally found out what we should produce to keep the
pressure constant. On the month ending June 12 we produced
13,480,000 barrels, in that 3(-day period, and the pressure increased
1.21 pounds. -o each man stands in the same relative position as
the other. So whAt the Connally Act is for is to help us control the
movement of oil so that no man can open up his well and cause this
pressure to take a nose (live, because pretty soon it reaches 950 pounds,
and when it reaches tlat, 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'
pressure down there in a cavity that is sealed up with the oil ii a.
foamy, mobile condition, it will drive oil through a brick, if there is oAy
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porosity in brick, and you can tell by dropping the brick in water.
This oil will be driven through a brickin 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
got ahead of the water coming in. If Ybu drive too many cattle to the
spring they will drink it dry, and then you have to keep 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 we
took a test when it was flowing 680,006 barrels a day urod we found
it had gone up 17 )ounds. Tlat demonstrated th water was catch-
ing up with the oil; but to 1 sure about it, we waited a couple of
months and then shut it downi again for 14 (lays.

No person reacts twice in the same way unless you have a formula.
We used to have trainloads of people' coniing* to our free-for-all,
knock-down, drag-out meetings, which were called the railroad com-
mission hearings; we call in operators of all of the fields in the State
and ask them if they have any coniplaint. This particular field had
lots of Comlnaits; they wanted to produce all they could, but since
we have demonstrated this constant relationship bctweeni rate of flow
and bottoin-hole pressure, we have not had one comnplaint front the
East Texas field with 23,000 oil wells operated by thousands of own-
ors. That lils been an interesting develol)inent. The railroad com-
mission is now welcome to visit with these people. A couple of weeks
ago I was invited to Henderson to address the chamber of coin-
merce. That did not use to happen. Things are really peaceful over
there and the people like the c operation of this control' of production,
and we like the Connally Act because it helps us carry out the con-
servation policy, and if it were not for that there woiild be nothing
to keep l)eople from transporting across the State line. We natu-
rally hulm to come to Senator Connally and ak him to help us out.
Texas is proud of it and 1 am sure the railroad commission and the
interstate compact commission are very thankful for this law and
to those in the Federal Government who have had a part inadminis-
tering it.
I have prepared a 15-page statement which I would like to ask

permission to file.
Senator CONNALLY. I will be glad to put it in the record.
(The statement referred to will be found at the end of Mr. Thoip-

son's testimony.)
Mr. TuoMrsoN. I wish you would, Senator. I have worked on it

for 4 months.
Senator CONNALLY. I think 4 months' work deserves some reward.

We will put it in the record.
Mr. THOMPSON. One table shows that in 1927 before conservation

and proration was worked out, honestly, peacefully and thoroughly
as it is now, time price of gasoline in 50 cities of the Nation, exclusive
of tax, was 19 cents, and in 1936 it was 14 cents, showing that under
this control of production gasoline is cheaper than it was before. Of
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 field, 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 oil January 3
or 4. The exports now agree that instead of producing 2,000,000,000
barrels, if we control these pressures and 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 field is true of every other field in
Texas and everywhere else, because what we have learned in this field
has been widely distributed through the Petroleum News, the Oil
and Gas Weekly, and the Journal--I hope these will go into the record
so the boys can get some advertisement for their papers. It is being
used in every field in America.

Senator CONNALLY. 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
hlead( of il 10 days and would he on the plumlp?

Mr. TIIOMPSoN. Yes.
Senator CONNALLY. Amd 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 itshead off; would it be 2,000,000,000 or 3,000,000,000 or 1,000,000,000
or what?

Mr. TiioMtsoN. It would probably be around 2,000,000,000, what
they first had in min(d.

Senator CONNALLY. And then, from the consumer's standpoint, 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. THOMPSON. The answer is obvious, because the less there is of a
commodity the higher the price and dependability of the supply is a
great thing.

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

Mr. TinomisoN. 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. THfOPsoN. No; that is the reserve for Texas.
Senator ToWNS suND. Does the question of the amount you take out

control this?
Mr. TiHomi soN. 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 field. You will find another table which gives the whole United
States. Texas has 52 percent of the total. The reserve for the whole
country is about 12,000,000,000 barrels.

Senator TOWNSIEND. Do you increase these reserves-you say5,500,000,000--
Senator CONNALLY. That is in the ground.
Senator TOWNSE.ND. But you increase that by the manner in which

you take it out?
Mir. 'iOMisON. No; you cut it down.
Senator CONNALLY, Tlis is the total amount of oil in the ground,

estimated. The 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
a lot of it wif stay in there anid not get out. I want you to develop
that.
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Mr. THOMrSON. There is a well right here [indicating] and the water
comes in from the west through the sand at, 3,400 feet and comes
against the oil on the wcst side of the field. As the water comes in-
as you take the oil out, the water takes its place. If you produce it
properly and keep the water tight against the oil-saturated sand, then
you will gradually produce all of the oil and the well will begin to show
less oil and more water, but that increase will be gradual and eventui-
ally it will show 100 percent water. In one instance the water was
coming in and we wanted to see what kind of a jot) we were doing,
and we took a carefully made core, a section of the oil sand we took it
to the University of 'Texas l)etroleui laboratory and they mil(le a
careful analysis of that sand to see how much oil had been left in the
sand, and we found less than 3 percent saturation, That indicated
that 97 percent recovery had b)een obtained as against only 10 or 20
percent recovery in the ol( days.

Senator TowrstoD. f gathered if the oil was taken out in an orderly
manner you would increase the amount of the reserve.

Mr. THoMPsoN. We wouhl increase the amount on top of the
,groun(. The score above ground would be increase(d less you used
it up currently.

Senator CONNALLY. The Senator is consulting the figures giving
the oil in the groun(l.

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

Mr. THOMPSON. No. They estimate how nuch oil they expect to
get out of the ground--

Senator TOWNSEND. You can take it in either the short or long
method?

Mr. TnOMPsON. If you take it out fast they would 1)e reduced
because of the wasteful method of production.

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 TOWNSEND. By whom?
Mr. [iiOMPSON. That Is signed by a number of operators.
Senator TowN Em). Within the State of Toxis?
Mr, TeOmpsoN. Yes.
Senator ToWNS'NE D. Is there any opposition from the other States

adjoining, from time independent operators?'
Mr. T oMsoN. I have had none br-ought to my attention,

Senator. Pretty generally at the Oil Compact meetings the oil
regulatory authorities have been in accor(l. I know of no discord on
the Connally Act in its operation, Senator.

Senator TOWNsND. I notice that California is the next largest

producing State; do they cooperate?
Mr. '6 uOMPSON. Yes, sir; they have had a man at every meeting of

our compact commission. They (1o not have the law yet, but last
year we saw Governor Merrimi llaim(l he told us he wits ")xn.6is to have
California get into the compact and would do his best to help us out
at this session.

Senator CONNALLY. le is one of the few Republican governors
outside of captivity?

Mr. THOMPSON. lie was very courteous to us and assured us of his
cooperation. We hope California will come in.
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Senator TOWNSEND. You wish to place these petitions in the
record?

Mr. THOMi'SON. Yes, sir; 1 hope so.
Here is a little map, Senator, that shows the developments since

the Connally Act has been in effect--
Senator CONNALLY. If there is no objection, Senator Townsend, we

will put these petitions and the signatures in the record.
(The petitions referred to will be found at the end of Mr. Thompson's

testimony.)
Mr. TiuoMPSON. This miap shows the new discoveries in Texas--

new fields developed within the last 12 months. All over the State
you will fihd forty-odd new 1oools---ll over the State; 141 counties of
the 254 have oil. That, to my uiind, demonstrates the oil business is
in a healthy condition, because new development does not come when
there is too long a haul. It used to be that an oil nian had a very
difficult time in Texas, or anywhere else, to borrow money to do his
development ul)on. To my certain knowledge, and I -am sure the
men here will bear me out, 4hat within the last few months, in Texas,
money his been seeking loans on oil-producing property at 4 and 5
percent for as long as 36 months.

(The map referred to is on file with the committee.)
Senator TOwNsSEND. Could lie not borrow money from the Govern-

ment?
Mr: TrIomisoN. I do not believe the oil men have that privilege.
Snator TOWNSEND. There must be something wrong; you want to

look into that.
Mr. TItoMvsoN. 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 CONNALLY. Thank you, Colonel. I wish you would

develop that Jones County field pretty thoroughly; I have a tract of
land down there.

Mr. TmioMi'sON. 1 thank you for the opportunity of appearing,
Senator.

Senator CONNALLY. I am not through with you yet. Colonel
Thomp s on, there have been certain interests that have filed a protest
because of the continuance of this act, because they say we not (to
provide regulation of hours, wages, and things of that kind. I want
to ask you whether or not the matter of the actual production of oil
under your preserit set-up is wholly within State jurisdiction and
that tlus act only afects the oil after it has been produced and brought
to the top of the ground, and then only affects it as to its movement
in interstate commerce?

Mr. THOMPSON. That is correct.
Senator CONNALLY. So we do not intend to do anything with

regard to the actual production of the oil since that is regulated by
the laws of Texas?

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

Senator CONNALLY. That has been the Railroad Commission's func-
tion from the beginning?

Mr. THOMPSON. Consistent, always.
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Senator CONNALLY. And this act (toes not (1o anything nore than
to say that oil prod uced in violation of your laws an(l regulations shall
not move in interstabe commerce?

Mr. TiuomrsoN. Just like a stolen automol)ile cannot move across
a State line, like the I)yei Act.

Senator CONNALLY. So the method of production is not within the
scope of this legislation ?

Mr. TuoMPsoN. It would not l)e germane, if that is the proper word
in that connection.

Senator CONNALLY. Not gernmane, and incompetent, irrelevant, and
immaterial.

Mr. TnoMrSON. Yes.
Senator CONNALLY. I want to ask you one other thing about

price-
Mr. TnOMPSON. We never discuss price in our oil regulations.
S0nator CONNALLY. I[ Umean the efect of (.onservttion on prices.
Mr. TnoUsoN. Yes.
Senator CONNALLY. I understand t e commission does not take

cognizance of that, but is a matter of economics, would the steady
and continuous and orderly production of oil have a better effect upon
a consumer's price than a wildly, uncontrolled production in flash
periods, and then a iceession and collapse in subsequent periods;
which is more desirable from the consumer's standpoint?

Mr. TncmsoN. You moean in the long run?
Senator CONNALLY. Yes.
Mr. TOMirsoN. In the long run, a steady, dependable supply would

be to the interest of the consumer, decidedly.
Senator CONNALLY. It has been testified by Mr. Swanson of the

Bureau of Mines that there is a relationship between the wholesale
price of gasoline and of crude oil, that the relationship is 18/% times.
Have 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. THOMPSON. The )rice of gasoline at the refinery multiplied by
18Y would be the price of crude?

Senator CONNALLY. Yes. ias tiat relationship been maintained?
Mr. TnOMPSON. That is about what it is. It used to be, Senator,

that when oil went tl) a quarter, gasoline would go up 1 cent. That
is, a 1,-cent increase in the price of gas would justify a two-bit increase
in crude, and if gasoline went (town a cent, crude would drop a quarter.

Senator TOWNSND. What is the price of crude oil now?
Mr. TnmoPSON. It is about $1.20, throughout the Nation. It is

$1.27 in this field because it is very highly desirable sweet crude and
also is close to tidewater. The price varie s according to the distance
from tidewater, because they have to pay the pipe lines according to
distance. This is only 15 cents to the Gulf, whereas in west Texas
it is much higher. It runs from 81 cents to $1.07 in west Texas.

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

Mr. THOMPSON. When crude is very cheap, the consumer does not
get a reflected benefit; that is, gasoline stays the same even though
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the crude does not. Crude might go to 8 cents a barrel and gasoline
would still sell for 10 cents a gallon.

Senator CONNALLY. In other words, the fixed charges involved in
production cannot be always proportionately reflected in the price of
gasoline?

Mr. TInOMrSON. T]'he cheaper you get the crude the more out of
proportion it would be.

Senator CONNALLY. That is what I am getting at.
Mr. TnoMrsoN. I might say, Senator, in our U in Texas, the last

section of the conservation law, says that we shall take crude in
planning production to meet market demands. We would have a
large waste above ground if we produced more than we could absorb.

The oil evaporates and leaves the crude heavy and less desirable.
The lighitor you can get the oil, the more desirable. So, our legisla-
ture passed 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 railroad commission should keep the consumer of gaoline in
mind. You ]know thero are 6,000,000 consumers in Texas as against
11,000 producers, and, Senator, you know that being elected to office,
.ike I am, we keep the 6,000,000 in mind against the 11,000.

Senator CONNALY. If we (1o not, they are apt to keep us in mind.
Mr. TiHOMPSON. That is right. That is the safety of the folks who

entrust the administrators to look after them; and also the consumer
is benefited by our seeing that the oil is produced in an orderly fashion
and that a low price of Fasoline over a long period of time results.

Senator CONNALLY. rhe difference in this East Texas fie1t of
4,000,000,000 brrels as now expected an(I the 2,000,000,000 barrels
which were originally estimated means the consumer will have
2,000,000,000 barrels more of oil from which to get his gasoline.

Mr. THOMPSON. And for which th ey are indebted to you, Senator.
Senator CONNALLY. I do not claim that.
Mr. THOMPSON. At least, to the Connally Act.
Senator CONNALLY. What are the depths of these wells in the East

Texas field?
Mr. TnoMPSoN. We have wells (town as low as 10,000 feet.
Senator CONNALLY. I am speaking about the East Texas.
Mr. TnomisON. 3,400; about the same, all of them.
SelUtor CONNALLY. What about the others?
Mr. TiioMPsoN. Anywhere from 1,200 to 10,000.
Senator CONNAmJY. Where are the deepest wells?
Mr. THOMPSON. Around the northern part. We have the Aber-

cronlbie Harrison, 1 0,000, 35 pounds to the square inch pressure, the
highest in the Sttte. Those wells cost $250,000 to drill, Senator.

Senator CONNALLY. I cannot handle them. In each field ai'e the
wells approximately the same general depth, as a nile?

Mr. THOMPSON. Yes; unless you have several oil-bearing strata.
You may get three or four pays in the same well. Each drilling may
produce separate oil-bearing strata.

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

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

Senator CONNALLY. Under the laws of Texas and your regulatio s
of the Railroad Commission, there is complete jurisdiction over th
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4Iilt4llV lt 1144w (Imllan I~' 1411I01) ily '4114 101 s~i44le4tatt Ulv414a hidlbitr ando~
ott4'llh 14 ti o111144w of '4'44i)4 AMO i onl 4 Me t lmvgn 'I44tr 1ir. %l W W41'4lI 4'l'4 V44

(441%11 IiaIraOIv, Toxi" In 10i2 prootinclt ovo'I' 11 i1411n harr' tit 41ill1, or' 141).
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An analysis of the 1935, 1936, and 1937 estimates of petroloun reserves for the
United States reflects the following:

Jan. 1, 1035:
California .............................................................
Kansas ...............................................................
Louisiaa ............... .............................
Michigan .................................. .....................
New Mexico .........................................................
Oklahoma ............................................................
Rocky Mountains ....................................................
Texas .................................. ......................
Other areas ............................................................

Total United States reserves .........................................

Jan. 1, 193:
Californa ............................................
Kansas ..................................................... ......
Louisiana .............................................................
Michigan .................................... ........
New Mexico ...........................................................
Oklahoma ...................................................
tocky Mountains .....................................................
Texas ............................................................
Other aros ........................................ ...............

Total United States reserves .................... ................

Jan. 1, 1937:
California .............................................................
Kansas .................................................. .......
Louislana .......... ..................................
Micigan .....................................................
New Mexivo ................................................
Oklahoma ..................................... ..................
tocky Monitains ............ .................. .................

Texag ...............................................
Other areas ............................................................

Total United States reserves ........................................

I American Petroleum Institute estimate.
3 Oil Weekly Estimate, aided by leading geologists.

It is worthy of note that one of the leading authorities on the reserves of Texas
filed with the Railroad Comnission expert testiniony to the effect that "the
esthniated reserves of Texas as of Noveuber 1, 1930, animnted to 7,141,500,000
barrels", which amounts to approximately 322,000,000 barrels more than tile
Oil Weekly's January 1, 1937, estimate.

Percent of
Reserves the United

States
reserves

3, 00, 000000 28.7
400, 00, (00 3,
370040, 000 3. 1
45 000,00 .4

350, 000, 000 2.49
1, 200, 0W, 000 9.8

322, 000, o 2.0
, 500, 000, 000 45.2
45, 00, 000 4.0

I 12,177, 000, 000 100.0

3,200,(000,000 264
390, 0o, 00) 3.0
625,0)00,000 4.8

40,000,000 .3
4S0, 000, 000 3,7

1,3(45, o44, 0(0 10.6
:352, 0(0,00( 2,7

6, 0444, 00,. 000 46.3
4315,000, 000 3.3

212,4002, o4,000 100.0

2, 700, 000, 000 20.8
400,000,000 l l
585,000,000 4.5
40, 0044, 0(4 .3

500,0(0,000 3.4)
1, ,0,ow, 00 4.7

3m, 4X), 0( 2.7
0, 75(0, MO, 000 02.0

38, 0((, 40(4 3.0

9 12,080, 000, 0C0 100. 0
I
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State of Texas, United States, and world production, by years, from 1900 to 1980

[1n thousand barrelsl

Texas per- Unota United
Total cent of Total States Tota

Year Texas United Utates percent of world
production States odates pWorl Production

p production production

1000 ........................................ 830 1 63,1621 43 149,138
101 ...................................... 4,394 0 6380 41 107 441

100----------------------18,004 20 88,707 49 81800
1902 ...... ,..... .......................... . I I0 f 8 7 4 8~' 89
1903 ........... .......................... 17,058 18 10,461 52 304,789
1004 ..................................... 22,241 10 117,081 04 217, 048
1905 ..................................... 28,130 21 134, 718 03 213,091
1001 ..................................... 12, 568 10 120,404 50 218, 203
1907 ....................................... 12,323 7 16.095 63 263,050
1908 ...................................... 11,200 0 178,527 03 285,287.
1909 ....................................... 034 5 183,171 61 208, 709
1010 ....................................... 880 4 209, 557 04 327, 704
1911 .....-................................. 9,520 4 220,440 04 344,31
1912 .................................... 11,735 5 222,035 03 88;,443
1913 ..................................... 13,000 0 248,440 64 385,145
1914 ....................................... 20,008 8 205, 703 65 407,543
1915 ...................................... 24,043 0 281,104 05 432,034
1916 .................................... 27,045 0 300,767 66 48, 771
1917-----------------.. 32,413 10 335,310 67 302, 890
1018 ....................................... 38,750 11 355,028 71 503,515
119 ....................................... 70,306 21 378,367 68 555,873
1920 ..................................... 0(l818 22 442, 929 64 088,884
1921 ........................-............ 10), 160 22 472,183 02 700,002
1922 ..................................... 118,084 21 557,331 65 858,808.
1923 ..................................... 131,023 18 732,407 72 1,01,730
1024 ...................................... 134,522 10 713,940 70 1,014,818
1923 ....................................... 144,648 19 763,743 71 1,068,93
1926 ........................................ 166.910 22 770,874 70 1, 03, 828,
1927 ....................................... 217,389 24 001,129 71 1,262,080
1028 .... 2.................................. 257,320 20 001 ,474 08 1,324,774
192 ..................................... 200,876 20 1,007,323 08 1,485,867,
1930 ...................................... 200,47 32 898,011 64 1,411,905
1931 .................. 3................... 332,437 30 851,081 02 1,373,06

103-----------------------312,478 40 785,150 60 1,30071032 ............................ ........... 31,7 0 885 0 I09,077,
:1933 ........................................ 402, 0 44 005, 050 03 1.442, 11

1034--------------------------------.381,5311 42 008,065 38.3 1,502243
1935 ......................................... 391,007 89 993,042 00.5 1,041,030
1930 ........................................ 420,897 89 1,097,040 60.0 1,810,230
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Gasoline service station prices for 1986, exclusive of taxes, in 50 representative cities
of the United States and gasoline tzxes in effect Jan. 1, 1986, and Jan. 1, 1937

(From the 013 and Gas Journal]

Differ-
Price Price (+in- Tax Tax

Jan. 1, Jan. 1, + Jan. 1, Jan. 1,
1930 1937 Tease; 1036 1037--do-

crease)

Birminghain, Ala ............................. 15.5 15.0 -0.5 8.0 Same
Phoenix, Ariz ................................ 14(0 15.5 +1.5 8.0 Salie
Little Roock, Ark .................................... 13.5 13,0 - .5 7.5 Same
San Francisco, Calif ................................. 12.0 1.0 +2. 0 4.0 Same
Denver, Col ........................................ 15.0 16.0 1.0 5,0 Same
Hartford, Conn ...................................... 13.5 12.6 - .0 4.0 Same
Dover, Del .......................................... 13.5 12.5 -1.0 5.0 Same
Washington, 1). C ................................... 13.0 12.5 - .5 3.0 Same
Jacksonville, Fla .................................... 13.0 13,0 0 8.0 Same
Atlanta, 0a ........................................ 15.0 15. 5 - .5 7.0 Some
Boise, Idaho ......................................... 18.5 18.5 0 ,0 Same
Chalogo, II .......................................... 12.0 13.2 +J.2 .0 Ssnse
Peoria, III ........................................... 11.5 13.7 +2.2 4.0 Salle
Indianapolis, Ind .................................... 14.4 14.4 0 5.0 Same
Dos Moies, Iowa .................................. 13.3 13.5 +0.2 4.0 Sic
Wichita, Kans .................................... 12.4 12.0 + .2 4.0 Samine
Louisville, Ky ....................................... 14.5 14.0 - .5 6.0 Same
New Orlens, La .................................... 13,6 13.0 - .5 9.0 10.0
Portland, Maine .................................... 13.5 13.3 - .2 6.0 Same
Baltimore, Md ...................................... 13.0 12.5 - .5 5.0 Same
Springflehd, Mass ................................... 13.5 12.8 .- .7 4.0 Same
Detroit, Mloh ....................................... 11.5 12.5 +1.0 4.0 Same
Duluth, Min ....................................... 14.3 14.5 $ .2 4.0 Same
Minneapolis, Minn .................................. 13.0 14.1 ..2 4.0 Same
Jackson, Miss ..................................... 14.0 15.0 V .0 7.0 Same
Kansas City, Mo .................................... 12.9 13.1 + .2 6.4 Same
Helena, Mout ....................................... 17.5 18.5 +1.0 0.0 Same
Omah:%, Nebr ....................................... 13.0 14.1 + .2 .0 Same
Reno, Nov .......................................... 14.0 15.5 +1.5 5.0 Same
Newark, N. J ....................................... 13.3 12.0 -1.3 4.0 Same
Albuquerque N. Mex ............................... 15.1 14.5 -1.0 6.5 Same
NewYork City, N. Y ............................... 11.8 13.0 +1.2 5.0 4.0
Charlotte, N. 0 ..................................... 14.7 14.0 0.2 7.0 Same

vargo, N. Dak ...................................... 14.0 15.1 .2 4.0 Same
Cleveland, Ohio ..................................... 14.0 14.5 .5 5.0 Same
Tulsa, Okla ......................................... 13.0 15.0 +2. 0 5.0 Same
Portland, Ore. ............................... 12.5 14.5 .0 .0.11 Same
Philadelphia 'a .............................. 13.5 12.5 -1.0 5.0 Sane
Providence, t. I.. ............................ 13.0 12.3 - .7 3.0 Same
Charleston, S. C ..................................... 13.0 13.5 + .5 7.0 Same
Huron, S. Dak ...................................... 14.4 14,6 + .2 5.0 Saune
Memphis, Tenn ..................................... 14,0 14.0 0 8.0 Same
Dallas,rex ......................................... 12.0 12.0 0 5.0 Same
Salt Lake City, Utah ................................ 13.0 18.0 +5.0 5.0 Same
Burlington, Vt ...................................... 15.0 13.4 -1.6 5.0 Same
Norfolk, Va ......................................... 12.9 13.5 + .5 0.0 slaime
Seattle, Wash ....................................... 12.5 14.5 42.0 6.0 Salie
Charleston, W. Va ................................. 13.8 14,3 40.5 5.0 Same
Mlweulee, Wis ..................................... 11.8 14.0 2,2 5.0 Same
Casper, Wyo ........................................ 15. 5 10.5 .1.0 5.0 Salie

Average price and ta ........................ 18.71 14.1 +.36 5.8 5.8

I Theee figures are based on pump prices of regular grade, 08-70 octane gasoline.
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Year-to-year trend of retail gasoline prices

[Average servicestation prices In oents in 60 representative cities, exclusive of Texas]

Date 1927 1928 1929 1930 1931

Jan. 1 ............................................... 20.25 10.41 18.32 17.23 14. 3
Feb. I ............................................... 2010 10.8 17.69 10.90 14.83
Mar. 1 .............................................. 19,03 10.80 17.21 10. 28 14.86

r- ............................................... 18.79 17.18 17.38 15,92 18.68
I ............................................... 17.97 17.47 17.48 10.95 12.40

June I ............................................... 17.25 17.68 18.32 17.01 12.21
JulyI ............................................... 17.38 17.20 18.48 10.50 12.40
Aug. I .............................................. 17.39 18.12 18.22 10.47 12.41
Sept. 1 ............................................... 17.13 18.40 18.22 16.26 12.21
Oct. I .............................................. 1,81 18.70 18.32 15.93 12.84
Nov. 1 ............................................... 18.72 18.05 17.84 15.41 12.82
Dec. 1 ............................................... 10.71 18.29 17,51 14.96 12.89

Average ....................................... 18.01 17.2A8 17.01 10. 33 13.09

Date 1932 1933 1034 1915 1930

Jan. I ............................................... 12.87 12. 64 14.32 12.90 13.70
Feb. I ............................................... 12.07 11.03 13.87 13.10 14.21
Mar I ............................................. 12,91 11.49 14,18 12.22 14.22
Apr. I ................................................ 13.18 11.58 13.57 13.28 13.87
May I .............................................. 13.19 11.60 13.55 13.84 14.27
Julie I ............................................... 13,(8 10.82 13.93 13.50 14.31
July I ............................................... 14.21 13.06 14.06 14.00 14.21
Aug. 1 ............................................... 14,02 13.52 13,.8 14.10 14.24
651). 1 ........................................ 13.065 14.18W 13.80 13.78 14.21
Oct.tI .............................................. 12.40 14.46 13.55 13.42 14.07
Nov I ............................................. 13.04 14.30 11,92 13.40 13.99
De I ............................................... 12.06 14.17 12.43 13,69 13.97

Average .................................... 13. 0 12.70 13.60 11, 55 14,11

NOTC.-Se article 0049d, see. Oa, of oonservatlou laws.

Statement showing refinery storage, lease storage, gathering system, tank/ farms,,
terminals, shipping tanks, oil in lines, and total storage for &State

Crude.oil storage Closing storage used as opening storage following
nionth

Month rankfarms,
Oil in linnq In lease Gathering teinery terminals, Total

tanks storage torage and ship- storagestoageping tanlis

Jan. 1, 1936 ................ 9,100,60 3,810,600 8,227,082 10,080,704 70,761,082 107,203,038
Fell. 1, 1930 ............... 0,058,87 8,920,035 7,401,207 0,503,720 75,223,434 105,107, 973
Mar. 1, 1936 .................. 8,083,42 3,09,327 8,457,81 0, 4M. 187 74.048,205 105,242,029
Apr. 1, 1305 .................. ,173,170 3,771,832 8,788. 012t 10, IM, 884 74.042634 100,724,537
May 1, 1930 ................... 9,047.955 3,920,513 9,400,70) 11,974,111 75,1j3, 04 109,470,683
June 1, 1931) ................... 9,018,704 3,979,184 0 329,091 11, go1,: 76,804.582 110,053,728
July 1, 1936 ............... 9,055,754 4, 037.520 0, 245 01 12,110,010 75,117,495 100,572.692
Aug. 1, 1930 ................... 9,089,130 4,024,002 0,936,822 11,914,189 74,467,000 109,430.242
6ept.1,1930 ............... 9,134,00 4,172,908 0,813,30 11,282,071 73,970,401 108,380,389Oat 1 1930 ................ 9,190,201 4,176,723 0,352,140 11,082,040 71,483,927 105,290, 891
Nov. i,1352. ... 9,187,03 4,208,855 10,001.050 10,302,767 68,670,017 102.490582
1ee8, 1,930 ............... 0,114,349 4,312,761 , 444,888 9,752,41 07,954,007 100,079,380
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Stocks of crude petroleum and storage changes by months for Texas

1Ol In barrels]

In United JNtcag
Mont0 In Texas Not change stat d Net change

Dec. 31, 135 ....................................... 10, 217, 000 ............. 314,631,000 ......
Jan. 31, 1930 ......................................... 103,304,000 -- 2,863, 000 313,()81,000 -1, 50, 101
Fob. 29, 1036 .................................... 103,000, 000 -358,0 (1 310,812,000 -2,209,000
Mar. 31, 1N- .................................... 104, 207,000 + 1,20 1, 00 3 13, 1891, 000 +2,377, 000
A )r. 30, 1930 ....................................... 106,742,() +2,445 000 316,389, 000 1+2, 200, 000
VVay :31, 130 ........................................ 107, 6791, 000 +0137,00 315, 16,00 -220, 000
June 3), 10131 ... .................................... 107, 777, 00 +8,(o 31,1,4,0 X -4,123, 000
July 31, 19311 .............. 28........................ 107,80,005 .. 28, 0 00, 3 C0,00 -4, 0
Aug. 31, 1931 1...........................1.......... 106,41,, - 1,1 01) 301,767,0100 -4,:03, O0
Sp 30, 11130- - - - - - - --..... 103, 2:)3), 010 ---3, 17, 11 ) 295, 93, 000 11 -1 1 , 011 00
Oct. 3), 193 ....................................... 1001, ,001) -2, 821,000 2921 , 271, 000 -3,1 V2, IM
Nov. 30, 1136 .................................. 01, 283, 01 -151,313,O 288, 98 110 -- 3, 273,1000

I IlureO of 111111h1 lata.

Commission and bureau of Mites figures compared

(Oil In barrel l

Commission ]lurel Of

figures ] iguros

January 1930 ................................................................ -- 2, 82 065 -2, 83,000
February 1138 .......-............................................. ........ +74,0ON -38, O
March 193110 ............................................................. +1,482, 508 +1,291, 0M0
April 103+ ................. ............. +.................................. 2, 762,146 +2,443, 00
May 19300 ................................................ 0.............. . 1 i77, 4 "37, 000
Juno 1930 .................................................................. -481,107 +98,000
July 1936- ......... 8........................................................... -- 512,460 +28,00
August 1931) ................................................................. -- 1,049,833 - 1,30, 000
Septelller 19- .................................................... ......... -- 3, 089, 948 !-3,170, 000
October 1930 ............................................................... -- 2,799,809 -2,824,000
November 1936 .............................................................. -1,911,226 -1,130,000
Not change, Jan. 1, 1836, to Nov. 30, 1930- ..................................... -7,413,182 -0,932,000
Percentage reduction ........................................................ ,8 0. 5

Days supply of crude oil and products as of Nov. 80, 1936

1 lureanu of Mines figures]

All oils, crude oil and products:
Total stocks, all oils, Oct. 31, 1936 --.-.------ ---- barrels. - 527, 431, 000
Now supply, November 1936 ----------------------- do .... 99, 783, 000

627, 214, 000
Total stocks, all oils, Nov. 30, 1936 --------------- do- d -- 522, 273, 000
Total demand, all oils November 1936 -------------- do -.- 104, 941, 000
Daily average demand, all oils November 1936 ....... do .... 3,498, 000

Days' supply, Nov. 30, 1930 (6 22 , 00  . 149

Crude oils: 3,o8000-

Crude stocks, Oct. 31, 1936 ................ .------ barrels.-. 292, 271, 000
November production in United States --------- _--- do .... 91, 018, 000
November imports -------------------------------- do .... 2, 756, 000

Total supply ------------------------------------ do .... 386, 045, 000
Crude stocks, Nov. 30, 1936. -------------------- do .... 288, 998, 000

Total demand, crude oil, November 1936 ............. do .... 97, 047, 000
Daily average demand, crude oil, November 1936- -.... do --- 3, 235, 000/ 288,998,000\
Days' supply crude oil, Nov. 30, 1936 23 ...000.)- 89

Days' supply of products (all oils minus crude oils) ........ 60
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NOMINATIONS FOR CtUDI,) OIL FOR 0 MONTIfS' PERIIOD

[Tabulatod front nominatlions of crude oil purchasers of Texas]

Tho conservation laws of Texas term "waste", among other things, "the produc-
tioi of crude petroleum oil in excess of transportation or market facilities or
reasonable market demand, The Commnission may determine when such excess
production exists or is imminent and ascertain the reasonable market demand."
(Art 6014, subdivision j.) Pursuant to this and other statutory provisions (Art.
6049d, see. 6), the Conmission has required all purchasers of crude oil in the
State to file monthly nominations for their reqnircments,

Begining November 1936, and each month thereafter, purchasers of crude oil
have been directed by the Commission to forecast their requirements for a period
covering (I months. The first month of each period is to be defilnite and as definite
a forecast as possible for each of the remaining months (if the period. Tabulated
below are noiniahtions for the periods begiming December 193(6, January, and
February 1937:

1937

District 1oinhocomberArl

January Fo1iry March Apri1 May Juno July

I, southweot ''oxas.. 1 25, 064 25,01 25,061 25,004 25,004 29, (4. ... ........
.......... 24, 8&1 23, (IM 23,066 23, 6t3 23, 1& 23N ...........

123,9U03 23, 903 23, 003 23, 101 23, 90 2, 19)3

Averago ....... 25, n64 2 I, 91) 21,207 24,207 24, 207 24, 207 23.778 23,903

2, Southwest Toxas.. I 52, 09 53, 26 94, 430 65, 709 50,971 ) 7, 72 ...............
......... 58, 433 87,300 r980 8 )1, 2 O1 l , 19 92, ( .........

3......... 9, 5 4,9 969 , 700 97,740 (9, 220 70, 709

Average ...... 92, 0919 95,091 99,4m) 9,5827 61.329 2, 210 65,640 70,709

3. O(llfcost dlstr|et ' 221,76 223,39 224,419 2124,909 229. 939 230,84 .................
......... 1220,813 229,398 2291,693 233, 913 234,423 ..........
......... ......... 24397 241,917 243,427 244,787 246,147

Average ...... 221,760 224,88 23202 221,999 235,122 236, 22 240,13 240,147

4. soutiwost Texas.. ' 100,952 152,952 12 2 13, 717 , 472 15,227..............
......... 1 119,1084 149,990 190,034 151, 25 152,484 139,700J
................... 9 18,433 170, 043 172, 91 174, H4 177,708

Average ....... 190, 952 181,018 194,919 197,899 158,791 1(0, 2391S I 629 177,798

5, East central T.xaq ' 50,470 93, 852 99,h22 90,3))) 9, 454 (19, 47 ................
180,66. 94,917 (4,917 64,292 64, 007 03,892 ..........

.......... .......... 3,2 03,332 04,107 84,932 A ,072

Average ....... 59,476 61,710 94,974 99,712 6,093 6,884 04,412 95,672
I& past Texas ....... I 30, 330 3,3 1, 830 41,3) 41,830 41, 8O...............

......... 1 57,444 97,444 57,444 97, 444 87,444 187,444- .......
.......... 5 6 9 ,05l 65, 679 09,679 9, 679 95,99

Average ....... 31,330 40, 987 93,1)79 94,478 94,984 9,984 61,962 6,699

6. Enot Texas field. I 48,514 1 4,7,514 497, 17 459,014 455,057 485,
r '4

- -
......... 471,127 472,127 472,27 472,67 472,027 473,127 .........

...... ....1- 1469,019 471,351i 471, 922 471,99W) 472,922 472,98O
Average ....... 48, 514 494,321 409,5 499,941 409,8 460,507 472.879 47, &5O

7. West central
oxq ............ 139, 75 39,010 3119) 39,91 8 99,829 391, 80 ...............

.......... 38,929 ,18) 3944 39.002 39, 17 30, 002 ..........

................... 41,07 41,095 41,1)0) 41,19 ,41, 185
Average . 2... 9, 755 29, 29 39,7118 39,9145 39,974 40,039 40,974 41,185

7. West Central
Texas .......... 131,31A 91,319 ,15 31,339 a], 3m 31,339 ...............

.......... 1 3z22, 32,0 3$, 32, 5 32, W5 32, M5 ................... ......... 3,40 33,840 93,o40 89,940 39,40
Average ....... 1 1 i,940 438 4 82,913 89 ,103 ( 83,940

I Represents firm requlrelnonts for iaonths InaVosed.
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19371466 Ps. -.. ........-.

Jttber January February March April May zune July

8. West Texa ...... 11417 185,80 180870 192,221 12,0 192,1 1...
5, 418 i,195 102,15 ,298 193,201 103115-8......

. .. ......... 210,270 212,770 214,390 215,566 216,600 917,245

Average .......
9. North Texas.....

Average .......
10. Panhandle .......

Average ......
All districts, total.

18,7 190,6W0 197,449 19,271 200,130 200,827 294,858 217.245
, 71 57,073 67,974 17. (7i 17,97 87. ON ...............
. 162,000 62,001 02,002 000 02,007 03,508.
....... '....- I68,838 63,W 03,487 84,019 64,814 64,38

58,671 119,087 61,103 01,131 ,61,147 01,331 64.011 84,388

1,1424 61,424 01,4S4 61,444 61,444 61,454...............
160,070 00,00 6,050 60,240 40,0 0.... . .....

............ 1 73,400 73,400 73,810 73,810 75,810 73,850

0424 03, 747 06,71 075 07, 27 07,,241 70,' 1 73,850

1,384,883 1,391,091 1,402494 1,407,952 1,410,078 1,418,649 ....................
. 1..... t1,438,796 1,444,202 1,449,174 1,4116,580 1,459,245 1,449,140 ..........

.. .-- - 1, 00,151 1,522,14 1,130,1114 1,137.973 1,145,421 1,552,81

Average total.. 1,33, 83 1,415,1901 1,450,9091 1,459,7711 1,407,7091 2,471,961 1,497,2861 1,52,811

I Represents firm re<lqirements for months Indicated.

THIM NATURAL GAS, NATURAL GASOLINE, AND CARBON BLACK INDUSTRY IN TnXAS

Gas.-The natural-gas industry in the State of Texas, where the production of
natural gas is the most highly developed of any gas-producing State, accounts
for 65 percent of the Bureau of Mines estimate of the open-flow capacity of gas
wells 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 45000,000
people dependent upon natural gas for their cooking, heating, and lighting pur-
poses in the United States are dependent for their supply upon the tremendous
reservoirs within the State of Texas. 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 the greatest number
people for the longest time.

The 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 utihzation of reservoir energy. As of January 1, 1937, 9Texas was produc-
ing 1,704,431,000 cubic feet of dry gas daily from 3,217 gas wells (2,847 currentlyproducing). These wells are located In 294 sweet and 16 sour gas reservdirs.7
rrom 30,485 oil wells 805,797,000 cubic feet of gas was produced and utilized

daiyGasoline rlants.-As of January 1 1937, 125 natural-gasoline extraction plants

were operating within the State o Texas, processing a total of 1,911,612,000
cubic feet of gas daily. These plants were recovering 1,857 647 gallons of natural
gasoline daily, which is equivalent to approximately 110,522 barrels of crude oil
daily. The number of gasoline plants and the volume of gasoline produced has
shown a steady increase for the past 3 years, there being 15 new plants placed
In operation during the year 1936.

Carbon black plants.-As of January 1 1987 there were 34 carbon black plants
,in the State of Texas utilizhg 047,516,00 cubic feet of casinghead and sour gas
,residue daily, the residue beingpurchased from gasoline extraction plants. The
carbon black plants were producing 1,001,294 pounds of carbon bla ik daily
which is a recovery of 1.55 pounds of carbon black for each 1,000 cubic feet of
residue gas burned.
'It Is interesting to note that the State of Texas is producing approximately
90 percent of the total carbon black produced In the world.

On the following page is a compilation to show:the monthly volumens of sweet,
sour, and aslnghead gas utilized In Texas In 1936 and the pounds of carbon
black and gallons of natural gasoline produed.

'
v '<; - . I I, 

, -++ '': 
'I
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Monthly* volumes of sveet, sour, and caeinghead gas utilized in Tseas in 1986'
(All figure In thousands of cubic feet]

Month Sweet Sour Casinghead Total

January ....................................... 47,62%005 16,493,488 21,170,427 84,287,820
February ................................... .. 37,83,188 16,728,069 17, 294, 479 71, 0, 656
Marah .......... r..................... 88,701,089 18,374,601 20,711,106 75,830,856
April ................................. 33,448, W8 15,412,90 21,236,760 70,098,090
M ay ....... ........................ ...... 29,000,841 14,490,020 22,525,06 66,01 ,920
June ........................................... 20,631,330 13,361,280 21,705,360 61,607,970
J ,uly .--.................................. 27,794,941 13,754,731 23,360,143 4,9 09, 815
Augst-------------------------------27,438,410 13,919,217 250002. 29 06,37.88
September .................................... 27,002,100 13,71, I00 23, 092, 910 63,847,170
Octber ...................................... 33,429,780 14,282,103 '24,3 , 775 72.078, M8
November ..................................... $4,81,320 14, 508,390 23, 044. 30 72,909,240
December ..................................... 36 919, 09 15,004,04 24,979,707 76,903,370

Year (36 days) ................... . 308,489,93 130, 080063 209,090,111 847,611,427
Daily average ............................ - 1 C881 000 492,000 73,221 2,315,877

Products acured from natural gas in during 1986

,A-+++ Carbon Oarbn

Month black 0 0 month k Gaoin
(po s) n (gallons)

January-------------20 82 4 p .... .28,7380 54,678,480
February..9 8.180,24
March ....... 1 29, 703, o m, 83.,7.0

6pil ........ 2 ,X"nbr, .... .. 31.049, 07,078,075

June99: --- .... 85760YeAr 0 da -328,415. 83 80, 407.0813
Jdly....- -27,17200 4 a ra 897,000 1,662, 000August....... ^46 3Q,9.07A

.ot T.... ....... . 2,847

Oi w vti C ea gs lirne plan - . ....-- - - - - -8.. .. 0, 488

1,. Tex is the foremost prod not rily I e Unite tates, but Inhe world.
2. Texas n now prod a 39 porce of th d States' al and approxi-XUAtelv 24 per1 toth action .

1 3, Texas hol 2 percent of the proven reserves of the U ed States although
Texas actually p 1ce only about 80 percent of the United States pro-duction.- im,_+ +

• ,
4. Stabilization of p tion versus demand eted a more stable and

lower priced gasoline mar ...... i
5. Crude oil stocks in Texas ec proimately 6%l percent during the

first 11 months of 1030 on which there are actual figures, showing the exactness
with whiph supply and demand have beon balanced by the regulatory body in
this State.

6. Reports furnished by the Bureau of Mines show that as of November 30t
the stocks of erotic oil were sufficient for 89 (lays' demand and the stocks of
products were sufficient for 60 days. These stocks are widely scattered and are
Snot. all Immediately -available. -They, therefore, constitute a supply with s
minimum safety factor. Irn fact, some operators have less than 5 diys' supply
of crude now available for operation of their refineries.

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

S. With reference to the magnitude of the gas industry in Texas, it is credited
with 65 percent of the oi)n-flow volume of the United States. It produces
approximately 90 percent of the carbon black of the world. It is now currently
producing approximately 43,000 barrels of, natural gasolffio daily which royoa a
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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 crude oil.

During 1936 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
254 countiess of Texas now produce oil and gas. Tho discoveries mentioned aro
exclusive of new horizons and extensions in ol producing areas.

EARNEST 0. THOMPSON,
Member Railroad Cornmission of Texas,

And Chairman Interstate Oil Compact Commission.

HOUSTOrNo TEx., February 1, 1937.
In re Hearings on bill to extend Connally Hot Oil Act.

CHAIRMAN AND MEMBERS, SUBCOMMITTEE
OF TIE SrENATE FINANCE COMMITTEE,

Washington, D. C.

Gentlemen: Those of us whose names are signed to this letter are 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 communication requesting that the Connally Hot Ol Act
be renewed and extended exactly as it now appears on the statute books. It 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 a very useful purpose. We 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.

Respectfully submitted.
Dan J. Harrison, Houston, Tex.; H. Mecane, Liberty, Tex.; W. H.

Hodnett, Houston, Tex.; Felmont Corporation, Houston, Tex.;
Atlatl Royalty Corp., Houston, Tex.; W. Aubrey Smith, Irouston,
Tex.; Ennis W. Smith, Houston Tex., H J. Porter, Houston,
Tex.; Adrian Moore, Houston, Tex . The Salt Dome Oil Corp.,
Houston, Tex.; K. F. Ilatchmann, Houston, Tex.-R. 0 Snow,
Houston, Tex.; H. R. Cullen, Houston, Tex.; . . Garvin,
Houston, Tex.; Mills Bennett, Houston, Tex.; J. R. Parten,
Houston, Tax.; J. S. Abererombie, Houston, Tex.; J. W. West,
Houston, Tex.; D. H. McDaniel, Houston, Tex.; Chas. S. Reyer,
Houston, Tex.; Harry W. Brown, Houston, Tex.; M. C. MeGehee,
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 6o., Houston, 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,
Houston, Tex.; W. L. Goldston, Houston, Tex.

HOUSToN€, Tax., February 1, 1937.Col. EsCEST 0. ThoMPSON1

Austn, Tex.
DnAR COLONEL THOMPSON: It is our understanding that you intend to per-

sonally attend the hearings of the subcommittee of the Senate Finance 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 committee,

Yours very truly,
Dan J. Harrison, Houston, Tex.; H. Mecane, Liberty, Tex.; W. H.

Hodnett, Houston, Tex.; Fehont Corporation, Houston, Tex.;
Atlatl Royalty C,;rp., Houston, Tex.; W. Aubrcy Smith, Houston,
Tex.; Ennis W. Smith, Houston, Tlex.; . J. Porter, 1houston,
Tex.; Adrian Moore, Houston, Tex The Salt Dome Oil Corp.,
Houston, Tex.; K. F. Hauchmann, Houston, Tex.; R. 0. Snow,
Houston, Tex.; H. R. Cullen, Houston, Tex.; S. J. Garvin,
Houston, Tex.; Millu Bennett, Houston, Tex.; J. R. Parten,
Houston, Tex,; J. S. Abercrombie, Houston, Tex,; J. W. West,
Houston, Tex.; D. H. McDaniel, Houston, Tex.; Harry W. Brown,
Houston, Tex.; Chas. S. Reyer, Houston, Tex.; M. C. McGehcd,
Jr., Houston, Tex.; D. D. Bruton, Houston, Tex.; Harry 0.
Vaughn Houston, Tex.; Geo. S. Buchanan, Houston, Tex.;
Adams La. Co., Houston, Tex.; Clarence A. Wiggins, Houston,
Tex.; Adams Royalty Co., WIouston, Tex.; V. C. McKelly,
If ouston, 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 response.)
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. RoESER. 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 wll present to you later, with the endorsement of all
the oil- and gas-producing associations throughout the oil-producing
States.

With regard to the desirability of continuing the ConnallyAct, I was
a producer during the early development 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 Thompson
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 outstanding 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 advantage to the consuming public through the yield pro
duced on that method of operation is this: If you allow the East
Texas field to flow wide open for a short period of time, you produce
a tremendous amount of crude which would have to be stored in steel
storage above ground. The cost of that storage runs about 25 cents
a barrel. The cost of the interest on the money necessary to cary'
that oil above ground, which would probably run 50 cents a barrel,
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over a period of years is another item. Furthermore, the field would
immediately go on the pump.

The difference between producing oil under pump and flowing
method would amount to 65 to 75 cents a barrel, and the cost under
the flowing method would be 65 to 75 cents a barrel, and under the
pumping method $1.15 to $1.20. If you pump the oil at $1.20, if the
producer is to make a martin of profit, it would be necessary to get a
price to 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 field. 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
great many wells were abandoned which were capable of producing a
little oil over a period 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 means what they are doing by

natural methods in the East Texas field.
That has bten 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. Under methods of that type there is not any doubt you
can produce 10l 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. ROESER. 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 simply a reasonable and logical conclusion.

Senator CONNALLY. The theory of all this regulation, proration, and
conservation is to do that very thing?

Mr. ROESEB. Fundamentally it is pure conservation, and nothing
else. Conservation has 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 a 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 your price of gasoline and lubricating oil to the
public is 40 percent lower than under the open-flow wasteful methods.

Senator CONNALLY. Wholesale?
Mr. RonsEi. 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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fui methods of production. The Connally Act, what it does is to
assist the regulatory bodies in enforcing their powers. In the East
Texas 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
a day would not be and I had no defense against it.

-Senator CONNALLY. And in addition, that neighbor was outcom-
peting you, was he not, and drawing your oil out?

Mr. ROEsER. Yes; and selling four or five times as much as I was
getting. It was the same thing as if you had 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. Let me ask you this: In periods of wild flush
production without conservation, that oil has to be stored; who gets
the advantage 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
production. Our costs remained constant; that is, the cost of drilling,
labor, and pipe-line transportation. When the price of oil got down
to 50 percent of what our costs were, we were out of business with
the sheriff right behind us. When this oil was put in storage and sold,
there was a scarcity in storage-

Senator TowNSEND. What effect has your conservation policy had
on the development of new wells?

Mr. Rossj:nR. On the new drilling?
Senator TOWNSEND. Yes.
Mr. Rossini. 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 consnption-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 you would have a large
quantity of oil and at the same time you would have high prices.

Senator CONNALLY. When oil is so low as to make the price destruc-
tive, who are the people who get the benefit 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 it for a higher price and reap a profit, whereas the little fellow
probably sells below cost of production, and that flush production
operates to the advantage of the big companies?

Mr. Rossxa. 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.
Five or six years ago an independent operator could not borrow money,
on his reserve in the ground. Our theory is if we can borrow mpy
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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. RoEsHR. On oil, if someone drills a well opposite you, you
are forced to drill. For that reason the oil industry is peculiar and
different from any other commodity and will always be from a con-
servation standpoint because it is a one-time, irreplacable crop; you
cannot grow it again next year.

Senator CONNALLY. 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. RoEsFR. 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
conclusively to their own satisfaction.

Senator CONNALLY. Are there any other matters you care to develop
Mr. Roeser.
,; Mr. ROESEE. 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 CHAIRMAN. It is 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. COLLETT. Not very long.
(Discussion off the record.)
Senator CONNALLY. Are there any out-of-town witnesses who

cannot be here tomorrow?
Mr. McNEELY. I would like to be heard today.
Senator CONNALLY. 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. McNEEFLY. My name is R. M. McNeely. I represent the
Chicago Wholesale Petroleum Marketers' Association.

Senator CONNALLY. Are you a lawyer?
Mr. McNhELY. No, sir.
Senator CONNALLY. Tell us what your business is and all about

yourself.
Mr. MONPMELY. In our organization there are about 48 companies

at the present time. Our function in the oil industry is the buying
outright of finished products from the refiners and selling to the
wholesaler or jobber.

Senator CONNALLY. You are then, a sort of supersalesman?
Mr. McNEELY. If it might be called that. In other words, back

when the industry started a great many refiners had no outlet at all for
many of their products, such as fuel oil, and our company was-

Senator CONNALLY. What is your company?
Mr. Mc'NEELY. Refiners Petroleum Co., of Chicago.'
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Senator CONNALLY. Do you have a list of the members of your
association?

Mr. MeNEELY. Yes, sir.
Senator CONNALLY. You might put that in the record.
Mr. McNuiELY. I will put that, if I may.
Senator CONNALLY. You are not engaged in the actual production

of oil?
Mr. McNEELY. Not in either production or refining, but merely

marketing.
Senator CONNALLY. You are just oil merchants?
Mr. McNEELY. Yes.
Senator CONNALLY. Go ahead.
Mr. McNEELY. Our objection to this act, Senator, is not the fact--

we 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 pleasure standpoint, was.very nice, but
from a 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. McNEELY. For northern shipment.
Senator CONNALLY. They do not discriminate against northern

shipment do they?
Mr. McNEELY. Interstate shipment. In other words, the prices

at the Gulf were far in excess of what we could pay in the Midconti-
nent area.

Senator CONNALLY. Oh, I see; you could buy it, but not at your
price?

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 ckuld not get in there.

Senator TOWNSEND. Where were they getting this oil from, these
other sections, so they could make a price of 6%£?

Mr. MONELY. 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 TOWNSEND. Were they selling to New York cheaper than to
your section; is that your contention?

Mr. McNEELY. 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 gallons-

Senator CONNALLY, Is that controlled by freight rate; do you mean
the freight rate is higher to Chicago than to New York?

Mr. McNEELY. Naturally, that would not be sold by rail, but ship-
ments by water to New York move at a lower rate. Iam just citing
the fact that the margin of profit in the burning-oil business ft the
present time is not really a profit at all, but it is a loss.
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.. Senator CONNALLY. You are not kicking, then, about what the
consumer is paying, but you are kicking because you cannot charge
more?

Mr. MCN RELY. I am coining to that.
Senator CONNALLY. Maybe the antitrust laws are being violated in

Texas. Whom did you approach in Texas in an effort to buy this oil;
give us the names of some of the concerns.

Mr. MCNEELY. Do you want all of those refiners?
Senator CONNALLY. I want you to tell us some of the people that

you approached in an attempt to buy.
Mr. McN4IELx. The Humble, c4cNeil, Barnsdall-all of those small

refiners in east Texas.
Senator CONNALLY. That is what I % ant to get, the little ones you

could not buy anything from.
Mr. McNEELY. The Gainesville Refining Co., Gainesville, Tex.,

the Tyler Refining Co., the East Texas Refining Co., the K. D.
Refining Co.-I 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 CONNALLY. And as I understand you, none of them would

sell yu any oil?
Mr. McNiuuTy. 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. McNEHLY. 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 northern shipment, but any buyer could have bought it at their
price?

Mr. McNEELY. Yes.
Senator CONNALLY. They had a right to say what they wanted,

did they not?
Mr. McNEELY. Absolutely. I am not saying there is anything

that would come under the antitrust law.
Senator CONNALLY. Will you put the rest of the names in the

record, the parties with whom you had actual contact?
Mr. McN.EELY. Yes. I might add that the bidding for crude oil

at a premium of 15 cents a barrel is being offered at Houston for
East Texas crude--

Senator CONNALLY. What do you mean by premium?
Mr. MCNEELY. 15 cents over the posted price. That shows the

amount of crude produced did not meet the demand.
Senator TOWNSEND. 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. McNEELY. 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.



REGULATir SHIPMENT OF PETROLEUM AND ITS PRODUCTS 77

Senator CONNALLY. YOU take issue with the Bureau of Mines
figures as to what demand and production ought to be?

Mr. McN ESLY. I do not believe I do. I believe they will bear out
the statement there 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. McNELY. During the past 2 years the retail price has risen
12 cents a 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 CONNALLY. 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. McNEELY. 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 CONNALLY. The illegal source of supply.
Mr. McNEELY. I do not know whether it would be termed illegal

or not.
Senator CONNALLY. If you have read the act you know it is only

the oil produced in violation of law. Your complaint is the Connally
law shuts off that avenue of production. Is that not what you said
a 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. McNEELY. We have no quarrel with the small producer, but
I would like to say-

Senator CONNALLY. I (lid 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 a man steals my oil he is a crook, just the same.

Mr. McNnEELY. We have no quarrel 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 CONNALLY. Who do you mean?
Mr. McNEELY. The larger companies.
Senator CONNALLY. They do not regulate how much can be pro-

duced; the railroad commission says that. Now, point out in the
125095- 37--6
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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. McNEELT. This is the part, section 4, speaking of the amount
of petroleum and petroleum producets moved in interstate shipment.

Senator CONNALLY. Point out what is wrong with it.
Mr. McNEELY. It says-

Is so 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) resulting
in an undue burden on or restriction of interstate commerce in petroleum and
petroleum products, he shall by proclamation declare such finding, and thereupon
the provisions of section 3 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.

Senator CONNALLY. What is wrong with that? That is just the
preamble; that is just telling when the President can put the law into
effect.

Mr. McNEELY. In this: I 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 TOWNSEND. That is, an appeal for an increase in produc-

tion; is that your idea?
Senator CONNALLY. 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.

Mr. McNEELY. 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. McNEELY. I do not believe I could point that out.
Senator CONNALLY. 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. McNEELv. No.
Senator CONNALLY. That is all the act does.
Mr. MeNEELY. You were asking about the effect on the consumer,

and I wanted to bring that out.
Senator CONNALLY.' That was under the general proposition of

conservation under the State law; to the extent that this act does
reinforce the State law and aid them in enforcing the State law, it has
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-
cise 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 is if it has been produced
according to law it can move freely and-if it ',rs not been, it cannot.
Do you have any complaint about that?

Mr. McNxiEY. Beyond the fact, Senator, that we still contend
that under the guise of conservation it has nrot 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.
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Senator CONNALLY. i)id you formerly buy this illegal oil?
* Mr. McNETLY. Not illegal oil.
, Senator CONNALLY. During the hot-oil orgy, did you not buy it 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 CONNALLY. 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. MeNEELY. That was prior to February 1935?
Senator CONNALLY. Yes. Give us the names of some of the refiners

in east Texas, the people you were buying from.
Mr. McNEELY. In east Texas?
Senator CONNALLY. Yes. You said you went down there lately.
Mr. McNEELY. I said I went to Texas. We made the tour com-

pletely.
Senator CONNALLY. Give us any of them, but I prefer east Texas,

but give 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 CONNALLY. You have some of your records here now; you

brought your recent record--
Mr. McNEELY. These are not recent ones; these are only in case

anybody questioned about the market value.
Senator CONNALLY. You remeraber some?
Mr. McNEELY. The Falls Refining Co.
Senator CONNALLY. Of where?
Mr. MCNEELY. Wichita Falls; the Pan Handle Refining Co., of

Wichita Falls; the Tyler Refining Co.; the Texas Refining Co., and
others 1 cannot think of just now.

Senator CONNALLY. Could you get that for us?
Mr. M.cNEELY. Surely.
Senator CONNALLY. Will you get that?
Mr. MCNEELY. I will forward it to you.
Senator CONNALLY. We would like to get it as quickly as we can

and put it in the record.
Mr. McNEELY. I will be glad to do it. I expect to be in Chicago

tomorrow, and I will forward it to you.
Senator CONNALLY. Go ahead. I want to give you a fair oppor-

tunity to say anything you want.
Mr. McN EELY. That is all I have to say unless you have some

questions to ask.
Senator CONNALLY. Senator Townsend, have you any questions

to ask?
Senator TOWNSEND. No.
Senator CONNALLY. In short, your complaint is if they let them

produce more oil you could get it at a cheaper price?
Mr. MCNEELY. We would have a source of supply.
Senator CONNALLY. You would have a greater supply and the

tendency would be to reduce the price, but from a competiting stand-
point would that help you; would not everybody else get it cheaper?
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Mr. McNFuLY. From my own company's standpoint, Senator, in
the past year our sale of gasoline alone have decreased 35 percent,
due solely to our inability to secure the material at competitive prices.

Senator CONNALLY. Maybe you charged them too much.
Mr. McN RELY. That is possible, but I do not believe it is true.
Senator CONNALLY. Can you not buy oil at the same price any-

body elsoecan?
Mr. McN EELY. No, sir.
Senator CONNALLY. Why not?
Mr. McNEELY. Because the source of supply is too limited.
Senator CONNALLY. But if you buy 5 barrels, can you not buy it

at the same price anybody else can buy it?
Mr, MCNEELY. I 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. McNEELY. No.
Senator CONNALLY. Could you not buy the things you buy in

Texas the same as anybody else?
Mr. McNEELY. Yes.
Senator CONNALLY. And the reason you did not was you figured

you could not pay those prices and make a profit at retail?
Mr. McNrELY. Yes.
Senator CONNALLY. So from a competitive standpoint you are on

the same level as everyone else?
Mr. McNEELY. Yes.
Senator CONNALLY. 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

UNITED STATES SENArE,
SUBCOMMITTEE OF THE

COMMITXiEE ON FINANCE,
"Washington, D. 7.

The subcommittee met, pursuant to adjournment, in room 312,
Senate Office Building at 10 a. in., Senator Tom Connally presiding.

Senator CONNALLY. 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 3. D. COLLETT, PRESIDENT, GENERAL MID-
CONTINENT OIL AND GAS ASSOCIATION, FORT WORTH, TEX.

Mr. COLLEi-r. My name is J. 1). Collett, president of the O'Keefe
& Collette Corporation, Fort Worth, Tex., an independent operator,
producer of oil.

Senator CONNALLY. Have you a general statement that you desire
to make before we ask you any questions, Mr. Collktt

Mr. COL.Fmr. I have prepared n-o statement, Senator Connally.
Senator CONNALLY. f Idid not mean a statement in writing but

if you have a general statement of the situation, you might go ahead
and tell the conunittee of your former connections with ti ieindustry;
you were at one time, I believe connected with the codes of the
N. R. A.b

Mr. Coij.Err. Yes, sir; I was a meniber of the planning and co-
ordination committee from December until the end of the° code ac-
tivities; 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, Kansas, and New,
Mexico.

Speaking as an. individual operator, Senator, I have considerable
interest in the reenactment of the Connally law. We have found
from experience with it in its operation, particuarly insofar as 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 extended for a lim-
ited term of yers. Sl)ecifically, the reason for saving that is this:
That in the administration oI the law, a very much more efficient
corps for handling it can be set up and maintained if it is not going
to be necessary every few years to know whether or not the law is
going to remain in force; in other words, you get better trained, men
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and men who have had more experience in handling it, and as you
go along it helps to iron out and smooth out the various difficulties
that arise with the enforcement. So, I am unequivocably for the
reenactment 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 and the problems you have had,
say, covering the past 6 or 7 years.?

Mr. CoxwE m. Yes, sir.
Senator CONNALLY. Would you mind goingY ahead and detailing

that situation, and what, if any effect, has resulted by reason of these
measures? Were you in the East Texas field during the martial-lawdays?dMtr. COLLnrT. Yes, sir.

Senator CONNALLY. Give us an outline of that. These men make
a noise like oil men, but they may not know about all of these thin s.

Mr. COLLEIV. The situation just prior to the enactment of. tie
National Industrial Recovery Act was pretty thorolily demor-
alized, not only with reference to the production of crule 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-
coss of crude necessarily produced demoralization in the refining
end of the business, and from there it spread through the marketing,
resulting 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
recall, 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
crude oil going out of the East Texas field, particularly. That was
our greatest source of trouble. The crude and the crude products
*ere 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
Petroleum Administration Board, acting under Secretary Ickes, and
our planning and coordination committee, which was the committee
cooperating with the Government activities, as we began to get the
crude situation under control, it became apparent that there was also
goihg to be a necessity for some curtailment of the refining on some
sort of a quota basis that would prevent an excessive amount of
refined products going out into the market. The amendment to the
code, and, as I recaliF section 4 was the refiners' section, provided
for, and we put into operation, a system of quotas for the rfiners,
dividing the country up into districts and the allocating to the
refiners.
.Senator CONNALLY. Who did the allocating? Who had the
authority for that?

: Mr. COLLETT. 'That was done undez a committee formed out of the
P. and C. committee, and with the cooperation and approval of the
Oil Administrator, Secretary Ickes.
I Then a 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 purchase of distress gasoline. Those activi-
ties 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 CONNALLY, What period are you speaking ot now; was
thsi before the enactment of this act, or afterwards?

Mr. COLLET'. I was running from 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
country, down to 25 cents. _ T.

You speak of the martial law period. Tle price of crude i 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 mideontinent.

Senator CONNALLY. What happened when 9-C was declared un-
constitutional?

Mr. COLLEm'. Then the effort was to secure the enactment of some-,
thing to take its place.

Senator CONNALLY. I mean what were the conditions after the,
codes were knocked out; what were the conditions in the industry?

Mr. COLLETT. You mean after the code was knocked out?
Senator CONNALLY. Yes.
Mr. COLLEr. 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 CO:NNALLY. In other words, you hat gotten them into the
habit of doing these things?

Mr. COLLETT. 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.
i Then, following that, the enactment of the Connallyr law main-
tained the limited flow of crude to, in a measure, keep it in balance
with the market demand for the crude, and, basically, that was the
fil-st thing necessary to be done, to stabilize the crude, and then the
manufacture of that into refined product, and then the stabilization
o f the marketing of the product.
; Senator CoiNNALLY. What was the major difficulty originally in

the, putting into effect of codes; what was the major trouble with
tho-industry you were seeking to correct; was it overproductiont, I "
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Mr. COLLETT. Primarily, it was overproduction; bad practices in
marketing, bad practices all of the way through the industry, and
some unf-air competition arid wasteful production; that was exten-
sive.

Senator CONNALLY. 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. COLLETT. Not in proportion to the price of crude, he does not.
Senator CONNALLY. Why?
Mr. COLLEIT. Because there are certain fixed charges which go into

the manufacture that cannot be eliminated. There is not any differ-
ence in the cost of refining crude oil when it is up or down, mate-
rially.

Senator CONNALLY. How about digging wells and all of this other
oil-field expense, the cost of the well, and so forth?

Mr. COLLFT. There is very little difference there. When there is
an extreme condition of unemployment, some of your drilling costs
may be a 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 CONNALLY. What was the condition with relation to State
administration of the act and State enforcement in Texas after the
enactment of the so-called Connally Act? Was there any improve-
ment?

Mr. CoLLETT. 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 being
upheld by the courts. That enabled the Railroad Commission, which
has the authority in administering the oil laws in Texas, to enforce
in a much more effective way the laws that had been enacted. We
had the improved statutes to start with, and then, better enforcement,
and then we had the cooperation of the Federal Government through
the Connally Act that finished the job, and since that time we have
not had coil)laint about the conditions in the industry in Texas;
they are very vastly improved, very much better.

Senator CO)NNALLY. Of course, Mr. Collect, 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 long period of years as to the benefit resulting to
the public by virtue of stabilized production and stabilized supply,
with relation to price?

Mr. CoLLErr. You mean as against-
Senator CoNNALLY. As against the wild, unrestrained production

in flush periods, and with production tightened up in other periods.
Mr. CoLLETr. The consumer, the industry, and the public are all

better off on a stabilized basis than they're 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
do(s not itself got 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, senator, the State of Texas is very greatly interested in
oil so 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 taxation 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 CONNALLY. Is there not a crude production price based on
the selling price of oil?

Mr. COLLETT. Yes; the recommendation pending at, the present
time looks as if-this is prophesying-but the tendency of the Leris-
lature of Texas now is not to put the price on a tax per barrel, ut
a percent of the value of the oil per barrel, and that, of course,
means a very great difference in the revenue.

Senator CONNALLY. Some testimony here yesterday was to the
effect that proration and conservation laws had operated to make
the amount of possible recovery in the East Texas field probably
double what was orP"inally estimated; have you any information
along those lines, or To you know about that from your observation
or experience?

Mr. COLLETr. F rom my experience in producing there and in other
fields, it is unquestionably true that under 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 anid conservation as against unrestrained production, that
that would easily be doubled, the ultimate recovery of that pool.

Senator CONNALLY. WIfat 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
181/2; I do not supipose those figures are fixed.

Mr. COLLETT. No; that would not be a fixed figure because it would
vary some with the price of your crude 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 18.5; it would -vary some with the
increase or decrease in price of crude, particularly if there was a
material increase or decrease.

Senator CONNALLY. As to this articularr 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. CoLLETr. Yes; around that figure it would be a fairly accurate
ratio, I would 'say.
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Senator CONNALLY. 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 a 1.10 or 1.15 basis?

Mr. CoLim'm'. 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
best of it all of the way along, on an average; in other words, the
point I am making, Senator, is that gasoline is today, I believe, the
cheapest commodity that the public uses, generally.

Senator CONALLY. You are speaking as a buyer of gasoline or as
a producer of oil?

Mr. CoLr,-r. I am speaking as a consumer of gasoline in my car.
If you take your commodity indexes and move tdiin up and down
for 15 years,'you will find gasoline is down below the average.

Senator CONNALLY. It probably ought to be, because there is more
.oil produced now, relatively, and therefore a larger supply.

Mr. COLLETT. But there has also been a very greatly increased
demand. Your number of cars, trucks, and transportation by bus
is greater.Senator CONNALLY. Have you anything further you want to add,
*Mr. Collett?

Mr. Co 4L,,rr. Nothing further, particularly, Senator.
Senator CONNALLY. If I may ask you, your final conclusion is

this act ought to be made permanent law?
Mr. COLLET . ]Decidedly.
Senator CONNALLY. Is there any amendment or change you might

suggest?
Mr. COLLETT. No sir- it has been upheld in the courts and has

been effectively operated as it reads, so I do not see any reason why
it should be changed in any way; all we need to do is eliminate the
date and let her go; that is my idea.

Senator CONNALLY. Thank you, Mr. Collett.
We have some telegrams from various sources, and the first is from

the Western Petroleum Refiners' Association, Mr. A. V. Bourque,
secretary-treasurer, indicating his approval of the act.

(The telegram referred to is as follows:)
TULSA OKLA., Febr uary 12, 1937.,

FJAYEM B. Dow,
Washington, D. C.:

This association, representing large number independent refineries in the mid-
continent area, strongly urges reenactment Connally hot oil bill. Our members
feel marked progress has been made under the present act and failure to
reenact the bill would be a decidedly backward step. We request you do every-
th'ifg possible In behalf of the bill and request Senator Connally place this
telegram in record of olfleial hearings.

WISTEaN PvrRaOLum RFiNose' ASSOnATONq,.
A. V. Bouaqus, &eoretary-Treasurer.

$enator CONNALLY. We also have one from the Pennsylvania Grade
Crude Oil Association, a similar wire.

(The telegram referred to is as follows:)
OIL CITY, PA., february 18, 1987.'

FArem- B. Dow, I I .
Vi e President, Pennsylvania Grade Crude Oil Association,

WaRl~ngton, D.. C.:
Our board of directors has instructed me to request 'that you place in the

record of the Senate the strongest possible endorsement of the pending bill,
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which proposes to make the Connally hot-oil law permanent. Our entire mem-
bershlip appears to be unanimous in the conviction that the Government should
continue to provide this measure of assistance to the Stales in the interest and
for the protection of the small refiners and producers of our region.

P'ENNSYLVANIA GRADI9 CRUI) OIL ASSOCIAi"ION;
J. E. MooSEH iaD, lxcustive Secretary.

Senator CONNALLY. 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 them.

(The telegram referred to is as follows:)
DgriorT, Micm., February 15, 1937.

CIIAIRMAN, SMUCOMMI1rES Or SENAIV FINANCED, COM irmr,
Senate Office BuIlding, lVashngton, D, V.:

We request repeal of tI ( Connally hot-oil bill, which gives Federal assistance
to control or production of crude oil and defeat of 790 in the Seventy-fifth
Congress.

DLrr oT OIL MAiRKyffri-3 ASSW':ATION.

Senator CONNALy. At this point I want to put in the record a list
of persons whom I invited to this hearing. Some responded a'td some
did not. Wo had some objections from certain representatives of the
Oil Workers' Association; Mr. W. W. Moore; secretary, Union No.
203, Gladewater, Tex.; and Mr. W. B. Smith, secretary-treasurer,
:Fast Texas District Council of Oil Workers, Kilgore, Tex.; 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:)

INVITED To APPEAR AT EAINos ON HoT-On, BILL

Hon. J. W. Steele, chairman, Federal Tender Board, Kilgore, Tex.
I-Ion. Bryan Payne, president, Iowa Payne Oil Co., Tyler, Tex.
Wilner R. Sehuh, president, National Retail Marketers' Association, Milwoukee,

Wis.
Hoch Homer, Corporation Commission of Kansas, Topeka, Kans.
Gov. E10. W. Marland, Governor of Oklahoma, Oklahoma City, Okla.
Charles F. Roeser, president, Indelendent Petroleum Association of America,
. care of Roeser & Pendleton, Inc., Fort Worth, Tex.
J. D. Collett, president, General Mid-Continent Oil & Gas Association, care of

O'Keefe & Collett, Inc., Fort Worth, Tex.
Jako Hamon, president, Mid-Continent Oil & Gas Association of Texas, care of

Cox & flainon, Dallas, Tex.
George A. 11111, Jr., president, Houston Oil Co., Houston, Tex.
Joe S. Bridwell, president, North Texas Oil & Gas Association, care of J. S.

Bridwell & Co., Wichita Falls, Tex.
W. W. Moore, secretary, Oil Field Workers' Union 203, Gladewater, Tex.
W. B. Hamilton, Wichita Falls, Tex.
W. C. Clark, Lonrgvlew, Tex.
D. Harold Byrd, Byrd-Frost Oil Co., Tyler, Tex. ,
Dan Harrison, Houston, Tex.
Rade Kangerga, Henderson, Tex.
Ray Starnes, president, Lone Star Refining Co,, Gladewater, Tex.
J. Malcolm Crim, Kilgore, Tex.
J., V. -Rather, Tyler, Tex.
R. W. Fair, Tyler, Tex.
Tom Potter, Kilgore, Tex.
M. T. Flanagan, Longview, Tex.
Freernga W. Burford, president, East Texas Refining Co., Dallas, Tex.
W. B. Smith, secretary and treasurer, East Texas District Council ,f ,Qil

-Workers, Kilgore, Tex.
Col. Erinest 0. 'Thompson, Railioad Commission of Texiaf, Austin, Tp,.
HRb. William MeCraw, the attorney general of the State 'of exas, Austiu, -T.
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Senator CONNALLY. I think I will now hear Mr. Hadlick. Do you
represent all of these marketers?

Mr. HADLICK. 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?
Mr. DE:CKER. I represent a separate independent group and I have

a prepared brief.
Senator CONNALLY. Tell us your name.
Mr. 1)ZCKER. R. E. Decker, Plymouth Isle, Detroit, representing

the Dixie Distributors.
Senator CONNALLY. We will give you an opportunity to file your

brief later, and if we have time we will hear you, also.
Mr. MCCAIN. . represent four associations in Missouri.
Senator CONNALLY. What is your name?
Mr. MCCAIN. W. R. McCain.
Senator CONNALLY. I think we will hear Mr. Hadlick now.
Mr. ScnoCK. I represent the Independent; Oil Jobbers Associa-

tion of Pennsylvania. I am on the calendar for tomorrow.
Senator CONNALLY. We are going to try to close these hearings

today if we possibly can.
Mr. ScixocK. I had a telegram from your chief clerk stating we

might be heard today or tomorrow.
Senator CONNALLY. I advised the clerk we would prefer these

marketers to get together and have a representative. I suppose their
views are identical an(l their interests are pretty much identical.
We can give one man more time than we can give Tour.

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. IIADLCKo. My name is Paul E. Iladlick. I am secretary and
counsel of the National Oil Marketers Association. I 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 iot incorporated until July 1935.

Senator CONNALLY. Have you a list of the members of it?
Mr. HADLICK. I have a list in the office which I shall be glad to

submit.
Senator CONNALLY. I hope you will bring that up and let us have

it. Subsequently Mr. Iladlick fnrnisbed the data requested and some
is on file with the committee.

Mr. HADLICK. I shall be glad to do so.
First, let me state that our organization opposes the passage of

the Connally bill, S. 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 b)e used in connection with
the National Industrial Recovery Xct.

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 production of oil; thus enabling and bringing
about effective control of refinery runs and a false shortage of reined
petroleum products.

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 points and elaborate on them.
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.

Section 9 (c) of the National Industrial Recovery Act (act of
June 16, 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 etrolun 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 reguttlon 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 fine 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 Industrial Recovery Act had reached the Supreme Court of
the United States, the above section was held unconstitutional by
that court in the case of Panama Refining Company v. Ryan (298
U. S. :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 Cong., ch. 18; 49 Stat.
pp. 30-35). 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.

However, the Supreme Court nullified the principal features of
the National Industrial Recovery Act in its decision in the case of
Schechter v. U. S., 295 U. S. 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 CoNNLLY, The court did what, you say; repealed the
Connally ActI

Mr. HIADLIcK. No; I say the Court threw out the National Indus-
trial Recovery Act and the Connally Act being part, originally-

Senator CONNALLY. 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. HADLicK. It was part of the original National Industrial
Recovery Act.

Senator CONNALLy. No, it was not; section 9-C was. I suppose
you want to be accurate and fair about it.
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Mr. HADLICk. I absolutely do, Mr. Seuator. Let me go back and
read what I said there. After I said the Court, in the Panama
Refining Company v. leyan case threw out 9-C, I said: "Promptly
thereafter Congress remedied the defect in the legislation pointed out
by the Court and on February 22, 1935, passed thie present Connally
Act."

Senator CONNALLY. All right.
Mr. HADLIeK. 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 Scheeter v. U. S.", and that Con ress
should then have repealed the Connally Act, as it was original 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 CONNALLY. You are wroug; you are not accurate; the
Connally Act was passed in 1935. The 9-C was a part of the Na-
tional Industrial Recovery Act anl was not an act o fits own, stand-
in alone. ' The principles are somewhat the same.

HrtADIzcK. I take it you will agree that the Connally Act was.
passed promptly because 9-C was declared unconstitutional?

Senator CONNALLY. Exactly, yes.
Mr. 1IADnicx. Then I see no point in-
Senator CONNALLY. I regard as pettifoggery the way you try to,

bring that out.
Mr. HADLICK. I do not regard it so, Senator.
Senator CONNALLY. Go ahead.
Mr. HADLICK. Unless Congress takes affirinative action) at this ses-

sion the present Connally Act will expire on June 16, 1937. It is.
submitted that the act should be permitted to expire and not re-
newed or made permanent.

Second, there should be true con)pe iion between the States pro-
ducing oil for the business of the consuming States.

Commerce may be likened to a stream of water. In interstate
matters the Congress should protect the main channel of the stream
which is competition. It has done so in the past by enactment of
the Sherman antitrust law, the Clayton and Federal Trade Commis-
sion Acts, and more recently the Robinson-Patman law.

lhese last-named statutes are protections and aids to the main,
channel of competition; we might liken them to jetties built to pro-
tect the channel.

But the Connally Act is 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-
titioni, 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 of individuals and companies to another-
group, and from the group of consuming States to the oil-producing,
States.

Third the Connally Act as it has operated has played into tie
hands of the major oil 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 those 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.

Through 'their control of pipe lines together with the aid of the
Connally Act the major oil companies today have a virtual monop-
oly of the production, transportation, and refining of crude 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 monlopoly will
be freed of any semblance of competition in all branches of de
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 lies and control of production naturally gives
control over supplies of crude oil to refers. Consistent drawing
on stocks of crude oil in storage, aided in and abetted by ti Burean
of Mines of the Department of the Interior, has left the lnajor
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 floating
around to create a competitive market. I say they cornbined antd
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.
bred cases and on the following dates:

United States of America v. Standard Oil Co. (Indiana) et al.
No. 11296, filed July 28, 1936;

United States of America v. Standard Oil Co. (Indiana) et al.
No. 113652 filed December 22, 1936.

In addition to the above-lientioned indictmlents the same 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 gasoline in cases styled, numbered, and dated
as follows:

United States of America v. 8ocony-Vacuumn Oil Co. et al. No.
11342, filed November 6, 1936; 1

United State8 of America v. Socony-Vaeuun Oil Co. et al. No.,
11364, filed December 2, 1936.

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 b virtta
of the control' of the supply of crude'oil at the source through, tho
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Connally Act. Tlhe conditions set forth in these indictments exist
today and through one device or another will continue so long as the
sply of crude oil remains bottled up by Federal aid.

May I respectfully refer this committee to the hearings conducted.
in 1934 by a subcommittee of the House Committee 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.
gill, a member of the investigating committee, for his resum6 of the

earings in his book "Hot Oil"' Mr. Pettengill says:
No one could have sat in the Cole c6mmittee without becoming acutely aware

that a majority of even the most 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 much and buy as little its we (unn?
Not only are we not importing oil (in substantial quantities) in order to

conserve our own stpplies; we are exporting our own oil and thus exhausting
our supplies.

How sincere is this claim for the necessity to conserve? Is conservation
simply a stalking horse for stabilization? How much stabilizatfon 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
petition 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 thought the Federal Government could and should
do may be taken from his eighth and tenth points, as follows:

Eighth, cooperation between the principal oil-producing States is, therefore,
necessary and that can be achieved by agreement by some 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 please them? Apparently so, its we find the president of the
American Petroleum Institute in his address before the 1936 annual
meeting of that body saying:

T me Connally "hot oil bill" should be made permanent, the life of the inter-
state compact extended, the adherence of ti remainder of the oil-producing
States procured and supported by sound State conservation laws.

Fourth, the country cannot be half slave and half free: n or efln.
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 tie market-
ing branch, and were retail prices to reflect true competition for the
business on a marketing basis, then the only effect of the Connally
Act would be to raise the price of petroletm products to the con-
sumer.

Any system of monopoly is eventually paid tribute to by the con-
sumer; the consumer pays and pays.

The plight of the people 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 cainot go on forever; their
tribute will cease when their assets are gone and tlhir propertiess
taken over, at bankruptcy figures, by the refiners.

The (lirect competition of the refiners in, the marketinig end of the
oil business, wholesale and retail, has been hard and relentless.
Fortified by large profits from their production, pipe-line and re-finery ol)erations they lave been careless or naicios in oeratinig
their marketing depairtments at a loss. The major oil companies
parallel the marketing operations of otr idn(lel)enldeit marketers but
they are ,foreified by profits drawn from the ir 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 jmrchase tmir supplies since the Federal Govern-
Inu t l came ilit(lie h pietuire and aided in holding supply of crtde oil
below market demand1.

Prior to the summer of 1933 the independent oil marketer liad
comparative freedom to buy supplies of petroleum productss for re-
sale in most of the markets of the country. While elforts were made
to emnbarass the independent nmrketers from time to time, the.ycU-
joyed a reasonable degree of prosperity and security up until the
a(miyent of the National i dstrial Recovery Act.

Since that time independent marketers'have, in certain localltiesj
gone through a chastisinty the like of which has never bewen known
to any imustry. When f was in schoolI read BogUs Iidepeild~fits
and Fighting Brands, but I never dreamed I'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 imlossible to chaiige from one
source of supply to another; they have even found it difficult at times
to et any kid of a supply of petroleum products.

The aid of the Fedel'al Government which has been accorded the
major oil companies throutrh the Connally Act has been taken as the
signal for crushing the inTlpendent oil marketers out of the picture.
Ie think it is time to call a halt and to restore this great oil industry
to a truly competitive status.

One of the large daily l)al)ers in New York, catering to the coin-
mercial field,'recenftly said editorially::

Those dissatiified with the ol ratlion of the present regulatory scheme should
propose specific afeasires for its Improvement, rather th to criticize control
as8 sulch.

Perhaps that same question has been running through your minds.
The answer to that question is legislation to disintegrate the major
oil companies.

It, mustbe clear to you gentlemen that the people I represent can-
not go on buying in a controlled market and selling in an uncon-
trolled market, against the colnpetition of those fortified by profits
from the controlled end. It ieans certain extinction to a fne class
of independent merchants.

Should the Congress of the United States determine that regardless
of th'e fact that the Comally Act has worked out as a price-fixing
measure, that regardless of the present cost of petroleum the future

125095-37-7
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generations should be protected by a "conservation through price"
policy, then. most respectfully urge thiet you give COnskeration to
amending the bill now before you S 790, by providing a section to
be added to the Connally Act, reading as follows:

ShxmifON -. (a) It Is hereby declared that the enactment of this section is
necessary in order to encourage the conservation of deposits of crude petroleum
situated within the United Sttaes, and to protect the commerce in petroleumi
and its products from restraints and monopolies which result in certain cases
where persons are engaged in more than one branch of the petroleum industry.

(b) It shall be unlawful for any person or affiliate of such person to directly
or indirectly engage in interstate commerce in more than one of the four Irn-n-
cipal branches of the petroleum industry, that is, production, transportation,
refining, and marketing.

(c) For the purpose of this section-
(1) The term "person" or "persons" means an individual, a corporation, a

partnership, 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 shall be deemed to be an affiliate of another if such persoul
controls or 1 controlled by, or is under commuson control with such other person.

(3) A person shall be deemed to control another person if having over tie
latter (A) actual or legal control, whether direct or indirect, or (b) any direct
or indirect power or influence whether arising through direct ownership or
control of stock or other capital, evidences of Indebtedness of physical proper-
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 policies 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 tile time that the crude petroleum has
been brought to the surface and placed in storage on the premises where
produced.

• (5) The term "transportation" means the transportation of petroleum prod-
ucts whether by pipe line, railrotid, ship, or truck.

(6) The term "refining" means the refining or processing of crude petroleum,
fuel oil, or natural gas into finished or semifnished products.

(7) The term "marketing" means the purchase and sale of refined petroleum
products.

I might add just another word, Mr. Chairman. I would like to
ask that the indictments that I referred to by the Madison grand
jury be made pmt 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
grand jury having spent many months investigating pool buying,
* -as summarized in their indictments a picture that should be before
the full committee and the other members of Congress when they
consider this matter. I have them herq and I would like to ask, they
be made a part of the record.

Senator CoNNALLY. You may file them. I do not think we will
print them. They are well known all over the country.

H ave you anything else?
Mr. HADLICK. That is all I want to present.
Senator CONNALLY. H1ave you a list of the members of your asso-

ciation?
Mr. IIAPICK. I have it at the office and would be glad to submit

it to the clerk.
Senator CONALLY. We would like to know who, they are; are

they wholesale jobbers?
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Mr. HADLICK. Wholesalers and retailers, We do not take re-
tailers into the association if that is all they do, but probably 90
percent of the ni ,bers, in addition to operating wholesale termi-
nals, operate retail stations, as well.

Senator CONNALLY. They sell at wholesale to other dealers but are
also in the retail business?

Mr. LIADLICK. Yes.
Senator CONNALLY. And they have their own stations?
Mr. IIADLICK. 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 CONNALLY. You are secretary of the association?
Mr. JIADLICK. Yes.
Senator CONNALLY. Did you organize it?
Mr. HADLICK. Yes.
Senator CONNALLY. You are on a salary, of course?
Mr. I1ADLIOR. Yes.
Senator CONNALLY. How long has the organization been in exist-

ence?
Mr. IIADLTCK. It was organized in the fall of 1933 at the time of

the adoption of the oil coe and was incorporated July 1, 1935.
Senator CONNALLY. Were you ever in the oil business yourselfI
Mr. HADLICK. No, sir. I have been connected with oil association

work, however, Mr. Chairman, since January 1924 on the marketing
end, always.

Senator CONNALLY. Were you in a similar capacity that you are
now, with the association?

Mr. HADLICK. Yes.
Senator CONNALLY. Where were you located?
Mr. HADLICK. In January 1924 I 'became secretary and counsel for

the Minnesota Petroleum Association, which later changed its name
to'Northwest Petroleum Association. Tn 1930 I joined the staff of
the National Petroleum Institute and was secretary of their divisionof marketing.Senator CNNALLY. Do the major oil companies belong to that?

Mr. HADAC. Yes; I have been on both sides of the fence.
Senator CONNALLY. And your views are now the same as when

you were connected with the A. P. I.?
Mr. HADLICK. Yes. One of the main reasons I left was because

they did not have even a semblance of a representative of the inde-
pendent marketers.

Senator CONNALLY. You got angry and quit?
Mr. HADLICK. Do not thiuk it did'not take guts to quit that kind

of a job, too.
Senator CONNALLY. We congratulate you on having guts. Were

you with the code administration?
Mr. HAnMAcK. 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 markefing division, because the job-
ber was carefully excluded from membership on the large committee.

Senator CoNNALLY. Yoj mean they organized this for the pfirpese
of creating a position for you so that you could serve on thls com-
mittee; is thmt what you mean?
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Mr. HADraoK. You carl put it that way, if you want.
Senator CONNALY. 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 CONNALLY. IS that your statement, or do you want to
modify it,?

Mr. HAD)LICK. I can amplify it. When I left the institute, I had
11 coi action whatsoever. I came down to Washington to sit in
ol the code conferences. I met the group of people I had repre-
sented in the Middle West and they asked me if I would form this
or ganization and represent; them here in Washington. It was so
arranged, and I went to Chicago and a meeting was held. It origi-
nally consisted of an associate of State associations. After t&i
set-ul) of the codes I was appointed on the marketing committee to
represent the independent jobbers. My office was here in Washing-
to. 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 put on the marketing
,committee as their official secretary, at half pay. Later I was put
onl at, full pay and the association operated for a time only with the
office and a girl. I drew no pay from the association during the
time I drew pay' fr-om the marketing committee oil the Planning and
Coordination Committee.

Senator CONNALLY. What were your duties?
Mr. HADLICK. 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.

kSenator CONNALLY. What did the committee do?
Mr. HADLICK. Mr. Chairman, I was not permitted to attend the

meetings of the Planning and Coordination Committee.
Senator CONNALLY. YOU were not a member of that committee,

were you,
Mr. H1ADLICK. No.

iSmiator CONNALLY. I ama talking about your own organization;
what were your duties in that?

Mr. HADUrCK. Our marketing committee had the marketing end
of te co(e. Our problem was the handling of meetings and the
adnimnistratioo 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 CONNALLY. You say the code authorities did not enforce
them against the major oil companies?

Mr. HADLICK. The major oil companies never did obey them. I
imagine we made-i do riot know how many hours we spent trying
to get those rules of the code enforced.

Senator CONNALLY. Do you.mean to tell this committee that under
the Oil Code the code authorities enforced the regulations against
the independents and little fellows but not against the big com-
panies?

Mr. HAIMCK. I can tell you, Mr. Chairman, as to those two rules,
the major oil companies paid no attention to them whatsoever.

Senator CONNALLY. What two rules?,
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Mr. HIADLICK. Rules 4 and 6 of the marketing division of the
code.

Senator CONNALLY. What were they?
Mr. HADLICK. They were rules that provided that inasmuch as

the oil industry was comiposed of integrated companies operating in
all four branc ies, they should operate each department on such a
basis as to show a proit in each department.

Senator CONNALLY. How do you know they did not; did you
examine their books, or anything of that kind?

Mr. HADLICK. No. There are plenty of records available, Mr.
Chairman. The Petroleum Board--the ]?etroleum Administration
Board-went into the records of costs. We tried to do everything
to try to get, the major companies to live Up to those rules, but they
consistently refused.

'The records of investigations that have been conducted in Wis-
consin and 'Michigan auuply prove out that the costs of mar-
keting-

Senator CONNALLY. 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. LIADLICK. We bad no power to enforce them.. We were a
body trying to get compliance and enforcement of the marketing
rules of the Petroleiua (,ode. Unfortunately, we had nothing to say
or do with the pool buying or manipulation of crude.

Senator CONNALLY. Your function was to see they were enforced.
Do you mneon to tell the committee that in the enforcement of the
rules, the major companies did not pay any attention to them, and
you went on and enforced them against the little fellows?

Mr. IJADLICK. I mean to say that rules 4 and 6 applied principally
to the major companies because of integration, and they refused to
comply witl them.

Senator CONNALLY. Did they file any written statements that they
would not?

Mr. HADLICK. No.
Senator CONNALLY. How (to you know they did not?
Mr. IIADLICK. They told me they would not.
Senator CONNALLY. Who told you?
Mr. HADLICK. The members of the marketing committee.
Senator CONNALLY. (live us some of the names of the men who

told you that; we want to go into this thing thoroughly
Mr. IIADLICK. Mr. Chairman, I really wisil you would.'
Senator CONNALLY. We have been hearing you for quite some

tine. I do not appreciate your insinuation at all. You just go
ahead and blow off all you please. We are going into it thoroughl1y.
You are insimating the committee is not going into the thingland
we are trying to get the facts out of you now. So, tell us who it
was who told you they were not going to pay any attention to those
rules.

Mr. IIADLICK. I Very distinctly recall the conversations in the
marketing committee-I c-anl just tell you the names of the comn-
mittee, but I cannot say so and so said lie would not.

Senator CONNALLY. You testified they told you they were not
going to pay any attention to it.'

Mr. HADLYCK. And I testify also that they did not pay any atoh-
tion to those rules.
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Senator CONNALLY. Who told you? You testified here that tliey
told you they were not going to pay any attention to them; tell us
one iian at least who told you that.

Mr. IYADLICK, I cannot do that without mentioning the member-
shit) of the marketing committee of the major oil companies.

Senator CONNALLY. Did they all tell you?
Mr. HADLT(K. I think everyone.
Senator CONNALLY. Give us the names.
Mr. HADLICK. C. E. Arnett, of the Socony Vacuum Oil Corpora-

tion; J. W. Carnes, of the Sinclair Refining; 11. 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
Oil Corporation.

Senator CONNALLY. I believe your testimony now is you think all
of these people told yOl that

Mr. IADLIK. I believe at some time or other they made those
statements in the committee meetings.

Senator CONNALLY. 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. IIAm)LiCK. Yes; they had various excuses; they pointed out
competition-

Senator CONNALLY. 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 not going to pay aiiy attention
to the enforcement of the code?

Mr. HADLCN. That they were not going to pay any attention' to
rules 4 and 6 of the marketing code.

Senator CONNALLY. Those were the ones you had to deal with?
Mr. lHADWLK. We had other rules in the code to deal with.
Senator CONNALLY. You did not tell us about, those; I assumed

you only had those two.
Mr. IHADLIcK. There were 28 rules in the marketing end.
Senator CONNALLY. Did you enforce the others?
Mr. HADLICK. To a great extent, compliance was obtained to those

rules.
Senator CONNAMLY. But not 4 and 6?
Mr. HAiaDLICx. That is correct; relating to operating the depart-

merits of the large oil companies on a profitable basis.
S enator CONNALLY. Thiosz are the two riles that affected the p(o-

ple you now represent?
Mr. HADLICK. And I represented at that time on the committee.
Senator CONNALLY. That is right. Why did you not raise a row

about it?,
Mr. I-IADLICK. We did.

-Senator CONNALLY. Where did you go?
Mr. IlAtumK. To the marketing committee.
Senator CONNALLY. Did you go to Secretary Ickes?,
Mr. HADLIcK. 'Yes.
Senator CONNALLY. When and where?
Mr. HADLCK. We did not go to Secretary Ickes, but we went to

his appointed representative, Mr. Fahy, anda 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 CONNALLY. Did you or not see him, that is what I want
to know.

Mr. HA)LICK. I do not know whether we saw Ed Swans,n or not,
but we made complaints to Dr. Frye and Mr. Fahy and various
employees, Mr. J. H. Marshall and Nelson Meyer.

Senator CONNALLY. Do you withdraw your statement, that you
talked to Mr. Swanson?

Mr. ItADLICK. I will; I do not know whether I did or not. We
talked to Pnybody who would listen.

Senator CONNALLY. Did you file a complaint with sonm one?
Mr. HADLICK. 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 CONNALLY. Did Dr. Frye refuse to do anything about it?
Mr. HADLICK. 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 committee.

Senator CONNALLY. That is, that they were not going to pay any
attention to it?

Mr. IIADUCK. Yes.
What we are up against, Senator, and I make this plea 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 21/2 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 or 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 CONNALLY. The consumer was getting the benefit, then;
you admit that?

Mr. IIADLCK. 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 CONNALLY. Is your 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. HADIACK. Yes.
Senator CONNALLY. If that is true, the consumer is getting benefit

of it, is he not?
Mr. HADLICK. But why should there be a law to appropriate the

money of the people I represent to the people in Texas unless we can
get a corresponding amount back from the public? I

Senator CONNALLY. You say taking the money of your people?
Mr. IIAD.noi. Yes.
Senator Coxi4ALLY. It does not belong to them until they inal it,

does it?
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Mr. HADLicK. That is right; but they are taking their properties
back.

Senator CONNALLY. You are a lawyer, are you not?
Mr. HADLICK. Yes.
Senator CONNALLY. You have read the Connally Act?
Mr. HADLICK. Yes.
Senator CONNALLY. Is there anything in the Connally Act more

than this-that it simply prohibits the interstate shipment of oil
and products of oil which are produced within a State in violation
ofthe laws and regulations of those States?

Mr. IADLICK. I think that is right, Mr. Senator; but I do not
thinkyou 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 darn 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 le supply below
inarket demand you set the price.

Senator CONNALLY. Talking about these various dams, with pil-
lars, you want to take away the Connally Act, and the effect of
taking that law away wouhi be to permit the interstate shipment
of oil and oil products which were produced in violation of State
law would it not?

.1ir. HADLICK. Yes.
Senator CONNALLY. 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 then shipped?

Mr. HADLUCK. Our people do not-I do not know any of
them-

Senator CONNALLY. You know whether you can answer that ques-
tion, yes or no, and then you can amplify it. Now, is that true?

Mr. HADLICK. Speaking specifically of the Connally Act; yes.
Senator CONNALLY. That is all we have jurisdiction over.
Mr. HADLICK. You have the interstate compact and the control of

zhe Bureau of Mines.
Senator CONNALLY. We are not talking about that.
Mr. HADLICK. I am talking about it. I say you cannot segregate

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 CONNALLY. That is what we are doing here, we are con-
sidering this one. Now, you know whether or not you (cali 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?

Mr. HADLICK. That is right.
Senator CONNALLY. In other words, your people want to buy from

"hot-oil" 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?
i. Mr. HADLICK. No, sir. We are trying to buy from the market as
created by competition. Now, it is just like Colonel Thompson testi,
fled yesterday; they have 3 000,000 barrels of "hot oil" they confis-
cated, 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 barrels of legal oil go into interstate commerce, and it does.
We have not raised the question of these State proration laws; we
are 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 CONNALLY. Are you in favor of State conservation laws,
or do you not think they should all be abolished ?

Mr. IHADLICR. No; I think conservation from the standpoint of con-
-ierving for preventing waste has a place in the picture; but when
you carry it so far as to dam up the supply and consistently keep
the supply moving out to the public, to the people who are independ-
ent nierchants, below demand, I think the Federal Government has
gone too far.

Senator CONNALLY. Do you favor each State having its own oil-
conservation laws under its sovereign powers?

Mr. HADJACK. And its healthy competition for the marketing of oil.
Senator CONNALLY. Do you or not favor each State controlling its

own resources under the sovereign power of the State?
Mr. IIADLICK. Only-
Senatbr CONNALLY. Will you please wait until I finish the question

and answer or not, as you see fit?
Mr. HADLIH. Very well. '
Senator CONNALLY. Do you or not favor each State controlling con-

servation of its own resources and conservation policy of the State?
Mr. HADLIcx. Do you want me to answer yes or no?
Senator CONNALLY. If you can.
Mr. HADMICK. I can answer it qualifiedly.
Senator CONNALLY. GO ahead.

Mr. tADLICK, Yes; so far as the prevention of waste is concerned.
Senator CONNALLY. You favor that?
Mr. HADLI(K. Yes.
Senator CONNALLY. And if you favor that, you favor enforcement

of it, do you not, living up to the law?
Mr. JHADLICK. In the State.
Senator CONNALIX. All right, in the State. You favor the enforcee

went, of the State law and the effective enforcement; now, what ob-
jection have you to a Federal law that aids the State in doing what
you say ought to be done?

Mr. IADILICK. Do you want a yes-or-no answer?
Senator CONNALLY. Any way you want.
Mr. HiADLICK. I again point out that you cannot dissect these en-

actments of Congress and say that the Connally Act just aids in
this, whereas 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 forecasts;
we have to hook the whole thing together.

Senator CONNALLY. Then you are against Federal control?
Mr. HAmICK. Yes.
Senator CoNNLY. And you are against interstate compact?
Mr. J ADLICK. Yes.
Senator CONNALLY, And you are against the Connally Act?
Mr. HADLICK. Yes.
Senator CONNALLY. You want the illegal oil shipped all over' the

United States so you can buy it cheap; is that right? I " '
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Mr. HADLICK. I think your question is a little unfair Senator.
Senator CONNALLY. Just say "no", if it is not right; just say

"yes" or "no." If that is not true, say "no."
Mr. HADLICK. Will you read the question?
(Question read by the reporter.)
Mr. HADLicK. No.
Senator CONNALLY. You do not want it shipped all over the

United States; do you, or not?
Mr. 1-IADLICK. It is pretty hard to answer that question, Senator;

you are trying to deal with only one law--
Senator CONNALLY. That is all we have jurisdiction of and that is

all you appeared here on.
Mr. HADLICK. I am looking at the picture from the marketing end

onlyT.
Senator CONALLY. 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 kicking
because the effect of the law is you are not making enough money?

Mr. HAI)LICK. It, is not a free market.
Senator CONNALLY. Why is it niot a free market; can you niot

buy gasoline and oil in Texas just like anybody else?
Mr. HADLICK. I doubt if I can.
Senator CONNALLY. Do you know?
Mr. HADLICK. I know it is tremendously difficult to find supplies

in Texas, principally due to the pool-buying operations of the major
oil companies, made easy by these statutes.

Senator CONNALLY. Where do they buy it, the major companies?
Mr. HADLICK. At the Culf.
Senator CONNALLY. If you paid the same price you could buy it,

could you not?
Mr. HADLICK, 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 CONNALLY. IS there not a posted price in Texas and other
producing States for crude-oil prices and everything else?

Mr. HADLicK. I am told there is a posted price; it is reported as
such. ,

Senator CONNALLY. You know something about the oil business,
do you not?

Mr. JIA LCHK. Marketing; yes.
Senator CONNALLY. IS there not a regular market for oil just like

there is for bacon or beans or calico or what not?
I Mr. HA nLICK. No; 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 CONNALLY. I do not know whether you have a pipe line
to your office or not.

Mr. HADLICK. Could I ship it in a pipe line from East Texas to the
Gulf?

Senator CONNALLY. I suppose you can; other people do. The pipe
line is a common carrier and would take anybody's oil that is
tendered to it.

Mr. HADLI.K. The pipe lines are common carriers in liw, Senator,
but they are niot ih fat. They place the amount that you must
tender at such a high figure that it makes it impossible.
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Senator CONNALLY. It makes what impossible?
Mr. HADLICK. To use the pipe line as a common carrier in fact.
Senator CONNALLY. That is news to me, because our railroad com-

mission has control of it, and a law has been passed making the
pipe lines common carriers. I 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,
controllingg the supply through controlling the production." J'here
is nothing in the Connally Act that has anything to do with how
much oil any State may produce, is there?

Mr. HADLICK. Mr. Chairman, can I say this in answering your
question: We much view the Federal control by the various things
we see, not only your act-

Senator CONNALLY. You are a lawyer and a pretty shrewd one-
Mr. HADLICK. I thank you, but 1 do not agree.
Senator CONNAuY. 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 ?

Mr. HADLICK. No.
Senator CONNALLY. Certainly not. So your statement that the

Connally Act controlled the amount of production in producing areas
is not true, is it?

Mr. HADLICK. My statement is made in connection with other state-
ments, Senator, to the effect we 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. TToey are all control measures. I pointed out to you
the testimony of the principal. code committee, 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. Our oil marketers
pray that Standard will raise the price so we will have a margin to
wo:k 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 CONNALLY. 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 and oil
at a figure you can make a profit; that is the gist of 'our coiaplaint?

Mr. HADLICK. Yes.
Senator CONNALLY. 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. HADLICI. 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 a profit, al-
though at one time some of them did object.

Senator CONNALLY. If yOu could buy gasoline at the refinery
cheaper and if you could sell it to your customers in your area
higher, you would be satisfied?
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Mr. HADLWK. 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 all 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.

Selator CONNALLY. Do you believe in absolute Federal control
instead of State?

Mr. HADLIOK. No.
Senator CONNALLY. You do not favor Federal control of the whole

industry to the State control within every State?
Mr. ITADLIcK. If you are 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. IIADLICK. Thank you for the compliment.
Senator CONNALLMY. Do you favor absolute Federal control by

one director all over the United States?
Mr. HMDLMK. No.
Senator CONNALLY. Then, there is no other way to control it

except for each State to regulate l)roduction, is there?
Mr. HADLICK. That is right, speaking of production, but I would

like to talk about my marketers.
Senotor CONNALLY. But this act does not deal with marketing, but

purely with the transportation of oil.
Mr. iuhDLICK. But it affects marketing.
Se nator CONNALLY. You do favor each State regulating its own

production of oil?
Mr. HADLIcK. Yes; if I may add the statement, to prevent waste.
Senator CONNALLY. We assume the State knows what it is doing

in controlling production and that it regulates 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. IIADLIcK. By the State.
Senator CONNALY. You do not believe in the Federal Government

aiding the State?
Mr. HADLICK. No, sir.
Senator CONNALLY. You do not?
Mr. HADLICK. No, sir.
Senator CONNALLY. Theni if the Sthte should try to regulate in-

ternally, and the regulations aid laws should be defied by those who
produce in violation of them and ship in interstate commerce to
States over which it has .o jitrisdiction, do you think that should
be permlitted?

Mr. HADMI . Yes 01r 110?
Senator CONNALLY. Let me qualify it and say "then."
Mr. HADTJCK. Again I say I eanno)t dissect the Connally Act from

these other acts.
Senator CONNALLY. Then you should not be before the committee.

That is all we are considering. I (10 not want to be rough with you,
but we have no jurisdiction over any other legislation except this act.
The only question is, Shall this act be retained 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, hot oil, probably pumped off a neighbor's land, should be per-
mitted free shipment in interstate commerce. You know whether
you favor that or not.

Mr. HADLICK. Yes; because I favor freedom of commerce.
Senator CONNALLY. Then you are opposed to State laws. Do you

not think they should turn it loose and ship it everywhere?
Mr. HADLICK. I would not say that.
Senator CONNALLY. IS there anything else you want to sILy?

'Mr. HADLiK, That is all.
Senator CONNALLY. We will hear you as long as you care to be

heard.
Mr. HAIDLICK. I thank you.
Senator CONNALLY. Mr. Iladlick, I want to ask you one other

question, if you do not mind. I want to directt. yor attention to
section 4 of this act. Now, under section 4 there, the Oil Admin-
istrator, Secretary Ickes, has power to lift these restraints under
certain conditions, has he not? Read that over.

Mr. HADLUCK. Yes; apparently so.
Senator CONNALLY. Have you taken it up with him at any time?
Mr. HADLICK. No, sir.
Senator CONNALLY. in other words ulder section 4, anyone in the

industry who has a complaint as to those conditions may take it up
and make ret)resentations and have a hearing I assume. Has your
association ever taken any. action of that kindH

Mr. HADLICK. No, sir.
Senator CONNALLY. All right; thank you.
Is Mr. Schock here?
Mr. ScxocK. Yes, sir.
Senator CONNALLY. All right, Mr. Schock; tell us who you are and

all about yourself.

STATEMENT OF CLARENCE SCHOCK, MOUNT JOY, PA. REPRESENT-
ING THE INDEPENDENT PETROLEUM JOBBERS ASSOCIATION
OF PENNSYLVANIA

-Mr. Suocic. Mr. Chairman, my name is Clarence Schock, and I
reside at Mount Joy, Pa. I am here representing the Independent
Petroleum Jobbers Association of Pennsylvania."

As to my competency, I will say that the business in which I an
interested "originated In a small way in 1876. I have been asso-
ciated with it since 1886, and during all that time we have operated
as independent jobbers.
,I am appearing here today, as stated, as a representative of the

Independent Petroleum Jobbers Association of Pennsylvania 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 30, 1937.

Many interests are involved in this proposal. Chiefly, there is the
interest, of the oil industry and the public interest The interest of
the oil industry involves' the interest of the oil producer, tho'
terest of the oil refiner, and the interest of the oil markotr.; .h6
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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 independent
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 producerss of crude oil are working in prfect
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 uenuin , open tank-car market. There
is no genuine open-cargo mar]cet. All is artificially controlled. The
supply and price of petroleum 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 (lays
there was always a posted spot market for gasoline at which taik
cars of gasoline could be purchased by anyone normally entitled to
tank-car price. Today this price is purely artificial ana is intended
to compel the purchaser 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 Oilgram, under date of February 8, 1937, indicates the
present price of 6 cents per gallon for 65 octane and above gasoline
f. o. b. Gulf ports. Transportation 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
buyer purchasing on the present spot market 6.90 cents per gallon.
The average tank-car price at New York, Philadelphia, and Balti-
more on February 8 was 7,08 cents per gallon, allowing a cargomarketer only 0.1$ cent per gallon ma.gin. It is easily seen that-it
is impossible at this margin to operate a cargo terminal, supply
tank cars, sales expense, and so forth, on this small margin. This
price was the spot price on unbranded asoline. Retail prices in
eastern Pennsylvania and Delaware on te same date ranged from.
71/2 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 readily seen that
a jobber purchasing gasoline on the spot market at the average price
of 7.08 cents per gallon plus an average freight rate of 0.65 cent,
making a total cost of 7.13 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 71/2 cents per gallon, he would actually have to sell the material
eit 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 inaterial
in the same area at an average delivered cost, price of 7 to 71/4 cents
per gallon, against the unbranded cost of 7.73 cents per gallon, de-
livered by tank wagon to commercial consumers' premises It hardly
seems possible that any major integrated company can justify sell-
ing branded gasoline to consumers in lots of O00 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 delivered by
tank car.

Integrated companies also at the present time are leasing expen-
sive service stations at rentals of one-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 worth while to investigate; and it
is worth while to investigate 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 wvere 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 requiredtthe 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
might have been as low as 25 cents per barrel and certainly not over
50 cents per barrel. In other words, by act oi Congress this supplier
was benefited as much as $750,000, or not less than $500,000. The
purchaser of the gasoline in this instance lost money in his jobbing
business. This can hardly be called a fair disposition of excess
profits acquired because of control of crude-oil production by act of
Congress.

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. rlhe)* 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 companies.
We independent jobbers wouldn't have a chance at any time, either

under control or before control, of buyiiig 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. Today, 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 manner 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-
leum 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 ind3-
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 pt'ivilege granted them by the Connally hot-oil law, now
tider considetation, are permitted to make excessive profit in con-
ticolled 16drde-oi -production. It is to the interest of the consumer t;Irs rV tho e tstonce of the independent marketer in order that his
effiditt'eoMrtiitin in marketing may be utilized in keeping down
c'osts tb the coijsumer.

:'It' 'idmaiifesti y unfair 'to 'protect the producer of crude oil by
price'Aixing; which is the unavoidable result of controlled produc-
top; and at the Isame time fail 'to give the' same protection to the
independent refiner ind the independent marketer. Some members
of the oil industry have believed that it is possible to accomplish
price control in every department of the oil industry. I thinkC it is
safe to say that at the present day most of us are 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 departments 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 Connally hot-oil law, the State
compacts, the approval of Congress, and the cooperation of the
Interior Department. From the standpoint of those in the industry
who do not profit by this control it seems that, so far as the oil busi- -
ness is concerned, the Department of the Interior is a department of
a federation of integrated, oil companies. The balance sheets of the,
large oil companies are beginning to reflect this advantage,' and it is.'
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conceivable that there is much advantage that will not be reflected
in the financial statements. All of which seems to violate the Slier-
man Act.
We ask no special privilege. We ask no protection. We simply

ask that the Federal Government withdraw in some manner the ftd-
vantages of price control by act of Congress, which the integrated
oil 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 )f the present situation which compels
us to buy in a controlled market and sell in a highly coml)etitive
market.

Now, as to the public interest, let us speak of flie' cost, to the
consumer. This committee will probably be supplied with detailed
statistics showing how little increased cost to the consumer has
*resulted from control of cru(le-oil )roduction. 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 say 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
,aine as it was immediately before Federal control. The operation
of free competition following the advent of the east Texas field (lid
not have time to develop fully and prove just how the price would
have been if controls of various sorts had not been immediately
apl)lied. It is inconceivable to me that anybo(ly should claim that
control of production, with resulting increase in price of crude oil,
will not make the price of gasoline to consumers, ultimately, on tie
average, higher under such control than without sneli 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 ot the finished merchandise.
It, seems to me axioniatic that increased cost of raw material, all

other things being equal, will necessarily increase tho cost, of the
finished )roduct and consequently the selling price 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 2A- it can
be proven that 100 divided by 181/2 equals 211. I refer you to Mr.
Swanson's statements before this committee.

The only reason for control of pro(luction 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 pos i-
bility of exhausting our petroleum resources. This cry began many
years ago when the production of petroleum after the war caught up
with demand and the price structure 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 demand, It wag then that the nesters of tIme il 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.

It 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 have been a duty of 21/! 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 tariff 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 petroleum. 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 would not last over 10
years. Subsequently the story was reversed and testimony of oil
experts was presented 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
o111 earth sufficiently to provide for the United States abundant sup-
ply of petroleum indefinitely. Geologists may know better, but
they (lid not when they condemned the territory within which the
east T[exas oil field was developed. It is possible that those who,
fear exhaustion are wrong again and that nature will supply whatwe need if we diligently seek it.

If, however, it be true that we are in peril of an exhaustion of
our petroleum 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 use the petroleum reserves
of foreign nations which are freely offered to us, %-hile 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 Amer.ca by act of Congress in
the name of conservation and at the sare 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.
It is an indefedisible proposition and should not receive the approval
of the Congress of the United States of America.

If Congress should see fit to insist upon Federal control and ex-
tension of the present tariff of onie-half cent per gallon on crude oil
and 2 cents per gallon on gasoline, I then suggest the following
method to avoid enrichment of private owners at public expense:
(a) Consolidate all petroleum-producing property, pipe lines, and
tank farms into one national corporation.

Senator CONNALLY. Do you think the Federal Government has
power to do that?

Mr. ScHoCK. 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 CONNALLY. If you do not think the Federal Government
can do it, why do you suggest it?

Mr. ScuociK I will suggest a modification of the idea a little later,
if you will give me the chance.

Senator CONNALLY. 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 lower). Prohibit stock dividends. (o) 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.
(d) 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
refining and marketing under statute law, protecting labor and the
public.
. The above may be constitutionally impossible, but it is ideal and

would provide all the advantages of Government ownership without.
the evilsm 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
accomplished by passing the bill (S. 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 income exceed 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
a '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
producers" in order to win the syml)athy of the public and our legis-
lators. By far the chief beneficiaries of this legislation are. the
major oil companies who own or control probably 75 to 90 pernt.
of our oil reserves. Congress might well investigate and deter.
mine the proportionate ownership. It is easy for the majors to
pay the signal 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 )orts from
indepemident refiners. The majors pay the independent. refiner a
higher price for gasoline than they sell it for. For every cent which
they lose on the independent refiner'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 20,000,000,00 gallons of gasoline is
$200,000,000. If control be made permanent, crude oil will doubt-
less .go to a 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-
duction 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.

Proponents of control have much to say about " stolen oil." Ethi-
cally and ideally all crude oil which is above ground and privately
owned is "stolen oil." 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 suiface of the earth. If this hadbeen done'the problem
of control could be exei'cised for the benefit of the people instead
of for the enrichment of the oil monopoly.

Senator OONNALLY. What does the gasolifie Sell for, wholesale'?
Mr. ScxocK. That 8 or 9 or 10 is not on every gallon. Let me

finishthe reading and then you can come -back at me.
Senator CONNALLY. I cannot remember everything that you are

talking about.
Mr. SciyocH. What I mean is the majors sell 8 or 10 times as much

as the independents. . 9 -
Senator CONNALLY. Is that 8 or 9 cents a gallon?

,M r. SCROCiC NO. ( , ... . .... * I •
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Senator CoNNALLY. Or is it 8 or 9 cents a barrel, or a tank?
Mr. Scn ocK. No; I am talking about totals. For every cent they

lose on the independent refiners gasoline-they may buy only one-
tenth of the volumne,-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 Siate militia for such 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 as
expressed in the act of Congress herein opposed.

Secretary Ickes has made criticism of a certain pamphlet and the
quotations he makes are quotations from pamphlet entitled "The Oil
Monopoly", etc., issued under my direction by the Schock Independ-
ent Oil 0o., 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 pamphlet is intended to
cover all crude production flowing from oil wells without the aid
of pumps. As I understand the term it is "flush production" no
matter whether the valve of the well is itfll open or only a small frac-
tion of full opening.

The only reason we independent jobbers get any consideration
from the major oil 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 speak-
ing, to kneel at the feet of our 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 this enrichment, by act of Congress of
owners of crude oil who are our competitors is a special privilege
which should be nullified in some manner or other ii order that a 1
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-
rected 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 appem 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 Dil,
will not appear in opposition because they fear the disfavor of their
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suppliers of petroleum 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-
ciallv in the wholesale division. Here the buyer seeks and kowtows
to the seller. This condition varies sympathetically with the effective
degree of prevailing control.

In our attempt to take excessive profit out of crude-oil production
let 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 thie 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
wouhl 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 property. A thorough investi-
gation by Congress of the economic record of the oil industry would
be something worth while for the edification of the American public.
The story has never been fully told.

Senator CONNALLY. Mr. Schock, would you also advocate taking
over all of the stock?

Mr. SCHOcK. No, control only, crude oil, pipe line, and tanker
transportation.

Senator -CONNALLY. Under your ideal plan you would make one
big corporation and take over all of the oil reserves and production

Mr. ScnocK. If it can be done legally, but I am afraid it cannot
be done, constitutionally,

Senator CONNALLY. You would not touch the marketing?
Mr. ScuocK. No; the purpose is to conserve the reserves and

public safety. So if you discover crude and have marketing as you
plan to do in Texas, make a public utility out of pipe lines, that
does not exist in other States.

Senator CONNALLY. The only way to take care of it would be to
take care of everything?

Mr. Scuocx. Iam 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 CONNALLY. 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. ScHocK. 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 ruinui.

Senator CONNALLY. Well now, Mr. Schock, are you against all pro-
ration and conservation laws?

Mr. ScHocIc. I believe in wide open competition except so far as
necessary for the public defense. I would not stand against that.

Senator CONNALLY. You want your own idea as to what is neces-
sary for the public defense and conservation?

Mr. ScHOcK. Save the oil, but do not put a burden on the public
ilrices. I have suggested a remedy.

Senator CONNALLY. But we do not have that before us today.
Mr. SclpxK. Oh yes, you have.
Senator CONNALLY. This committee does not have that entire

problem, the main problem, before it; we have only this bill.
Mr. Scimoci. But without this law we are opposing here none of

this stuff could be done.
Senator CONNALLY. All right. I)o you favor each State con-

trolling its own oil production and conservation?
Mr. ScuocK. Personally, I do not believe the Governmeint 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. YoU are opposed to oil regulation of produc-
tion in any State?

Mr. ScibocK. 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 CONNALLY. Those are generally platitudes.
Mr. ScHocK. No; they are facts.
Senator CONNALLY. 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. ScuocK. Yes.
Senator CONNALLY. Are you in favor of the Federal Government

aiding the States in enforcing their laws?
Mr. ScHocK. I am not in favor of the Federal Government aiding

a State to enforce a State law which is against the interests of other
States.

Senator CONNALLY. Do you get a good many of your oil supplies
from Texas, or the Gulf coast?

Mr. ScuocK. Yes.
Senator CONNALLY. Did you, during 1930 and 1931, when they

had this wild production and martial law, and all of that sort
of thing, were you buying there at that time?

Mr. SHOCK.' I do not know whether we were buying from that
field or not. We may have been buying from California at that
time.

Senator CONNALLY. No matter where you were buying from, when
crude was selling for 25 cents a barrel, where were you getting your
supplies?
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. Mr. SCHOCK. Senator, I really cannot answer that without looking
up our records.

Senator CONNALLY. For what price were you selling gasoline at
that time?

Mr. Sc-iocK, I cannot tell you that. I would have to look that up
in the records.

Senator CONNALLY. You are appearing here and I thought you
woull bring your data.

Mr. SCiiocK. No; I did not.
Senator CONNALLY. 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. SuHioc. My recollection is that the lowest tank-car price on
the eastern seaboard at that time was about 41/4 on gasoline, the
lowest I call remember. Mr. Pindall has those things in his head
better than I have.

Senator CONNALLY, What is it selling for now?
Mr. SCHOCK. 7.08 is the average.
Senator CONNALLY. So, when oil was 25 cents, the lowest price oil

gasoline was 4 , and now it is 7.08?
Mr. Scuocl. Yes.
Senator CONNALLY. So the relationship wa6 not maintained in that

particular instance?
Mr. SuocicK. 1 think that can be safely said to be due to the

interference with free competition that has always prevailed.
Senator CON.'ALLY. I am speaking of when there was no artificial

control.
Mr. ScuocK. There has always been that during the 50 years since

I have been in it.
Senator CONNALLY. Before this act went into effect?
Mr. Scuocu. It has been controlled all of the time.
Senator CONNALLY. All boiled down, your testilnony amounts to

the fact you are against the conservation laws of the State and you
are against the Federal Goverinent aiding in enforcing them?

Mr. SCHOCK. Eixecpt 
V

Senator CONNIN;,LLY. How far do you think we should go?
Mr. SCROCK. Except ao- may be necessary, for national defense.
Senator CONNALLY. Who is going to say what is necessary, te

States or Congress?
Mr. Scu ocx. Congress.
Senator CONNALLY. Do you think Congress has power to step in

and take charge of all of the oil production ill the United States?
Mr. SciiocK. If it be necessary for the national defense.
Senator CONNALLY. Did not the Supreme Court hold the Federal

Government could not do that; that it did not have power to (1o that
in the N. R. A., the unanimous Court?

Mr. SCROCK• Yes; but that has been defeated by this law we now
oppose.

Senator CONNALLY, This law does not relate to anything except
interstate shipment.

Mr. SunocK. 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 CONNALLY. 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 law?

Mr. SciOCK. I do not think either the State or the Nation should
have such a law as will control price.

Senator CONNALLY. But suppose Pennsylvania had such a law.
Mr. ScHocK. That is up to the State to enforce.
Senator CONNALLY. 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 sone people ought to )e lperinittd-

M'. ScHocK. I think the State should enforce it itself and that
tle Fe(lerai 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 asleep, if
they could ship in interstate commerce, they sho(idd be permitted
to o it?

Mr. ScHocK. I do not think anybody should he sent to jail for
violating such a State law. I am opposed-

Senator CONNAILY. You are opposed to the law, but after it has
been enacted by the State and the body of the pe)pl are obeying
it, do you think those who are erimiAally minded who defy the
law and pump out their neighbor's oil while he is asleep, that' they
should he permitted to ship that oil in interstate commerce in
defianDe of the State laws and reap a profit out of it?

Mr. ScHiocK. 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 CONNALLY. You do not think the State can control inter-
state commerce?

Mr. ScHociu. They can control the shipments out of the State if
they try to prevent It.

Senator CONNALLY. They can prevenit a ian front stealing an auto-
mobile, but if he gets across the State line, then what ?

Mr. SCHocK. I (1o not think the Federal Government should help
something that is not in the interest of the Federal Government.

Senator CONNALLY. 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 rims 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 iPederal Govern-
ment should do that, or do you think it should let Pennsylvania
enforce its law?

Mr. ScHocK. 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 is ineffective. Some things are legal and not ethical.

Senator CONNALLY, Why is it wrong in the case of aii automobile
and not in the case of oil?

Mr. ScxOcK. I 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 g-ound is simply performing a serv-
ice in taking them out of the reservoir Nature has provided aind -'h-
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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 tlink it is right for the
Federal Goverunent 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 CONNALLY. Well, of course, that question about whether
the public ought to own the oil, the founding fathers did not think
about that, because there was not any.

Mr. ScjiocK. But there is no reason we should not think about it
now.

Senator CONNALLY. That is a question this committee has no juris-
diction of at the moinent.

Mr. ScnocK. All of those considerations affect the approval or dis-
approval of this bill.

Senator CONNALLY. As I understand it, you are against, the bill?
Mr. ScrocK. I thought I made that clear; there is no doubt about

that.
Senator CONNALLY. Have you anything else, Mr. Shock?
Mr. ScuocK. If possible, I would like to have this pamphlet go

into the record.
Senator CONNALLY. We will let that go in as your peroration.
(The pamphlet is as follows:)

TIE OIL MONOPOLY GETS SUBSIDY OF MILIONS or DOLLARS By Acx OF CoNoREss
AND TILE CONSUMI;. PAYS

The oil monopoly by authority of unjust Federal laws is today in control
of volume of production of crude oil and the price thereof. This monopoly
today includes integrated major oil companies and other producers of crude
oil. (An integrated oil com)any is one that engages in all of the four great
divisions of the industry, namely, production of crude oil, pipe line, or marine
transportation, refining and marketing.)

In 1931. the posted price of mnidcontinent crude oil was as low as 10 cents per
barrel; in 1933 before control by Federal authoritv It was as low as 25 cents
per barrel. Under acts of Congress passed In 1933 and later, the oil monopoly
bas controlled production and raised the posted price of midcontinent crude
oll to $1 per barrel. Other crule oils fluctuate In sympathy with! mideontinent.
In January 1937 a movement was under way to raLie the price of midcontinnt
crude to $1.17 per barrel.

The total production of crude oil in the United States is about 1,000,000,KO
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 gasoline. Gasoline
is the best seller among petroleum products. In the long run gasoline carries
the major load of cost of production, and consumers of gasoline pay the bill.
The excess cost to the public brought about by Feberal control is easily
calculated.

Passage of present control laws was accomplished under pretext of "con-
servation of natural resources." The real purpose was conservation of eno.
nome resources, conservation of the earning power of excessive eapitalivation,
excessive capitalization produced by excessive profits over a long period of
unparallelled monopolistic prosperity. If conservation of natural resources
had been the real purpose there would not be a duty of 2% cents per gallon
on gasoline and one-half cent per gallon on crude oil. If conservation of our
petroleum be necessary 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 petroleum and its products. At present no real con-
servation is accomplished. Under present laws Congress is permitting the
exhaustion of our petroleum reserves to supply both domestic and foreign
demand and the only accomplishment lies in the fact that private owners of
crude oil are producing more crude oil and are getting a higher prie by
Government edict at expense of the consuming public.

If for any reason the Federal and/or State Government should continue to
control production of crude oil, then the Federal Government should regulate
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such business, including pipe-line transportation, either by taxation or otherwise,
limiting dividends to 5 or 6 percent on the actual value of the investment
(market value or original cost whichever Is lowest) prohibiting stock dlivi-
dends, and requiring the sale of crude oil to all buyers at the maine 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 oil-producing States the markets
have been more completely controlled than ever has occurrel in 50 years past.
There is no genuine open-tank-car market; there is no open-cargo market. All
is artificially controlled. 'rere must exit a consIlracy in restraint of trade in
violation of the Shernan Act. Present conditions can be explained by no other
hypothesis. In other words the oil monopoly still lives.

cONSFERVATION FOR WHOM?

The 1935 session of Congress (74th, 1st) passed two laws that have had far-
reaching effect on the public and the oil industry. They were:

1. The Connally bill forbidding the interstate transportation of petroleum
products ina(le from c-rude oil produced in excess of State "quotas" or "allowa-
bles" (Public, No. 14, 74th Cong., ell. 18; 49 Stat., pp. 30-35), which expires
automatically on June 16, 1937, unless extended by the present Congress.

2. The Cole resolution permitting "State compacts"-i. e., approving an
agreement between the few States that produce crude oil permitting them to
control the production of crude oil (Public Res. 64, 74th Cong., ell. 781; 49 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 oil produced in excess of the "quotas" or "allowables" set
by any State is "contraband" and cannot lie shipped in Interstate Commerce,
section 9 (c) of the National Industrial Recovery Act had the same purpose
but it was declared unonslltutional by the Supreme Court. Elaborate ma-
chinery has been set up by the Federal Government to enforce this statute. It
tias placed the Federal Government in the business of aiding the major lnte-
grated oil companies, the producers of crude oil and the oil prodiwng States
In curtailing the production of crude oil below market deniand, thus holding the
price above ordinary competitive levels and exacting tribute at the expense of
con uners of petroleum. Senator Connally, of Texas, has introduced a bill
(8. 790) in the present Seventy-fifth Congress to make this act permanent.

THM COLE a0EsoLUTION

The Cole resolution gave the permission 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 vlolt,"s the antitrust
laws. It enables the oil producing States to do about as they wish by agree-
ment-all at the expense of, tad to te great detriment of, the majority of the
States in the Union that tre consumers of oil. These oi-producing States
cain resist the production of crude oil below lnarket demand, ths giving them
a leverage to raise the price. The States of Texas, Oklahoma, and California
produce 80 percent of the total crude-oil production of the United States. These
three States are the chief beneficiaries. Percentages of production among
States tire as follows:

State 1933 1934 1939 State 1933 3034 1999

Texas------------44.5 42.0 39.4 Michl.a.. .. .9 1.2 1.
Caiforoa.-----------19.0 19.2 20.9 Pennsylvania ............ 1.4 1.0 1.8
Oklaho .a...... 20.1 19.9 18.6 Arkansas ................ 1.3 1.1 1.1

..t.l ottt ................ -1- 4.4 4.9
Toa,3Sae 36 81.1 78.0-

Kansa ...... .... 41 .1 . Tota, Uited
iaa------------3.....88 3.60 : tates---------..190.0 100.0 100.0New Mexico-------------.1.6 1.9 2.1
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. F1oRASTS OF MAaKIL' DEMAND

The Bureau of Mines of the Department of the Interior since June 1935 has
been issuing forecasts of market demand for crude oil and refined petroleum
products and recommended production to coie from the respective States.

To prevent the further issuance of these forecasts Oongress should imedl-
ittely pass legislation providing "that the Department of the Interior shall not
prepare or issue estimates of motor fuel demand and required crude oil produc-
tion In any manner whatsoever."

These forecasts constitute the third link In the chain of Federal aid to oil
mllonopoly.

WHO PROFITS?

Who were tie lpopollents of these laws? They Included the major integrated
oil companies, the oil producers, and the oil-producing States. Ti benefi.ries
are this same group, and the consumer pays the bill.

Both lIws were sNpll.ore(i 111nd their enacimelt, urged by groups that expected
to and n)ow do benefit from their passage. They enable these groups to hold
produchtionl of crude oil below market demandd and thus exact a higher price
than ('onpilie(itlon Would otherwise provide.

WHO saVES nsT?

This favoring of the production division of the oil Industry with lositive
control of cru(le-oil prodction permitted by existing Pederal laws makesit
impossible for independent operators to compete in the, marketing divisions
of the industry because they are compelled to buy at these regulated luiles
and yet to sell on an ol(n .competitive market, competing with the integrated
companies who are frequently marketing at a loss and using the excess profits
in prodiuciion, pipe line, and refining to absorb that loss.

The independent marketers have always marketed a large majority of petro-
lein i products iecanse they can market with less cost than the integrated
companies. The unfair advantage enjoyed by integrated companies undee
existing Federal law is making it possible for the large oil coipanie's to unethi-
cally "squeeze" ninny Independent marketers oit of business. If this sitination
be continued the public will lose the good faithful competitive service of the
independents and ultimately will pay still heavier tribute to the oil barons.
The independent markets can render better service at the same cost or the
same 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 buy his siles
in a true competitive market instead of the present controlled source of
supply.

AN OPEN MAIIET FOR Olt

Competition is the antithesis of nonopoly-both cannot survive. Competi-
tion, meaning an open market in the oil industry, is well nigh impossible so long
as these two statutes and the issuance of forecasts of market demand continue.
In fairness to the public they should be promptly repealed.

It is time also to seriously consider immediate repeal of the tariff of 2/, center
per gallon on gasoline and % cent per gallon on crude oil. This tariff was
smuggled through Congress as a rider to the Revenue Act of 1932 (sec. 601-C4)
at the instance of the same group who advocated the Connally hot-oil bill and
the Vole resolution permitting "State compacts", all of which was done incon-
sistently 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 (I. R. 88) in the present Seventy-fifth Congress to not only continue this,
tariff, but, if you please, to increase it. The oil industry of this country Is the
oldest and biggest in the world. It does not need and should not ask tariff
protection. In 19.35 world production of crude oil was as follows:

Barre
United States ----------------------------------------------- 93, 042, 000
All other countries ------------------------------------------- 648, 668, 009

Total world production -------------------------------- 1, 642, 60, 00)
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ENFORCEMENT OF ANTITRUST LAWS

The shocking revelations of a Federal grand jury at Madison, Wis., during
1930 (In four indictments involving most of the major oil companies) show how
necessary it is that 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, 11364, and 11365,

To enforce the antitrust laws It Is quitA) apparent that the Antitrust Division
in the I)epartment of Justice lust have at its command a sufficient legal staff to
adequately handle the problem.

If tie disclosures made before the Federal grand jury at Madison, Wis., are
typical of what has been going on elsewhere In the United States, enforcement of
the antitrust laws in the oil industry becomes a large enough problem to utilize
the entire staff of the present Antitru.1t Division. To do this would leave other
small industry at the merey of predatory monopolistic concerns. Hence an
adequate appropriation by Congress for the Antitrust Division of the Depart-
ment of Justice Is essential.

aIVOReMENT OF PIPE LINES

As long ago as 1904 Ida M. Tarbell, In her famous history of Standard Oil
Co.. said :

"In spite of the Interstate Commerce Comnuission, 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 task is to secure free and equal trans-
portation privileges by rail, pipe, and waterway is evident. It is not an easy
matter. It is one hilch may require operations which will seem severe; the
*hole system 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-
tied, and settled right, tile monopolistic trust will le with us, a leech on our
pockets, a barrier to our free 'efforts."

A few years later Congress enacted legislation (sec. 1, liar, 8, of the Interstate
Commerce Act, commonly known as tile commodities clause) which divorced the
railroad companies from tie operation of coal mines, timberlands, and any other
commodities which it resold., There is no reason why, even at this late date,
the congress should not enact a further amendment to the Interstate Commerce
Act divorcing pipe lines and tankers from the oil companies. Every consumer
of petroleum, in other words every citizen, and voter should contact or write his
two United States Senators ,and his Congressman urging them to initiate and/or
support Federal legislation which will accomplish the following purposes:

(a) Repeal of the Connally hot-oIl bill (Public, No. '14, 74th Cong., ell. 18;
49 Stat., pp. 30-32) and defeat of S. 700 in the Seventy-fifth Congress.
(b) Repeal of the Cole resolution permitting "State compacts" (Public Ies.

No. 64, 74th Con',,,. (,t. 781 ; 49 Stat., pp. 939, 941.).
(c) Withdrawal of Interior Delarlmenl from service to the oil monopoly.
(d) Repeal of the tariff of 21

/a cents per gallon on gasoline and one-half cent
per gallon on crude oil and other products of crude oil (see. 601-Ca of Revenue
Act of 1932) and defeat of H. R. 88 in the Seventy-fifth Congress.
(e) Severance of pipe lines and tankers from control by oil companies.
Form 716A

SCuOCK INDEPENDENT OIL CO.,
Mount Joy, Pa.

Senator CONNALLY. Mr. Hill?

STATEMENT OF GEORGE A. HILL, JR., HOUSTON, TEX., PRESIDENT,
HOUSTON OIL CO.

Senator CONNALY. Give the stenographer your full name, busi-
ness connection, and so on, Mr. Hill.

Mr. HILL. MI name is George A: Hill, Jr. T am president of
the Houston Oil Co., an independent operator. I ain a director 9f
the Independent Petroletun A.sociation of America and tle Uid-



122 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

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 Chica go, 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.

I attended various proceedings in Washington throughout the for-'
mation of the oil code. 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 been my judgment and experience that no successful effort
at State conservation can be accomplished, first, without adequate
conservation laws within the State.

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
practical 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 regu ate
production.

Second, under the Constitution, the oil-producing States can then
confer and cooperate in the enforcement of conservation laws.

Third, the Federal Government can, in the exercise Of its ex-
clusive powers, aid in prohibiting the shipment in interstate com-
merce of 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. I..

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 hundreds
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 CONNALLY. May I interrupt you, Mr. Hill. ,Is your com-
pany a major, independent, or what?'
Mr HILL. It is an independent 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 :names of them if
it were necessary or if the committee desires.
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Senator CONNALLY. If yOU have it convenient, we would he glad
to publish the list.

Mr. hiu. We sell light crude to the Crown Central Iofining Co.;
we sell heavy to the Corpus Christi Refining Co.; the Pettis, Re.
fugio, and such independent refiners as the Phoenix Refining Co.,
an( 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 l)uy and the
price he offers to pay. In recent months I have sold cargo ship-
nients to Belgium refiners, French refiners, and Italian refiners, all
of them independent as far as I know, and in the open inarket, based
entirely upon the oiers that are made for our crude from time to,
time. In every aspect that the term "independent" cold 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 some statistical information about the enforcement of this act
and how it applies to the other laws that have been under discussion
here, and if the committee thinks that would be of aid, I will be
very glad to give that.

Senator CON NALLY. We will be very glad to have it, Mr. Hill.
Mr. HILL. The revised Connally Act (Public, No, 14, 74th Cong., S.

1190) was enacted in its present form by the Seventy-fourth Con-
gress and a pproved February 22 1935. This enactment came as
the result of a court decision rendering a prior similar act invalid.

Pursuant to its provisions, the Hon. Harold L. Ickes, Secretary
of the Interior, was, on the 28th day of February 1935, designated
by thlo 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 Gregg, Up-
shur Smith, Rusk, and that part of Cherokee County covered by
thle antos Coy, Pratt, and I)Jkes surveys, to be known as the east
Texas field and constituted it as a "designated area" within thei
purview of the Connally Act and his prior executive order setting
up regulations under the act. There was created, in the same
order, a board to be known as the Federal Tender Board No. 1,
with its principal office at Kilgore, 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 applications for tenders be submitted to the agency before being
actedupon by the Tender Board.

The Federal Tender Board No. 1 and the Federal Petroleum
Agency No. 1 are jointly charted with the responsibility of carrying
into effect the provisions of t e Connally Act, the main purpose ol
which is to prevent the movement in interstate commerce o petro-
leum and its products which is produced, transported or withdrawn
frem storage in excess of the amounts permitted under the laws pf
any State or any rule, regulation, or order of any State board,
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bureau, commission, or officer. As a legal aid in administration of
the act, a special assistant to the Attorney General of the United
States hasileei designated as adviser to the Tender Board and
Petroleum Agency conducting both criminal and. civil prosecutions.

Section 6 of the Connally Act reads as follows:
Any person knowingly violating iny provision of this Act or any regulation

prescribed theremidnhr shall, upon convictionn, he punished by llue of not to
exceed $2,000 or by Jmprisoninent for not to exceed six months, or by both
sll tl 

11 
11d tin(1 tllslollntillt,

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 criiinal cases have arisen tinder the provision above quoted. Of
this iuinber, 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 Easteru 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 3 or 4 days, which
would increase the number of convictions and decrease the number
now petlding.

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 where an acquittal has been secured 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 order of the Tender Board
(lenyillg 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.

III numlArous instances the Board has exercised its authority to
seek and obtain injunctive relief against the movenlent of oil and
p)rodu(ts I ditued or 111llufacturet i l excess of State allowable, and
likewise, ill all but o1 instance, hats silccessfully defended its posi-
ion whlen injunctive relief was sought against the Tender Board by
part ies lidertaking to iove oil and/or products. In most of these

cases DO proceedings were had beyond the United States district
court, but in at least two such cases tile validity of the Connally Act
was expressly upheld, namely East Texas Refining (7o. v. Meyers,
(t al., filed April 13, 1935, and the Ea<t Texa, Refining Co. v. The
Federal Tender Board No..1, filed April 26, 1935. The result of tlese
cases has been to define thle 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 Circuit Court of A appeals
fOr the Fifth Circuit sitting at, New Orleans, in one of which the
Board's contention was sustained as well as the validity of the
Conially Act and the injuiictiv6 powers of the courts thereunder.
(Urited States v. Griswold, 82 Fed. (2) '922). In this case Judg6
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Hutcheson, speaking for the circuit court of appeals, used the follow-
ing language in llis opinion:

I' think It plain that the act (Connally Act) validly authorizes district courts
(United States district courts), upon allegation and proof that persons are

dealing or about to deal interstate it contraband oil, to enjoin then from
doing so.

Continuing in the same opinion, l udge Hutcheson expressed the
real purpose and effect of the act as follows:

It takes up where State Iower ends, and by supplementing State legislation
It makes completely effective, the general will of the people of the State of
Texas, expressed in its conservation laws.

Where has b)een a constantly finishingg overproduction since the
effective date of the Connally law, con1encing in March 1935, when
there was an estimated overproihtition of ibout 33,250 barrels a
day in the east Texas field, antd that hs1 constantly diminished from
week to week and month to month; and the latest estimate that I
have, which was December 21, 1936, it was slightly in excess of 6,000
barrels.

These figures were arrived at ill the following maier: The daily
average allowable connections to all refineries in the.field is deducted
from'the daily average of crude oil run to stills, which represents
o01e itiethod commonly used in the field to estimate overproduction.
As a further calculationl , the dail avera-ge gasoline shipmeilts are
reduced to crude oil, based upon the1 average refinery gasoline yield
in the field, and from this figure is deductel the daily average alow-
,ble connections, the remainder representing an approximation of
overproduction. Tihe figures above listed represent a mean average
of the two results obtained as outlined immediately above.

The increase in estimated overlproduction during the months of
,July, August, and September 1935, is, no doubt, materially influenced
by confiscation proceedings had in the State courts and upon which
oil no tenders were ever granted by the Federal Tender Board.

As explained above, the figures herein 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 accurate to reflect 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 above esti8-
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 3,422,734 barrels 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. It
does not represent the overproduction during the period from Feb-
ruary 22, 1935, to date.) This oil, upon being forfeited to the State
and sold, is cleared by the Texas Railroad 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 Tender, l

125005-37-9-
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This amount has, therefore, been prevented from moving in inter-
state commerce 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 Federal Petroleum
Agency operates continually in the investigation of all applications
for tenders that are presented to the Board an(l 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 schedules. As a 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-
ings of the Agency.

The Agency is likewise conducting at this time an extensive inves-
tigation of the actual amounts of legal oil on hand and carried on
the records as teniderable balances. Invest nations of this type lead
often to the necessity of reducing such tendlerable balances as they
appear on the operators' reports 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 ana the preven-
tion of waste, the effect of the act has been to reduce bottom-hole
pressure from September 1934 to March 1936 only about 57 pounds.
In September 1934 in the east Texas field, it was 1,233; and in De-
cember 1936, 12175. That shows at very small reduction of bottomn-
hole pressure in that period during which at great amount of oil
was produced. Prior to that time, when we did not have thle effec-
tive aid of the Federal Government there was a tremendous loss of
recoverable oil due to the too rapid depletion of the gas energy in
the sands in that great field.

While I 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 vith 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.

I believe, Mr. Chairman, that covers what I had to say, unless the
chairman has some questions.

Senator CONNALLY. I would like to ask you, Mr. 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 tlie oil industry?

Mr. -iu ., Well, in the first place, Mr. Chairman, the question of
what is or is not conservation is not only a question that arises under
complex and different circumstances il ea,]t field, but also in each
producing horizon in each field; and listening to the testinmony tilis
morning, in which there was an effort to point out that the Coqually
Ac( was an integral part of a greater picture, it occurred to me, and
I do not assert there is 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
greatly 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 l)ut I
think it is of greater public interest than it is of private interest to
the owner. I am answering your question the hard way, Senator; I
do not -know whether I am giving you an explicit answer or not.

Senator CONNALLY. What I 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. HILL. 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 consumer, even bearing the loai
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-
ouv for the ultimate consumer or buyer of gasoline.

Senator CONNALLY. What, if any, effect, from your observation and
experience, has been the potential increase in the reserve in the ground
by:reaso,iimof conservation? Of course. the amount of reserve is fixed,
but I mean the recoverable anonut of those itserves?

Mr. HILL. 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 interest as far as the consuming public is cmcerned, 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 CONNALLY. I want to ask you, Mr. Hill, as a producer of
crude and oil, from your experience and observation in the Texas 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. HILL. Yes, sir; that is my judgment.
Senator CONNALLY. Have you ever had occasion to observe any-

thing to the contrary?
Mr. HILL. No, sir.
Senator CONNALLY. In the sales of your crude products I believe

you named a lot of independent companies to whom you sold; do
you make any discrimination as to whom you sell, provided the price
is satisfactory?

Mr. HILL. 'None whatsoever; it is a day-to-day transaction with
us, except where we are covered by a contract; and, being an inde-
pendent operator and an independent producer, I may have s,?me
slight leaning toward an independent buyer; but, in the iastanaly'sis,
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it is a question of price, financial responsibility, and ordinary busi-
ness transactions.

Senator CONNALLY. IS there usually 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-a standard price?

Mr. HiLL. Yes, sir; there are posted prices, and sometimes buyers
will pay a premium. But to give you an illustration, my East Texas
crudeoil production is sold to the Crown Central Refining Co.
They do not have any pipe line to the east Texas field but use the
Houston Ship Tunnel. They 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 reg-
ulated by the Railroad Commission of Texas, and it is received there
from my tanks for the account of the buyer and delivered to him at
a terminal for his account. He pays the transportation charge; I
have nothing to do with it. I sell oil in Reiugmo. I have no pipe
line to Corpus Christi. I sell it to a Belgian, and I sell it f. o. b.
pipe line at Ref ugio; I deliver to a pilpe.liue company there, an(t they
deliver it over their docks to a designated tanker at seaport. ThAt
is the ordinary way in which that sort of business is transact ed.

senator CONNALLY. Under the laws of Texas and muder the ad-
ministration of the railroad commission, are all pipe lines comm non
carriers?

Mr. HILL. It has always been my understanding. As a lawyer I
always so considered it ivhen I practiced law, and I 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 in, tanced, accept oil from l)eol)le
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. HlILL. Yes; and many of them are very active in the solicita-
iion of that business. A great part of their revenue conies from
transportation of other people's oil or the pipe-line tariff fixed by
the railroad commission. I have never heard that refuted before
in my presence.

Senator CONNALLY. You have never heard it denied.
Mr. HI[L. I will accept the correction; I have never heard it

denied before.
Senator CONNALLY. Is there anything else you want to say, Mr

Hill?
Mr. ILiLi. No, sir.
Senator CONNALLY. We are very glad to have had you come, Mr.

Hill.
Mr. HILL. Thank you.
Senator CONNALY. It is my disposition to adjourn these hearings

until tomorrow unless there is some gentleman. from out of town
who cannot be here tomorrow.

Mr. D~ciEa. Mr. Chairman, I have a brief which I can leave with
you; I can finish before 1 o'clock.

Senator CONNALr. All right. We will take your brief and hear
you. too.

Mr. Dcuicn. 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 CONNALLY. Is this statement you want to read the brief
you want to file?

Mr. DEcKR. If you are crowded for time you can just, file it.
Senator CONNALIX. We will put it in the record, and we can hear

you if you want to say anything.
Mr. b EcKER I did not prepare this and I am substituting for

another person.
S.Seiiator CONNALLY. Will you give your full name and connec-
tion, and so fortlh, to the stenogralher.

STATEMENT OF R. E. DECKER, PLYMOUTH ISLE, DETROIT, MICH.,
REPRESENTING DIXIE INTERSTATE

Mr. Diwi(fat. My name is R. E. Decker, and I represent the Dixie
Interstate.

I can say briefly the Dixie organization comprises independent
marketers in 10 States, and we are only interested in this bill so
far as it affects marketing. I believe, fi'om hearing the statements,
and personally I feel, if we are going to have Government control,
whether Federal or State, we should'have it all of the way from
the ground to the consumer.

As far as production, I know nothing abovt production or re-
fining and very little about transportation,. I do feel I know some-
hing about marketing, but evidently it does not come under this

act.
Senator CONNALLY. This bill only touches transportation inter-

st ate of oil or products which have been produced in violation of
State law.

Mr. DECKER. We are only interested in it as it affects marketing,
and I feel personally if there is going to be Govermnent control it
should be all of the way, and I believe we will have some fair-trade
bills in Michigan affecting marketing.

Senator CONNALLY. Do you have any difficulty in buying gasoline
or oil products in the open market at the same price that other
people buy them I
,Mr. DECKERu. We are marketing at full price, and ethylized gaso-
line. I do not believe that is offered on the open market, because
anyone who markets it must have a franchise from the Ethyl Cor-
poration.

Senator CONNALLY. That is treated with some particular patented
process?

Mr. DcKilm. Yes.
Senator CONNALLY. And anyone who handles that has to get a

license from thiepatent holder?
Mr. DECKER. Yes, sir.
Senator CONNALLY, Do you deal in ordinary gasoline?
Mr. DECKER. No; we do not,
Senator CONNALLY. We will be glad to hear avything else you

hiave to say.
Mi.. ID:tiEm. I have only this brief. I appreciate the opportunity

of presenting it at this time. I am not here to argue about produc-
tion, because I am not qualified, but I have learned a lot here this
mon'iiing.
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Senator CONNALLY. This is a free school; there is no charge.
(The brief offered by Mr. Decker is as follows:)

Dixie Inteistate is an association of independent oil jobbers operating in 10
Slates. It numbers 134 members, located in the States of Michigan, Wiscon-
sin, Illinois, Missouri, Iowa, Kansas, Nebraska, Colorado, Oklahoma, and
Texas. In each of these States there Is a Slate organization, and these organ-
izations, 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 100,000000 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
to the public. It is not 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 Dixie brand.
Compared to the so-called major oil companies, all Dixie jobbers must be
described as "small business" men.

This group oppose the enactment of Senate bi1 790, because the effect of this
act Is to make permanent what was originally emergency legislation designed
to be used in connecilon with the National Industrial iteovery Act. That ;a:t
has been imenforceable for nearly 2 years, but the Connally Act, like the human
tonsil and appendix, has remained to give trouble Instead of serving any useful
purpose. The act will expire by its own limitation on June 16, .937. Senate
bill 790 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 oil
companies to control at the source the production of oil. The main reason for
the present plan of proration of production Is not so much the conservation of
natural resources as to maintain the price of crude ol.

Instead of letting the laws of supply and demand regulate the production of
oil, an attempt is made to limit production below the natural demand, thereby
maintaining a price based on scarcity. The consumer, of course, pays the pill.
I The limitation on the free production of oil enables integrated major com-

panies, through their control of pipe lines, to more easily "corner time market",
and they have largely done so. The Department of Justice has just secured
the Indictment of mmmny of these companies in the district court at Madison,
Wis., for unlawfully 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 Federal 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 it free market all the way from the oil well to the consumer's gas
tank, or there should he 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 unregulated, afford the major integrated
companies, engaged In all brlehes 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, sueh as the Jobbers composing the Dixie group,
to buy in a controlled market, while they have to sell in an open market and
in competition with the very people from whom they are compelled to secure
a4 supply of merchandise. It has resulted in many instances in the loss by
independent marketers of their entire business, because they were unable to
secure a source of supply. This state of affairs has not been confined to any
cie section or locality. Legislative investigations in States as widely separated
an Michigan, New York, and North Carolina have found practically the same
state of affairs to exist. All over the country independent Jobbers have been
forced out of business as the result of tie control of production.

If no one engaged in one branch of the oil business whs permitted
to eng ge in any other branch of the industry, the only effect of the
limitation of plrodletion 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
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-
bels which compose Dixie Interstate, therefore, oppose the enactment
of Senate bill 790.

(Mr. Decker subsequently submitted the following:)

REPORT OF T1114 JOINT LEOIsLATIVE CommITrEE CREATeD AND EMPOWERED TO

INVESTIGArE PETROLEUM MARKETING PRA(,rICES IN MICHIGAN

To the legislative council of the Legislature of the State of M3,chigant:
Pursuant to Senate Concurrent Itesolutions Nos. 10 and 31) of the regular

session of 1935, there is herewith respectfully submitted the report of the joint
legislative committee created and empowered to investigate petroleum marketing
practices in Michigan.

On mothn of Mr. Calhghan 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
a joint legislative committee to investigate alleged monolodistic and unfair trade
practices by the major oil companies operating In Michigan. The resolutions
follow:

SENATE CONCURRENT RESOLUTION NO. 13-A CONCURRENT R'PSOLU'rIoN AUTIIORZING
AN INVESTIGATION OF CONDITIONS CONFRONTING TIl INDEPENDENT OIL JOBBRS OF

tICI\OAN

Whereas there are in tie State of Michigan more than 300 independent con-
cerns engaged In the marketing of petroletim products; and

Whereas said concerns regularly employ between 55,000 and 65,000 residents
of Michigan; and

Whereas said concerns have in Michigan a capital investment of between
$25,000,000 and $35,000,000; and

Whereas said concerns operate almost exclusively in Michigan and comprise
distinctly a Micidgan Industry; and

Whereas one of the said concerns is the Farm Bureau Service Corporation,
which alhne serves more than 15,000 Michigan farmers; and

Whereas the virtual suspension of Federal antitrust laws under the National
Recovery and associated acts, largely removed restraints on monopoly; and

Whereas codes of so-called fair competition affecting the petroleum Industry
are alleged to have been administered by special interests within the Industry
Itself In such manner as to encourage anti restore vicious monopolistic practices;
and t, ,/

Whereas certain major and integrated companies of the petroleum industry,
which contpanies control practically all of the operations from drilling to gas
station, are alleged to have been enabled to employ said monopolistic practices
In an effort to destroy Independent competition; andWhereas because of sueh practices the above Michigan independent concerns
are said to now face a situation which, if not corrected, may mean their eventual
abandonment; and

Whereas such abandonment would-
(a) Bringing about the destiruction of an essential Michigan industry;
(b) Imperial the welfare of all of the citizens of Michigan because of the

probability of Increased retail prices of gasoline: Now, tlrefore b.- it
Reoscined by the e&'ate (the hmse of rcprecsntativcs aoncu'ri ig), That a joint

legislative committee, consisting of three members of the senate and four mem-
bers of t!e house of representatives, pointed by the president ani the speaker,
respectively, be authorized to examine into the aforesaid to the end that it may
be determined whether or not additional legsilatjon Is needed to protect the public
interest; alnd be it further '

Resolve d, Tiat said committee be given full power ad authority to subpona
witnesses, administer oaths, and to examine tiny and all persons, records, and
documents deemed proper by said committee, and to incur any necessary ex-
penses, htinding those of witness fees, counsel fees, auditing and sLteno-
graphic serves in king such Invostigat.ion, such expenses not, to exeed a
tWIal of $5,00), the samle to be paid out of the general fund- of the 'Ate,
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Pot otherwise appropriated, upon Itemized vouchers, 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 iis legislature as
speedily us possible.

SENATE CON'URIRNT aESOLYIrON NO. 30-A CONCURRENT RESOLUTION
RUPPLEAWNTINO SENATE CONCURRENT RESOLUTION NO, 1:

Whereas Senate Concurrent Resolution No. 13, adopted by the senate and the
house of representatives, provides for an appropriation from the general fund
of $5,000; and

Whereas a question has arisen as to the interpretation of the following lan-
guage used in the concurrent resolution: "The same to be plaid out of the
general fund of the State; not otherwise appropriated" ; and

Whereas the Interpretation of the above language is alt to jeopardize the
effectiveness of the funetioning of the conmilltee aplolnted by irtue of Senate
Concurrent Resolution No. 13: Therefore, be it

Peso vcd by the senate (the house of represeta tiles conwcurring), That the
expense of said committee, functioning under Senate Concurrent Resolution No.
13, to the extent of $5,0(00, be paid from the legislative appropriation, one-half,
as near as may he, by the senate, and one-half, as near as may he, by the
house of representatives, unless otherwise provided for.

The committee appointed under said resolution was as follows: Ambrose G.
Bushnell, representative; Fred J. iHouseman, representative; Walter B. Remer,
representative ; George L. Teachout, representative; Earl W. Munshaw, senator;
Leon D. Case, senator; Joseph A. Baldwin, senator.

Senator Baldwin was named chairman. At the request of the committee, lIon.
1ialrry S. Toy, then attorney general, assigned Assistant Attorney General

Gordon E. Tal)pas s ,legal counsel. The colmnlinttee dheis it not inPlroilriate
to register its appreciation of Mr. Tappan's valuable assistance and cooperation.

The comilttee coninlenced the taking of testimny on June 4, 1935, and con-
tinned until March 27, 130. Public bearings were held In the senate chamber
at Lansing, and at Clare, Mount Pleasant, Albion, and Detroit, Mich. Approxi-
mhtely 50 witnesses were heard, 141 exhibits examined, and more than 2,000
pages of testimony taken.

Throughout its proceedhgs the committee recognized Ion. Hazen S. Hatch,
attorney, as spokesman for the complailnant .johbers. Also in attendance upon
practically all of the hearings was Hon. Buell F. Jones, general attorney for
tlhe Standard Oil Co. of Indiana. Both of these gentlemenl were freely per-
mitted to question witnesses and enter objectlons and statements in the record.

'From the outset, the committee, conceiving the inquiry to 1e informative
rather than judicial In character, exercised liberal latitude In the calling of
witnesses an( receiving their testimony.
,', For the sake of clarity in considering the charges, some of the terms used
herein tire defined as follows:

"Jobber" is one who buys In tank-car lots from 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 other words, a retailer.

"Major" refers to any firm or corporation engaged, either directly or through
subsidiaries, 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 in only one of the principal
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 3" is a rail freight term utilized Io designate a refining territory, rates
from which to a large consuming section are the same for all points, It
consists of a substantial portion of Oklahoma, including Tulsit and other ad-
jacent cities, where more than 40 refineries are located.

"Third grade", "regular", "premium", refer to the three grades of gasoline
sold to the publie at retail. "Third grade" has an octane (antiknock) rating
of less than (13; "regular" an octane rating of (13 to 70; and "premium" an
octane rating of 70 or above. "Ethyl gasoline" indicates a gasoline which has
added to it a patented product known as tetraethyl lead, the addition of which
increases the octane rating.
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"Normal price" is the price at which each marketer offers its product for
sale throughout its marketing area, as distinguished from a subnormal, ab-
normal, or local price made to meet competitive prices or other conditions out
of fihe ordinary.

Tie charges made in the course of the investigation may he summarized as
follows:

1. That an agreement or understanding existed among the major marketers
in Michigan, fixing the retail price of gisollne.

2. That an agreement or understanding existed among the neijor companies
alarketing in Michigan, fixing the margins allowed to jobbers.

3. That an agroment or understanding existed among the major marketers
in Michigan, fixing the discounts allowed to dealers.

4. Tiat certain so-called independent retailers4, and particularly the Sunny
Service Oil Corporation of 1)etroit, were being used by the major companies, to
instigate price wars.

5. That the quotations of the Chicago Journal of Commerce and Platt's Oil-
gram did not truly reflect tile spot-cash market for gasoline; and that these
publications are (oltroll'd or influenced by Ii i nvejor companies.

6. That independent jobbers can market gasoline aiore (il('ieutly than the
major companies, anl, therefore, the majors should withdraw from that
branch, so lmt savings may be passed oil to 11lie consumers.

7. That majors subsidize their marketing operation by profits from other
operations, particularly pipe lines.

8. That bids submitted by majors to municipalities were identical and the
result of prior agreement or understanding.

9. That the application of the group 3 freight rate to all gasoline shipments to
all points of destination in Michigan, regardless of point of origin, is comparable
to the "Pittsburghi-l)lts-systiem" in ilhe steel Industry and an unfair trade practice.

10. That so-called group 3 cash gasoline prices (spot market price) have been
artifiial, due to the purchase of distress gasoline by prior i greement aniong the
majors.

11. That the Code of Fair Competition for the Petroleun Industry, which
found its inception In the National Industrial Recovery Act, was administered by
the majors in su((h a manner as to encourage and restore monoopollstic practices
and was used as an excuse to violate State and Federal antitrust statutes.

12. That the majors used tile statutory ntopoly of the Ethyl Gas Corporation
in such a way as to constitute an unfair trade practice and to the Injury of the
independents.

13. That, by virtue of a community of interest of stockholders and an inter-
locking of directorates, the Rockefeller interests control anl direct the activities
of priletleally all major oil companies.

14. That the majors have upon occasion, and 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 aI)pontment, a system of espionage
for the purpose of sec.urlng information its to tle sources of supply of all inde-
penlent jobbers in Michigan ; that such information has been used by saidl majors
to dry up the source of supply of prie-cutting indepeidenis through the means,of
either influencing the supplying reiiners to discontinue such sales or by pur-
chasing the entire output of such refiners tithe evllt tile first ethod fails.

16. And finally that the majors have, by other various and( diverse iimeains, all
of which constitute unfair trade practices and violations of State and Federal
anti-trust laws, entered upon a schee or plan to eliminate from the illdusiry
the independents.

We do not )rol)ose, in this report, to attempt detailed analyses of the above
charges. Obviously, It is not the leglattive function to determine guilt or in-
nocence. But certainly It is the legislative obligation to take cegnizance of con-
ditills considered to be Inimical to the public. welfare, till(] to corret such
conditions, insofar as possible, by tie recommendations and enactment of
prol)or legislation.

Using tile courtroom inalogy, however, we helleve It entirely pertinent to
observe that, without material exception, all of the above charges had sufficient
support in the tesihiony before the committee, "on which to go to tile jury."
They unquestionably total to a sum of unfair competitive practices danger-
ously hostile to the public interest.

We labor under io illusion that tll independents are spotlessly white or tlat
every major. is diabolical. We are dealing, not in personalities, but with a
system
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The conduct of the majors in the matter of the administration of tile N. R. A.
code alone is indicative of tile disparity existing between then and the inde-
pendents, and was an important 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-
troleum Industry rested decisively in the hands of the majors. Yet the most
significant se(etion of all was disregarded to the great detrinment of the inde-
pendents. This was the section relating to segregation, requiring each division
of the industry to stand on its own feet without the artificial respiration of
subsidies.

The fault wts not with the code-as drawn it was generally regarded as a
good instrunent-but with its application.

The "split" jobbers contract was the other immediate factor which directly
Influenced the plea for all investigation.

Up to 1931 most of the jobbers' contracts had been guaranteed marginal con-
tracts. In 1931 tle so-called Midcontineut plan, coa'llveed lmd pioohel, by
the majors, brought into beig the split feature. The api~areint, iurposo of the
plan was to force the Jobbers to share losses in the event of price wars. 'rlie
ultimate effect was a marked lessening in operating margin to the independent
jobbers, who had no source of subsidy. The margins many uinies became less
than 1 cent a gallon and it is virtually impossible for an independent jobber
to remain in business under that margin.

When the independent jobbers of Michigan petitioned the legislature for the
investigation made by your committee, they were thus faced with an Intolerable
situation-that of being gradually forced out of business in one of the principal
divisions of an industry known to be profitable from the standpoint of its ag-
gregate operations; and, being forced out, not because of inefficieney, not be-
cause of expired usefulness, but by reason of concerted action on the part of
major competitors holding all advantage and onuliloyhiug that ad" -t,,age uneil t'v.

The advantage referred to Is that of integration--controlling all of the
operations of the industry, whereby a long profit can be taien in one division
to cx)ver losses in another, where prices and margins are utilized to eliminate
the independents, wo operate In only one division and n-st rise or fili on
their efforts In that division alone.

Had petroleum marketing conAitions which prevailed in Michigan at the time
this investigation was authorzed, continued without abatement, we are ca)n-
vinccl inany independent jobbers would by now be faced with tie alternative
of either selling out to the majors or abandoning their businesses to liquidatlcn
This eventuality would have meant the destruction of the last barrier of Coni-
petitive protection between the public and unbridled exploitation by the jniors,
whose present degree of dohminaLce is a hazi'ard to fair prices and individual
enterprise.

During the course of this investigation someone wits heard to remark, "why
try to save the ildependents-they're on the way out. In 10 years they'll Jill
be gone anyway." This attitude is easily identified as the well-known d( etrine
of tbe "survival of the fittest." But to be applicable to the matter at hand,
"mightiest" siotild replace the word "ffitest", for the independent jobbers have
demonstraied their ability to market more efficiently and niore cheaply tlan
the majors.

At this point we take the liberty of digressing, for after all, these problems
are not peculiar to the oil industry alone.

The past decade his witnessed the abrupt decline of individual business
establislirieits and the eliiniation of a great number of Individual enterprisers.
It may be conceded that this development has been to sone extent inevitable
and in soeie degree desirabh. But there is "enough" of everything iid we
venture the ecintemlaton ti'at the American coiinerciai structure has reached
the maturatlon polUt in integration.

The ionopollstle trend in American bushiess constitutes a grave lhreuit to
economwe stability, and more Important, to the assurances of true democracy.
When mono),oly can no longer increase profits by ingenuity, It resorts to the
night stick.

What does Michigan intend to do about it? Fairly early in the investigation
it became 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, Time ramifications of the oil business are, geographically and other-
wise, so extensive as to denwuld attention by the Federal Government,
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The committee, therefore, solicited and secured the cooperation of the De-
partment of Justice at Washington. The result was the calling of a Federal
ggIsd, Juryin Mantiso, 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 based on two major considerations:

(1) The conviction that the present Michigan anttrust and] price-discrimi-
nation acts are broad enough to afford a substantial 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 feeling that the best foundation for new laws would he a period of
experience in fullest enforcement of the present acts.

To achieve these purposes, we propose:
A Michigan Fair Trade Commission composed of three members, appointed

by the Governor, by and 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 3 years, respectively; not more than two members of said commission
to be of the same political party, they to lie chosen for their ability and fair-
ness and not on the basis of political preferment.

This commission shall be charged with three distinct duties:
(1) To enforce the present antitrust and price-discriinantion law8.
(2) To study the fair-trade laws of other States, and of the Ujnited States.
(3) After 1 year of such experience and study, to make formal recommenda-

tions to the Governor and the legislature, respecting amendments to existing
laws and the enactment of additional statutes, where deemed necessary to
protect all classes of business front unfair practices.

To assist in discharging the first duty, the said commission should be given
sttutory authority to receive complaints, require answers, issue subpnas,
hold 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
Micligan. Any corporation, firm, or individual licensed 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, said commission should be per-
mitted to hire, in addition to the necessary administrative assistants regu'arly
employed, a special secretary for 1 year, whose efforts will be devoted to
the ecmpllation of information related to the study provided for in no. 2.

At a session of the committee held in Lansing on December 29, 1931, the
above report was approved and adopted by a vote of all the members of said
committee, with this reservation:

Senator Earl W. Munshaw stated: "I cannot subscribed to all statements
made in the committee report, but I do approve the recommendal ons."

In addition to ill of the foregoing, there Is another important matter which
occupiedi a considerable portion of the committee's reflections. This is the
proposal to amend the chain-store license law by removing therefrom the
exception now granted filling stations and bulk plants.
The majority of the committee see no sound justilteation for this exception,

but frankly withhold a definite recommendation because of the diftlculty 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
tile burden of government.

Respectfully submitted. AMBROSE G. Bo)SnINELr.

F'rD J. FloUSEmAN.

WALT'rmal B. REEiisR.
Gn oio L. TfrcAcnotrr.
HEART, W. MuITNSTIAW,

LICoN D. CAs.
JoscrH A. BALDWIN, Chairman.

Senttor CENNASMY. Is there anyone else, who lives out of town,
who can get through in a very short time ,

(No response.)
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Senator CONNALLY. 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. BRECTCE, EXFC(7'TIVE SECRETARY AND TAFOISLATIVE RiEPIE-
SENTATIVE OF TH E WISCONSIN PIrTGLEUM A9ssoCIATION

My appearance here in opposition to the continuance of the Conmlly bill,
S. 790, is in behalf of the Wisconsin Petroleum Association, a bona-ilde organi-
zation of over 395 independent oil jobbers of the State of Wisconsin. Al
association organized under the statutes of Wisconsin for the mutual protection
of motorists and li,del)en(tent jolbers.

Living in the States where we believe in the familiar saying of "Live and
let live", our association must ot)pose the continuance of the Connally hill, or
helse the lives of the independent jobbers will be very short.
First, I will not attempt or cannot discuss the workings and the effects of

the Connally Act as far as producing anl ruling are colveerne(l, but only him:
It has affected the marketing end of the oil industry for the oil jobbers in
Wisconsin.

In 1935 the Wisconsin Department of Agriculture and Markets started an
Investigation of the alleged unfair practices and schedule of prices of the large
major oil companies. Hearings were held throughout the State of Wisconsin
atnd a great deal of evidence was obtaiid showing the e'XOrbilnt cost of the
large integrated companies in marketing a gallon of gasoline at Mihr owil sta-
tions, disregarding retail prices, and which were fortified by tile large profits
Irom their production, pipe-line, and refinery operations.

This investigation of the operation of integrated oil compaunhs was followed
by all investigation by tile Federal Government.

Since the Connally Act went into effect on February 22, 1935, two Federal
Indietnmnts by Federal grand juries in session at Madison, Wis., have seen lit to
Indict _= major oil companies and 70 individuals oil violation of tile Sherman
Antitrust Act on grounds of having large buying pools among themselves in
conspiracy to control the retail price, which we maintain ineans forcing the
independent jobbers, who are dependent upon the marketing Cnd only, out of
business, These same independent jobhers are the ilpillars of their communi-
ties, paying State as well as Individual income taxes, contributing to the welfare
of their communities.

The defendants In the Federal grand jury indictments are scheduled for
arraignments in Federal court before Federal Judge Patrick Stone Ili Federal
court in Madison on March 3, and date for trial has been set for June 1.

The Wisconsin Petroleum Assocliation bring before the Senate committee these
facts: Regardless of the Connally Act, which went into effect February 22,
1935, two Federal grand juries recently have found sufficient evidence to grant
Federal indictments, trials on which start June 1.

Therefore, we maintain that the Connally Act has not helped In any way, and
evidence shows that it has hampered the problems and situations confronting
the independent marketers.

Briefly, investigations in Wisconsin call be summarized as follows:
First. Indepen(ent jobbers call more efficiently market gasoline than the

so-called major companies.
Second. Major companies subsidize their nm rketing operations by profits from

production, pipe-line, and refinery operations.
In conclusion, under the Connally Act the independent oil marketers eannot

enjoy an oen and free market to purchase their gasoline hi that the Federal
(loverluent has aided in holding the supply of crude oil below irarket demands.

In Wisconsin oil jobbers feel that the Connally Act has acted as a price-fixing
statute, and, )y the sallie token, a national Federal petroleum code was tit,-
elared unconstitutional, we feel the Connally Act has no place In the .systeni
of American government, and we sincerely feel that it Is time to restore tle oil
industry, wleh is one of the greatest ill our country , to it truly c(lelitltlve
status, to allow jobbers to be able to call their soul their own.

Senator CONNALLY. We will recess until 10 o'clock tomorrow
Inorning.

(Whereupon, at 12: 55 a. m., the hearing was recessed until
Wednesday, Feb. 17, 1937, at 10 a. in.)



REGULATION OF SHIPMENT OF PETROLEUM IN
INTERSTATE AND FOREIGN COMMERCE

WEDNESDAY, FEBRUARY 17, 1937

UNITED STATES SENATE,
SunoMUrYtEE OF THE COMMITTEE ON FINANCE,

Washington, 0. C.

The subcommittee met, pursuant to adjournment, in room 310,
Senate Office Building, at 10 a. in., Senator' Ton Connally presiding.

Present: Senators Connally (chairman) presiding, Lonergan, and
Townsend.

Senator CONNALLY. The subcommittee will come to order. Gentle-
mnen, this morning I think there are some more representatives 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, NO.

Mr. MCCAxN. Not very long.
Sellator CONNALLY. That is a very indefinite term. Do you thinkit Will take you 10 minutes ?

Mr. MCCAIN. I will say 10 or 15 minutes. It depends oil how many
questions you want to ask me and how long it takes to answer them.
My paper won't take very long.

Senator CONNALLY. How long will it take you, Mr. Baucum?
Mr. BAVCUn. Ten or 15 minutes.
Senator CONNALLY. Won't 10 minutes be sufficient for you sir?

We are giving a lot of time here on this marketing phase, oi this
matter, with which this law has nothin to do.

Mr. BA uCIU. It will only take me a out 10 minutes to read my
pa4 er.

Senator CONNALLY. 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 witil giving you 10 minutes apiece
and see how we get along.

All right, Mr. McCain.
Mr. MCCAIN. Mr. Chairman and members of the committee, I ap-

pear from Springfield, Mo., and for 45 years have been a jobber or
connected with the marketing end of the oil business.

Senator CONNALLY. Are you appearing as an attorney or an oil
man?

Mr. MCCAIN. No, sir. I am just an oil man.
Senator CONNALLY. An oil man?
Mr. MOCAIN. Yes, sir.
Senator Co ALu-r. All right. You may go right ahead.
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Mr. MCCAIX. In appearing before you I do so as the representative
of the Missouri Independent Oil Jobbers Association Northeast Mis-
souri Oil Jobbers Association, Southeast Missouri independent Oil
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, S, 790, because the Connally Act has led
to proration and regimentation; proration has led to control; control
has led to monopoly; monopoly ,as led to price fixing; price fixing
to a losing basis to crush those'in the way of monopoly; price fixing
to a profitable basis to the extent that competition has been dis-
posed of.

I trust the committee 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 before this committee but in my opinion it seems
to be a necessary adjunct to the operation of the Connally Act.

The Bureau of Mines are furnishing monthly estimates of crude.
oil market demand. Vhe 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't the Government doing for producers that
which they could not do for themselves without violating the anti-
trust laws V 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 keep two or more branches of the oil in-
dustry on a profitable basis, while one branch is kept on a losing
basis. Profits from two or three branches of the industry are used
to beat down the victimized branch,

A study of the Connally Act as passed, by Congress in 1935 leads
one to believe that it was, intended to lietlp conserve the',rude-oil
resources of the oil-producing States.

Article V of the Oil States Compact Act plainly stated:
It is not the purpose of this compact to authorize the States Joining herein

to imnit the production of oil or gas for the purpose of stabilizing or fixing the
price thereof, or create or perpetuate monopoly, or to promote monoply, or to
promoote regimentation, but is limited to the purpose of conserving oil and gas
and preventing the avoidable waste within reasonable limitations.

If 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 Oil, States Com-
pact Act forbids.

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
years of operations under the Connally and Oil States Compact Acts.
Let's see Whether the trend is not in the interest of control, monopoly,
price fixing in all braieles'of th6 industry rather than conservation
and fair dealing.

I'BOi)Uc'flON ,,

In January and February 1935, when the Connally Act Was beingdiscussed and pas4d by Congress as a stop gp to take the place o1
section 9 (c) of the Nationial-Thdustrid1'i6ver& 'A'ct, the estimated
(.rude-oil production for the United States was approximately
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2,400,000 barrels per day. This January and February 1937 theestntae is approximately 3,200,000 barrels per day, an increase of800,(0) barrels per day. During the 2-year period there has beentaken out of above-ground storage, and used, approximately36,000,000 barrels. This is an average of 1,500,000 barrels permonth. This represents crude oil that has been used during the2-year period out of the above-ground accumulations of the past.These figures are taken from estimates of the American PetroleumInstitute and Mr. Ickes' Bureau of Mines.
It is true that there has been an increase in demand for gasolineand fuel oil, but there is nothing in these figures to indicate loss ofsWep in the oil-produci use of conservation.Crude oil was 5 cents Pr 1 in the east Texas field

aabout the ti of the passing of the N. .. A. It was stabilizedat a dollar- -barrel basis t'roughout the continent field, in-(luding e Texas, und-er th ly Act. La ear, the "allow-able" of ude-ol pro ct w il the ..Continent fieldthat n ithstandir the small p ducers becamersite . iEN xas, s a hro baca eunrul Some goodstrut was t aud I omupson. Texas w mnade cair.-ma the Oi Lt "umis n rd the t iuble allayedten orarily. More re 10 o i ce wa iade in thePri of, (rudo oil. P ap we sh Il say to' 10 c t advance,
At now, i eari 2 azunder t e C9nnallyAc it is bei g s Ii e U..12 per barrel 1) is, the pro-
hi -ions in "Ttion quote( frmth i Sta a CompactAc prohibit r' xig I a n to t nI nt

4e toLe y!e ri ght ere, is t the rise in
price lhe natural conseq( c ,of in s r Ydenan You statedawhilo, go that ther c bee a co i able inc se in demand.That, a s resillts, ',ot hen ere is a b' 'er deand?Mr. Mc IN. 1 ,think t us" s ment will ans t rat a littl- later.I. tn trying hold production matters to pr action and refining to
refi n in g . X" -, ,ti n

Senator Co 1
cXr. MCCAIN. It is o e small producers are or theConnally Act because of better prices, and that they would condemnit just as readily if they did not get the better prices. It is alsoobvious that the major oil companies are paying the better pricesnot because of the Connally Act per se but because it serves theirpurposes better to do so. They need the profits on their own largeprod auction which higher prices afford them to help subsidize their6wn losses in marketing wrile they crush oonipetition in that branch

of the industry.
Just now, ihlat is the situation in the Texas Panhandle with tiesmall natural-gas producers I That is a case in point.
Senator Co NALLy. Go ahead,
Mr. McCu.ib. A, recent daily-market sheet, carried the following

report: ' I
,t Iighl enforcement of conservatlon orders lia curtailed output of I odesa

gasoline. Prices ,were higher Monday,
Wo ask: I tt tis sttement, equivalent to saying "il)ptd aontrolof Rodessa-gasoline output resulted in higher prices Mon( ay't



140 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

:h1ow call 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 oili Doesn't that indicate that better control of
home production and markets is the object of these promoter,, 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. Two of these lines trans-
port only gasoline, viz, the Phillips line from the midcontinent oil
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 Minneapolis-St. Paul.

The owners of these two lines swap gasoline. For instance, the
members of the Great Lakes line take gasoline out of the P'hillips
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. Tre Ii Tdsa-St. Louis 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 mideontinent field to Wood River, Ill., and East
St. Louis; the same swapping of gasoline between major companies
while jobbers are being charged at the railroad Tulsa rate of freight
basis, or higher. Doesn't this prove our contention that pipe lilies
are common carriers in name only, but not in fact?

31ay years ago the Federal Trade Commission declared basing-
point methods of price fixing as unfair. For many months the ma-
jor oil companies in the Midldle West have been using the basing-point method of price fixing in their dealings with jobbers. The St.
Louis and East St. Louis situations, as referred to above, are exam-
pies 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 fila lly adjusted to the very great disadvan-
tage of the independent branch of the oil industry: For instance, a
few years ago Springfield, Mo., oil jobbers could ship from any ide-
pendent refinery in Oklahoma or Kansas at the same rates applicable
to most major oil-company refining points. Rates were then changed
so that Spiingfield jobbers could ship from only a few nearby idc-
pendent refining points at one-eighth cent and more per gallon above
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 Kansas points were made piaohibitive.
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This situation has persisted, although practically all independently
refined-oil products are being handled by motor transport.

I want you to get, the next one, Senator.
Senator CONNALLY. Yes, sir; I am listening. I have two of these

statements.
Mr. MCCAIN. 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
Springfield, Mo., at 4 cents per hundredweight above the Tulsa rate
of freight. Rates have been manipulated until now it costs 11/2
cents per hundredweight more to ship from the same refinery in east
'I'exas 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. Senator, while your Connally Act is bottling up on hot oil,
someone seems to be bottling up cold oil.

Senator CONNALLY. Let ine 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-ider the Con-
nolly Act or any other act?

Mr. MCCAIN. In talking about pipe lines-
Senator CONNALLY (interposing). Railroad rates are fixed by the

Interstate Commerce Commission and not by any act.
Mr. McCAIN. 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 CONNALLY. That is all right. That is what we wan.
Mr. MCCAIN. I am very glad to have you Yet that.
I had a pretty good source of supply, and I was cut off with the

rate situation.
Senator CONNALLY. You were not cut off by the Connally Act in

the rate Situation.
Mr. McCAIN. I am showing you that under the Connally Act all

branches of the business are being monopolized.
Senator CONNALLY, All right; go ahead.
Mr. McCAIN. 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 many re-
fineries not operating at all, there has been buiilt 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
reasonable 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 light fractions in order to get the heavy
ends for fuel. Hence the accumulation of gasoline. But where is
the conservation?

If the oil-producing States, and the large producers who dom-
inate, were seriously concerned about conservation, they would pre-
vent 'the use of these heavy ends of crude oil for the less useiful
purpose. They could thus avoid accumulating excesses of gasoline.
The heavy ends of crude oil can be cracked hito gasoline and ceal

125006--37-10
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substituted for fuel, thereby conserving crudep oil. It is thought by
sonio that motor fiel will eventually have o be nmade from coal;
or there is the alternative of using 'cheap foreign oil for fuel, inorder to conserve our crude oil. We are confronted with the spec-

tacle of burning up the heavy ends of our crude oil for the less
useful purpose, inistead of uing coal, when we may have to eventu-
ally reverse the process and mafke motor fuel from coal.

We mention this merely as the kind of reasoning we think should
go along with conservation activities, rather than control for price-
fixing, regimentation, and monopolistic purposes which are result-
ing fromi the operations un(ler the Connally Act.

Under the Connally 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 Surl)lus, or distress gasoline,
amninted to about 5 percentt of the total gasolineo refined. Since
the better control under the Connally Act system of "allowables and
regimentation" distress gasoline has been reduced to about 2 per-
cent. The major oil co1)p0y buying pools don't buy this 2 percent
surplus, or distress gasoline, at bargain )rices. instead, 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 are enabled to obtain the 'higher prices for the re-
maining 98 percent. This is an ingenious method of preventing slir-
plus gasoline being offered to jobbers at lower prices than the mar-
ket which would prevail if it was allowed to take its natural course.

Next is marketing. At Madison, Wis., all of the major oil coin-
panies operating in the north ern half of the Mississippi Valley, and
scores of their oflicials, have been indicted by two Federal grand

juries for allegedly violating the antitrust laws. The indictments
have grown out of alleged consI)racies to fix jobber margins and
buying pools to control, or raise, prices and enforce the jobber mar-
gins its ixed. 'lie margins fixed for jobbers is 2 cents per gallon, or
fess, for niarketing and distributing gasoline.

These same major oil companies have bulk storage facilities in
every city, town, anl hamlet along the railroads of the country.
They pay their agents generally for making deliveries from these
storage tanks commissions of 11/4 cents, 11/i cents, and 13/4 cents and
up to 2 cents per gallon. Their general overhead arktin ex-
penses amount to from 2 cents to 6 cents per gallon add4monal.
Thor(o also is the matter of stock losses due to evaporation, and so
forth, from the bulk storage scattered over the country. Stock
losmes is an item which has to b considered.

The major oil companies are subsidzing marketing losses out, of
production aud pipe-line profits. Jobbers, being eng aged only in
the marketing branch of the industry, have no l)rofits from their
branches of the industry out of which to pay marketing losses.

Mr. Farish, chairman of the board of directors of Standard of New
Jersey, in his 1936 year-end statement as published, stated thatt 1930
bad been a profitable year but that the profits had been from produe-
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, Ohio. 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 91/2 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 concessions of 31/
cents per gallon, a delivery selling cost of low 4 cents, average 6
cents, and high 8 cents 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 lpile-line profits to crush
jobber competition in marketing?

The recent increased cost of crude oil has had a stimulating off zet
on refinery gasoline tank-car markets, while the large stocks of gaso-
line and the slacked demand due to seasonal, weather, road, and
flood conditions has had a depressingg effect. The midwestern jobber
tank-car cost has remained within about one-eighth cent of what ib
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-car price the full one-half cent. or take a loss
on account of increased crude cost. In several other sections of the
country tank-truck and service-station prices have been advaiNc
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
sut'h 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
place control of crude oil into the hands of a few, you place the entire
industry under the control or dominance of that same group, whether
under the guise of conservation or not. You create the incentive for
control, monopoly, and price fixing. Some gentlemen in tho oil busi-
ness are already too wel provided with "incentive."

It 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 b3ing
promoted in this connection. It is reasonable, definite prohibitions,
in the interest of conservation in fact, and their enforcement. It is
a recheck of thejantitrust laws, and those laws made to provide fair
and equitable rules of the game, not only in production, but also in
all methods of 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 Department properly provided for with enough capable
personnel to handle regulations and prosecutions. We need courts
enough to get action.

A complete severance of the various branches of the oil industry
with adequate laws to control is needed.

We jobbeirs are not. opposed to producers havimig fair prices for
their crude oil. But let's not be deceived. There is no reason why
we should not all be prosperous and secure if we can have equal oppor-
tunities and fair and equitable laws properly enforced.
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Senator CONNALLY. Is that all? We gave you 10 minutes and you
,took 25.

Mr. MCCAIN. Thank you. I did not want to be shut off.
Senator CONNALLY. I will ask you just a few questions and then we

will go along. Hereafter we will put a limit on speakers, and they
may extend their written statements in the record and make stch
other statements as they choose.

Now, you discussed the whole oil industry from production to
distribution.

Mr. MCCAIxN. The conditions we find under the Connally Act; yes,
sir.

Senator CONNALLY, You are aware, however are you not, that the
Connally Act only relates to prohiLition against the shipment of oil
or its product interstate where that oil or its )ro(ucts have been pro-
duced in violation of State laws? That is 01. it does, does it not?
Have you read the act?3

Mr. -MCCAIN. That is price fixing.
Senator CONNALLY. I did not ask you that. Is that the act or not?
Mr. MCCATN. I think that is right.
Senator CONNALLY. Have you ever read he Connally Act ?
Mr. MCCAIN. Yes, sir; I have.
Senator CONNALLY. You know as a matIter of iaw that it is all it

does, (1o you not ?
'Mr. MCCATN. No, sir; I do not know that is all it does. I think

section 4 fixes the prices.
* Senator CONNALLY. It (oes?

Mr. MCCAIN. Yes, sir.
Senator CONNALLY. What does it say about prices in sect ion 4? Let

Us see.
Mr. McCAIN. I think it fixes prices.
Senator CONNALLY. At this point I will read section 4 into the rec-

ord. It states:
Sfc. 4. Whenever the President finds that the aniount of petroleum and petro-

leum products moving In Interstate commerce is so liWited 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 consumptive demand (including ex-
ports and reasonable additions to storage) resultiug in an undue burden on or
restriction of interstate commerce in petroleum and petroleum products, he
shall by proclamation declare such finding, and thereupon the provisions of
section 3 shall be inoperative until such time as the President shall find and
by proclamation declare that the conditions which gave rise to the suspension of
the operation of the provisions of such section no longer exist. If any provi-
slon of this section or the application thereof shall be held? to be invalid, the
validity or application of section 3 shall not be affected thereby.

What does that say as to that?
Mr. McCAIN. That affects the market demand, does it not? It fixes

the supply of the market demand.
Senator CONNALLY. 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 them.

Mr. McCAIN. It is a market demand section, is not that right?
Senator Co-NALLY. What is that?
Mr. MOCAIN. It is a market demand clause, is it not ?
Senator CONNALLY. Yes; that is right.
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Mr. MCCAIN. All 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 be added:

The State of Texas, ns long as I am Governor, will not be a party to any
knd of practice of pice-fixing to pemnlize the Consuners of the Nation. It M5
hlot ay more right for it (omlbilnation of Stat( s to hind togetiier to raise pInie&s
or fix prices than it Is legal or right for an Individual o ('orporation to (1o
that smile thing * * *. lianching supply a1d demand i plive-flxing, imoiho
log more, nothing less. They are for i. I am against It. Texas is agiil t
it

hlit you are longg it.

Senator CoNNALLY. Wait a minute.
Mr. MoCAIN. I would like to make another answer-
Senator CONNALLY (interposing). Let ine see whose words those
1re: "But you are doing it"?
Mr. MOATN. I am qIuoting from Governor Allred.
Sector CONNALLY. Is that his language or your language?
Mr. MOCAIN. I 9,1n quoting fromi the language of Governor All-

red as published in "Hot Oil.,
Senator CONNALLY. Who said "But you are doing it"? Did he do

that or you? You wouid up by saying "But you are doing it."
Mr. MCCAIN. lie says it.
Senal or CoNNALLY. le says it ?
Mr. MCCAIN. 'They are for it. I'm against it. Texas is

against it,"

Senator CONNALLY. What was he talking about-price fixing?
Mr. M CCAIN. Talking about market demand.
Senator CONNALLY. He, was talking about price fixing.
Mr. MCCAIN. H0 was talking about price fixing and market

demand.
Senator CONNALrY. At this point, I wish to state that the Gov-

ernor of Texas was here yesterday, and he was inviteti to come up
and make a statement, and he said he (lid not think it was necessary,
but he authorized me to say that he was in favor of the Connally
Act.

Mr. MCCAIN. All right; I will give you another one-.
Senator CONNALLY (interposing). Listen a moment. I am trying

to get information out of you. I know, but I want your ideas. 1 do
not care about a dissertation.

Mr. MCCArN. My ideas are these. I have gotten them from this
material, they are better authoriiies.

Senator CONNALLY. You are against the Connally Act?
Mr. McCA. Yes, sir; I certainly am.
Senator CONNALLY. Why are you?
Mr. MCCAIN. Because it. results in price fixing and monopoly.
Senator CONNALLY. Because you think it results in price fixing

and monopoly, Let me ask you if you believe in the enforcement
of the law? You do ; do you not?

Mr. McCAIN. Yes, sir.
Senator CONNALLY. All right. If a State has a lami regulatig

the production or handling of gasoline, do you think that law ought
to be enforce(?

Mr. MoCAIN. Yes, sir; I do, if it is a valid law.
Senator CoNNALLY. If it is valid, of course?
Mr. MOCAIN. Yes, sir.
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Senator CONNALLY. A law that has been tested in the courts and
found to h- valid?

Mr. MCCAIN. The Supreine Court
-Senator CONNALLY. Whatever court that passes on it. All of them

do not get to the Supreme Court.
Mr. McCAIN. No, sir.
Senator CONNALLY. Until it is declared invalid it is valid; is it

not?
Mr. MCCAIN. I think so. 1 am not a lawyer.
S nator CONNALLY. 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?

Mr. McCAuN. I did not get, that question.
Senator CONNALLY. I say (to you think it is wrong for the Fed-

eral Government within its proper sphere to aid the States in seeing
that their laws ire enforced?

Mr. MCCATN. I think it is wrong in this instance for them to.
Senator CONNALLY. In this instance? It is all right in other in-

statxces not to?
Mr. MCCAIN. It, might. It would depend 111o t1he Circilstallces.
Senator CONNALLY. You are in the oil-distributing business?'
Mr. MCCAIN, Yes, sir.
Senator CONNALLY. You have tanks and reservoirs in which you

keel your gasoline; (1o you not?
Mr. M(C'6N. Yes, sir.
Senator CONNALLY. If you had a neighbor adjoining you in the

same (istriluting business and lie shoul-d tulnel under your tanks
and connect them while you are at home asleep at night and draw
out your gasoline and ship it out and sell it, evn across) over in
Kansas-you are in Missouri-would you think it would be wrong
for the Federal Government to tell hin! he could not ship that stolen
oil in interstate commerce?

Mr. MCCAmN. That I do. But-
Senator CoN NALIY (interposing). That is your oil I amn talking

about now talking about your gasoline.
Mr. MCMN. itat is lreakiing into above-ground storage. And

if you are referring to the law of capture, Senator, I disagree with
you.

Senator CONNALLY. That is capture, but c'ipt ure in t di Iferent way.
Mr. MCCAIN. Your question is* a little unfair.
Senator CONNALLX. What is that?
Mr. McCAuN. Your question is a little unfair.
Senator CONNALLY. Say "no", then, if you do not believe it. I

do not want to trip you at all.
Mr. MCCAIN. In the instance of breaking into storage buildings

and so oi1, I wotild consider that theitt and illegal a'nd that it should
be prohibited,

Senator CoNXLY. All ri(rht. 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 one of those wells,
and the fellow on th adjoining lease, instead of pro(i iting 20 barrels
produces 100 barrels or 200 barrels, and thereby draws out the oil
from 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
thie-Federal Gavernment to say to that fellow, "You cannot ship
that oil in interstate commerce"?

Mr. MCCA N. I think you ought to go clear back and consider the
thing from beginning to end.

Silnator CO NALLY. All right.
Mr. McCAIN. And decide, what is fair and right.
Senator CONNALLY. All right.
Mr. McCAIN. And what is wrong to prohibit the wrong, and what

is right to permit the right.
Senator CONNALLY. We are trying to do that. That is the reason

I am going biack to the beginning. This oil is down in the ground.
You think it is wrong to steal oil on top of the ground, and do you
not think it is wrong to steal it under the ground I

Mr. MCCAIN. I question the accuracy of your quest ion, the fairness
of your question, when you talk about it being stolen underground.
From the beginning of industry the law of capture has been the law.

Senator CONNALLY. And the law of capture has been modified by
reasons of the law of the State which says yoll can capture only 20
barrels and another fellow comes along and captures 100 barrels, 300
barrels, or .500 barrels?

Mr. MCCAI' . Yes, And if you want my opinion I think the law
of capture was wrong in the beginning, 'bLlt I think, and w, 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.

May I give a very good authority froin one of your good Texas
people?

Senator CONNA Y. No; I don't want your authorities. I do not
cae for another qutnotation.

Mr. McCAIN. This expresses it better than I can, if you will let
me (10 it.

Senator CONNAMLY. All right; go ahead. We have given you a
great deal of time il ready.

Mr. MCCAIN. All right, sir. Mr. Fouts, attorney for some of your
producers, and I believe that he lives at HoiIston, and he was spoken
of very cimpliznentarily by the Cole committee, Mr. Pettingill of the
Cole committee. He suggested even what you are doing under the
Comally Act, only lie suggested more than you are doing. He
stated [reading]:

That the law of capture is a vested property right to bue uenlt with solely by
the sovell Stltes, ad t'tt flte muluopolles which havel constantly sought to
destroy the right by invoking the arbitratry exercise' of lkolce power should
be driven back to the several States to face some fair and equltable adjust-
wient of iny clmoge hlunt may be needed.

Now, fair and equitable would be all right. If you change from
the law of capture to some fair and equitable method of doing it I
think you are right.

Sentor CONNALLY. TJhe 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. MCCAIN. I think that is ine if it is equitable and fair as far
as it goes, but you understand that this does not go far enough.



148 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS

Senator CONNALTY. It does not go far enough?
Mr. MCCAIN. No, sir.
Seinitor CIONNALiY. You are in the marketing business?
Mr. McCAIN. Yes, sir,
Senator CONNALLY. Where did you buy your gasoline before the

Comally Act?
Mr. McCAIN. I )o)t8gh1, some of it in east Texs.
Senator (ONNALLY. Was it so-called hot oil?
Mr. M(N, ls. No, sir; I have never bought any hot oil that I

know of. I have diligentlyy tried to avoid buying what you call
"'hot" oil.

Senator CONNALLY. This law will help you to keep from doing that
and protect you.

Mr. McC.%Ix. That is called "hot" oil because of a law, and if you
didn't have that its "hot" it would be cold, would it not?

Selllor ('ONNAi, Y. What kind Of hot oil are you talking about,
that whih is produced in violation of a State law?

Mr. MCCAMN. That is what you call it.
Senator (ONALLY. Have you bought that kind of oil?
Ir. MCCAIN. Not that I kn)ow of.
Senator CoNNALLY. Then this law would not burt you because it

eventss hot oil.
Mr. McCm: x. ." it, prico-fixiig that I ain complaining about and

the tendency to monopoly.
Seuator C ONNALLY. 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 engaged in those branches of making money.

Senator CONNALLY. All right. Is there anything else?
Mr. MCCAIN. Yes; there is.
Senator CONNALLY. All right.
Mr. MCCAIN. I 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 CONNALLY. How much is there there?
Mr. MCCAIN. It is very short.
Senator C'ONNALLY. Put it in the record.
Mr. MCCAIN. lie said [reading]:
No one (oul have sat on the Cole committee before becoming acntely aware.

that a majority of even the most sincere advocates of conservation were also
interested i stabilization i11d enhancement of riee.

That is not the one. I want to get another one.
Senator CONNALLY. Pit all that you have in the record if they

do Iiot amount to too nmuch. Give them to the stenographer anl
lie will put them in. We have given you 39 minutes here already.

Mr. MUCAIN. That is fine, Senator, because you see getting to ptit
this in enables me to collect my expenses from the four associations
I represent That is quite an item for a jobber now.

Suator CONNALLY. I am very glad to be able to serve you downi
iii that country.

Mr. McCAIN. Thank you.
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Senator CONNALLY. Is Mr. George Thompson here? We are going
to have to hurry along. We want to close these hearings today, andi
I think we will have to limit the rest of you marketers to 10 nllliutes,
and you can ult your statements in the record.

Mr. MCCAIN. Senator, I would like also to say that the four asso-
ciations of Missouri want those copies of the indict ments submitted
yesterday by Mr. Ha(llick to go into the record.

Senator CONNALLY. YOU cM file thn- if you want to, but we ae
not going to print thein. They are alreuly'public records and hiav6
been printed all over the country, and I do not see why the Govern-
inent should spend a lot more money printig them.

(The excerpts submitted by Mr. eICain are as follows:)
Introduction by Wil. P. Cole, Jr., to "Hot oil", by Sanuiel B. 1'ettengill,

page XII, Connally bill now functioning as a partial solution to tihe oil proh-
loen. * * 'I

V'age 34: When we at Washington atteiupt to balance "supply and. coosunar
d(nllland" we are, in fact whether we call it so or out,* fixing prices by
lw. * * *

Page 38. It Is only When we rcstri't production beyond til (illlin1atlon of
physical waste that we begia to wrestle with the intangibles that confront
the conlilliillder of tile beseiged "a1l'jr5Oll. * * *

Page 39: I would be agaist a couservatihu prograin thaut, for Use sake
of problematIcal future needs, would comIpel the present to 1)ay iiore for its
supplies and so deprive It of soe part of the satit11tctioll It gets from the
fullest economic utilization of those rf'sources, which It ids tit, Its
hlnds. * * *,

Page 46: 'Those in the Industry whoso prime desice is to stahllze )rlces so
that profits are made sure may, with entire logic, ask that Impor-ts be cur-
tailed. But how oiy conservailonlst can 0do o sinlfly delolstrates what
cantankerous "critters" we are. For a long thnu we Ihave actually exported
more oil and Its plrootdct, prodiuted at. 10ni, than w' have imported for olr
domestic tme. * * * I

quotation from Mr. Pouts, page 78, "Hot Oil": We might nuch bet te'r term
all this movement conservation of invested capital and the preservation of
mnonopoly rather than the p~reservation1 of it nablirl resour'(e a(1 Iandprevention
of waste. * * *

Page 79: Monopoly, therefore, (lenaands In the 111111l of colll.ervati) the
destruction of the little independent oil nman In order that the invested capital
(If corporate IIrlstoeraey placed oil a false principle ny be protected. It Is
purely au effort to conserve ivested captal. * * *

Recoonlendatlons left with Cole conllittee, Mr. Vouls, "Ihet. Air", page
149: First, that true conservatiIs is )ot an Issue; second, that this Nation Is
not confronted lby any danger of the ,xhastlon of Its 1)etrolenui resources;
third, that such legislation would be unconstitutional and destructive of 'our
Government ; fourth, that tle law of capture is a vested plroperty right to be
dealt with solely by the several States, and that tile nolopolles which have
constantly sought to destroy this right by Invoking the arbitrary exercIse of
police power should be driven back to the several Stafes to face some fair
and equital)le aidjustllelit of ay change that lay be needed; fifth, that Con-
gress should pas Into permanent legislation tile act prohibiting the milovem-ent
in interstate comimierce of oil prodltced In violation of State laws; sixth, that
the great giant corpiorate aristocracies which have grown up In the petroleum
Industry should be boldly dismaenbered into their several natural units, The
,channels of commerce should be open only to sulch corporations whose busi-
ness Is limited to on11 of tile four great units of the Indtustry. It should never
again be possihlo for a groa, oil comnibne to destroy Its (,olpetttor by losing
inoney In tho prodiielag end wbIle niaakng it In tile pipe-line end or by losing
It il the reliery while making It In the marketing end, or by any shInilar
shift of it loss, in one depart n'lt, to it gain in another: seventh, the pipe-line
.business of this country shlblld Ibe conliblhd ltindr the control of the Interstate

commerce Commisasion. * * *
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(Mr. McCain submitted the following resolution :)
TEhe following resolution Was i una iniously passed by the Missouri lndepend-

ent Oil ,fobhers Association at a regular meeting at Jefferson City, Mo., VFeb-
ruary 3, 1037:

Whereas the Congress of the TUlnited States has enacted legislation forbidding
the interstate transportation of petroleum products made from cru( e oil pro-
duled in emcess of the production laws of the oll-prodiu.ing States (Public. No.
14, 74th Cong., ch. 18; 49 Stat., pp. 30-33) ; and

Whereas this act, commonly termed the "Connally Act" wns originally a
part of the National Industrial Recovery Act and should hlve been terminated
upon the expiration of the Nattional Industrial Recovery Act because the spirit
of the National Industrial Recovery Act was l benefit to all in an industry
while tile Commally Act benefits only n few; and

Whereas the (lommlly Act has benefited the major oil compnipales, the oil
producers, and the 1);g oll-lpoduclng States to the great detriment of the Inde-
pendont oil inarketers amld the consinuers otf gasollne, fuel oil, and oier
petroleum produts in the anijority of States in tme Uloo ; and

Whereas the Connally Act expires under Its present terms on June 16, 1937,
uptLqs,extended by the present session of the Seventy-fifth UnIted States Cbn-
gress; and

Whereas Senator Connally has introduced in the United States Senate a bill
known as S. 700 which has for its purpose the making of the Connally Avt
permanent by striking out the expiration date of June 16, 1937; now, therefore,
be it

Re.qolved, 13y the Missouri Independent Oil Jobbers Associntion, this 3d day
of February 1937, that we iereby petition ti Seventy-fith Congress of the,
United States not to pass S. 790 but to permit tile Connally Act to expire as
now provided on June 16, 1937;

ReRoired further, That a copy of this resolution be sent to the members of
the United States Senate and louse of Representatlves from the Slate of Mis-
souri and to tim members of the Senate Finance Committee. * * *

Senator CONNAY ,. We will hear the next marketer witness.

STATEMENT OF T. 0. BAUCUM, CHAIRMAN, JOBBERS DIVISION,
KENTUCKY PETROLEUM MARKETERS ASSOCIATION, MURRAY,
KY.

Senator CoNNALLY. Give the stenographer your name, your busi-
ness, and where you are from, please, sir.

Mr. BAUCUM. 'My name is 1. 0O.Baucun, chairman of the jobbers
division of the Kentucky Petroleum Marketers Association, Murray,
KY.
K am not here to be heard as a man gifted in speech. Neither do I

purpose to possess any legal talent, which wold be of assistance to
you in making laws to govern this great country of ours; but I am

'ere representing some 75 jobbers of petroleum products in Kentucky,
whose annual gtlonage of petroleum products is approximately 80
million gallons. These men are undertakinr to earn a livelihood in
the dispensing of petroleum products-a liveiihood for themselves and
their families-ali of whom tire red-blooded Americans who stand for
rood principles of Government; therefore when we can see and know
by experience-and we are sure this is what this magnanimous com-
mittee is in .rested in-then we can see and. know that the Conually
bill is being used in a manner of gloss conspiracy, conspiring 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 our objections to
the reenactment of the Connally bill, S. 790, which are as follows:
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First. The Connally bill was passed as an emergency act, and, al-
though we independent jobbers in the State of Kentucky were r'taer
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 than that of experience. The job-
bers of Kentucky have found themselvess 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 expenses in order that they might continue in busi-
Dess; 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 sellat
ridiculously low prices. These utterances we know to be an authentic
statement.

Second. Free competition has been eliminated, bottled up, and
thrown into the face of the jobber. This fact is obtained because all
suppliers of petroleum l1roducts offer to the jobbers a uniform con-
tract. Furthermore., we are lead to believe that an agreement has
been reached by major companies in which they will not as much as
transgress on the 1)resent supplier to the jobbing trade, this we be-lieve because of the fact our personal experience has been that in
the month of December 1936, we were called upon by a major coin-
pany representative, who was apparently interested In securing our
account at the expiration date of our present contract, this repre-
sentative was advised of the expiration date of our contract and at
the time, made a positive statement that lie would return on that (late
and attempt. to secure our account. The expiration date has now
elapsed over 30 days and lie has not appeu red on the scene. Therefore,
we wonder if it is possible to make contract with any supplier other
than the oie from whom we are now making our purchase. In
January 1936, we were approached by the same company representa-
five although a different man and in the submitting of' his iroposi-
tion, li was told that the margin of profit which his company offered
we might as well be commission agents rather than jobbers ;f petro-
leum products, lIe 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 TowNsrm). From whom were you making your purchases?
Mr. BAUCUM. I beg your pardon.
Senator TowNs5ED,. 1irom whom were you making your purchasers
Mr. BAUCUM. Our purchases? We Inve done business with the

same company over a period of 5 years.
Senator TowNsaND. What is the name of the comal)ny?
Mr. BAuCUM. It is ali Oldahoma company.
Senator TowNsm,,,Nm. "The Oklahoma Co.f'" Is that the name of it?
Mr. Bnrcum. No, sir; it is not the name. It is a company operate(

ing in Oklahoma.
Senator rowNSrND. You do not like to disclose the name; is that-it?
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Mr. BATJcum. This really does not refer to our present supplier.
The statement I have just made was as to a different company who
was attempting to secure our business.

Senator CONNALJUY. You have ito objection to answering Senator

Townsend's question as to the name of the company, do you?
, Senator T]OWNS.ND. Do you object to naming the Conpany?
Senator CONNALLY. Go ahead.

'Mr. BAuctI. I filed a copy of that statement with the Interior
Department 2 years ago. It was one of the larger companies, a major
company. If'it is necessary I have no hesitancy in naming the
company.

Senator TOWNSEND. I do not want to embarrass you.
j' . Mr. BAUITCUM. A sumnmary of the facts as heret fore set out coll-

Vinces us thoroughly of the nmnopolistic in erests seeking to control
and dominate the petroleum industry.
,Third. Major oil companies pay to their agents a commission

equal to the profit made, by jobber. I would clarhfy this statement
by stating that difference betAween tank-car-delivered irice on gasoline
and the price quoted and sold to dealer accounts is practically the
sameas the agents for major oil companies are paid 'for delivery of
their products at the, same time, the agent only has an investment of
one or two truck chassis, The major oil companies carry for him all
of',hs stock accounts, allowing him a percentage fr waste and
evaporation. The jobber must carry the entire investment in his
operations, assuming all loss in accounts waste and evaporation.
'urthem'nore since, the adoption of the so-called Iowa plan all major

oil companies have leased all of their retail outlets, said lease being
eeclited in most of instances to inexperienced operators-operators
who have no executive 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 I cent when rental is supposed to be I cent.

',Furthermore, the leasing of stations not only apparently is a fur-
ther stroke at the elimination of the independent marketer but also
for the purpose, of evading chain-store tax; also having in mind the
possibility of reenactment of the N. R. A. We who only have a
united number of retail outlets are penalized because of the fact the
major oil companies assume no responsibility as to the price gasoline
is 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 being,
in our opinion, to destroy the independent jobbers of'these United
States and when this is accomplished the consumer of petroleum
products will be their victim.
, Fourth. In the early spring of 1936 we were called upon by a rep.
resentative from the United States Attorney General's office, the Hon-
orable Homer S. 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 guidance than
that record which has been set up by the Federal grand jury'while in
session in Madison, Wis.
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These g'entlemen who served inl the C'apacity of grand jurors were

led to believe beyold a reasonable doubt that t[he ajs(ii oil Complinies
ill these Uniited States wIere seeking l0llOl)Oy oil tile illdutry. We

flltlthel' vish to cite you to tile IllopolistlC desires in thlat respect of
such monopolistic interests being able to persuade tie Pi'ocre'eflellt

i vision of' thl' nTited States (1overmlinent to bring about. what it
known as the zoning of eac'h State. Tlat is to say the State of
Kenticky wits divided into eight zoines and it was utterly impossible
for ally of our independent Jobbers to submit bids on tile Federal
(lovellent's re(luireuiellt, becallse of the fact, our operations (lid not
i'e (o01pleht coverage oil each zone. Who is it that Would i will-

ing to conitelnd thilat lowest business and taxpayers to this UIiiti
States (ovel'nlllent should lihe l)e1nlized because of their inability to
84r111e 01n a larger Scale?

Fifth. It is o11' o)ilion that 1nOllo)olistic interests Ilre being led
to Believe that tile (Govermnle(t action in tl l)irol)(ose reelatmelit
of the Connally bill, S. 790, that the violation of the Sherman anti-
trust law is in order. If an(d Whelk the Sherman lintit'rust law is no
mikor-e feared by Cal)italistic iliterests we will 'ease to have that formal
of governimellit ill which ia hu ge majority of these Unite(l States'
vit izelnsbli) believe to reigo su51)re1 .

We hlae nl1 fear 'of light ,) rewliing when tile Ol)I)osite )icture
*lot)thpe in facts is l)1'esellt e to you; and facts 1re wh1t., we llive
miM,,rtaken to present. Yoit, T am sure, canlnot be 11111indfill of the

file tild major ad inltegratld complanis wlich have their pro(luc-
lug, refilliilg, a1(1 pipe-liile interests a1(1, by the act of the Federal'e1'nlaent, 1'e 1)1aed thleil ill tih position to fix prices to the
ex(ellf: Ilhat 1 1. it o gainedd is entirely satisfactory ; hence, they do not

fi )d it, ie('essar' to even exl)e't i lprofit from the marketing end of
tie business it rat ' ltr expect to tlke a loss in order that tile jobber
may b)e elinmijait(,<.

Ill ('ollclsioll, gentheielel, l)erlllit fie to siy ht It I still believe that
we have honesty in Govel'nimeut; that th)se who are empowered
with tle 1111thorilty to iliake o11 laws to govern the best interests of
Ill of olir l)eope 'are willing to lend it listening ear, willing to hear
all )lses of any iwlus(try; a(l we, as Itliding citizens in tis great
country, still I'lmieve t hat sJ)eiaIl privileges should he granted to none
an1 equal rights shall be*3 grated to 1all.

Senator CoNNAI.T. lin the main your c(ontentioil is that the 1)rice
of galsoilne kt. the refilnery is too high; you want it cellaper at tile
fineryr, and that the retail price is not l igl enough ?

M'. 'BAUCUM. Mv 11111i1 ColteIltiOnl, Sella1tor, is there should not be
aiyt ilhig that would give the inonopolistic element the aldvantage of
anyone ldoino" business in tie industry.

Sellltor &)NNALLY. YOU JIre O1)0ose(l to C()liservatioil laws ill
gtleral, lire you ?Mr. BAUC . I am -for conservation laws in the resJ)ect of elimilat-
ing waste but not to the detriment of any group.

Senator CONNALLY. I mean, do you believe in iuneontrolled prddtic-
tion of oil and let free competition just blow the wells out?

Mr. BAtUCOMi I just believe in a law that would protect all in the
industry.

Senator CONNALLY. 'Fliat is a very general statement; hnd ,,of
course, we are all for that.
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Mr. BAUCU,. Yes, sir.
Senator CONNALLY. We all want to (10 right if you let us say what

is right ourselves. But you are not opposed to conservation laws in
each State?

Mr. BAUCUM. I am only opposed to a conservation law that would
jeopardize the interests of others.

Senator CONNALLY. Do you not think each State should have the
right to regulate its own affairs in oil according to its own laws?1

Mr. BAUCTUJ. Yes; I undertook to cover that in my statement.
Senator CONNALLY. I am asking you, though, now. This is cross-

examination. You cannot just tell your story and then quit. Do
you, or riot, think each State ought to have the right to regulate its
own production of natural resources under its own laws? Do you
think that?

Mr. BATcUM. Insomuch as they do not-
Senator CONNALLY (interposing). Not insoimuch as they (d0 not;

but do you think they ought to do it or not,? Nobody but the State
can determine it. Kentucky cannot determine what'Texas will do,
and Texas cannot determine what Kentucky will do. I ama simply
asking you whether you think Kentucky on ti one hand-and Ken-
tucky is an oil State--you do not think in Kentucky that Texas ought
to tell you what to do, I am sure-and on the other hand, do you not
think Texas, depending on their own situation, ought to have the
rifgh to regulate any resources, coal like you have in Kentucky, or
oil like we have in Texas, and they ought to have the right to con-
trol it?

Mi'. BAUCUM. I will answer in this way, Senator: So long as it
does not jeopardize the interests of othe rs in the emd, I (1o not
think so.

Senator CONNALY. That is no answer at all. In other words, you
are willing lor Texas to handle it just as long as they handle it like
you think they should? That is Nhat you think?

Mr. BAUCUM. I do not propose to know how it should be handled.
Senator CONNALLY. You won't subscribe to the doctrine that each

State has the right to regulate their own natural resources?
Mr. BAuCuM. No, sir.
Senator CONNALLY. Mr. George Thompson?
Mr. Tlo mPsoN. Mr. Senator, we have joined the brief of the Vir-

ginia Association in order to save time.
Senator CONNALLY. 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.

Senator C'ONALLY. State your name, your business, and where
you live.

Mr. WALTON. Ira F. Walton, Roanoke, Va., representing the Vir-
ginia Petroleum Jobbers' Associatiin.

Senator CONNAILY. Your name is not on the list?
Mr. WALToN. I am here in the place of Mr. Kirkmnyer.
Senator CONNALLY. Mr. Kirkmnyer's name is on the list?
Mr. WALTON. Yes, sir. Hie was unable to attend.
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Senator CONNALLY. We will have to limit you to 10 minutes, and
if you do not get through you can just file your statement.

Mr. WAXLAON. If you do not mind, I will just file it with the
stenographer and read tie attached endorsements.

Smattor CONNALLY. All right.
Mr. WALTON. I would like to read those endorsements, Senator.
Senator CONNALLY. That will be all right. We will be very glad

to have you read the endorsements.
Mr. WALTON. The statement by the Virginia Petroleum Jobbers

Association has Ieen endorsed by the South Carolina Oil Jobbers
Association, the Georgia Independent Oil Marketers Association, and
the North Carolina Independent Oil Jobbers Association.

I think submitting this statement will save some of your time.
(The statement of Ira F. Walton, referred to, is as follows:)

VIIVINIA PIsOII;IM ,TOIBElts AsSOCIATION, ITIADQUAIrr ltS, RICMON), VA.

Conservation of ouir crude-oil supply aind a stable market are desired by all
good bnidnessmn and true Ainericans, and we cannot criticize too severely
the State of Texas in their desire to do this, but if we are going to have true
conserttilon of! our crude-oil supply, a natural resource so Important to our
national life must be guarded, but It should not be guarded for the monopoly
group tit 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 iniport tax on gasoline and crude oil and pernilt importation of
petroleum products up to one-hlf of our Nation's requirements, thereby reserv-
ing domestic supply for our future needs.

We oppose the Conmlly Act (S. 790), or any act, if It would by application
have, a tendency to redlice the supply of gasoline to the independent petroleum
jr,bIb)r to such an extent as will permit the establishment of a fictitious pice:e
to the independent jobber by the monopoly group, so as to prohibit the Inde-
pendent jobber from marketing at a prolt In competition with the supplying
company or the nionooly group.

The statement by Mr. Ickes before your committee, we believe, can be
exploded in oane sentence of less than a dozen words--"Why tax importation
of petroleum inil Its lprodeits?" Mr. Ickes draws a very black picture of our
Nation starving for a supply of petroleum products In a time of national need,
but lie hid(] not )roposei to relieve this condition by using foreign-produeed
(it, ianI which can Ito delivered t( the consumer at a less cost than domestic
produced oil and at the saime time conserve our crude-oll supply.

Further, in behalf of conservation: 1ins any thought been given to placing
an eiargo on the shipment of petroleumn and its products from the United
States?

The principle of conservation is a big subject and of interest to our qntlre
population.

If we must have control of our petroleum production, allow us to urge
that we have control of all divisions of the Industry from the well to the
consumer, or a complete divorcement of the different divisions of the petroleumn
Industry.

In order to conserve the time of the committee time following representatives
of organizations ollosed to time passage of S. 790 concur in the brief filed by
thme Virginia Independent Petroleum Jobbers Association: P. A. Friend, South
Carollna Oil Jobb srs Assoclation; Howard S. Belap, Georgia Independent Oil
Marketers Association; George H. Thompson, North Carolina Independent Oil
Jobbers Association.

Senator CONNALY. In the main, your attitude is the same as some
of these other marketers which you have heard testifying?

Mr. WAt:roN. Yes, sir; we want a living margin for the jobbers.
rhe general trend is, as the last witness on the stand stated, -to
eliminate the jobber.
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Our experience e in 1936 in trying to secure a competitive contract
led us to believe that, because we could not figure a competitive
contract except only at even figures, and if we changed brands-

Senator CONNALLY (interposing). What do you mean "even
figures? "

Mr. WALTON. All the contracts were based on the same margin; 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-
quarter of a cent. And I think our margins were reduced from 6.75
town to 6.25. Since that time our margins have been advanced a
quarter of a cent.

Senator TOWNSEND. How does the operation of the common law
affect that?

Mr. WAL TN. 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 suipply. Our company and some others of
us happen to handle a major advertised brand, but we have to have
the independent supply and source in order to maintain a margin in
there. If they cut that down so we cannot get an independent sup-
ply and source why then it affects us by the slicing our margin down.

Senator CONNALLY. IS it not true that you can buy gasoline in the
market just like anybody else, and it is all t he same plice, is it not,
wholesale gasoline, from the refinery?

Mr. WALTON. We tried to buy some gasoline, as you state, in the
market, and we were unable to get what we wanted.

Senator CONNALLY. At the prices you wanted it?
Mr. WATnrON. As I said before, we could stick to our own plant

and be one and a quarter cents better off. But 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 6 cents and you cannot sell it
for over' 8'; that is what you mean, is it not?

Mr. WAL[,ON. At that time they set the price and our marginal
contract was based on that.

Senator CONNALLY. What are you paying now for gasoline in the
refinery?

Mr. WArLOm, We buy it from a terminal.
Senator CONNALLY. You buy it from a major company, you say?
Mr. WAL'ro,. Yes; a major company.
Seiator CONNALLY. What do you pay for it?
Mr. WALTON. We pay 61/2 under what they call a posted rate of

price. I believe the contract this year is based on a tank-car or
tank-wagon price.

Senator CONNALLY. What is the margin? What do you get?
Mr. WALroN. Six and one-half cents.
Senator TOwNsI,)ND. Is that fixed in the contract? Does that fix

tl price you sell it at?
Mr WALTON. No, sir; it does not fix the price we sell at.
Senator CONNALLY. What do you mean by the "margin"?
Mr. WALTON. They set the margins from their posted prices at

the posts. ' . I
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. WALTON. That is 614 cents today.
Senator CONNALLY. A gallon?
Mr. WALTON. A. gallon.
Senator CONNALLY. You do not mean you make that much profit?
Mr. WATOrN. 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 CONN'ALLY. And do you get 21/2 cents?
Mr. WALJroN. Two and a half cents.
Senator CONNALLY. And the service station gets four?
Mr. WALTON. And the service station gets four. That is right.
Senator CONNALLY. You do not think that is enough?
Mr. WALrON. We think we should have a quarter more.
Senator CONNALLY. I think that is a pretty good profit, myself.
Mr. WALTON. 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.

Seiator CONNALLY. That margin is on'delivery cost, is it not
Mr. WALtON. On delivery cost.
Senator CONNALLY. You buy at the terminal, and where do you

buy at?
Mr. WALTON. We buy at the Baltimore terminal.
Senator CONNALLY. You get 21/ cents split and the filling station

gets 4, and the consumer pays it all?
Mr. WALTON . The consumer pays it all; yes.
Senator CONNALLY. All right.
Mr. WALTON. But we did not have the advantage of this increase

in price of the last half cent-
Senator TowNsaxo (interposing). What do you pay for this gas

a gallon?
Mr. WALToN. We get six and a half. It is less than 21, 15 cents,

including all taxes.
Senator TowNSEND. I mean, what. do you pay per gallon for this

gas?
Mr. WALTON. That is 15 cents.
Senator CONNALLY. You could not mean that.
Senator TOwNsEND. You pay 15 and sell it for 211/?
Mr. WALTON. No. We sell it at 171/2. We pay 15.
Senator CONNALLY. And the filling station men add four?
Mr. WALTON. That includes all taxes, too.
Senator CONNALLY. What does the man at Baltimore who sells you

the es t a gallon?
.' WALTON. Counting the freight rates and the not left, I do

not know.
Senator CONNALLY. You p)ay him?
Mr. WAiMON. We pay h n less 5 cents State tax. We pay him

about 9 cents, plus I Federal tax, or 10 cents.
Senator TOwNsEM. He really gets the 9 cents?
Mr. WAiTON. He really gets the 9 cents.
Senator TOWNsEND. Who pays the 1-cent Federal tax?
Mr. WALTON. We pay that to him. He really gets 9 cents, and

out of that he pays the freight.

125095-37-11
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Senator TowNsumc. Ho gets 9 cents, and on that 9 cents per gallon
you and the retailer nuake a profit of 61/s cents; is that right?

Mr. WALroN. That is right--split.
Senator CONNALLY. That is only a return of 662/9 percent, is it

not?
Mr. WAroN. You have got your taxes to conme out of that.
Senator CONNALLY. I know; 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 imake?

Mr. WALTON. 1 lvd not figured it out in percentage.
Senator CONNALLY. Figure it out, now. Your mind is falSt,. You

said you buy at 10 and you make 6 cents, and therefore you make
662/,6 percent.

Mr. WALi N). I think those figures are correct.
Senator CONNALLY. You gave thien to i1c.
Senator TOWNSEND. Does the Connally Act take in profits, Is

that your thought?
Mr. WALTON. 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 n1argins to tighten do,n on us, and-they tighten
down on the nmrgins, as I explained to you before.

Senator LoNnRoAN. When you make a contract of purchase for
how long a period does that run?

Mr. WAmr/oN. The last contract we made it happened that we got
a 3-year contract with a 90-day cancelation clause.

SZcuator LONiu(GAX. On both sides?
Mr. WAYoON. No, sir.
Senator LONE I OAN. On whose side?
Mr. WA roN. On their side. So it is ultimately a 90-day contract

for then. I do not know whether that is exactly fair.
Senator CONNALLY. You can quit in 90 days, can you not?
Mr. WAL'roN. I guess so, if we quit buying.
Senator CONNALLY,. That is what lie means.
Mr. WALTON. No. Our contract is to buy for 3 years.
Senator CONNALLY. Do you mean you would have to continue buy-

ing 3 years and that they could cancel in 90 days? Do you mean
that?

Mr. WALTO'. That is what the contract reads, that we would have
to continue buying for 3 years.

Senator TOwNsEND. Is there a penalty in case you stop buying?
Mr. WALTON. No, sir; I do not think there is a penalty.
Senator CONNALLY. As a matter of fact those contracts, though, aro

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. 'WALTON. Yes, sir. The prices are not controlled by us, but
by the supplier.

Senator CONNALLY. As I understand it, they are controlled by the
prices in the open market, are they not?

Mr. WALTON. They are controlled by the suppliers. They con-
trol it.
1, Senator CONNALL. What does the contract say, after the posted
price?

Mr. WALTON. As posted.
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Senator CONNALLY. And the posted prices are that all dealers and
sellers of gasoline have a sign uip that gasoline today is 161/2 cents,
is that right?

Mr. WAaLx)N. That contract states the tank-car price or terminal
price, whichever is lower, at our destination, anid at their posting.
It does not say just promiscuously all oil companies.

Senator CONNALLY. I understand.
Mr. WAzroN. That is their posting. And if they have not got a

posting they took another company's posting.
Senator CONNALLY. And you get the benefit of whichever one is

lowest?
Mr. WALTON. Yes; we get the benefit; of whichever one is lowest.
Senator CONNALLY. And it is to your advantage to take as low

asyou call?
r. WALTON. Certainly it is to our advantage to take as low as

wo call get.
Senator CONNALLY. All right. Are there any other questions?
Senator LONvIuAN. Your real l)enetit in the conti'act is the ginir-

anty of the Suppl)ly, then?
Mr. WALTON. Yes, sir. They are the guarantors of the sli)pply.
Senator Le N EiaAN. Because under your contract you have to abide

by the fluctuating market is that it?
Mr, WALTON. Our real benefit, as you have stated, is the guatruty

Of the supl)ly and a livable margin; that is right; yes.
Senator CONNALLY. 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, IOWA, REP-
RESENTING THE IOWA INDEPENTENT OIL JOBBERS BUREAU,
IOWA PETROLEUM ASSOCIATION

Mr. WILSON. I am Henry M. Wilson, represenl(ing the Iowa In-
deLtendent Oil Jobbers Burau of the Iowa Petroleum Associatiol;
I live in l)es Moines. And I have a resolution adopted by our com-
mittee representing the association, which I wouhl like to file and
not read, but I have a statement which I would like to read, and
will try to keep within the 10 minutes.

Senator CONNALLY. All right. You may file the resolution.
(The resolution referred to is as follows:)

RESOLUTIoN OF IOWA INDEPENDENT OIL JoBiwts BUREAU OF THlE
IOWA PmiTxtoLEuM AssoCIATION, FEBRUARY 0, 1937

Whereas it has come to our attention that the Congress of the United States
has hereto enacted bills which prevented the free transportation between
States of products refined from crude oil produced in excess of a limit set by
various laws enacted by the individual oil-producing States (Public, No. 14,
74th Cong., oh. 18; 41) Stat. 8043) ; and

Whereas this act of the Congress, commonly termed the "Connally Act",
was in the first place a part of the National Industrial Recovery Act and
we feel it should have been terminated upon the expiration of the N. R. A.,
for the reason 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 thoqe
engaged in, ti petroleum industry were so benefited by tlls act, iad We
realize that one of the chief purposes of the Connally Act was to conserve a
great natural resource, beneficial to all; and
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Whereas the Connally Act has, in fact, been of great benefit to the major
oil companies, the oil producers, the oil reflners, and the large oil-producing
States to the great detrimlient to the indelpen(eit oil marketers and the con-
suiners 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 10.
1937, unless extended by the present sebsioix of the Seventy-fifth U'nited
States Congress; and

Whereas Senator Connally, the originator of the bill in the Seventy-fourth
Congress, has Introduced In the United States Senate a bill known as 8. 790.
which proposes to make the Connally Act permanent by striking out the
expiration date of June 16, 1937; now, therefore,' he it

Resolved by the Iowa Independent Oil Jobbers' Bureau of the Iowa Petroleum
Association, a bureau truly representing an independent group of the Iowa oil
Jobbers, Do hereby petition the Seventy-fifth Congress of the United States
not to pass S. 790 but to permit the Connally Act to expire, ats now provided,
on June 16, 1937.

)?edolied further, That a copy of this resolution be sent to the Members of
the United States Senate and House of lIepresentatives from the Slate of
Iowa and to the members of the Senate Finance (Joinn'ttee.

IOWA 1NiMIM.NIENT OIL JOBBERS BV REA1I
OF THiN IOWA Pn'RoxxuM ASsocIATiON,

1IAaax ImE OIL CO., Waterloo, Iowa,
IARY PER, President,
S'nmnssm, On. WONKS, Ottumwa, Iowa,
ALmUrT S'roEsSEL, Secretary,
CVUSHMAN-WILSON Om CO., Des Molneg, Iowa,
H. M. WILSON, First Vice President,
IARTLFS-SHIIEPiiRD OIL Co., Waterloo, Iowa.,

A. S. SAMMELL, President,
committee.

Mr. WILSON. 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, Iowa, 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
Oil 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 been
in the oil jobbing business in Iowa and North Dakota.

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 f6oting to
that of my company, the large majority of the distribution in Iowa

is by so-called major companies. For more than 20 years our com-
pany went along, meeting competition 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 .nd
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, butt after the passage o4L the
so-called Connally Act the market was so stabilized, so controlled
by the so-called major companies, that we have been obliged to buy
in strictly a controlled market,, and sell on a basis st by the majors,
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that only 2 cents per gallon on gasoline is left iis to cover local
taxes, rent, wages, salaries, depreciation, aul upkeep, which mcansm
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 LoNHIMAN. What is an ille a buying pool?
Mr. WIrsoN. An illegal buying pool is one that is controlled by the

majors. And if you were operating an independent refiuery (loWn
in Texas and had 100 cars of 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 us, and thereby that 100
cars is taken out of the market immediately and thrown into the
tanks of the majors. And the difference may be only half a cent.

Senator CONNALLY. But if you pay that other half a cent you
would get it?

Mr. wasoN. Why should we pay the other half a cent?
Senator CONNALLY. You are complaining that you do not get it

for a half a cent less than the posted price?
Mr. WILSON. Not particularly less.
Senator CONNALLY. The illustration you gave said that.
Mr. Wirso. They step in and take it out of the field so no oppor-

tunity is given to the independent operator, such as wve are, to pur-
chase gasoline, other than at the field posted price, which is set
by the majors.

Senator CONNALLY. Anybody else can buyr it, can they not? Any-
body can buy it who wants to 1pay the prevailing prices?

Mr. WILsoN. Maybe,-
Senator CONNALLY (interposing). Your kick is you cannot buy it

under the market prices?
Mr. WILSON. No.
Senator CONNALLY. When you had hot oil you could buy it and

you did buy it?
Mr. WILsoN. We never bought any hot oil that I know anything

about.
Senator CONNALLY. You never did that you know of, but it was not

called hot oil then, and you bought it?
Mr. WILsON. No; we did not.
Senator CONNALLY. Then this law will not hurt you, will it?
Mr. WILSON. Yes, sir.
Senator LONEIROAN. As I understand you, a pool steps in and pre-

vents you and other men Irom buying?
Mr. WILSoN. That is right.
Senator LONERGAN. fhey are right there on the scene?
Mr. Wisoi;. Yes, sir.
Senator LONEIIOAN. And they have this pool so that the oil does

not move to other men and you who are engaged in this business?
Mr. WILsoN. On a competitive basis.
Senator LONEOAN. It is not released to you and ifi that way th ey

maintain prices ?
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Mr. WILsoN Yes sir. And that is why of the major companies
24 of thon are indicted at Madison, Wis., and some seventy-odd

officials of those companies are also indicted.
Senator LoNatRAN,. That is destructive of competition?
Mr. WILsoN. Yes sir; absolutely. And we feel it, and it is made

destructive to the oil business as we feel by the Connally Act.
I have listened with interest to what others have said, and wish

to say, just as Mr. Shock of Pennsylvania has said 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 monopr
olistic control of both supply and price more complete and powerful
that ever has occurred" in the 25 years that I have been in the

robbing business. There is no genuine open tank-car, mia~rket, it
being artificiall controlled.

Yesterday, r. Collctt mentioned the buying pool under the code,
but he did not state that a continuance of such a 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 Madison, and we contend
the Connally Act helps them in thus controlling the tank-car market.

I also listened to Mr. Paul Itadlick present his argunieiits in
opposition to the passage of S. 790 which will make permanent the
Connally Act, and wish to say he pretty fully covered the case for
our organization. What we want is a fr;e and open market in which
to buy, and the Connally Act gives to, tle majors such I)ower over
production, and by limiting production the price o crude , that the
independent who owns no pipe lies, has ho 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 open
competitive market in which to buy. I

Yesterday after this meeting adjourned, I thought by Mr. Hill's
testimony that I might learn of s e rehl'iery to whom lie sold his
(rude from which we might get a, dependable, 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 it profit. Some-
thing further was said about markets, and lie said lie was unable t9
sell his crude (you have a posted market on that), the majors refused
to buy, and lie vas obliged to seek a foreign outhet,

Ile contacted a broker in London who sold a cargo for him toa
refinery in Belgium, another cargo to a refinery in France, and the
third to Italy. Regardless of the fact that lie indicated that lie 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
iake its provisions inoperative if a State permitted crude oil, gaso-

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 oil 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
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the present import duties of 2 cents per gallon on gasoline and 21
cents 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 compacts, 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 Nationa:
Petroleunm News the total cost of refinery of this product would be
Price of erude oil ----------------------------------------------------- $1. 27
Brokerage c---rg--- . . ....... .------------. 05
1ipIe-1lne gui Jorilg charge ------------- - -------------------------. 05
Trunk pip(-]lin charge ---------------------------------------------------. 10

rotal ..---------------------------------------------..-- 1.47
Cost of provessing (operation and imlntennnce) ------------------.--.- . 28

Total direct cost of refined product --------------------------- 1.75

Market value of products obtained from 36 urailtvi crude
Percent n~lll8Refflnory

Prouctrent nsprice TotalProdYct h per har- (conts ter value
Tel gallon)

0eoline .............................. 1.................... 5 7 21.4 h. 75 $1.345
Kerosene ..................................................... 7, 3 3.1 5 . 15
Distillate ....................................................... 5 2.1 4 .081
G" oil ......................................................... a 2.1 3.25 .OtIAFuel oil .......... 2............................................23.7 10 8.44 .344

1,993
Less total direct cost of refined product ......................... ............................... 1.75

Operatlg margin .......................................... ... .......... .243

At today's prices and comparing the extended figures with $1 crude
as riven ill effect on December 12, 1935, a few months after the Con-
nally Act went into effect we find that the refiner is getting more
for every single product mentioned, that 96.7 percent of the crude
has been accounted for and his not 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, as 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 crude against $10,000 on December 12, 1935. Bear
in mindi a 10,000 barrel refinery is only a comparatively small refinery
(the 19'5 figures of the Bureiu of Mines show 73 refineries in Call-
fornia with 840,635 barrels per day capacity; Texas has 197 with
1,106,299 barrels per day capacity. Why tlen, if Mr. Refiner can
make an extra $250 per day in running 10,000 barrels of crude 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, demand
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, SU)ported by tlk s
law that real conservation hts been brought about in Kansas, Louis-
iana, New Mexico, Oklahoma, and Texas, and according to Secre-
tary Ickes these States produce in the, aggregate 73 percent, of the
national oil output, and the daily average crude oil production today,
according to Secretary Ickes' statement is 3,250,000 barrels and 73
percept of that is 2,372,500 barrels per day, an- l ii through the work-
ings of the Connally Act, and the conservation of this great natural
resource, resulting "n the control of production and tbe raising of
the price from, say, 75 cents per barrel to $1.27 per barrel, 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 (lay had the price risen from
only $1 per barrel to $1.27 per barrel. Giinting that ti only benefit
has been to raise the price 27 cenis pr barrel, it means $233,809,875
per year to the producers of crude in these five States alone. Is it
any wonder that the representatives of (1e of the greatest crude
St86ts among the five, and also able representative es of the )roulcers,
are here to urge the extension of the. Connal'ly Act.?

Presuming that the figures given in the Nationa.l Petroleum News
as to refinery costs are correct, and that the profit on processing tile
1,106,299 barrels per day in the Texas refineries is increased firom 22
cents per barrel to 24.3 cents per barrel, it nieans an increase of re(in-
ing profits from $243,385.1'8 per day to $968,830.65 or a net increase
of $24,444.87 per day equaling $9,287,377.55 per year for the increase
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 rule. Are we to won-
der why the gentlemen who own the refineries are loud in their
demands that the Connally Act be male permanent?

Or can we wonder why the associations they have shoul(1 not have
representatives here in numbers to impress this committee of the
advi-bility 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, tie 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 practice;
and when our voices are raised against it for the evils it hell s make
possible that cognizance should be taken of our claims, as %ve surely
believe that a live-and-let-live o,(licy 0 should be extended to the for-
g otten man, who is the oil job r in this instance. Lazarus of ol
begged for a few crumbs from the rich man's table to maintain his
existence, and should the oil jobber today be condemned or his motives
questioned when he too asks for careful consideration of an act that
he feels is one of the things that threaten his very existence? We
are still not convinced that the Connally Act wit h its cont rol 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. t90.

Senator LoNialOAN. Is that all?
Mr. WILsON. Yes, sir.
Senator LoNEBOAN€. I want to know more, about these illegal po1 s.

Do you believe that, the capital invested in these pools is furnished
by those who cut the price?

Mr. WmsoN. Yes, sir.
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Senator LONE AIAN. Can .you give ine evidence on that?
Mr. WILSON. I cannot give You any evidence on it, but the grand

jury cart.
Senator LONEIMAN. Give me the name of a company; let us see if

We Call 1ti(d who invests the capital in the illegal pools.
Mr. WILSON. Thers are several of the major companies; one of

them is the Baruseall Refining Co.
Senator L-)NEW OAN. How do you spell that?
Mr. WiLsoN. 3-a-r-n-s-e-a-l-] Refining Corporation.
St iator LONEHtGAN. Where are they?
Mr. WiLsoN. They are at Tulsa, Oda. Mr. Ed. Reeser is the presi-

dent of that and he has also been indicted.
Senator LONEIOAN. That is an illegal pool?
Mr. WiLsoN. Yes.
Senator LONEIIAN. The name is "Reeser?"
Mr. WILSON. Yes.
Senator LoNEROAN. Who took the action in that case; was it the

State

Mr. WirsoN. No, it was the Federal Government, the Dev>:trtm,,nt
of Justice.

Senator LONEIMAN. In other words, the Federal Government is
trying to i)rak ul) these illegal pools?

Mr. W VsoN. Yes; and while they are doing it we are getting
hamstrung.

Seinator LONEIMOAN. So that the departmentt of the Interior would
know who furnishes this capital?

Mr. WILsoN. Yes.
Seimtor LONEnO3AN. And that ought to be stopped?
Mr. WiLsoN. Surely; we contend it ought to be.
Senator LONFrOAN. I think it should also.
M'. WILsoN. Senator, there is one question you asked the gentle-

man just before ine. The conditions in the various States are dif-
ferent. Ydu 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 get and that covers the expense of our taxes -

Senator CONNALLY. Tllat mai'gin is the margin of the jobber
alone; that does not include retailers?

Mir. WILoN. No.
Senator'CONNALLY. You get 2 cents a gallon?
Mr. WI,soN. We get 2 cents a gallon and it actually costs us-
Setator CONNALLY. Let me ask you this: You get that 2 cents a

gallon whether gasoline is cheap or whether it is high; do you not?
Mr. WILSON. Ves; we do now.
Senator CONNALTY. That is what I am talking about. So, in

reality -

Mr. WILsoN. But,-
Senator CONNALLY. Let me finish. You get 2 cents whether it is

high or low?
Mr. WILSON. Yes.
Sea0to- CONNALLY. So, after all, it, does not make any difference to

your profit whether gasoline is cheap or high ; you get the same
margin in either case; you get the same profit,

Mr. WILSON. But it is not profit.
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Senator C0NAy.Y. If, you can, buy it a' little ehqaper than the
ot4er fellow, buy; ., by getting, it eow, the post d price from a man
Who is violating the law-

Mr. WILsoN. 'Ho does not have to violate the law,,
Senator CONAt, I iam just putting a hypothetical question t0

.You.
Mr. Wnison. Yes.
Senator CONNALLY. Instead of making 2 cents, in that case you

would make 21/,or 3 or 4? , 1 ,
Mr. WILSON. We' would not make it. We would have that margin

to operate on; but when it costs us 23/ to operate, we are losing 0.75
cent on every gallon we handle, and we did it all this last year.

Senator CONNALLY. Why do you go on doing that?
Mr. WLsoN. We cannot help ourselves.
Senator CONNALLY. You would do better to go out of business.
Mr. WILSON. We want to stay in business.
Senator CoNNALLY. Why do you keep on renewing these contract

if you are not making a profit?
Mr. WILSON. 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.

Senator CoNNAI y. The Government is trying to correct these
illegal ~ractices

vr.WLSON. Yes.
Senator CONNALLY. You say you did business all last year at a

loss ?
Mr. WILsoN. We did.
Senator CONNALLY. And you are still continuing to do so?
Mr. WILSON. Yes; we have two or three' hundred thousand dollars'

investment which we have to protect.
Senator CONNALLY. How can you protect your investment by con-

tinuing to lose money? I
Mr.-WILsoN. We h~ad a contract with the Barnseall Refining Cor-

poration that expired November 1, 1936, a 5-yeax contract, and It had
a provision that after the contract had been in operation for
3 ye ars if we elected to sell our stations and the equipment to the
Barnseall Oil Corporation that they were obliged to buy it, and
there would be selected an independent appraisal company to ap-
praise the property. We served notice- : -

Senator CoNNALLY. You signed that contract?
Mr." WidSoN. No; I did not. The president of the company

'igned it.
Senator CONNALLY. ,That is what I mean, that your company

si ed it.'-Tr. WILsoN. Yes; our company signed it.

Senator CONNALLY. It made that contract, did it not?
Mr. WILSON. Yes; and we served notice on those gentlemen to

buy. Mr. Rieeser-Mr. Cushman, the president has been ill for 3
years--and Mr. Reeser wrote rue the option was not an enforceable
one and that they are not obliged to buy.

Senator CONNALLY. 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; I have not looked at it.
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Mr., WloN. ,Would you know i whether it waslegal if you didlook at it f
Senator CONALLY. I would know as much aboat. it as you do;it is your contract; I uiever saw it. If yoU" are continuing, to lose

money-
Mr. WIxN., We cannot quit and: they have no business.' 'But going back to this margin, it costs us 2.75 to do business, andthe majors, preyjous to the time ,this law went into effect-we wereoperating under f. 4-cent margin, but as soon as the law went intoeffect, soon. thereafter, they cut, it right in two and made it 2 centsSenator, CONNALLY. Why, don't you buy t from someone else?Mr. WILsoN. We cannot.
Senator CONNALLY. Can you not buy it at the posted price ?Mr~oWILsoN Yes; brut that posted price only gives you:a 2-cent

margin.
Senator CONN , not require you to sell it at anyparticular fi .,o, they? 7-
Mr. -W .o; but youll have to the competition; you Iave,to sell e fgure the majors set; that i,, e tank-wagon market.
Se -or CONNAiLY. D MbelieVe In con ation laws at all?

enator, o Ln . , bei ing ill them, o you believe they
)uld beeed-c

Senator" I fsta ,ha', such a I and a group ofStates has such a do, o t n t is Federal Gov-ernment to aid th in enforcin t eir o laws?

Senat :I~ tMr. 1 SON. ,ifhrtf t~i taaw the munipu.,
ators ae lie n tIT4 e fellows o are operating
idepende tl do We~ei t is rig t. 11Senator NALLY re on deal 'here th the interstate

s Ment of oil.
r. WrLsOx. e C ally is one o e parts that makeup ,' whole, 1 -1 '' , 1 1 ' I

Sen r ONNAMLY. Xre you against it?,Mr., x,. I am against the workin the Connally Act.Senator "ALLY, 1, though you you believed ini each Statemaking its ow nd that o0d be enforced.
Mr. WILsON. Yes.
fSenator CONNALLY. And you said the Federal Governmenrt should

aid in enforcing the law?
Mr. WILsON. Yes.
Senator CONNALLY. That is all the Connally Act does.Mr. WiLisx. But it controls the priee through limiting productionSenator CoNxNx .You: are against limiting production through,

conservation, then?
Mr. WI xo . If It were truly conserved,,I would not say anything

about it.
Senator C ',NALLX. You heard the testimony they were going tog ot 4,000,QO0, barrels out of the,;east Teis ,field because of con-

servation? I
Mr. WILSON. Yes.
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Senator CONNALLY. And that otherwise they would not have gotten
but 2 billion ?

Mr. WILSON. Yes.
Senator CONNALLY. Well, is that not in the interest of the

consumer?
Mr. WiLsoN. 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 conm in, and when that is exhaustpd---"

Senator CONNALLY. 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 all of the time you want. Does
that conclude the marketers?

STATEMENT OF GEORGE A. HILL, JR., HOUSTON, TEX.-Resumed

Mr. HILL. May I correct a misapprehension of the last witness?
Senator CONN ALLY. Give heed, Mr. Wilson, Mr. Hill wants to make

a statement.
Mr, H LL. I 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, Iowa, expect to be in contact with independent refiners
that were just as desirous of selling oil to him as lie was desirous of
purchasing the same, and that the thing for him to do was to leave
Des Moines temporarily and contact independent refiners.

I hope that he did not understand 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 oil to whomsoever he feels, at such prices he feels, and
convey the impression that if he 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 Ifintended to say, and he entirely misapprehended my
conversation.

Senator CONNALLY. We thank you, Mr. lill.
As a matter of fact, these marketers in all these States could buy

from independent producers in Texas or any other oil-producing
State through brokers, if they desired, could they not?

Mr. HiL. Yes, sir; or directly.
Senator CONNALLY. If they did not want to make some direct con-

tact they could have brokers buy for them?
:Mr. HILL. That would be my opinion, Mr. Chairman.
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:)
CHICAGO, ILL., 1cbruary 16, 19,37.

Senator THOMAS CONNALLY,
Senate Office Building:

Sehuh arriving Washington Wednesday, testify favoring Connally Act per-
n1anency.

NATIONAL ASSOCIATION PFraoLEaUM RrAInEaS.

Senator CONNALLY. I also have one from W. B. IHanilton, chair-
man, oil aid gas committee, West Texas Chamber of Commerce, who
regrets he cannot be l)resent and urging reenactment of the act.

(The telegram referred to is as follows:)
WiCiITA FALLS, Tmux., Feebruary 16, 1937.

Senator ToM CONNALLY:
I 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 Oil Act permanent. As chairman, I
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 Oil 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 Commerce believes that
it Is impossible 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
iS #qltlSy?-as 'leIPfullto consuming public, particularly those residing in non-
producing oil States. The West Texas Chamber of Commerce believes that the
only objection that will be made to thils pleasure will come from those Who
desire to profit from their ability to purchase gasoline and oils made froul
contraband stolen oil.

Regards,
W. B. HAMILTON,

Chairman, Oil and Ga.i Committee, West T'cxas Chamber of Commerce.
Senator CONNALLY. I have another telegram from the North Texas

Oil & Gas Association, by J. Ed Erwin, executive vice president.
(The telegram referred to is as follows:)

VICIITA FALLS, Tlsx., 10ebruary 16, 1937.
Senator ToN, CONNALLY,

United Vatles Snate:
This association, representing nearly 500 Independent oil producers and 're-

finers in tie north Texas dlftrlct, wishes to urge tile reenactment of your hot
oil bill, knowing that it is essenial to tile welfare of these operators and to the

6,0(X)0 wells they own and operate in this district producing 6:,000 barrels of oil
per day. The continued operaton of these wells, most of which tire of the
Stripper class, n( the ultimate recovery of ll tile oll from these oil flel
depends utterly upon the continuation of the present conservaol program, of
which the Connally Act Is a most important part, which also hmures to tile
ultimate benefit of the consumer.

NOR'H TEXAS OIL & GAS AssocIATION,

J. El) EvRWIN, ErcXcutiv Vice President,
Senator CONNALLY. If that is all of the larkeers-are you repre-

senting some marketers?
Mr. Biumons. Yes.
Senator CONNA LY. Which association do you represent?
Mr. BLRoo ts. The Oil Men's Association of New Enghtnd.
Senator CONNALLY. We will have to be brief. You can put your

statement in the record but we hope you will be brief in your testl -
mniy, since all of you Yolks cover practically the same ground.
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STATEMENT OF F. E. DERGFORS, QUINCY, MASS., REPRESENTING
THE OIL MEN'S ASSOCIATION OF NEW ENGLAND

Mr. BEnoros. 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 foil
the purpose of consi(lering the Connally bill, after which it was voted
unanimously to oppose it, directing me to appear here before your
committee.

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 I-Tarbor.

We do not believe ihi 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.
I In fact, it is immeasurably worse than operating under the old
law of survival of the fittest, because under this bill some companies
enjoy Governnent assistance.

We believe the purposes of the bill has never been fulfilled and
that the reasons f6r its enactment given by its proponents, namely
conservation, a clever subterfuge.

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
price of crude at $1, and recently higher, we are afraid there might
be no ceiling to the prices they may wish to extract.

I know that we oil marketers are paying from 30 to 50 percent
more since the operations of the Connally bill for our petroleum
products.

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 oi' petroleum did its share
to produce this result.

The 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 a month heating oils and fuel 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.

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 Government through
this Connally Act, we believe the Federal 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.

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 CONNALLY. How much is your differential or spread?
Mr. Bnuoros. It differs continually.
Senator CONNALLY. What is it today ?
Mr. BERGFORD. I do not know.
Senator CONNALLY. What was it yesterday?
Mr. Bm rois. I do not know.
Senator CONNALLY. What was it day before yesterday?
Mr. BmiFo O s. I do not know.
Senator CONNALLY. What was it the day before that?
Mr. Bniwnons. I do not know.
Senator CONNALLY. You are in the business, are you not?
Mr. BEIOF0US. Yes; but I have been here since Thursday.
Senator CONNALLY. Well, the day you left, what was it?
Mr. Bvmorons. I do not do the buying. I 'am president of the

company, but it varies continually, sometimes down to nothing.
Senator CONNALLY. You are president of the company aid 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 buying it and the price at which you
were selling it; you certainly know that.

Mr. BnrGFOnS. It varies f rom day to day.
Senator CONNALLY. I said the last time.
Mr. BzoR(FOiRS. We might have had a cent and a half, or 1 cent.
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Senator CONNALLY. You might have had either nothing or 5 cents,
but I am talking about what it was on the last (lay 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. BEnorons. 'The margin between what?
Senator CONNALLY. Between what you paid for it and what you

sold it at.
Mr. BERGFO.HS. We do not sell at the satme price to everybody.
Senator CONNALLY. You do not?
Mr. Bznorons. No.
Senator CONNALLY. Do you have favorites and do you discrini-

nate as between customers?
Mr. BzRorons. No; but some are better than others; soine pay their

bills better and have better deliveries.
Senator CONNALLY. You do not, have posted prices?
Mr. BmoRFoRs. Noti us we try to make a )rofit--
Senator CONNALLY. Y Iou selto some customers at one price and

you sell to other customers at another?
Mr. BEROFOBS. According to their value to us.
Senator CONNALLY. You certainly have some gage by which you

undc.rtake 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. BEROFRS. It varies.
Senator CONNALLY. Tell us any figure that it might be.
Mr. BznoRois. A half cent or-what is the product
Senator CONNALLY. Gasoline.
Mr. BuGrons. Gasoline does ijot sell very well in the wintertime

in our country and we have been losing it fast through-
Senator CONNALLY. Well, beating oil; what is the difference be-

tween what you pay and what you sell it for?
Mr. BJm(zrons. In one instance I can remember we only had a

quarter of a cent--
Senator CONNALLY. See if you cannot remember some other in-

stance where you had more.
Mr. BEsRGons. We. have had a half cent. That depends on the

type of delivery.
Senator CONNALLY. You know what I am talking about.
Mr. BEROFoRs. I know you' are trying to put me in the hole.
Senator CONNALLY. I am only leaving it to you.
Mr. B n rons. I do not think it is a fair question. You are not

asking me the size of the customer or the kind of delivery an(l you
do not even mention the petroleum product.

Senator CONNALLY. I just said heating oil.
Mr. BERoroas. I said a quarter of a cent,, and I can mention the

customer.
Senator CONNALLY. Is that the only one you remember?
Mr. BROFORS. No.
Senator CONNALLY. Why did you pick that out?
Mr. Bznoroxs, That is the one I remember. I do not operate my

company, Mr. Connally.
Senator CONNALLY. 'You do not?
Mr. BERnO11o8. No.
Senator CONNALLY. Who does?



REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS 173

Mr. Byazorons. 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 CONNALLY. You are president of the company and respon-
sible to the stockholders for its profits and losses, are you not?

Mr. BimaoFoRs. Losses, particularly.
Senator CONNALLY. I (o 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
margins on each kind. You said I had picked out one particular
kin(r; now I am asking you to tell us all of them.

Mr. BiGsFORS. If I thought my testimony was going to be so ia.
portant I would have brought m y books and given it to you, and it
would have been plenty. I have statements on 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 CONNALLY. I do not think you want to answer, so I will
excuse you.

Are there any other marketers present who want to be heard?
Mr. SCHUit. Yes.
Senator CONNALLY. Very well, Mr. Schuh; you are representing

whom?
Mr. Sciiuti. The National Association of Petroleum Retailers.
Senator CONNALLY. How many members have you?
Mr. SCHUJI. We are an association of associations. I cover that

in this short statement.
Senator CONNALLY. All right, Mr.- Schuh.

STATEMENT OF WILMER R. SCHUH, MILWAUKEE, WIS., PRESI-
DENT OF THE NATIONAL ASSOCIATION OF PETROLEUM
RETAILERS

Mr. ScHuit. 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 approximately 309 local or
mediate, chapter, sectional, or district associations. rhese affiliated
associations have a membership in excess of 52,000 in(lependent ly
operated service stations from coast to coast. For the in formation
of the committee an organization chart is attached marked "Ex-
hibit A." (Exhibit referred to is on file with the committee.)

The stated policy of the National Association of Petroleum Re-
tailors 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, we call your attention to section 12 of the platform of
our association, approved by the ways and means committee August
2, 1930, which section reads as follows:

We believe in an equitable systein of proration of crude oil designed to pro-
te.t a1d conserve this important natural resource and the protecton of th
industry so am to iJnshtain the posted price and permit the operation of stripper

125095-37-12
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wells and to yield a profit without resort to wasteful practices Ja the interest
of conservation.

InI 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 1,936, Homer S. Sparr,
chairman. Your particular attention is called to resolutions 11
and 16. The above resolutions are marked "Exhibit B." (Exhibit
r eferred 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 basis of
the voluntary code which was developed in a conference of repre-

C. sentatives of all branches of the industry endorsed b r all companies
';Ilk and, associations for applications 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 301 1936. Exhibit E is a chart showing the
shipment of gasoline in excess of tenders and the oveishipment 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 are on file
with the committee.]

A contributing factor toward the increase in overshipments the
first part of 1936 is tile 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, front 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 protested 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 st-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 three 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 time, and
when this particular individual was thrown into receivership 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
refijer claimed that it was an error, accidently made.

All of these things tend to break down any and all of the good
efforts by State gov erriments 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 re-
tailers, have a very definite and direct interest in conservation be-
cause if 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 resultant decline in consumption.

We believe that the Secretary of the Interior, Harold Ickes State
officials of 'exas and other oil-producing States should be highly
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 economic 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
competitors, 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 rfowwsEND. Who do you represent?
Mr. ScixUI. The National Association of Petroleum Retailers.
Senator TOwwsEND. How many members do you have?
Mr. ScxuH. Three hundred and nine local associations, operating

in excess of 52,000 service stations.
Senator TOWNSEND. All over the country?
Mr. ScHUH. All over the country, from coast to coast.
Senator CONNALLY. How many individual retailers or marketers

are members of your association?
Mr. SCHuH. In excess of 52,000.
Senator CONNALLY. Your organization has 52,000 members?
Mr. Scriu. Yes, sir.
Senator CONNALLYr. And you favor the reenactment of the law?
Mr. ScHnur. Definitely so.
Senator CONNALLY. 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 3 and a qtiarter or three and
three-eighths? .
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Mr. Sciuvii. 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 TOWNSEND. Your association did that?
Mr. ScuUT. Yes. This fellow admitted lie wits paying only a cent

a gallon when the rest of us were paying three anl a quarter or
three and three.eighths.

Senator CONNALLY. He was getting a goo(l margin.
Mr. Scixuu. Yes.
Senator CONNALLY. What about these shipments of gasoline that

were labeled kerosene?
Mr. Scnuii. That has been practiced, but the tender board has

stopped it pretty well through requiring information, such as car
numbers, and so on.

Senator CONNALLY. This purchaser of the gas, this fellow who was
buying at 1 cent, was the producer of that, a "hot oil" operator?

Mr. Sciul. 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 CONNALLY. Had it been legal gasoline he could have gotten

3',/, cents for it?
Mr. SCHUH. Yes.
Senator CONNALLY. But, being hot, he had to turn it loose quick

and he got only I cent?
Mr. SCHUI. Yes.
Senator CONNALLY. Any other questions, Senator?
Senator TOwNSEND. No.
Senator CONNALLY. Anything you care to add, Mr. Schuh?
Mr. SciuH. I think the industry is on a much better footing; we,

are not entirely recovered, but I have covered over 60,000 miles this
year, 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 CONNALLY. Have your dealers any difficulty in buying
gasoline and oil supplies in the open market?

Mr. ScHuix. 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 CONNALrLY. Do they have any difficulty in getting the oil
at the source of supply-any more difficulty than other dealers simi-
larly situated buying it?

Mr. Scuiii. No; the cut-rate chiselers manage to get all they need;
there is no shortage of gasoline.

Senator CONNALLY. When you speak of cut-rato chiselers you mean
those who get their supply cheaper and are therefore able to under-
sell the ordinary dealer?

Mr. Scmuuu. that is right.
Senator CONNALLY. Mr. -Fremming, do you want to appear? We

are going to recess shortly until 2 o'clock.
Mr. F EMMINo. I woulil like to appear at 2 o'clock.
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Senator CONNALLY. We can give you a little time, but the matter
you have in mind, I do not think it is before the-

Mr. FiIMiMNGm. I think it is quite pertinent.
Senator CONNALLY. We will undertake to hear you then.
r have received a telegram from Col. M. T. Flanagan, of Longview,

Tex., andt 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.

Ir N LoNtViW, Twx., February 17, 1937.
:Senaitor TOM CONNALLY,

United States en(tmt:
Thank you for the opportunity to aiipear before the iiivcstigation committee

-of the Connally "hot-oil" bill; regret that my wife's illness preventing joy being
present. However, am backing you to the limit, and sincerely believe that this
till s11ld )e made iierimient. VWilliut it tht otil iidusiry would he nothing.
It would be impossible for the State to enforce proration. The "hot-oil' boys
In this State would move the oil interstate, and Texas' hands would be tied.
Oklahoma would not stay in line with Texas, nor would Louisiana 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 save this natural resource,
which is most important during belligerence. It Is absolutely a waste of oil
and gas to permit the wells to tlow wile open, sore oil and let it evaiporate. I
am an independent, definitely not connected with any nmjor company, dand 1,
as well as they, have made money; and know that all companies, large and
tmaall, have made money since 1roration has been enforced. No one but the
"hot oil" thieving Judases are opposing you on this measure.

Most sincerely,
Cor A. T. FLANAGAN.

OviraTON UIF*ININO CO.,
OFrioN, Tx., Icbru ory 10, 1937.

Senator TOM CONNALLY,
Wsabi l/ton, D. C.

)EIAR Hi4NAT(OIR CONNALY: I received your telegranm of a few days ago inviting
mae to attend a hearing before the connaittee on the matter of continuing the
,Connally bill, and I thank you very much for this honor and opportunity, and
I may possible be able to attend one of the dates mentioned. iHowever, I have
had the "fln" for the past few days and amn not able at the present time to get
out, but may le able to attend as stated above. I will do so if I can.

In the meatime I will say that I am heartily in favor of the bill being
extended, because it has been it wonderful protection to the legitimate oil
,operators in this field, and I ami for the law 100 percent.

With best wishes, I am,
Yours fery truly,

J. D. WHATIIEH, Prcsildet.

If it is agreeable to the witness, we will recess until 2 o'clock.
(Whereupon, at 12 m., the hearing was recessed until 2 p. i.>

AFTEIINOON SESSION

The committee met at 2 p. mu., purstlaut to the taking of a recess at
12 o'clock.

Senator CONNALLY. Let us come to order. I believe we finished"
with everybody that represented the marketers who wanted to be
heard. We now have a few more witnesses, and then we will try to
conclude these hearings.

,Mr. olland, are you ready to go on now?



178 REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCES

STATEMENT OF GEORGE W. HOLLAND, DIRECTOR OF THE
PETROLEUM CONSERVATION DIVISION, DEPARTMENT OF THE
INTERIOR

Mr. HOLLAND. My name is George W. Holland, Director of the
Petroleum Conservation Division, Department of the Interior.

Senator CONNALLY, Mr. Holland, may I ask you there if you are
r:l the head of the agency that Secretary of the Interior Ickes set up in

the Department to handle the administration of the oil acts?
Mr. HOLLAND. Yes, sir.
Senator CONNALLy. You are in charge, then, of the oil division, you

night say, whatever you call it-what do you call it?
filr. 1HOLLAND. The Petroleum Conservation Division.
Senator CONNALLY. The Petroleum Conservation Division of the

" Department of the Interior?
Mr. 1OLLAND. 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 CONNALLY. Go ahead and tell us anything you care to say
as to this bill, Mr. Holland.

Mr. HOLLAND. I have not a thing to add to the Secretary's state-
ment, Senator. If there are any questions you would like to ask, I
will try to answer them.

Senator CONNALLY. In the main, your views coincide with Secre-
tary Ickes', which were given here the other day?

Mr. HOLLAND. Absolutely.
Senator CONNALLY. Wh4t are your views with regard to the de-

sirability of reenacting and continuing this law?
Mr. HOLLAND. In my opinion, I think if the Connally Act fails of

reenactment that we will be back just where we were 2 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 CONNALLY. Did you hear the testimony of Colonel Thomp:
son, the other day, of the Railroad Commission of Trexas?

Mr. HOLLAND. Yesi, sir.
Senator CONNALLY. As to the amount of oil reserves originally

estimated for the east Texas field, being 2,000,000,000 barrels?
Mr. HOLLAND. Yes, sir.
Senator CONNALLY. And that under the operation of the oil-

conservation laws of the State, aided by this Federal Act, that the
prospect now was for recovery of 4,000,000,000 barrels. Have you
any information on that subject? What are your views on that'*

Mr. HOLAND. Senator, I am a lawyer. I am not a petrolem
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 CONNALLY. Have you heard the testimony of the marketers
from. time to time?

Mr. HOLLAND. Yes, sir.
Senator CONNALLY. What, if anything, do you know about the

effect of all these laws on marketing?
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Mr. HOiLAND. I do not consider the Connally Act a marketing
act at all.

Senator CONNALLY. Of course, it does not refrnx to marketing at all.
It only refers to shipment in interstate commerce of illegally pro-
duced oil. It has no relation 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 comIpanies and
monopolistic aspects and all of that sort of thing., Does the Con-
nally Act discriminate in any way again, t the small fellow in favor
of the big oil operator?

Mr. HOLLAND. It has never been brought to my attention. Re-
cently I talked to all of the oil operators practicalfy in the Western
State, as well as the Governors and various officials, and I just
couhl iiot find any oI)position at all.

Senator CONNALLY. Do you know of any considerable group of
independents complaining of the way the act has been enforced? I
mean independent producers.

Mr. IOIIAND. In addition to the statement of Secretary Ickes the
other day before the subeonimnittee 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 CONWALLY. A jpbbers' group?
Mr. HOLLAND. Yes, sir.
Senuator CONNALLY. A marketing group?
Mr. HOLLnDN). Yes, sir.
Senator CONNALLY. I do not know that there is anything further

I care to ask you about, Mr. Holland, unless you care to add some-thing.Mr. HOLLAND. I would like to have the record show that the
Department of the Interior, particularly the Petrolemn Conservation
Division, appreciates the cooperation it has had out of the State of
Texas, Colonel Thompson, aid Mr. McCraw. That is also true of
Governor Leche, of Louisiana. We think we accomplished a pretty
good job down there in the Rhodesia Field.

Senator CONNALLY. I suppose Mr. Swanson knows more about the
economic and the other aspects with relation to prices than you dol

Mr. HOLLAND. He would know a lot more about it than I do,
Senator. .1

Senator CONNALLY. 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?

Mr. HOLLAND. No; I think that is all right as it stands.
Senator CONNALLY. I will state at this point that Mr. Steele, who

is head of the Federal Tender Board in the east 'exas field, intended
to be here today, but I have a message from him that le is ill and
cannot appear, so we will try to hear him at a later date.

We will be glad to hear you, Mr. Frenuning, if you care to be
heard now.
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STATEMENT OF HARVEY C. FREMMING, PRESIDENT OF THE
INTERNATIONAL ASSOCIATION OF OIL FIELD, GAS WELL, AND
REFINERY WORKERS OF AMERICA, WASHINGTON, D. C.

Mr. FRBMMING. My name is Harvey C. Frenminf, president of
the International Association of Oil Field, Gas Well, and Refinery
Workers of America, with offices in Washington, D. C. Do you
want further identification, Mr. Chairman?

Senator CONNALLY. You have told who you are and what you are
doing, and that is all that is necessary.

Mr. FRMMING. I returned that newspaper clipping to the geitle-
man over there.

Senator CONNALLY. I know I had it here awhile back, but I do not
see it now. Somebody must have gotten away with it.

Mr. FnWmMINO. We appear here, Mr. Chairma'i, in the interest, of
stabilizing in similar proportion a human equation involved in the
production of petroleum produ ct 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 sought through this
method, the Connally bill, and the stabilization of eniployment op-
portunities and economic well-being of the workers on the other
hand. It is because of this related interest that we suggest to you
that your bill be so amended to include regidatory hours of employ-
ment as it affects the production of potroleumn productt in the rela-
tionship to interstate commerce. And we suggest "36 hours be made
the maximum 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 matte- with him. He stated to me, in front of several people
assembled in his rooms at the Rice Hotel in Houston, that while lie
could not consider the matter of stabilizing wages, that lie 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 date 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 enmloyment.

Now, we are asking and urging that the committee hearing this
bill look favorably upon the stabilization of both entities in the
industry; the dollar interest is represented by the interests of the
emjployer- and the dollar entity as represented by the eml)loyees that
produce the product.

Senator CONNALLY. is that all?
Mr. FEMMING. That is all I have to say.
Senator CONNALLY. Mr. Freinming, 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 niany barrels of oil shall be taken out of the well in
Texas. It does not say how the wells shall be drilled. It
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, Lou isiana, or anywhere, anyone who pro-
(luces oil in violation of the State law shall not ship it in interstate
commerce. That is as far as we go, and that is the only germane,
object and purpose of this bill.

The Federal Governaeirt 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 irn
session now-it occurs to me your proper place to seek redress is
down before the Texas Legislature. It has ample power to pre-
scribe 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
bill, 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 I will read into the record what Colonel
Ihompnfl saidin the newvslaper clping. I gave you the advantage

of this before your statement concerning it?
Mr. FIREAMING. Yes, sir.
Senator CONNAMLY. These headlines read:
Thompson Denies Would Amend Act for Short Hours-

This is from the Austin Bureau of the News, that is the Dallas
News-

AusTN, Tyx., Feb. 13.-Einest 0. Thompson, member of the Texas Railroad
Commission, said Saturday that he did not believe an amnendiment to limit the
hours of oil-ld workers woald be gemane to the Connally Act.

"I am always for shorter hoors and better pay," Thompson said concerning
the statement of Harvey C. Freommng he would offer an amenidlment making
the 36-hour week nmndatory in the oil industry, "but I do' lnot believe it would
be germane to the Comally Act,"

Fremming is president of the International Oil Workers' Union.
Ie noted the Connally Act provided penalties for interstate movement of oil

produced in excess of State quotas and depended upon State enactments. He
said lie had heard of no proposal to amend the State law Ift that fashion.

The House this week passed a bill extending proration laws as now written
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. I am very
much in sympathy with your objective, but we cannot here, as I view
it, give you any relieff.

Mr. FiREMMJN(. Well, Senator Connally, am I not correct in saying
for the record that the ultimate result of this alleged conservatioll
bill is to niuintain a reasonable-price structure ?

Senator CONNALTY. That isnot the purpose of it; no,
Mr. FBEMMANG. I am talking about the result.
Senator'CONNALLY. The result may be that. Of, course, if ,yo

have conservation you naturally won't have as much current produe-
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tion as you would 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. F EmMINo. Do you mean to say you really are seeking conser-
vation in this bill when you are permitting the drilling in the manner
and fashiofi they are doing it in east Texas, for example?

Senator CONNALLY. We have no contix)l over that.
Mr. FEM,=riNa. I am just talking about conservation.
Senator CONNALLY. 'he testmony of Colonel Thompson, of the

railroad. commission, was that on the other (lay that without the
conservation measures the estimated prxluction' of east Texas was
2,000000,000, but since they have conservation measures the geolog-
ists and experts now estimate they will get 4,000,000,000 barrels.

Mr. FUEMriNvG. That is purely an estimation.
Senator CONNAUY. Certainly' it is.
Mr. FEMMING. We have listened to a lot of estimations by geol-

ogists before the Members bf 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 (o not mis-
understand me.
I Senator CONNALLY. If you do not maintain prices, what is going to
happen to your workers?

Mr. FIEiimimiN. 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 1930

Senator CONNALLY. Would I encroach on your sensibilities if I said
that your general organization and you ought to be down before the
Texas Legislature on this matter, and get the legislature, who has the
e ower to regulate wages and hours of labor, to take care of this mat-
r instead of coming up here?
Mr. FREMMING. We are seeking the same result here, except that

one deals with the human equation. I

. Senator CONNALLY. All right. Seek 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 there trying to get relief.

Mr. I'FrMMING. I am here because of a discussion with Colonel
Thompson in the Rice Hotel.

Senator CONNALLY. Yes, sir. But Colonel Thompson is not run-
ning the Federal Government. He is down in Texac. And you
ought to be down there where he is and where he has got some au-
thority. This is a Federal matter here.

Mr. F VMMING. I am not misunderstanding you. I think in the
interests of public policy, in the interests of the people involved in
this whole set-up, at least it has some value.

Senator CONNAIY. We are glad to hear you, but I think that is
the right place to go.
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Mr. FREMMINa. 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 CONNALLY. What attorney general?
Mr. FiEMMINo. The attorney general of Texas.
Senator CONNALLY. Do you want to quote him, too? He is not

here.
Mr. Fntau iNO. 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 seeking as an ultimate result a price structure we certainly
ought to have something in it for the people who produce tbt com-
modity, something in reference'to the bill for those I)eopl,6 to pro-
duce a similar result.

Senator CONNALLY, Mr. Freminming, this bill does not state as to
low many barrels can be produced, how much each company shall
have, how many acres, and it does not say anything in regard to the
production, because we realize that the conditions of production are
entirely within the State. The Federal Government has no jurisdic-
tion until after that oil has been produce([ and enters interstate coin-
merce, and we cannot do anything about it until it moves. When it
(ldes 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 to 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 riglht.
Senator CONNALLY. 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. FPEMMIN. Your ultimate result would be comparable.
Senator CONNALLY. 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 I did not offend you, but that is your forum.

Mr. FimMMINO. Oh, no; I am not offended that easy. I hope you
understand that, Senator.

Senator CONNAL ,. All right.
Mr. FitIMMING. 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 CONNALLY. That is all right, sir. Any man who gets the
votes gets by.

Mr. RmmiNO. That is right.
Senator CONNALLY. Mr. BI rown, I believe you wanted to appear?
Mr. R. B. BnowN. I do not need to make any oral statement, but

I do want to put a written statement in the record.
Senator CONNALLY. Mr. ]Frenming, I want to ask you one other

question before you leave.
Mr. FRHmmiNo. Yes, sir.
Senator CONNALLY. Are you against the reenactment of the COP-

nally Act?
Mr. FRmMiNo. I said I was not.
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Senator CONNALLY. Do you favor it?
Mr. FnFMMINO. Of course I favor it. I favored it before, which I

think you should remember.
Senator CONNALLY. I waut to get it for the record.
Mr. FwEMiIING. I believe the amendment is proper.
Selator CONNAIY. Irrespective of what you believe about the

amendment, are you in favor of the reenactme'nl of the Connally Act
into permanent law?

Mr. FJimluMINo. That is right; for the purpose which it, intends'
the maintenance of the price structure, which inures to our benefit.

Senator CONNALLY. Will .,ou )lease come back over here, as I wish
to ask you some further questions about this reenactment of this act.

Mr. FIEMMTN(o. I want it clear on the record as to my position. I
am not kidding myself about this bill.

Senator CoNNALiY. I am not trying to trip you. I want to get a
clear statement. While you wouldlike to have an amendment to the
hill providing wages and conditions of labor---

Mr. Fi1RMMING (interposing). That is right; houis of employment.
Senator CONNALLY (continuing). If the committee and Congress

do not see fit to put that on, do you, or not, favor the form it is now
in?

Mr. Fimmm:ia. Yes, sir; I do. For this reason-you qualified
your statement, and I want to qualify my statement.

Senator CONNALLY. Go ahead.
Mr. FREMmJNO. 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 CONNALLY. I do not agree with you that the purpose of it
is to maintain prices, but its )urposes is to enforce conservation lhws,
and naturally it stabilizes the oil industry, which would have a
tendency to stalilime fhe l)rices. If you stabilize prices and balance
the demand, the tendency naturally would be to effect stabilized
prices.

Mr. FREmMING. That is right.
Senator CONNALLY. And with stable conditions in the oil industry

it will help the nmien who work just as much as it helps the industry.
Mr. FREm-MING. That is right.
Senator CONNALLY. Which leads to stabilization of employment

and stabilization of pay.
Mr. FREMMINo. That is right.
Senator CONNALLY. And it is preferable to a wild expansion and

then a lower slump and fall of the industry; is not that true?
Mr. FuEmMINO. 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 CONNALLY. The middlemen.
Mr. FrmUTNG. Just like the distributors of beans; they are the

middlemen.
Senator CONNALLY. I thank you, Mr. Fremming.
All right, Mr. Brown:



REGULATE SHIPMENT OF PETROLEUM AND ITS PRODUCTS 185

STATEMENT OF R. B. BROWN, WASHINGTON, D. C., GENERAL
COUNSEL OF THE INDEPENDENT PETROLEUM ASSOCIATION
OF AMERICA

Mr. BitowN. Senator, I appeal 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 committees in addition.

Senator CONNALLY. We will be glad to have them.
Mr. BRtowN. The Mid-Continent Royalty' Owners Association,

California Oil and Gas Association, Illinois-Indiana Petroleum As-
sociation, Kansas Stripper Weil Association, Kentucky Oil and Gas
Association, Oil and Gas Association of Michigan, New Mexico Oil
and Gas Association, New York State Oil Producers Association,
Oklahoma Stripper Well Association, Southern Oklahoma Oil and
Gas Association, Central Pennsylvania Oil Producers Association,
Bradford District Pennsylvania' Oil Producers Association, Rocky
Mountain Oil and Gas Association, Iest Central Texas Oil 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 1033, 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 out a program that
would bring the oil industry, as well as other industries, to a better
condition; and during that conference there grew out of it a 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 thit, which I will
not trouble you to read at this time, but I desire to put it in the
record if I may.

Senator CONNALLY. We are very glad to have it.
(The statement of Mr. R. B. Brown referred to is as follows:)

The favorable consideration by this committee an(d the early passage by
Congress of S. 790, introduced by Senator Toi Connally, of Texas, and
prohibiting the Interstate transportation of petroleum produced In violation
of the laws of the producing States, Is urged by the Independent Petroleum
Association of America in behalf of its mneibership and also In behalf of
the following associations, which have asked it to present to you their endorse-
ment of this measure: Mid-Continent Royalty Owners Association, California
Oil and Gas Association, Illinois-Indiana Petroleum Association, Kansas
Stripper Well Association, Kentucky Oil and Gas Association, Oil and Gas
Association of Michigan, New Mexico Oil and Gas Association, New York
State'011 Producers Association, Oklahoma Stripper Well Association, Southern
Oklahoma Oil and Gas Association, Central Pennsylvania Oil Producers Asso-
clation, Bradford District Pennsylvania Oil Producers Association, Rocky
Mountain Oil and Gas Association, West Central Texas Oil and Gas Asso-
ciation, North Texas 011 and Gas Association.

The Independent Petroleum Association of America Is a national organization
composed of members of the producing, 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 States where
petrvlnmn products are marketed.- Itn nmeberslip Is confined to the 4ndqpg4n-,eats inthe lnddstry. ,,: , . . , .,
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We urge continuance of this statute, which, nuder diilcult conditions, ha
proven its worth. A sufficiently long experiniental period has passed to denionI-
state that this legislation meets the test of a good law. It is clear in its lan-
guage and definitions. It is practical. It, is designed to meet and solve a very
serious social problem, It has reduced what had become a growing disrespect
for law. It makes it simpler to detect and punish those who are guilty of
offenses against State laws. It brings the aid of the Federal Government to
the States, enabling them to nieet situations which, under our forin of govern-
ment, they could not meet alone. It protects State rights. It is in harmony

' both wlh our moral conceptions an(l with the economic code. It has been
tested in the courts and found constitutional. It is supported by those who are

'L 
I  constrciwvely endeavoring to rebuild a widespread prosperity.

Its original adoption 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 tie part of the National Government toward the solution
of the difficulties in which the oil industry finds itself."

This aid given by the Federal Government to the oil-producing States wvas
prol)osed as absolutely necessary to bring the petroleum industry out of its
demoralized state and to maiHntin it In a position where It could be of largest
service to the public, to Itt employees, and to its investors.

Because of a great oversupply of crude petroleum, hot oil, or petroleum which
was produced in violation of State laws or regulations, many in the oil industry
were ruined ia 1932 and V)33, and still more were heading toward bankruptcy.
The situation was so serious that tile Secretary of the Interior invited the Gov.-
ernors of the oil States or their representatives, and also representatives of the
oil industry, to a conference in Washington, in 'March 1933. At that conference
the ills of tie industry were dlscused and various measures suggsted for
their cure. At a meeting of the various groups in the industry a proposal was
presented for the adoption of a FederA law prohibiting the interstate trans-
portation of petroleum and! its products produced In violation of State law.
The conference voted to approve this proposal. The program which loud been
adopted by this conference was presented to President Roosevelt, who wrote to
the Governors of the oil Sta cs a letter, in which ha said: "I am of tile onion
that the suggestion that the Congress pass legislation proihiing the lrnus-
portation in interstate and foreign commerce of any oil or the products thereof
produced or manufactured Ji any State in violation of the laws thereof, is well
considered. I am prepared to recommend suchi legislation to (Iongress 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
3, 11A3.

On behalf of this general conference of the oil industry there was presented
to the House Committee on :tterstate and Foreign Commerce the resolutlons
adopted at that conference in a statement which set forth the situation as it
actually 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 oil" bill will be given by quoting that statement rather than by attempting
now to reconstruct the situation as it existed 5 years ago. That statement
follows:

"The petroleum supply of the United States is limited, is exhaustible, and
is irreplaceable. Gasoline, its principal product, has ceased to be a luxury.
It is a necessity. The conservation of the supply for its more essential uses
is a problem in which both the United States Government and the govern.
ments of the oil-producing States 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 Is
recognized that production in excess of the consuming requirements of the
country is in direct contradiction to the principles of conservation and results
in waste.

"Within their respective spheres the Federal and State Governments should
cooperate in the prevention of this waste, perfection of the coliservation
efforts, and the effort to enable this industry to lead the way out of the
depression.

"The Federal Government can aid the movement i the following particulars:
"(a) 1y preventing the transportation In Interstate commerce of oil or

the products thereof produced in any State ii violation of its laws, and by
imposing d penalty on the consigno" thereof.

"We believe tile enactment of the measure before this righitt'oh rlgit,
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 various carifers engaged in interstate com-
merce to countenance, and, in effect, to practically compel th participation of
tile carriers as agencies in violation of State laws. Under existing statutes
these coiunon carriers, engaged in interstate commerce, cannot refuse to
transport petroleum which they may know or bellc'0 to have been illegally
produced. This creates the anomalous situation of corporations being prac-
ically compelled by Federal law to become accomplices of lawbreakers,

Shoud these companies decline to be parties to the transportation of petroleum
which they may have reason to believe has been prooluced In violation of State
laws, they might become liable to expensive suits. Without at least the
tacit permission accorded by the Federal Government, through its failure to
enat legislation forbidding interstate transportation of Illegally pnluced
petroleum, this petroleum would not have access to a market sufficiently large
or Profitable to encourage these violations of law. In default of any Federal
legislation there is no effective means by which, this transportation can be
prevented by any State since the oil-producing States have no authority to
interfere in Interstate commerce. The F:nderal G(vernment hits made It a
Federal offense to transport stolen automobiles in interstate colilnerce. While
the theft of automobiles may be of serious consequence, it is of comparatively
little importance when compared with the damage done by the illegal produc-
tion of petroleum and its entry into interstate commerce.

"In order to conserve this valuable and irreplaceable natural resource, legis-
lation has been adopted by nearly all the oil-producing States of the Union,
fixing conditions under which petroleum may be produced. These statutes
have a threefold purpose. They are intended to protect the rights of all the
producers of petroleum within a State, insuring to the smallest producer as
well as to the largest fair opportunity for the 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 are intended to protect tle interests
of the States themselves which rely for a very important part of their public
revenues upon the receipt of the various taxes phaid by tie oil industry.

"It is a matter of public record as well as of connon report that the censer-
vation statutes of tile various oil-producing States are being constantly evaded
and violated. Because of that evasion and violation, every effort m1ade by
these States to stabilize this key industry has been made ineffective. This is
causing the rapid exhaustion of ninny oil fields, has reduced the market price of
petroleum below production costs, has caused the bankruptcy and failure of
large numbers of the small producers, has encouraged the purchase by some
of tile larger companies of tile properties of their smaller competitors at bargain
prices, has weakened the stability of financial institutions in the oil sections,
has depleted public revenue, both State and Federal, has made the continuatce
of a fair competition increasingly difficult, has seriously affected the coal indus-
try of the Nation through encouraging time wasteful use of valuable petroleum
as a substitute for coal, hits decreased the consuming power of the millions of
people dwelling in the oil States, and to that degree has deprived the indus-
trial sections of the country of one of their principal markets at tile same
time that it hits taken from the railroads their expected revenues, froit carry-
ing from the industrial East to the oil-producing West and Southwest the goods
which would be consumed by those sections if conditions were normal in the
petroleum industry.

"It is of common report as well as of public record in the hearings that have
been held in the States of Oklahoma and Texas that the petroleum produced in
violation of State law is continuously entering ifterstato commerce.

"Because of that entry, the oil industry in those States which have done
everything in the power of the Sttte to stabilize conditions has been forced to
increase production in the vain effort to hold their proportionate place in the
production scale. This has meant the demoralization of the Industry in such
States as Pennsylvania,, Kansas, Ohio, Indiana, and others where reasonable
production ratios had been commonly accepted and observed.

"In the absence of any Federal measure for the prevention of interstate
transportation of petroleum produced 'in violation of the law, many other
offenses against society have been promoted. The official records Of tli States
of Oklahoma and Texas are filled with charges of the corruption of officials, a
growing disrespect for law which etannot'be enforcd'no long as tlme !dMvrJll
Government permits interstate traffc i" in, Ille"gl ronte, 'psr,$iy tiote,
find 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 being taken from them
and the value of their property was being diminished through the interstate
transportation of petroleum produced on their neighbor's properties in 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 tie Amerian petroleum
Industry. Its adoption would do harm to no law-abiding person or corpora-
tion. It would correct the present situation under which Federal law makes it
necessary for honest men inI law-abiding corporations to become 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 placed npon dis..

'-4,,. honesty. It wonld encourage the law-abiding members of the petroleum indus-
try throughout the Nation. It would quiekei the restoration of that industry
and thus increase employment and enlarge the purehsing power of the resi-
dents of tle oil States. It woilid restore mu(-h of the vanished revenues
derived by the oil States and hy the Federal Government from various stages
of the production, transportation, and marketing of petroleum and its products.

"No harm would be suffered by any by the adoption of this legislation except
those who have shown themselves contemptuous at law and reckless in their
prodigal waste of one of the Nation's greatest resources."

In order to meet this situation and to prohibit the transportation of illegally
produced onl, Senator Tom Connally, of Texas, lntrodued an amendment to
the N. I. It. A., which was then under discussion, providing for prohibiton of
the interstate transportation of illegally produced petroleum.

The concern cf the administration in the situation as It affected the petroleum
industry was set forth by Secretary of the Interior Harold L. Ickes, who, fit
a hearing of the House Committee on Ways and Means in June 1033, when the
subject of "hot oil" was under discussion, spoke at length upon the general 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 tills measure. Tile following sen-
tences, taken from his testimony illustrate tile opinion of the administration 011
the- serious necessity for tile "hot-oil" law: "If oil were not so essential to tile
very life and well-being of our country, if it were not all irreplaceable natural
resource, we might with complacence sit by and watch the producers kill them-
selves off if they lacked the enterprise or the will to take hold of their own
situation and remedy it. But the Federal Government has a paramount interest
in this industry. In my opinion, we cannot permit men, even if they do invoice
the sanctity of private property, to waste, yes, even to permit the flow into
the gutter of what may in time prove to be tile 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 $14,000,00,000, is allowed to run
amuck. The danger is that unless legislation is enacted by this Congress the
situation may get beyond control with disastrous results not only to the oil
business but to the country. * * * An unregulated industry lacking self-
control and not susceptible to State restraint is in a position to do Irrelparable
damage to our economic situation, now happily, with respect to most other in.
tstries, on its way to full recovery.

"If the oil 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. * * * It has been urged by
some that the benefits running to users of gasoline justify the low price paid
for crude oil. If this is a valid argument it would be advantageous to the
country if the farmer should ge,; 10 cents a bushel for his wheat and the cotton
grower 2 cents a pound for his cotton because then bread and textiles would
be cheaper to the consumer."

Secretary Ickes also quoted from a study made by the Fort Worth Star Tele-
gram showing that the difference in the price of gasoline with crude at 1 cent
a barrel and at $1 a barrel was just 4 cents.

The amendment to the N. I. R. A. which Senator Connally offered was adopted
* by Congress and constituted the ,third paragraph of ueetion 9 of the National

Industrial Recovery Act, It read as folloW,:
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"(c) The President is authorized to prohibit the transportation In interstate
and foreign commerce of petroleum and the pro(ncts 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 regulation or order prescribed
thereunder, by any board, commission, officer, or other duly authorized agency
of a State. Any violation of any order of tile President issued under the pro-
visions of this subsection shall be punishable by fine of not to exceed $1,000, or
iup'isoned for not to exceed 6 months, or both."

Since Congress did not make the prohibition itself, but merely authorized tile
President to do so, the law would not become effective until an Executive order
was issued by the President.

PETITION TO THE PRESIDENT

The situation which existed in July 1933, before the President issued the
Executive order establishing the prohibition of the interstate shipment of
Illegally produced oil, was set forth in a petition addressed to the President of
the United States oi July 7, 1933. That statement is quoted here as giving a
contemporary and condensed presentation, It follows:

PETROLEUM INDUSTRY-PETITION TO THE PRESIDENT FOR AN ORDER PROHIBITION
TRANSPORTATION IN INTERSTATE AND FOREIGN COMMERCE OP PZ ROLEUM AND ITS
PRODUCTS PRODUCED IN VIOLATION OF STATE LAW

1. A condition exists in the oil industry which makes it imperative that tile
President exercise the authority granted him under paragraph (c), section 90,
title 1, of the National Industrial Recovery Act, to prohibit the transportati0ti. in
interstate and foreign commerce of petroleum produced ill excess of tile aUIQW
permitted by State laws.

2. On June 12 the Texas Railroad Commnission reduced the allowaflijo l,'
tion in the east Texas field from 826,000 barrels per day to 5o0,00Q
day. This is a salutary or(jer, and, if enforced, would start the Whole oil
industry toward rehabilitation. But, unfortunately, the order is not being
enforced, and apparently the State authorities cannot enforce it. There are
numerous willful violators of this order il tile east Texas field who are produc-
Ing large quantities of oil in excess of the allowable and shipping that oil in
interstate or foreign commerce.

3. Common carriers are compelled by law to accept shit tendered them
for interstate transportationn, and have no authority V 4 tb lwfesent law to
Inquire whether or not the oil ths tendered w been legally
produced or otherwise. The Federal Governj:& Ap *qfqM at present in
tile position of aiding and assisting the viol hoillng corporations
engaged in transporting oil in interstate comni"Tq t#- dv for shipment oil
even though tile same be produced in violation of State .

4. Tile production of "hot oil" (oil produced over the t te allowable) In the
east Texas fleld alone is estimated at approxtit barrels per (lay.
This quantity of excess oil Is sufficient in itself toiU rktl mhe market and pre-
vent tile recovery of the oil li'dustry, thereby also Mi'¥thltIlg the Ilncrenses of
wages, of employment, and of the purchasing power of etp l0yees ill that
industry.
5. "Hot oil" Is almost universally sold below tile posted market, prie ar 4

generally below the cost of production. Tie producers of "]lot oil" can afford
to sell below the cost of production because their excess production is being
drawn from their neighbors' ]ind, so that, in effect, they are selling their
neiglhbors' oil and selling it at cut prices. This demoralizes the market not
only for crude oil but also for the refined products thereof.

6. Tile attempts of the Texas State officials to enforce their own orders are
entirely ineffective and always have been Ineffective ever since tie east Texas
field became a field of major proportion. It is unnecessary to inquire tile
reasons for the Inability of the State officials to enforce their own orders.
Whether it be due to lochl polities, to a lack of sufficielntly, severe penalties for
violation, or to inadequate alaellnery for enforcing the orders, the result is the
same-a dentoralilytloi of tile oil industry and a prevention of its relabilitaton

7. The evil compldlned of Is not confined to Texas alone bui also.exists In
Oklahoma. Tile investigation by the Oklahoma senate' last winter of tile
production of "hot oil" demonstrated by sworn testimony that there were wide-
spread violtttins of the State orders in Oklahoma. ' That' there atie numerbme
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violations of the Texas law is admitted by. everyone. In fact, wholesale vio-
lation of State orders Is not denied by anyone, either in Oklahoma or it Texas.
However, the east Texas field, the greatest fHeld in the world, with some, 11,X0
producing wells, has always been the most flagrant offender. Tito amount of
"hot oil" being run there from day to day Is so great that It deniands immediate
correction.

8. The National Industriil 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 foreign coa-
mnerce. Congress ihus recognized that this particular evil was of sufficient
importance to require a, spelal section In the act, The enforcemniont of this
provision in advance of the adoption of the code would In no way affect the
other provisions of the act in regard to the adoption and enforcement of the
code, and would result in great and imediate, Ieneflt to the industry.

9. Prompt action cm 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 Industrial Recovery Adminis-
tration, and would speedily increase wages, employment, and puurcising power.
Delay in this matter deprives the industry of the very aid which Congress
sought to give it and encourages the violators to continue their offenses.

10. A few willful men employing only enough assistance to turn a few valves
nre producing more oil In excess of the legal allowable production of their re-
speetive States than is legally produced by all of the States east of the Missis-
sippi, and all of the Rocky Mountain States, Louisiana, Arkansas, and KaMsas.
It, is charged that the oil Illegally produced and transpir(d from a few fields
,amoits to more than the legal allowable production for all of the 20 oil-pro-
duclaing States outside of California, Texas, and Oklahoma. In these areas
where millions of dollars art Invested and hundreds' of thousands of men are
liormnally employed and millions are deIveident on this Industry, companies are
day by day being driven into bankruptcy fAnd minies of men are forced 6ff the
pay roll by the illegal condutet thus lermitted to continue.

11." No hearing should be necessary in order to effect the prohibition of the
shipment in interstate comuierce of illegally produced oil. The order asked
would aid in the enforcement of existing State laws and would take the
National Government out of its present role of 1)eing an accomplice of the
violators., It would also be of great assistance in rehabilitating the petroleum
industry.
I 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 period of 1929, and that production !iy fields Is 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
barrels. The State allowable for that period varied from 775,000 barrels for
the first part of the month to as high us 826,000 barrels (illy for ihe last part.
So much for the official figures. It is well known that much of the illegally
produced oil Is not' accounted for In any set of official figures, and If added to
the previous figures wIOlld bring the average dilly ifoduetibn to two or three
thousand'barrs iore than that shownn by the Bureati of Mines' Pulletin., '

It is therefore requested that the President issue ami order at once pro-
hiblttng the transportatlon in iaterstate and foreign commerce of "hot oil" and
that suitable regulations be made to make said order effective.

INDEPENDENT P'raoIztuM AsSOCIA''ION OF AUERiCA,
Russrir, B. DsOWN, Courneci.,

WAsIIINorON, D. C., July 7, 1933.
President Roosevelt, on July 11 and July 14, issued two orders establishing

the prohibition of interstate transportation of illegally produced oil il 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 fi'om the illegal production of
Iho

f 
oil', the'ridmtiilstratlon of this mneaur'litireased In ri ffeetvebesA' with

very helpful results to the petroleum industry arid enabled this industry to
be among tile first to lead the way of the Nation back to industrial recovery.

In January 1935 this sectln, of, the, N, I. R. A. was st icken down by the
Supreme Court of the United States oil the ground that it was an Ainconstitu-
tional attempt to delegate power, In that Congress h bad authorized the President
to prohibit interstate transportation of illegally produced petroleum Instad of
making such prohibitions itself.
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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
Congress to adopt legislation to replace this section of the N. I. R. A. and
relating the benefits to the petroleum industry, to Its employees, to its investors,
to the farmers on whose land oil leases were held, to the general public, and
to the Nation at large. Senator Connally proposed a new ineasure intended to
express in terns which would meet the' approval of the Supreme Court the
plt'oilibition of the interstate shlpmnt of contraban(i oil, and on February 22,
11K35, the present law was approved with a provision that it should cease to be
in effect on June 16, 1937......

This law was an experiment. For that reason its 2-year limitation of life
was placed upon It. While the oil industry Ii general and Industrial authort-
ties were strongly convinced that it would accompl-ish a possible stabilization
of the 'petroleum industry and replace ruin and bankruptcy with solvency,
this had not actually been demonstrated. It could not be except by experience.

Tha 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 been registered in the business indicators of the Nation.
It has now proven its right to be a part. of the law of the land.

The hopeful effects of this law have now been recognized by economists In
general, as well as the oil industry Inparticular, Illegally produced oil is
today practically a negligible feature in tle 'national picture. Because this
source of excess supply has now been reduced to what appears to be a mini-
mnuI, the petroleum Industry has so stubilizei itself that it is today In an
excellent lssition to serve the Nation through its conservation and develop-
in-nit of this natural resource, to serve the public at low prices for the essen-
tial commodity it produces, to give employment to over a million persons and
to provide Its contribution to the revenues of the various governmental units,
Including the Federal Treasury.

The sound position in which the industry now stands, and which is very
largely due to the enactment of the hot-oil bill, has been commented upon by
many economists. The fact that an industry of this importance, the second
in the Nation's business life, has been steadily moving onward almg the for-
ward lines, has had an incalculable effect for good upon the other phases of
the Nation's business.

All this has been accomplished with such regard for the consumers that no
burdens have been laid npbn them.

Intimately related to the petroleum industry in the oil-producing States are
the various banks and financial institutions. These, in turn, have affiliations
with the general financial life of the country. Naturally the banks it) the oil
country flnmace the various operations of the industry. So long as the industry
Is operating upon a stable'progran the business life of these States and its
itnxinv.al activities are als 'on a sound basis. .When, however, as was the case
in the past, the oil industry is demoralized by reckless and wasteful over-
production, the business failures which result Immediately affect the linan-
ciil institutions related to' them.The 'story of the event* which made it necessary to ask for the adoption
of the hot-oil bill is mior than history, It may also be prophecy of what
would odeur if this biliwere t0lowed. tq ixpse. Much that the industry las
accomplished by self-regulat'ion'and by self-disciplinie, as well its through the
olteralion of State regulatory bodies, would soon be sWept Alwiy if the orgy
of waste through hot-oil Iproduction was renewed. The Contributions which this
industry is now making to the advancing prosperity of the Nation would stop.
Instead there would be financial disturbances whose effect would reach every
State in the Union. We would probably be oce more in a situation parallel
to that which existed in the dark lays of 1933 before this law was placed Upoft
the statute books.

Stice this law has been so beneficent in its effect, since it has accomplished so
much for good, since It has proven an effective conservation, measure, and lis
been among the forenlost In the promotion of recovery, we respectfully urgeupont ,his comnluittee and ,upbn' the .0ongresi early and' vorable eonsd rattt
of the, proposal for its, coptinuang . '

Senator CONNAL '-. What is your' association?
Mr. BnowN. The Independent Petroleum Association of America.
Senator CO NALLY. And of whom is the Independent Petroleum

Association of America composed?
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Mr. BnowN. It is composed largely of producers, although there
is in its membership refiners and miarketern. but principally it is a
producers' association, with membership in all of the 011-producing
States in the Union.,
. Senator CONNALLY. IS it c6niposed of independent producers ormajors?

Mr. BRowN. The independent producers.
Senator CONNALLY. Are there any major producers in your asso-

ciation?
Mr. BRowN. No; there are no major producers in our association.
Senator CONNALLY. And this group of independents and those

whom you have read wafit the act continued?
Mr. BRowN. That is right.
Senator CONNALLY. And you have no major company as a member

of your organization,
Mr. BROWN. No; no major company.
Senator CONNALLY. Is there anything else you want to add?
Mr. BROWN. That is all I care to say, unless there is some question.
Senator CONNALLY. .I would like to ask you, Mr. Brown, in your

observation and experience as an oil man, in dealing with these mat-
ters have you observed these marketers that testified here as to
whether they are able to buy in the open market just like anybody
else in the oil field?
Mr. BRoWVN. That is my understanding-that there is no real dif-

ficulty in buying gasoline or other products of pet roleum.
Senator, CONNALLY. You are fromn Oklahoma originally, are you

not? I
Mr. BROWN. Yes; from Oldahoma, anld I am down through the

fields a lot-through Texas, Oklahoma, California, Now Mexico, and
other fields.

Senator CONXYLY. That is all. Mr. Fell.

STATEMENT OF, H. B. FELL, TULSA, OKLA., REPRESENTING THE
NATIONAL STRIPPER WELL ASSOCIATION

Mr. FFJL. Mr. Chairman, my name is I. B. Fell. i have been en.-
gaged as an independent producer for some 17 years in the State of
Oklahoma., I an president of the Simpson-Fell Oil Co.,

I have served as an officer of the Independent Petroleum Associa
tion of America., ever since itwas organized and ani DOw executive
vice president of that association; and I am also serving as executive
vice president of the National Stripper Well Association, and tun
appearing on behalf of that association at the request of Mr. Bell,
of Ttobertson, Ill.; who is president o1f 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 f6w extemporaneous
remarks, if I may, Senator Connally.

ISenator CONNALLY. All right, Mr. Fell. You may put it in the
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(The statement of Mr. Fell is as follows:)
To the COMMITTEE 'ON PINANCI '

IUnited Stfft8 Senate:
The National Stripper Well Association 'respectfully petitions this committee

to give curly and favorable, consideration to S. 790, a bill by Senator, Tom
Connally, o)' Texas, which prohibits interstate transportation of Illegally pro-
duoed petro um.,

The National Stripper Well Association is a federation of associations com-
l)oseil of pr slucers from stripper wells. The following are the associations who
are mendhxs of this association; Central Pennsylvania Oil Producers Associa-
tion, Creek Country Stripper Well Association, Fourth l)istrhct Oklahoma Stril)-
per Well Association, Illluols-Indlana Petrolem Association, Kansas Stripper
Well Association, Lima Crude 011 Improvement Association, MId-Continent Roy-
alty Owners Association, Middle District Oil Producers Association, New Mex-
io Oil & Gas Association, North Texas Oil & Gas Association, Northwestern
Oklaomin Oil & Ghas Association, Oil & Gas Association of Michigan, Oklahoma
Stripper Well Association, Southern Oklahoma Oil & Gas Association, West
Central Texas Oil & Gas Association, Western Pennsylvania Oil Producers As-
sociation, New York State Oil Producers Association, and Northeastern
Oklahona Stripper Well Association.

The Connally bot-oil law has aided in the conservation of this important
natural resource, by preventing Illegally produced oil from so breaking the
price of (crude that stripper wells would have to be abmndoned, Out of ap-
proximately 340,000 oil wells In this country, there are over 250,000 wells of
settled production. These wells produce over 20),(00 barrels per day, or an
average of one barrel per (lay per well. It is commonly recognized through-
out the industry that these wells of settled production are the iacklog of the
industry. They touch approximately 60 pvrevnt of the oil reserves of tile
Nation. The amount of oil recoverable from these wells of settled produc-
tion Is a very great percentage of our total known reserves. Ray M. Collins,
formerly State umpire for oil in Oklahoma, has mkado the following estimate
for Oklaboma-"that in the next 20 years the 54.000 stripper and senistripper
wells will produce 540,000 b arrels, while the 3,580 flush wells will ultimately
produce 425,000,000 barrels of oil." A' similar situation exists in other oli
States of the Union. Any program which would result in the abandonment of
a great number of these wells of settled production, involving tle sacrifice of
most iml)ortant oil reserves, would seriously affect not' merely our National
prosperity and possibly our national defense, but would also result in the loss
of employment by large numbers now employed on lhose wells.

Illegally produced petroleum, which is the equivalent of' stolen petroleum,
would have the saine effect upon the market as any other stolen article o'
product would have upon that market. Illegal petroleum, shipped iron) the
producing States into some other State would naturally sell for far less than
the price of legally produced petroleum. This would inean that stripler wells
whose production cost! is high could not meet this competition and would be
compelled to sell their produ'ton billow cost, Since sa.,ih a situation coul
not continue, it would mean fie premature abandonment o many of these
and loss of reserves. Such a situation has oc(urr(,d in'the 'past. According
to a statement made public by the Petroleum Administrative "Board, the waste-
ful overproduction of petroleumi in the past has caused the abandonment of
large numbers of tlese wy 'ls. The following Is taken from this statement
which wits prepared in 10,14 by Dr. Katherine Carman, petroleui economic
analyst for the Petroleum Administrative Board:

"The heavy abandonments throughout tile country in 1931 were largely due
to aggravated economic causes., As stated before, there was an excess of 02
percent in the total number of abandoned wells over drilled wells, according to
the Petrolhun Board's figures. The United States Bureau of Mines reports a
iaet lbsm'of 15,000 pilbdueing wells in the' United States In that year hlone.
* * * Omitting Texas drilling, but Including Texas ahandonmentsa, the excess
of abaomenmts wa 101 percent in 193. * * 4 * Excuding Te sA drilling
but including Texas abandonments, the abandonments'throughout te rest 9f
the county were still in excess of the drilling by V5 percent, * * *' The
large-scale abaidonment of olil-producing Wells 'a"ad developed and undeveloped
leases between 1961 ,and 1088 presents a problem of major importance, to the
NatIon , and, to, the o11. Compm s, The loss of possIble. future res rylvehf. 01
through the abandonment of wells is a matter of national iigniflemnee. The iosi
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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 doY wells of flush
production. We would like to quote once more from Ray M. Collins, formerly
State umpire for oil in Oklahoma, who has naide a study of this situation and
who states: "There are between 14,000 and 18,000 men employed to operate the
54,00 wells and only 10,000 men employed on the 3,580 flush wells." While
this statement applies solely to Oklahoma and is based upon Oklahoma data,
the condition he portrays Is equally applicable to the general oil fields of the
Nation. Employees released through such an abandonment would have to be
absorbed by other industries.

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 would be increased with-
out a single additional man being engaged to care for this increased produc-
tion and a decrease in the ultimate recovery.

Removal of the demoralizing effect of "hot oil" which has resulted from the
Connally "hot oil" act has been of benefit to all portions of the industry, It
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 W ,rl, AaSOCIATION.

Mr. FELL. I want to s)eak of the effect of illegal oil on stripper
wells.

Senator CONNALLY. Tell us about what a stripper well is before
you start.

Mr. FELL. In speaking Of stripper wells I am speaking of wells
of settled production that are on the puimp, that are not flowing wells,
wells of small capacity.

Senator CONNALLY. After a, flush period where the wells flow end
exhaust their gas pressure and all of that they go on the pump, is
that what you call it?

Mr. FELL. They go on the pump. The reservoir energy has been
dissipated and used in producing the flowing wells. And after that
energy is gone they calnot produce and the production must drop
down.

Senator C(NALLY. Ordinarily when you spefik of a stripper well
you ican a producing well thai is decliiig?

Mr. FELL. Declining, yes.
Senator CONNALLY. UVntil there is a small production of a few bar-

relf a day?
Mr. FELL. That is right. Some of them are as low as one-quarter

of a barrel a day an( one-eighth of a barrel a day up in Pennsyl-
vania.

This Connally hot-oil act, Senator Connally, as I understand it,
only accomplishes one purpose, and that is to prohibit the shipment
in interstate commerce, of ol produced in violatidn of State laws 'or

Senator CONNALLi.' You aie correct. That'is the only purpose
and all it' does. .t.l .rs

Mr. FELL. And under that if we do not have th6 oil and the 0il
is produced in violation of the State law, as existed prior to the enact-
meait of the law, the illegal oil gets out and into interstate commerce.
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Illegal oil, contraband oil, stolen oil sells as does -any other stolen
artice. It nmust sell in order to be disposed of at below the price of
a legal product. And going into these other States and seeing below
the regular prices naturally brings down the prices so that these s~nall
wells cannot compete. It has a detrimental effect on labor, forces the
prices and wages of labor down, and also'a detrimental effect on the
communities 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 CONNALLY. That included the retail market?
Mr. FLL. That included the retail market; yes, sir. But T would

just like to point out for the benefit of the committee that at the
present time in Oklahoma gasoline, at the refinery is selling around
five and three-quarters to six cents a gallon. Ouit of that five and
three-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 woirk, the geological work, the scientific work, the cost of drill-
ing all these wells, the cost of labor employed in drilling the wells,
the cost of producing all offthe oil, the cost of transporting that oil
from the field into the refinery, and the cost of manufacturing intQ
refined products.

Senator CONNALLY. And the royalty you pay the leasehold.
Mr. 'FmiT. 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 CONNALLY. That is 53/, awl these distributors get 61/2
on top of that?

'Mr. FELL. That is right.
Senator CONNALLY. More than the cost of the oil originally.
Mr. FELL. 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 petroleum reserve.
And in the testimony oi governmental scientific employees, such as
Dr. Cadman )efore the Colo committee, she brought oiut very clearly
the economic loss that occurs to this Nation when yoi 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 it- my State with
your'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 -voiild still be flowing, and we w6uld
have a great deal more oil for the consumers than will be p dued
from that field under the absurd methods which it was produced.

Senator CONNALLY. Let me ask you this: You say out of 340,000
wellsin the Unitgd States there ae 250,000 of them that are -tripper
wells? O t ovr2,00Mr. FELL. Over that, over 250,000.
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Senator CONNALLY. Over 250,000. And in these stripper wells is
60 percent 'of the total oil reserve?

Mr. FFt,. Probably around 60 percent.
SSenator I CONNALLY. Do 'I understand you to say without cou-

servation periods of flush production the price of oil declines to the
point where you cannot profitably produce it in stripper wells?

Mr. FELL. That is right, sir.
Senator CONNALLY. If you shut off a stripper well and do not

use it what is the effect upon the oil in the ground?
Mr. FEL,, The effect in many cases is this: A great many of those

wells, Senator, due to the fact that we did not have proper con-
* servation laws when those wells were drilled years back, there 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 CONNALLY. The point I am making is an oil well that is
not active is apt to go to water'?

Mr. F i,L. That is right.
Senator CONNALLY. Tlereby losing the remaining oil that is in

the ground?
Mr. FELL. That is right.
Senator CONNALLY. 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. FeLt,. That would throw a 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 on flowing wells where all they have to do
is open the valve.

Senator CONNALLY. Do you know, Mr. Fell, what is the percentage
of stripper-well production as compared to the total production?"

Mr. FELL. 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
pr6duction of the State, and the 50,000 wells produce about 40 per-
cent of the production. - I

Senator. CONNALLY. Produce about 40 percent?
Mr. FELL. Yes, sir. I I ;
Senator CONNALLY. Is there anything else you want to add, Mr.

Fell?
Mr. FEL,. No, sir.
Senator 'CONNALLY. On the whole, are you for the continuation of

the Connally Act?
Mr. FxLL, We are strongly in favor of the reenactment of the

Connally ,ct and making it permanent.
Senator CONNALLY. The people you represent are independents

or, m ajors? , , , . . . ' I ' , ,,
Mr. FxLL. They are all small independents..
Senator CONNALLZY.

, Are you qualified to speak from knowledge vr
observation. as to what the sentiment generally is among:the strictly
independent producers of the country as to whether they favor the
continuation of the act?
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Mr. FiLL. Yes, sir. And they are 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 CONNALLY.' Thank you very much, Mr. Fell. We are very
glad to have heard you.

Mr. Payne, do you wish to go on now ?

STATE ENT OF BRYAN PAYNE, TYLER, TEX.

Mr. PAYXE. Mr. Chairman and gentlemen, my name is Bryan W.
Payne, president of the Iowa-Payne Oil Co. .rom Tyler, Tex, I
have been in the oil business since 1919 and halve 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 piece 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.

TO show the damage caused by free competition, I would like to
cite what has happened to my York lease of 42 acres with eight wells.
T his lease is located on the edge of Gladewater and is considered a
fair location for oil property. Before the Connally "hot-oil" law
was passed one of my neighbors, with two wells on 1 acre, over-
produced nearly 330,000 barrels of oil. Another neighbor with one
well on one-half acre overprodtuced 159,000 barrelA. 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 lease,
and all my wells are making some water at this time, and I figure
that I have lost nearly two-thirds of the production that originally
was 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 support. I Want to
define "hot oil" 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. '1hen, 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 every
month. As proof of this I'would like to cite the case of J.' B. Sowell
and the men working under him, who plead guilty before Federal
Jt,,do Bryant last week to making falso reports. '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 1,400 barrels per month. I have one,
eighth of the royalty under this lease and he has offered -to settle
oi the basis of 48,000 barrels per month. He has not paid the ther
three-eighths of the royalty I penny. I want to say that that royalty
is owned all over the United States and some in Canada. He hs
paid the Internal Revenue Department, at Tryler, on ;th basis of
90,0*0 barrels per month.

Senator CONNALLY. Ninety thousand a month? .
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Mr. PAYNE. Ninety thousand barrels per month. In other words,
he made statements to everybody and every one of them is different.
The royalty owner who thought he was getting all he had coming
was getting 9,000 barrels a month. And yet the same 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 oil" run off the lease. This is only one of hundreds of such
cases where both the State and Federal G overnments and the royalty
owners were cheated out of their taxes and oil money.

We in east Texas like the Connally "hot-oil" law so well that we
believe it should be made permanent and should be extended to other
sore spots in Texas and the United States. I believe by imakingr it
permanent that the Oil Conservation Board can hre 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
(histi. I have recently rvturnexd from (orpus (hristi and, in my
opinion, there is not less than 10,000 barrels a day of "hot oil" 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 it-
the Connally "hot-oil" law is only enforced in five ck)unties in east
Texas; not that that is the only plae where "hot oil" is going out,
but under the administrative orders that is all the Federal territory
that is under the'Federal Tender Board. And the operators in the
Corpw't Christi area and some of those down there are the worst
offenders we have ever had in that section.

Senator CONNALLY. There is no restriction on them at all?
Mr. PAYNE. None, whatever.
Senator CONNALL'Y. The State is supposed to do it?
Mr. PAYNE. 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 CONNALLY. I will ask Mr. Holland to pay heed to this
testimony.

Mr. PAYNE. Yes; I have talked to Mr. Holland, and I expect to
talk to him some more.

These operators left. east Texas. They were not driven out by any
means, but they found pastures greener at Corpus Christi. And they
tell me it is ,u'st child's play to get rid of the oil to 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 CONNALLY. What are your views as to the enforcement of
the act in the east Texas field? Has it been effective or otherwise?

Mr. PAYNF. It has been partially effective. I think with more
good investigators it could be made very effective..

I think the trouble is iA i; hard to get good investigators iinder a
l44 that! knight pass out within 2 years' time; And if it is made
permanent, I 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 we, have; to
have better men to put them in jail.
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Senator CONNALLY. 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?

Mr. PAYNE. Senator, there is just no comparison. It practically
had us ruined before the "hot-oil' law was enacted. And now there
cannot be over 12 to 1) thousand barrels going out of Texas. A lot
of that is due to the fact that the railroad commission sees fit to give
tie refineries a generous 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.

0Senator CONNALLY. Is there anything else you care to add?
Mr. PAYNE. Not a thing.
Mr. HOLLAND. Senator, I[ would like to have the record show that

we have that Corpus Christi area under investigation at the present
t ine.

Senator CONNALLY. You say you have it under investigation?
Mr. HOLLAND. We have a man down there now; yes.
Senator CO('NALLY. Mr. Hill, will you come around?

STATEMENT OF RICHARD H. HILL, SPECIAL ASSISTANT TO THE
ATTORNEY GENERAL OF THE UNITED STATES

Mr. HILL. Mr. Chairman, my name is Richard I-. Hill; I am
special assistant to the Attorney General of the United States, in
cbarge of the branch office of the Department of Justice, located at
Tyler, Tex., and charged wih the duty of assisting tie administra-
tive agencies under the I)epartment of the Interior in enforcing the
Connally Act.

Mr. Chairman, there is lit tle I can add to the information hereto-
fore furnished this committee with reference to the enforcement of
the Comally, or "Hot-Oil" Act.

Men learned in the oil industry have given statistics and data upon
which they have based their opinions and recommendations with
reference to the question of whether or not the law should be made
permanent.

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 lgw.

The Department of Justice, un(ler 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 (c) of the N. I. R. A., and the
Executive and administrative orders issued thereunder. Thus since
February 22, 1935, to tho present time, the Pepartment of Justice
has ,maintained and is maintaining: a special braniwl office at Tyler
for the purpose of assisting in the expeditious enforcement ,of tlhe
Connally Act. , I I

The duties of this branch office consist of receiving reports and
recoxnmendations from the Administrative agencies of the, Dqpart,
mejt of Interior; taking such action, in the courts as in the oo non
of the Department of Justice is justified by the facts set forth in tle
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 court from decisions of the
Federal Tender Board denying applications for Federal tenders and
permits to ship or transport in interstate commerce petrolum or
petroleum products.

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 Federal officials and agencies
seeking mandatory or prohibitory injunctions, the purpose of which
is to secure, in some manner, sanction to move contraband oil in inter-
state or foreign commerce.

Fourth. Criminal prosecutions for violations of said law and regu-
lations.

All matters in the courts of the foregoing nature are handled by
representatives of the Department of Justice.

A copy of the official report of the Tyler branch office of the De-
partment of Justice, covering the period from February 22, 1935, to
December 81, 1936, which shows 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 record.

This report shows that up to December 31, 1936, the Government
instituted 222 criminal prosecutions directly or indirectly involving
the Connally Act. As of that date the Goverinent had secured 176
favorable decisions in said cases and no unfavorable decisions. There
were then pending 46 criminal cases. Since December 31, 1936, of
said 46 cases, the Government has seccured 31 favorable decisions, 1
unfavorable decision, and has AL criminal cases now pending.

Said report further shows that during said period there were in-
stituted 26 civil cases directly or indirectly involving the Connally
Act. The Government was suc.cessful 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.,

Thus It will be seen that out of a total o, 248 cases in the courts
the Government has been successful in 231, successful in 2, and has
pending 15. 1 1

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.

That briefly is the story of the part played by the Department of
Justice in the enforcement of the Connally Act.

Senator CoNNALLY. Mr. Hill, I will ask you this general question:
Has or, has not the act been sustained in all the Federal courts where
it ha s be en tested ? ...... - ; . , ' , " , io 1 '' 0 - fi l l

i Mr..HirOLIt has been sustained in all of the courts in 'hich it has
been tested. It has been tested in the United States District Court
for the Southern District of Texas, the United States District Court
for the Eastern District of Texas, the United States District Court
for the Western District of Louisialc; and has been upheld' by the
Circuit 'Court of Appeals for the Fifth Circuit in three cases., Those



REGULATE SHIPMENT OF PETROLEMTTM AND ITS PRODUCTS 201

are the three cases 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 involved, that is the one
civil case that the Government has lost. That case was decided on
the peculiar facts in that particular case.

Senator CONNALLY. So far as the constitutionality of the act is
concerned, it has been sustained in all

Mr. HILL. It has been sustained; yes, sir.
Senator CONNALLY (continuing). Of the courts where it has been

tested?'
Mr. HIL. 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 Co'NALLY. Is there any other matter you want to add,

Mr. Hill?
Mr. HiL. I have nothing more to say, sir.
Senator COXNALLY. We thank you very much for your testimony.
Did you want to go back on, Mr. Collett, for any reason?
Mr. COLLE'Tr. No, sir; I did not.
Senator CONNALLY. Is there any other gentleman here who wants

to be beard?
No response.)
here is a Mr. Behr, of the Georgia Independent Oil Marketers

Association listed here. I suppose he was represented by these
other parties who were here?

Mr. WALTON. I understand he joined in the Virginia group brief.
Senator COMNALLY. And Mr. J. H. Ross president of-the Inland

Water Petroleum Carriers Association, 'Rew York City, has not
appeared.

Now, 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 next day. or two;
otherwise they will be closed permanently, unless there is someone
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 governors, Oil Marketers'Associgtiot of New
York, Inc.

SUAMARY oF STAT, ENT 3T l4'AYrTrE 13, DoW, VICE PRESItD.E8NT AND GNER
COrINSFIa OF PENNSYLVANIA GRADE CRmIsE OIL ASSOCIATION, IN SUPPORT Or S. 7)0,
WITICIr, IF ENACTVD, WOULD MAKE TTIE CONNALLY AcT PERMANENT

I have placed in the record a telegram signed by J. E. Moorhead, executive
secretary of the Pennsylvania Grade Crude Oil Association, of which I am vice
president and general counsel, urgently endorsing S. 790, designed to make the
Connally Act permanent.

I was interested in the statement of Colonel Thompson that ther6 are 68,000
producing wells In the,,State of Texas. There aire about 80,000 wells producing
oil in the State of Pennsylvania, and perhaps as many mori in the area whivhlt
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 production is
about sixty-five one hundredths of one barrel per well per day. Every ine
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knows that Pennsylvania crude makes the finest lubricating oils that are nlau-
factured, std a contintion of this production is of great inportance for many
reasons.

In 1030, the State of Pennsylvania contributed more than 19,000,009 barrels
in. production to tile suply of the United States an(d lubricating oils derived
from this crude oil were sold in every State a1d in every county of every
State. Much of the employment in the 19 producing counties Is dependent uepon
a continuation of this plrodtction. The pay roll of production employees Is
approximately $15,(X,,000 annually and in the producing regions tihre are a
number of small reflnerics, operating on Pentisylvanta crude exc.lusively, whose
annual pay roll is not less than $7,000,0X0. The number of men engaged in
Pennsylvania In the drilling, production, and manufacture of I'ensylvania
grade crude oil and its prod ucts exceeds 20,000.

These old oil fields were protluted under conditions which would not prevail
today in any State having a conservation sattote designed to prevent waste of
pressure In tile natural reservoir. But ll of these wells are now oil the pump
ad with such a low average per well per day the production costs are larger
than those in any other producing field.

It is manifest that neilther the producers of Pemnsylvania grade crude oil nor
the refinrs which manfacture products front that crtde, can live in compeli-
tion with crude oil illegally produced it certain States, or illegally produced
products of such crude oil.

The Commally Act, has been very beneficial In protecting the Pennsylvania
producers aind rethiers from siuch tailawful competition. ,

Estitmates vary'as to the amount of crude oil still remaining in the old eastern
fields from which Pensylva Iilt crude is produced. All of tile Intformed esi I-
mates, however, agree that more tihan 50 percent still remains in the structures
and some estimates run its high its 80 percent. In any event, there are naty
millions of barrels of titis very valuable crude oil still available it the original
deports, and much of this oil can be and will lie prodnued umtlder the newer
methods, su(ch as water drive, gas pressure, and others.

Time hilricatng-il content of a barrel of 'emtnsylvaniht grade crude oil riwees
from ,20 to 25 pereenit, All of the other products of the barrel sire absolutely
compeldtlve with products made fromi chetluer crtde oil produced in thi
Coastal States, in California, Venezuela, aid other areas. Under Ihte"o eir
cumstances the Iroducers and reilners of the Pennsylvania region have had tin
up-hill battle to retain their place iII the keei coulpetl hul that exists and
the fact that they are continuing to produce this oil' from areas thought only
a few years ago to be virtually exhausted is true conservation of one of our
itost important natural resources. The Petroleum Administrative Btuard, dur-

ing the cbde lays, made a careful study of the cost of producing oil frotil
these old wells. That cost study is a public documet an(d Is availtible to
anyone. The unrestrained production of the east Texas field In 1933, with its
"hot oil" and its "hot gasoline", forced serious losses upon time Penusylvanlit
industry and even under today's conditions many of the producing wells tire
not yielding the cost of production.

The Pennsylvanbli Grade Crude Oil Association takes the p(tsition that con-
servatlon to prevent Waste 1s a function of the, States. The members of tile
association have watched closely and with greatappreclation the progress
toward conservation which has been ittade in such States as Texas, OkIlhotna,
and others. The Federal Governtent's part it the matter, under the Connaltly
Act, is merely to assist these States to enforce their own laws by making It
unlawful for illegally produced crude oil or its products to cross State lines.
Without such assistance, it has been proved that State eonservatIon laws are
greatly handicapped In their operation and at, times may be made utterly
futile. Therefore, it is the position of the Pennsylvania Grade Crude Oil
Association, which represents the greater part of the production and refnllng
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-
emnment has been wise in assisting the States through the Connally Act and that
Itls In the Interest of the whole public that the act, nowbe mttte permanent.
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RIEFY OF OIL MAxrEsS' AssocIATION or NEw YORK, INC., PRESENTED iiY
ALVIN A. ALrHEIMEH

This brief to be considered part of the testimony submitted by the Oil
Marketers' Association of New York, Inc., to the subcommittee of the Senate
Finance Committee bearing on the subject of the Connally hot-oil bill (S. 790).

We oppose the reenactment of said bill for the following reasons:
(1) Through its Impractical operation, the independent oil marketer has been

driven to the verge of bankruptcy; and
(2) The consumer ultimately will be forced to pay unwarranted and unjusti-

fied higher prices for petroleum products.
To explain reason (1) :
Sister regulations to the Connally Act exist in the form of the Stale Com-

pacts Act, the Bureau of Mines monthly forecast bulletins, and the high tariff
restrictions on petroleum products. These several links of the chain serve to
rigidly control the supply of crude oil, and through It, the prices of its refined
products. Through the operation of pool buying by the large major integrated
oil companies, refined petroleum products are 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 oil marketers who perform the necessary fune-
tion of bringing to the consumer refined petroleum products are (onlpensnted
for their capital, labor, and service investment by a fair margin of profit
between the price paid the refiner and that charged like dealer. The selling
price to the dealer has always been rigidly fixed by the major oil companies.
Now, through the operation of these several regulatory measures, the sl)t
wholesale market price has been so artiflilally raised that insufficient spread
remains for the nonsubsidized independent oil marketer to exist. For example,
take 65 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 1.75 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 can buy
"right", and is thus squeezed out of the industry which he helped create and
faithfully served. The above figures show that in New York City the gasollue
marketer has suffered a 62-percent loss in gross profit because of market nianip-
ulations by said Government-sponsored monopoly, leaving him a margin on
which lie cannot possibly cover minimum marketing expenses.

And this Is only one exapnile of how the ionsubsidived Independent oil
marketer is being surely ground to extermination by this gigantic monopoly,

To explain reason (2):
When this new huge oil monopoly has vanquished the independent oil mar-

keter through bankruptcy, then with higher prices does the consumer pay.
We have members who have served the industry as marketers for more than

50 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 field, 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 imnport tariff or, preferably, none
at all would certainly be a surer way to conserve our own supply, and It would
give a freer market in which the independent inarketier could buy,.

However, should the committee insist upon production control, then the com-
mittee must equally insist on marketing control. Embodied In tre 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 time marketing department of the major integrated oil companies en its
own, responsibility and giving the independent an, equal, opportunity in buying
as well as in selling.

Respectfully submitted.
OIL MARKTERS ASSOCIATION oF NEw Yom, INO.,
ALVIN A. ALrTlrIMra,

Chairman, Board of Governors.
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Senator CVNNALLY. We thank all 'of you, gentlemen for your testi-
mony and are very happy to have had you appear here in order that
we might get the facts with regard to this proposition.

(Whereupon, at 3:30 p. in.,! the ,subcommittee hearing was
adjbnirned.)


