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CHAPTER ONE
PHYSICAL CHARACTERISTICS PECULIAR TO PETROLEUM

Petroleum, in ell probability, is the natural
product of animal and vegetable matter buried in
sedimentary formetions of the geologic past. It
occurs in the crust of the earth, filling the imter-
stices and crevices in certain types of stratified
rocks, particularly sandstones and limestones. It
is generally agreed that oil has migrated from its
parent sbode to its present point of occurence.

Lighter than water...the oil and gas
tend to migrate upward, working their way
to porous beds and following freely their
course until arrested by a downward curva-
ture or impervious capping. Thus an oil
pool is usually & body of convex shape like
an inverted basin, lying under the crest
or dome of an impervious layer of rock.
Normally the order of occurrence is gas,
Just bclgw the crest, then oil and finelly
water...

CHARACTERISTICS PECULIAR TO PETROLEUM
While geology has added much to the knowledge

of petroleum in recent years, and the development of
the core drill and seismograph have asided greatly in
the location of oil structure, petroleum is yet the

most elusive of minerals. With all the achievements

1 Joseph E. Pogue, Economics of Petroleum, I, p. 13.



of science and the petroleum industry, the only sure
way to find oil today is to drill for it. Until the
well has been drilled, there is no certainty thet oil
exists in a perticular location regardless of how
favorable the structure might appear.

Not only is source of petroleum unknown but ex-
tent of supply is impossible to estimete. A well may
be producing in ’aying quantities and the well off-
setting to right or left a few feet, may come in dry.
It is often possible with some minerels, such as coal
or iron ore, to estimate fairly accurately how large
a supply of the mineral exists in a particular mine
or vein. This is not true of petroleum. Again it is
necessary to drill in order to ascertain the limits
of the field.

Neither discovery of the mineral, or of the geo-
graphical extent of the field, entirely solves the
problem. Fields have been found, apparently promis-
ing, which have produced for a while and soon been
abandoned for want of production. Due to the fact
that petroleum holds in solution notable quantities
of natural gas under pressure, the mineral is exceed-
ingly mobile. Thus, a decade ago uncertainty of supply
was thought to be wholly the result of this tendency



of oll to migrate. Legal records are filled with
statements that oil "moved from one tract of land

to another by pareolation";2

or that oil and gas
have the power of transmission.® Regardless of the
term used, the migratory propensity of oll is freely
acknowledged. It is also sdmitted that, of all
natural resources, this characteristic is peculiar
to natural ges and to petroleum. This necessitates
and justifies especial treatment for the protection
of the industry and of those individuals composing
the industry.
THEORY OF OWNERSHIP

The philosophy of ownership of oil and theory
of production, however, appears to have been built
upon & somewhat exeggerated idea of this tendency.
Underlying the philosophy of ownership are two some-
what conflicting theories of law releting to oil and
gas rights. The first is known as the "ownership"
theory and is founded on the supposition that oil is

corporeal property. Advocates of this theory maintain

2. Kelly v. Ohio 0il Co., 40 N.E. 339 (Ohio 1897)

3. Ohio 0il Co., v. Indiana, 177 U.S. 180 (1900)
Logen Natural Gas v. Great Southern Co., 126 Fed.
623 (1903)



that oil and gas are nminersls snd are therefore a part
of the land. They contend that he who owns the fee
also owns the oil and gas thereunder. The second, or
non-ownership theory, is based on the proposition
thet oll end ges are incorporeal property. Adherents
of this theory admit only the right of acquisition.
The welght of opinion of the courts, in number of
decisions and dignity of the courts, is with the
letter view.4
Out of these court decisions have come

the working rules, the usages and customs,

that are now strongly entrenched in the in-

dustry. It is these working rules that

have brought about the present unstabilized

condition in the industry. The right to

drill when and where one pleases on his own

land, or convey this right to another as

guaranteed by the courts, is the principlg

cause of over-production in the industry.
LAW OF CAPTURE

This philosophy of ownership, or theory of pro-
duction under which petroleum resources have been
developed in this country is known as the "Law of

Capture™. Its origineal purpose wes to protect the

4 Viector A. Kulp, Cases on 0il and Gas, p. l.

5 Leonard Logan, Stabilization of the Petroleum
Industry, p. 50.



property of the individual and to guarantee his
personal liberty to drill when end where he
wished. Under this law, title to oil lay in
possession and an individual is permitted to ac-
quire title to 28 much oil as he can capture.
COMPETITIVE DRILIING

The resulting competitive drilling and pro-

duction is a unique factor, characteristic of no
other substance. It has a far reaching effect upon
the economie behavior of petroleum and serves to ex-
plein its economie peculiarities. Its effect has
been to drive production forwsrd Insistently and
without respite, and to render petroleum peculiarly
resistent to retordation in periods when lesser
production might be desirable in view of reduced
demand.e
Ignorance there may be, carelessness

there undoubtedly is, but back of ignorance,

of carelessness, or reckless, headlong methods,

is the real cause - the fact that the average

holding is so small that speed is the owner's

sole protection. Let him be careful if

he wishes; let him be economical if he can

find a way; but careful or reckless, care-

less or conservative, he must be speedy if
he would survive...?

6 Pogue, op. cit., p. 31.
7 Ibid., p. 32.



When 2 reservoir is once punctured, and oil discover-
ed, the rush is on. Off-setting wells must be drilled
to protect near by property from being drained. This
starts the endless chain of drilling. The propensity
of oll to migrate 2nd the Law of Capture leave no
alternative.

RODUCTION

Discoveries of new fields, with the following
competitive drilling, has resulted in production in
excess of market demend, Vast amounts of oll have
been stored, other enormous amounts were permitted
to flow down rivers, or run unconirolled over ad-
Jacent lend. This ordinarily resulted in price of
oil being forced down (es in 1931 with the discovery
of the East Texas field) far below average cotct of
prroduction. In this instance posted price on crude
fell to ten cents per barrel of forty-two gallons.
Additional cerelescness resulted due tc the cheapness
of oll. This condition of production of petroleum
in excess of market demand st a ressonable point
sbove average cost of production has come to be known
&8 "overproduction”.
HASTE

Over~production has resulted in weste of many

kinds. Webster's New International Dictionary lists



ebout seventy-five interpreteations of the word,
"waste"; about half of thew overlap in meaning. The
Oklahome law refers to waste above and below the
surface of ‘the earth while the Texas lew, in its
specific details, deals more with underground weste
of netursl ges.8 This law states:
The term waste in addition to its orﬂinarj
meaning shall include (a) escape of natural
gas in commercisl guantities into the open air
from & stratum recognized as a natural gas
stratum; . . . (b) drowning with water a gas
stratum capable of producing gas in commercial
quantities; (e¢) underground waste; (d) the
permitting of any natursl gas well to waste-
fully burn; (e) the wasteful utilization of
such g88; « « »
Waste resulting from competitive drilling, is
of three types, physleal, economie and social.
FHYSICAL WASTE

The physical wastes are those most frequently

noted by the general publie. These include the
actual physical loss of oll from uncontrolled pro-
duetion of newly discovered well such as "Wild Mary"
in the Oklahoma City field. Loss of petroleum due to

lack of market, transportation facilities or control

8 Logen, op. cit., p. 2.

2 Railrosd Comulssion of Texas, 0il and Gas Conserva-
%ion Laws and Regulations for the Conservation of
Crude 0il snd Naturel Gas. 011 snd Gas Circular No.
13, p. 1.



devices are also forms of this type of waste. Much
physical waste has taken place in the refining and
transportation branches of the industry but being
less picturesque has been given less publicity.

Inadequate or improper storage of oil results
in a greater total loss than physicsl production
losses. Petroleum is most economically stored in
i1ts netursl reservoeir in the ground. This is true
for several reasons. Improper storage results in
evaporetion of oll #nd loss of volume and of gravity.
There 1= a two fold loss here for oil of high gravity
gells at a higher price than low grevity ail.lo

Mr. 7. R. MeWilliams, production engineer
of the Skelly 0il Compeny, states that a loss
of one degree in gravity mesns a loss of two
percent of oil above 39 degrees gravity, one
and one half of oil between Saolind 390 and
one percent for oll below 320,

In addition to the soctual physical waste which
is eliminated by storing oil in nstural reservoirs,
another elsment should be considered. Unmined re-
serves do not exert a pressure on the market price

of oil; petroleuwn in storage does.

10 Logan, op. cit., v. 102.
il Ibid., p. 110,



SOCIAL WASTE
Social wastes have not ordinarily concerned the
public or the industry. However, the working power
of a people is one of the most veluable resources
of & country. Americs has wasted oll lavishly. The
guestion arises as to whether such waste of a natural
end irreplaceable resource has increased or de-
creased the fund of human erergy in the country.
Our wasteful use of o0il during the past
half century will ultimately have to be
peid for by e vast waste of humsn energy.
Having burned millions of barrels of lubricating
oil, we, or our children will some day have
to squander great amounts of labor or
energy in an effort to produce some sort
of substitute.l?®
The sdventeges gained by repid exploitation of oil
must be compered with possidle future need for those
resources. The possible cost of substitutes, in
energy and money, must elso be considered. Each in-
éividual will doubtless have an opinion all his own
on this guestion depending on present individual
interests end personal ldess as to future conditions.
ECONOMIC WASTE
In spite of vest physical snd soclal wastes

which have occurred in the petroleum industry, of

12 Bly, Hess, Leith and Carver, The Foundation of
Netional Propperity, p. 275.
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recent years economic wastes are given the most
serious consideration by the industry, and public
as being of greatest importance, Testimony of
specialists in the field of petroleum given during
the Petroleum Investigation (1934) centered on
this problem.l3 Defining "economic waste" we learn

.s.economic waste cccurs when the economic
value of the good produced is less than the
cost of producing it. The waste is the differencs
between the cost end the return, Cost 18 here
understooa to mean the economic value of labor
and capital put into the industry, and return
to mean the economiec value of the oil pro-
duced.

It might be suggested here that the value of
oil recovered is often greater thean the costs
incurred in obtalning 1% but at the same time
a waste results from the inefficient methods
of recovery in leaving considerable quantities
in the sands. The contention is well taken that
there is economiec waste. The problem must not
be viewed from the standpoint of the individual
operator but from the social view point; it
must include totel costs and total returns.
Still the guestion might be asked if the total
returns are grester than the total costs and
there is considerable oil left, due to in-
efficient methods of reccvery, would there
be waste? It would be waste if later sttempts
to recover it would result in total costs
greater than totel returns, or if the same
amount of lszbor and capital employed in
creating substitutes for petroleum would re~-
sult in s lower return.l4

13 Cole Cormittee, Petroleum Investigetion, p. 404.
14 John ¥W. Ise, The United SHStates 011 Polliey, p. 222.



Among the economic wastes may be included the use of
enormous capltal in ths drilling of unnecessary wells.
Vast sums have besn expended in the drilliang of
hundreds of wells when ten or twenty would have
more economically drained the soil. This resulted
in waste of the minersl itself as loss of gas
pressure ensued making it impossibvle to produce the
meximurm esmount of oill. The life of both well and
rool was thereby greetly shortened in meny instances.

The two most important problems arising from
economic wsstes resulting from competitive drilling
sre, (1) sbnormel depletion of raserves due to
abandonment of "stripper wells" in periods of over-
production, and (2) loss of reservoir enargy with
the consequent loss in production.
THE STRIPPER WELL PROBLEM

Before developing further the loss due to
gbandonment of "stripper wells", it might be well
to define the term. The Petroleum Board defined a
“striprer well" as any well which produced oil of
less value than forty cents per one hundred feet of
well per day.ls £ stripper well hes also been de-
fined as:

15. Cole Committee, op. cit., p. 404.

D



«ss8 well of such small production and
of such low gross revenue that the regular
labor provisions of the code as to maximum
hours and minimum wages cannot be carried
out in the operation thereof, and leave a
reasonable margin for the operator.l6

A "stripper well"™, in other words, is
a well from which the proceeds from the oil
sold are so smell that they do not cover,
in meny cases, the cost of production or
provide only an unreasonably small mergin of
profit for the operators taking into con-
sideration all factors, pertaining to the
producing branch of the industry.l7

Dr. Katherine Carman, petroleum engineer, testify-

ing before the Cole Committee differentiated between

"stripper well" and marginal well as follows:

[}

..s:people talk rather loosely of stripper
wells here and stripper wells there. What
they really mean is marginal wells. In other
words, wells of smell production in which the
value of the oil produced is very close to the
cost of producing it. That is what I would
call 2 marginal well. A marginal well does
not have to be a stripper well, and a stripper
well does not have to be a marginal well.

To be more explicit, & well producing e
barrel of high grade lubricating oil in Penn-
sylvania may render a value which is far enough
in excess of the cost of production so that it
is not a marginal well at all. On the same
theory, a well producing 20 or 30 barrels of
black oil in Wyoming, whieh is high in sulphur
is not by any mesns being stripped of the last
oil that can be gotten out of the sands and
yet the value of that o0il may be so low that
the well is a marginal well. In summation,

the term stripper well is a quantitative temm,
and marginal an economic term.

17 Cole Comuittee, op. eit., p. 1509.
18 Ibid.

12



"Stripper well” is the term most generally used by
the industry in & quantitative sense with no parti-
culer thought as to whether the well is marginal or
not. Major companies ordinarily cease producing wells
when they fall in the "stripper well”™ class, at least
in the Mid-Continent field. These are then purchased
by individusls or small independent companies and

the operation continued. It is apparent that cost of
production enters to make a well "marginal™ to the

ma jor company long before it would be so considered
by the independent. As a general rule, the term
"stripper well™ may be taken tc include all wells
whose production is less than two or three barrels

a day.

Because of the economiec structure of the industry,
the need to transport crude petroleum long distances
to refineries and the cost thereof, it is obvious that
over-production, and price would react on production
of stripper wells. Pipe lines are expensive. It
logically follows that it is cheaper to transport
many hundreds of barrels of oll a day rather than a
few barrels through a particular line which may
have to transport the petroleum hundreds of miles.
Hence the effect of price on abandonment of stripper

13
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wells, or wells of smell but settled production,
is obvious. This was discussed in great detail
before the Cole Committes.

In 1917, 1918 and 1919 the number of
wells abendoned was exceedingly low due
to demand for oil and better prices which
existed. ©Subsequent to war the number of
abandoned wells increased very materially
and ultimstely reached a peak in 1923 of
6,271. As the prices incressed in 1924
abandonments decreased....in 1925 being
only approximately one half es great.

In 1927 price of petroleum went down
agein and in ...1928, abandonments increased
to 5,219. In 1929 there was & small in-
erease in price of oil and sbandonments de-
ecreased to 2,702, In 19830 price of oil
decreased and abandonments increased to
3,922...with & further drop in price of
crude in 1931 abandonments went to 5,251.

In 1931 when price sagced tremendously
from $1.19 ... to 64¢ as the average price...
abandonments for the first time in the
history o{ the industry exceeded drillings
bY 62%...+?

The economic¢ importance of the stripper well
problem and their possible abandonment and their
influence on current production may be realized when
one recalls that in the United States there are
approximately 325,000 wells. Of these about
250,000 produce less than five barrels per day and

have a total production of around 250,000 barrels

19 Cole Committee, op. cil., Hs B. Fell, Executive
Vice President of the Independent Petroleunm
Assoeclation of America, p. 1512.



or an gverage of one barrel per well per day. The
average production per well in the United States
is 7% barrels.?0 Cver-production is keenly felt
in the stripper well areas. It often mesns the
end of production, loss of income on zapitasl in-
vested ond logs of oll reserves. Inasmuch as
flush productlon often only pays costs on a well,
rrofit is s=2id, by the industry, to bs realized
wholly from income on ssttled production. For thig
reagon alone préteetion of the siripper well would
bs worthy of considerstion in the interest of the
sconomic well—~being of the country.

loss of reserves, represented by stripper wells,
would be a steggering waste of naturasl resources.,
Fetroleun engineers heve estixmated that a reserve
of some two to four billion barrels is aceounted
for by these wells. Negleet of the siripper well
rreblem would mesn thaet the creawm of production
would be skimmed off while a fileld was in a flush,
flowing stege. “hen settled production was secured

the field would be sbsndcned lesving some 80% of

: Gitft, I““ 1812,



g well as genersl publie sre, in a measure,

2

trustees of s wasting ssset. They should adminis-
ter thelr trust in behslf of the naﬁicn as & whole.
We can not afford to lose the billions of barrel:
of reserves represented by the stripper wells.

It must also be remembered that the fiush produc-
tion of today is often the stripper well of to-
morrow for elmost so yulckly does flush production
drop to settled production.

The possibility of “shutting in® stripper
wells during periods of depressed price hzs been
offered as a solution. There has been discussion zs
to whether temporary shutting in of a well ip-
pairs production in that well. In some cages the
well 1s not demaged; in others it virtually mesus
that the well cannot produce again.zg It was the
congensus of opinion, among producere, thait this
question could only be answered for each preoducing
area iﬁdividually. If there 1s water to contend
with, there is little possibility of ever shutting
in & well for asny length of time without doing

permanent demege to the well. Dr. F. B. Plummer

2E. Uole Commudises, ope cit., Un. Sormen, pe. &899,

13
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glves sn exeellent disecussion of the effects of
temporery shut-downs on wells having a high water
ratin.®SFe states that ordinarily water encroach-
ment will dsmege a well, or lifting costs will bve

rester due to the faet that water will seep throu{h
the sands faster than oil resulting in a higher
water ratio. Lifting costs will be ineressed for
nore water then oll will be the result.

Concerning the problem of the striprer well,

in sunmmery we may say that they represent a large
portion of known reserves. KExcessive and unnecessary
absndonments appear to oecur in periods of depressed
rrices. This hes, therefore, besn conceded to be
one of the major problems resgulting from competitive
ariliine snd lack of adeguate contrel.

RESERVOIR EIIRGY

The second lmportent waste recognized today
resulting {rom competitive driiling is loss of
TEESrVCLT Snerg’ The importsnce of this factor
has only been realisel the last few vears.

Reservoir energy may be defined as that

pressura which forces oil znd ges to the surface.

23 Transeript of Froceed j.n1 of the Interstate 01l
Jospuet, Uiehlito, ¥enses, Jpril 22 end B0, 1938,
ng



011 and oq3 ore held wdsroround, socordw
ing to modern uuthorltlec on retroleum geology,
in reserveolrs varying 1a size end under great
pressure. ‘hen the reservo*r is pun@,ured by
the driil the pressure forees the oil and gas
to the outlet. As mere wells are drilled and
more outlets made the less the pressure becones.
It iz the gas pressure which Torces the oil to
the surfacs.

»eolt is the power that moves the oil to
the bhotton of the hole, and In wmany instances
raices the oll to the surfece of thv ground.
It 1s recoguized that +L_s ges pressure exists
in solution with tb 01l 28 well sy separately
from it.

The Cklahoma btqtutec' of 1933, and es-
cially in 1835, recognized thigs valuable
of gas pressure or gas energy, and parti-

cularly yrovidba Phigt the rules of the
C@WZlqinH should be prejﬁlﬁsﬁea in such a

way a® to best comserve 1b. Iv 1s generslly
recognized throughout a1l oil producing
stotes.24

Reservoir energy ig unduly depletsd by excess
wellcs oil 12 logt Tor the went of this natural
pressure to bring it to the swierce. Grest amounts
of 0il are clso lost in the sands when gas is sllow-
ed to escape without bringine e proporitionste share
of 0il from the reservolir to the surface. Rapid de-
cline of pressure la the sand, resultlng from the
wasteful practice of blowing wells into the alr,

shortens the life of the well and hagitens eneroachnent.

o s
2% Atworney, Govporstion Uommisslon,

Deporwnent, Cklszhoma Clty, Gkls-
howe , :

),..4.» -
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iaeﬁ of kpowledge of the importsncs of conzer-
vation of reservolr energy in the early years of tﬁa
oil industry has resulted in the expleltation snd
abandcnment of maﬁy fields where there is much @il'A
which wmay yat be récovered. Growlng realizetion
of the vagt spowunt of ©il whieh has baen left in
the sand, becsuse of loss of reservoir energy, has
led to development of seeondary recovery methods
es well as mors efficlent primery production methods.

2nong the methods of seconfary recovery, which
have bteen Tound most preeticsl, sre water drive and
gas drive. These will be discussed in mere detall
in s leter chapier. At best, however, these must
be considered selveglng processes. They do not com-
pensate for inefficlient esrller operation of wells
with the ernormous end preventsble waste of oll, gas
and reservoir energy. Neither should they encourage
the continued use of uneconomic production practices
today.

sceording to our present knowledge reserveir
energy 1s indivissble:; it does mot belong to eny
ohe operator in a pool. It should be made to work
for the good of #ll the owners of o0ll and gas rights

in the pool, The effielent utilizztion of ths snorg
T



of ths ressrvelr br 211 operebors will resuld Ia
a longer Tlovinge 1ife of =21l wells and mexinun ra-
covery fror the pool.

I% now seens thal reservelr energy ia'feally
whet conservatinn boards asre sttempiing o conservo.

Juzt how far the courts oan go ia
praserving and conserving thie res snergy is
34111 undecided, 1%t helng romenbered that
this erergy percplates freely throughout
the entire ponl. One well will reduce the
epergy or pressure in the entire pool. The
01l does not flow so freely and perhaps the
drainare of oll & tends only for s shord
distance, but the drzinsge or dlassirpation
of gsg energy axtends grest distsnces, in
some e¢ases neny miles at lsast throughout
the antire copmon souree of supply. In
conservetion rules and reguletions znd in
stetutss, this will he the luaportant thing .
in 211 Puture Geslings with the oil industry.SD

)

o8

i

Under the most effleient known nethods of produc-
tinn, lesz that 255 of tho petroleun underground
reaches the mipelina‘ﬁﬁ This has been due largely
to loss of reservoir energy. Under inproper and
wastaful meshods of utilizetion the recovery fagter
becones a8 low £g ten percent. Buch iz the sstimste
of the Spiltheonien Institute,

fmell wvonder, therelore, thei Sidney

Brooke, sa2id « . . "americe, us one would
erpeect, has been the clsesle home of a2ll

8. Footer, Ops. ¢it.,

26 Cole Cormittee, ope cite, 7. C. ¥iller and Pen
#. Lindsley, Pertlesville, Cklshoms. Zeptember,
1934, pe 47.
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that is hﬁﬁby, neglizent, ond well nigh
erinminel in the misuse of 0il as of every
form of natursl wealt L; Anerice In con-
seguence finds hergelf consuming more oil
than she rroduces.s?
If is true that vast quantities of oil have besn
consumed from the many fields slready developed in
thils country end that petrolews is belnz developed
mere vepidly in this country thsn in forelign
nationg. Yozsibly repid sxploitstion of petrocleun
regources is not a high price to pay for the bene-
fite we, s a nation, have derived therefrom. It
is a question of relstive value of present advantages
purchased 2t the price of ernormous wastes of a
natural irreplaceable resource, ag contragted with
posgible future value of that resource had it been
conserved, ‘This is a guestion whieh it is impossible
to decide.
It nust be remembered that civilization,
cushoms, and habits of the people change
use values. Wants of todey are not by
eny means wants of tomorrow. Use value
is subjective and changes from time to time
and plsce to place.Zt
It is berely possible thet petroleum will not be

80 necessary to future generstions =85 it appears

27 Logen, ope cite., p. 3.
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to be today; = more efficient, or economical fuel
may be discovered. Hence it apprears foolish to
deny outeelves the use of petroleun.

Use and waste, however, are two entirely
different terms. The oll industry and society are
concerned with the eliminstion of waste whether it
be physieal, social or sconomiec.

CONSERVATION

The antidote for waste is sald to be conserva-
tion. The word conservatlon, like the word waste,
hes many meanings. Professor Ely has said, "Conser-
vatlon means a sserifice o/ the present generation
%o future generations.” Prof. L. C. Gray, likewise,
finds "the real heart of the conservation problem
in the conflict between the rresent and the future.”

The primery problem of conservation,
expressed in economie languesge, he asserts,
is the detremination of the proper rate of
disecunt of the future with respect to the
utilization of our nstursl resources.29

Conservetion, as defined by lir. Wirt Frenklin, means:

The securing by the cltizens of this Nation,
of the greatest economiec good thet can be deriv-
ed from these resources without weste and with-
out their utilization for inferior uses, which

een be supplied =deguately and saetisfactorily
by other natural resources. We realize that

29 logsn, op. ¢it., p. 9l.
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soma pesvle sdsune thal conserveivlon mesns

to set aside, hoard and put away for future

use. We do not consur in that view nor de

we belleve. thet such a polley is necessary
dVlbﬁblu »50

Conservaticn means,..the prevention of
all forms of waste and the use of oil for
its higher purposes, a8 conbtradistingulshed
iror, the use of burning 1t under bollers at
fiftzen or swaenbdy cents o barrel...Trus
conservation mweans that we should properly
H3a OUr TesSources...preventing unnecessary
waate. o1

Returally 1t would not be to the interests of the
indusitry to encocursge fifteen or twenty cent uses
of petroleun. MNeitber is it to the interest of the
nation, when our reservesd as yeb are estimated as
equate eﬁlg for the next fifteen yearé and when
no substitute has been found Tor petroleum as a
lubricant. This is especially true in view of al-
most limitless reserves of coal. Uuoting Mr. |
Franklin egain,
Hvery irrepiacesble resource, including
#11l nizerely, should be produced in sueh g
monner &8s Lo get the greatest possible

econormic yield with the least amount of waste .95

Concurring in this opinion, Hon. Harold L. Ickes,

v-w";’

Secrets

Y

ry of the Iaterior, Adwminlistrator for the

30 Cole Committee, op. Cic., p. l424.
31l. Ihid., p. 1l424.

32 Inid., p. 1898,
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Fetroleuw Admlnistration says:

There is need for a permanent oil
conservation policy for the United States.
The oll reserves of the United States are
lirdited...The minimun objective of 2 sound
conservation poliey should he prevention of
physical waste. The elimination of physical
waste goes deeper than the balancing of
supply with demend. Those who favor the
conservaticn of our oil resources desire to
incerezse to its msximum the amount of oil
whiech can bs recoverec from producing
properties.”®

There are minerals, other than oil,
whieh are irreplaceeble and the reserves
of which are limited. There are minerals,
which from the viewpoint of national
defense, are more crivical then oil. The
conservation of oll, however, warrsnts
speciel consideration for the reeson that
it hes characteristics which are not
assoclsted with any other naturasl resource
except 1ts associated hydrecarbon...natural
gas.

The petroleum industry has come to be cne of
the largest and most importent segments of our
national economy. It has invested about fifteen
billions of dollars of eapital, and employs nearly
a million workers, constitutes a lerge customer for
a wide range of other industries snd serves prac-

ticelly the entire economy with escentisl commodities.

33 Cole Committee, op. cit., p. 62.
34 Ibid., p. 1398.



Fagte of our erude oll reserves woulid hasten the
disappesrance ol ell thls investment uniess a
subsititute wers found to serve as a marketable

motor fuel. It iz only remssoneble, therslfere, to

)

ngaunme that the industry is somewhat interested

-

in eopservation as well as in sbabllization azs

L
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CH S T A X3
SRABITLIZATLON

Boedilization 18 orxdinerily defined as a

balance between supply and demand. It does not

mean the guarantee of profits to the marginal

orerators.

Stabilizetion means the witholding of |
sufficient guantitises of oil so that the -
secarcity velue of thet obilained when comn~
pared with the tobtasl scareity values of
the goods whieh corpose the costs employed
by the industry &s = whole to the totsl
coods for which they are sold by the in-
dustry will lesve & profit.Sd

Stebilization means the production
of petroleun under condivlons of certveainty
..the reduction of uncertalinty to certainty.
At the present tiame, the problem of stabili-
zoation ig the control of sunply, not to
obtain exorbltent prices, bubt to insure s
reasonable nrefit to the industry as a
whole on the capital invested.od

35 Logan, op. ¢it., p. 7
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The chief contributing factor to stebilization in
any industry is certeinty. Settled production,
therefore, is not the problem in the petroleum in-
cdustry so much ag is flush producticn. That new
fields are the disturbing factors was clearly evidenced
by the discovery of the East Texes field in 1931
followed by chacs. Therefore, those charged with

a study of the problem, and the soclution thereof,
have centered their attention of the elimination of
the conditions which existed at that time and the
recurrence thereof.

Control applied to fiush production should
stabilize pr@duetian at such a price level that waste,
econcimic, physicsl and soeisl will net be eneourag;a.
Gontrol must also be spplied to flush production in
such a menner &8 to insure continued production of
stripper wells so that vast reserves will not be
destroyed.,

Conservation and stabllization thus have a
corpmon interest and the eguilibrium so effected will
insure tihe welfare cof the million workers in the
industry, tend to prolong the life of petroleum re-
serves thus administering a wasting asseb to the

P

grestest zood of tie largesi number ol psople.



CHAPTER TWO
ECONOMIC ASPRCTS: SUPPLY, DEMAND, POSSIBLE
SUBSTITUTES, AND COST OF PRODUCTION

Recent developments in the United States are
said to be the result of accelerastion and not of
structural change. Petroleum has furnished the
energy for this acceleration. The characteristics
of modern life are intensified activity, increased
supply of power and the wider use of that power.
These uses have increased three and three quarters
times faster than the growth of population.

The petroleum industry has kept pace
with this march of progress. If speed
is the chief characteristic of this age,
it is patrgloum that has made speed
possible.d

When you turn from the oil fields
of the United States, which are today in
a high state of development to the rest
of the world which, except for a few
countries, is almost entirely undeveloped,
you are face to face with the best possible
reason why the United States should try
to retain the oil leadership of the world
which she _has held since the birth of the
industry.

AN ESS AL COMMODITY

Petroleum has been a vital factor in achieving
industrial supremacy; it will be a vitel factor in
retaining it.

37 Logen, op. c¢it., p. 9.
38 Charles E. Bowled, The Petroleum Industry, p. 31.



Use of petroleunm ls very importent in
the economic 1life of today....01i1 i8 used
in the making of highweys, in the tires
that wear out the highways, in lubricating
and propelling the vehicles that travel over
their surface. BSubsurface ses crafts would
be impossible without oil. Aviation would be
impossible without petroleum. Asphalt from
0il is used in makinz airplane runwsys and
without a2 high grade gssoline the alrplane
would never be able to leave them. The use
of petreleum has found its way into practically
every department of humgg astivity, work and
play, toll and leisure.”

Petroleum is the one indispensable commodity of
the machine age. Should its supply be curtailed
industry end tranportation would be ecrippled, if
not paralyzed.40

Thus we nay see that petroleum is an essential
commodity and one which hss been more or less re-
sponsible for the rapid industrial growth in this country.
We find, however, that there is & price to be paid
even for progress. In this instance the price has
been the snormous gquantities of oil which have been
produced, nuch of which hss been wasted. On one
side sre thoss who describe the situation as "rapid

developnent of our oil fields™, on the other those

39 Logan, op. cit., p. 138.
40 Sanuel Pettingill, Hot 011, p. 45.



who csll it the "nost puthless exploitation of a
necessary and irreplaceable natural resourcse.™

FORELCH PRODUCTION POLICIES

Like the United Stetes, lexlico developed its
petroleuwn resources as rapidly =3 possible. In
1gz21 México reached the peak in its pstroleum pro-
duction with = total of 193,398,000 barrels. Since
then its production hss declined steadily to 32,
805,000 barrels in 1932....2 shriakege of 83%.4%2
In 1921 Mexico produced 25% of the world's produc~
tion, today it produces less than 3%. Poland and
Japan also appear %o have passed the peak.

Other countries have pursued a different
policy. Among these are Trinidad, Russla, Argentina,
Rumania, Indi=s, the Hast Indies, Teru, Persia,
Venezuela snd Columbia who have inerseased or main-
tained their production.

Not only have most forelgn countries been more
eonservative in their production policles than has
the United States but they have more clearly faced
the situstion in terms of cold realism. Among these

the nost notable example is Great Britain.43

42 Pettingill, op. cit., p. 15.
4:3 Ihidn ER p‘ él'
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Crast Britein hos gone out =nd gob oil....
She now boasts that she hes conitrol of the
world's avallable oil. In other words,
Britain is “living off" the enemy Pight NOW.e..
British oll companies, operating in the United
States are contrelliing one eighth of our
known o0il, are it is reported producing
oil from thelr wells in the United States
at the legel maximum.

-5 e cFrom the standpoint of domestic
politics and loeal publie opinion, England's
nosition has becn easier than ours. She has
no petroleum industry at home; there is only
one well, it is said, in the British Isles.
It hes not been necessary fTor her to think
in terms of wages to her own workers, or
profits to her own home oil industry.%4

UNITED STATES OIL POLICY

¥o national policy has heen developed by our
country se regards petroleum. Neithe: has an inter-
nationel policy, worthy of the name, been suggested.
¥ithin the next few years definite decisions must be
made on both these phases for as li. Hriand stated,
*International politics today sre oil politics,” 49

It may be readily seen thast the problem of
petroleun is not wholly a domestic one. If our
domestic supply is exhausted and we are forced to

buy from forelgn nations, we will be 2t a8 terrifiec

44 Pettingill, op. cit., p. 47.
45 Ibid., p. 48.



Figure-l
RATE OF GROWTH OF CRUDE OIL PRODUCTION IN THE UNITED STATES AND IN THE REST OF THE WORLD, BY YEARS,

1876-1938, COMPARED WITH OTHER SIGNIFICANT INDEXES,
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disadvantage in all markets. Forelgn nstions could
build up their domestic economy at our expense.
The result might be not only lose of foreign
markets but a lowering of standards of living
at home.
If petroleum is inmportent to our nation in
time of peace, it will be doubly so in time of war.
If in time of war, the necessary foreign
supply of oil were in the hands of our anta-
gonist, the result is known in advance....
If the supply of such an indispensable munition
of war were in the hands of a2 neutral then
that neutral nation might refuse to sell to
us, in order to main‘ain that neutrality....
Even if the neutral nation did not prohibit
the export of oil to us, we have to consider the
difficulty of getting it. 01l tankers were
the cholce targets of submarines and air craft
in the4%ast conflict and certainly would be
again.
SUPPLY - RESERVES
The question turns then on extent of supply. If
domestic supply is seriously limited, ss some would
have us believe, conservation should ensue even to
the extent possibly of buylng abroad and refusing
to sell there until greater assurence is had for the -
future. The reception this suggestion would receive
in the industry, even by the most ardent supporters

of conservation may be ea8ily imagined.

46 Op. Cit., p. 48.



Alshough estinates as to potential supply reassure
us oo this point, and encourage us to believe that
sufficient supply is available Tor the nexit decade,
slowly but surely we are approaching a period of

dselining production. It is inevitable.

Actual extent of future supply is another of

those many nuestions, ip the industry, which cannot

be answered with any exactnesg. Various estimates

as to potential supply have been made by speclalists

in the petroleum industry. These are shown in thse

chart on the following page. However, the peculiar

characteristics of petroleum which wake it 1mpossible

to state with any certalnty the location of oil,

length of produection, et¢c., also make it impossible

to estimate with any accuracy total potential supply.éy
A comparison of the estimstes (Chert I) made by

outstanding authorities in the field with actual

volume produced will show production actuaslly exceedin@;

Lé

the amount estimsted in volumes ranging from three to
fifteen billions eof barrels. At first glance these
facts, together with the fact that proven resources

are ever increasing, would appesar to give the retord

@
to
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courteous to those pessimiste in the industry who
have long predicted that exhaustion of supply was
only s matter of months, or years at dest.

However, we should not over-estimate our strength.
There is no gainsaying the fact that there is a
definite limit to our petroleum reserves, and that
each barrel removed from the ground leaves one less
for future production.‘a Mexico offers striking proof
of that fact.

Various estimates have been made in addition
to those quoted on the preceding page. The question
is one which is vital to those interested in main-
taining the economie well being of the nation. The
Hon. Harold L. Ickes, Secretary of the Interior,
estimates ten years as the life of our known oil
reserves at the present rate of consumption. He says,

It cannot be contradicted that the
United States is using up its o0il rescurces
at a rate which is at least three times
as rapid ss the rest of the world, as a
result of which there will be an oil
shortage in the United States long be-
fore there is one in the rest of the world.49

On the other hand, Mr. Herry F. Sinclaeir (oil producer)

thinks our domestic petroleum resources, without

48 Virgil D. Kirkham, Economic Geologlst. Saginaw,
Mich., Seventh Annual Meeting of Independent
Fetroleum Association, Oklahoma City, Nov. 31, 1936.

49 Pettinglll, op. cit., p. 16.



reeourss o subatlitutess or forelen inmporiz or

3
M

uso oir account of radicsl rise in

the noticn from one hundred to

five hundred years. TFe wilsely declined to under-

January 1, 1939, as 17,348.2 milllion barrels, =
working stoek in advance of producition estimated

at 14.3 years. Table 1, on the {ollowlng page,

s

this information in greater detail.

\?

pressnts

Sxtent of proven reserves does not eanivirely
solve the problem for proven rsserve 1s quite a
different matier from future reserves or volume of il
yet to be produced. The former represents only the
apparent volume of blocked out c¢il, whereas the latter
includes 0ll yet to be discovered zs well as addi-
tionsl o0il to be recoversd from known deposits by
improved methods. L Size of proven reserve gives no
clue to, ani@cgically cannot be expected to revesl,

the imminence or remoteness of scarcity.

50 Pettingill, op. cit., p. 1l.
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TABLE 151
PROVEN CRUDE OIL RESERVE IN THE UNITED STATES

January 1, 1939

(pData from Amarican Petroleum

Institute)
: Reserve : % Of: Production:lindicated

State : Million :total: 1938-Mllion: life in

: barrels : £ Barrels: years

Texas 9,447.8 54.5 475.6 19.9
California 3,188.8 18.4 249.7 12.8
Oklahomsa 1,162.4 6.7 174.9 6.6
Loulsiana 1,040.3 6.0 94.8 11.0
New Mexico 703.3 4.1 35.8 19.6
Kansas 613.2 3.5 59.6 10.3
Wyoming 261.1 1.5 19.0 13.7
Illinois 242 .8 1.4 23.9 10.2
Pennsylvania 200.5 1.2 17 .4 11.5
Arkansas 188.2 1.1 18.1 10.4
Montana 104.5 .6 4.9 21.3
Michigan 42.7 " 19.2 2.2
New York 40.5 2 5. 8.1
Kentucky 37.5 2 5.8 6.5
Ohio 26.4 3 3.3 8.0
West Virginia 24.5 = 4 3.7 6.6
Colorado 17.7 5 & 1.4 12.6
Indiana 6. .0 1.0 6.0
Total 17,348.2 100.0 1,213.1 14.3

5la Pogue, Op.

ceit., p. 15
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The basic consideration regarding
future supply of petroleum is not the
gize of proven reserve but the effective

magnitude of future reserve....The pro-

blem is not so much one of finding a way

of drawing aside the veill that obscures

the future, as it is of maintaining an

economic mechanism competent tec hendle

any contingency.52
SUBSTITUTES

In considering reserves, and possible future
supply, the possibility of substitutes enters. The
careful attention of the industry has already been
directed toward the development of substitutes for
petrcleum. Science has failed in several ways to
achleve the desired results. One of these failures
is prroicularly important.

Industrial life today is more depsendent upon
petroleum as & lubricating oll than for any other
purpose ra;ardleas of the fact that this use ranks
less in point of volume than many others. Today the
most delicate mechanisms like the greatest turbines,
nove on surfaces smoothed by petroleum. It is
evident that they will continue so to move for several
years. Science has found substitutes for petroleun,
at a price, for most uses, but it has falled to find

an ndequate substitute for petroleum as a lubricant.

52 Ope. 01"-. Pe 15.



Sclence has also failed to Tind 2 substlitute
for petroleun which can be produced at a cost
low enough to permit it to compete with petroleunm
rroducts. Cost is thé factor which at present
most grestly discourages serious ccnsideration
of the utilization of substitutes for petrolsum,.
Shale is more often mentioned ss & potentiaml
source of nmotor fuel than any obther substance. I%
is estimated that there sre three hundred ninety
four billion short tons of oil shale from which 108
billion barrels of srude shale oil and 285 billion

barrels of motor fuel could be recovered., CLontrast

thoge figures with btotal production of petroleum from

185% to December 31, 1934, ...an amount totaling 16,
598;444,000 barrels.

Slightly more than half of this shale is in
Colorado and Utah, removed from large consuming
centers. Indisna and Kentucky have large dsposits.
The Buresu of Mines has conducted an investigation
of 0il shale utilizetion at Rulison, Colorado. Amor-

ization alone of retorts, ete., eguals 28 cents a

et

barrel of shsle oil. Cil produced from shale, there-

fore, cannot as yet compete with petroleum.

5% Tobtingill, op. ¢it., p. 2L.
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Coal and lignite sre also potentisl) sources
of motor fuel. Commercisl recovery of crude from
cosl has been estimased st 525 billion barrels
and of motor fuel at 92 billion borrels. PFrom
lignice, it is estinsted 70 barrelas of crude and
12 billione barrels of wobtor fusl may be recovered.o%

Germany has operasted a plant at Lenna for seversl
years producing oil from cosl. In 1934 England con-
structed its first commercial hydrogenation plant.
Costas of motor fuel from coal have been generslly
assuned, by the indusiry, t0 he around 30 cents a
gallon., A. C. Fleldner, Chief Engineer of the Bureau
of Mines states that costs to the consumer will be
materially higher. Mr. Mark L. Requa, dirsctor of
the 01l Division of the Food Administration during
the VWorld War, seriously mentioned the possibility
of ueing coal dust, without conversion into gasolins,
g3 a motor fuel.9d

New

N

The Texzs Corporstion and Standards oi
Jersey and Indiana have jolned with Phillips to

rroduce motor fusl from olefins.o6

54 Pettingill, op. ecit., p. 22.
55 Ibid., p. 19.
58 Iblde, 7. 16.
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It is said that, through the pyrolysis
of paraffin hydrocarbons to form olefins
and the polymerization of these olefins,
natural and refinery gases, except methane,
theoretically could provide a motor fuel
supply equal to tga present production of
cracked gasoline.

Science has long since convinced us that there are
no barriers for genius. In fact there are those in
the industry who fear as much from the generosity
of genius in the way of invention, hence increased
prpduction, as from the niggardliness of Nature.58
Inceressed efficiency in the industry is, in part,
responsible for increased production. Thus, it is
to be expected that increased knowledge will soon
affect substitutes and that there
«sssWill be o0il from the reduction

of o0il shale and from the pressure hydro-

genation of cosl and from reduction of water

gas. BEach will be able to prevent actual

famine, but will be higher priced. Aleohol

will be used as a partiasl substitute for

motor fuel t cannot substitute for needed
lubricants.

SECONDARY RECOVERY METHODS
Science is, in another way, postponing the time
when our petroleum reserves will approach exhaustion.

This is being done by technical developments result-

57 Pettingill, op. eit., p. 22.
88 Ibid., p. 19.



Ing in o rovorking of old Tields. Thiz is commonly
59

o

Known ag "repressuring®.
Inaamuch ag primery production methods sxtract-
sd from 10 to 35% of the oil in the sand, the
possibliliity of these newly discoversd secondary
mnethods of recovery are enormous. Fennsylvania ls

one o7 the leadin

o
"y
L

states ln the repressuring ex-~

{

periments. This is due, in pari, to the unusual
value of its oil (which is high in lubricating
qualities) and to the character of the underground
fernotion. @0

Secondary methods of recovery are, st best,
salveging processes and rank with substitutes vo some
degree in high cost of production of ¢il so obtained,
They sare therefore practical only in fields of high
grevivy as in Pennsylvanis. Like substitutes they
will be used only if, and when, petroleum demands a
hich encugh price to Justify their use or when exhaus-
tion is so imminent as to demand 1t.

Yhen thet time comes it is possible that nore

efficlent motors will heve been invented, and made

e

B9 (ae, sir or water introduced into the oill sands,
causing oll to flew again is known as repressuring.

60 Alex MeCoy, Petroleun Reserves.
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evaileble to further postpone actusl exhaustion.
Economy could also be practiced by substituting
coal, and other fuel, for those uses which could be
gserved equelly well by other fuels. At present,
however, known reserves, possible future reserves
and posslible substitutes do not present a picture
which would lead one to believe thet scarcity, much
less exhaustion, was immediate or imminent.
DEMAND

Supply, however, has little meaning except as

viewed in the light of consumption or demand. When
firet discovered (1859) petroleum wes used only as an
Illuminent and wes especially welcome in view of the
decressing supply of sperm oil which had been used

for thet purpose. With the development of the auto-
motive industry, in the early part of the 20th century,
the need for fuel oil end lubricants increased rapidly.
Shortly after petroleum had given impetus to the auto-
potive industry, or vice versa, came the World War with
en abnormal demsnd for petroleum. Following the War
time demand came the period of industrial expansion
and the again increased expansion of the automotive
industryv. Today this industry furnishes the greater
pert of the demand for peiroleum snd its products.



The nort lergest consumpbion ig in sericul sure.
That field accounted for 3.28% of totsl demend in 1930
of which 80% wes used br tractors. The whest belt

in the west uses tractors and combines almost en-

!..-l

tirely in th

i3]

planting end harvesting of wheet and the

demend for such purpcses hes ineressed rapidly. The
cther principal non-subomotive use is that of con~
struction. Genersl construction consumes aboubs 1%
and highway censtruetion furnishes sbout 1% of total
dernand.

Gesoline ponsumpitlion per motor vehicle in the
Inited States has inecreased from 11.67 barrels per
year in 1924 to 16.98 in 1933. This averages .65
of & barrel incrsase per year. Such increase cennot
be expected to continue indefinitely for demand will
level off some time in the future. At present we can
only wonder s to when, and at what polnt, the leveling
off will oecur.®l

Consumption by airvlsnes is another rather un-
predictable feature. In 1930 the flying time for the

Army wes 3% times per plane what it was in 1924, while

Bl Cole Committee, op. cit., p. 69.



the galleng consuned per hour incressed bus slizht-
ly. Ifiles per gsllon, however, arajpeﬁ from 7.01
to 3,79 indicating that the lsrger type of plane is
responsible for increased consumption.62

Revenue busses constitube 2 smell proporvion of
all motor vehlicles. Because of thelr size and be-
cause they operats nany times 48 many niles a year
ag dossbthe average motor vehiele, they become signi-
ficant in gasoline sonsumption.ﬁz

A1l comsiderstiong tend %o in?idate that con~-
surption of gasoline will inereasc 1ln the future. In~
cresse will depend on two factors, number of vehicles and
aAVveTags bonsumgtion‘per vehicle. ﬂverage eonsurption
per mobtor vehicle is likely to iuncrease for a number
of years Lo come, the réte of increase depend ent on
veveral factors. One of these factors is the tlme
each person has to devote to mobtoring. If all fae-
tors exert thelr wmeximum influence, it may be ex-
pectad thet mobor fusl demand should more then double

within the next Tiftesn years.64

62 Cole Committee, op. ¢lt., p. 89
83 Ivid., ». 9l.



Gaﬁéral business con&itioﬂs have much to do
with actusl consumptlon of robrolﬂum. Business re-
cessions cause decline in nwsber of vehiecles purchased,
decline in use of those purchased, etc. This is eleerly
reflected in demend for vetrcleum.prcducts and is
being taken into consideration in estimetes made by
the Bureau of Mines znd used by states in allocation
of production quotas.®d

Speaking more specifieslly of deménd, Hr. McCoy
states:

iot 1 éemand for crude oil in the
Tnited Steteg Tor the next 80 yesrs ls
sgtimated ab apprOYimataly 43 QU0,000
000 barrels. Totel oll Fi#covevea to date
in the Unitsd States is 33,000,000,000
%ﬂrw“T”; tosal amount produced bn dste
is aprroximately £0,000,000,000.

To meet erpccted demand the next 20
vearg in addision to production from known
reserve, 1t is neccssary to discover 29,000,
000,200 barrels new 011. This rate of dis-
gcovery is egual to the rate of discovery in
the TUnited States since 1924....C0onsidering
no cdditional development present drilled
regerves are asi 1ﬁatﬂd as- oaﬂable of suuply—
ing demand uﬂull Novewmber, 1941.°%

The consensus of opinion, in the industry, is that

Just 28 no one kuows Jjust the extemt of ths supply

5

35 MeCoy, op. cit., p. 18

66 1bid.
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of peirnlsunm neithgr-is,@h%fe one whe knows definitely
how long the known Teserve will last even at the
nresent rate}of congumption which is approximately
a billion barfels a year.

It is rothar commonly accepbed thedt, if all

our known raserves counld be prﬂduceﬁ &t the present

3

C"J
ot

ate of production snd cous tion, our knewn peiro=
leun reserves would be exhsusted about 1950. It is

likewisc admitted thet if we are to keep pace with
consumption, we must digeover one blllion barrels
of new oil per year. The lgst five yezrs our raite
of discovery has been barely half thet much. &7

0il »ools ars apparently gstting harder to

find even in the face of rasent teehnical improve-
mente in the industry. This 1o evidenced by the in-
creasing percentage of dry holes. In Texag and Okla-
home, this percentage has risen 30% in twenty ysars;
in Californig 40% in thirty yeers. These inereases
sre persistent in spite of the refinemsnts in gec-
logical practices and desplite the addition of thousands
of expert geologists to the staffs of the larger

il campanieg,Gﬁ

47 Op. Clt.
68 Ivid.



Figure-3

CORRELATION BETWEEN WEIGHTED AVERAGE PRICE OF CRUDE OIL AND (a) NUMBER OF DRY HOLES DRILLED AND (b) NUM=-
BER OF OIL WELLS DRILLED-~THE INDEXES, RESPECTIVELY, OF WILDCATTING AND DEVELOPMENT EFFORT.
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Joseph b, Pogue, Economics of the Petroleum Industry.
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Cost of procueticn, in Lthe petrolewn industrr,

is ernother ginvulerly complex quesition. S many
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will aversge @1.89.6g Figures ze to percentege of
dry holes, and depth of drilling would =dd weight

to that estimate. Cost of producticn therefore

<t

begins to =

]
£

sume an even more serisus ssvect in

the future than it has in the past.

Total cost of drilling & well hag in-
creased with the pascsing yeare. In the early
days of o0il development, £5,000.00 was
sufficient to mest the cost of putting down
a hole. In the days when the shallow fields
were being brought in, the costs were small
and it was comparetively eesgy for independent
operators to raise sufficient e¢apitsl to put
down 8 wall, It ls different today. A few
years ago a 3000 ft. well was considered s
desp well. Today a 3000 ft. well in considered
shallow....fccording to operztors in the Okla-
home City field, it costs from £100,000.00
to $150,000.00 to drill & well.¥9

Testifying as a representative of the industry,
at a hearing before the Subcormittee of the Conmittee
on Interstate and Foreign Commerce, April, 1937,

Mir. Bussell B. Brown gave the followlng fscts con-
cerning totel lacoms compsred with total cost of
oroduction:
The production cost fer approximately
four yesrs, aceoriing o the Conservation
Division figures, show production costs

about one cent & barrel more than we re-
ceived Tcr the oil; in other words, we got

48



.about one cent a barrel less during the
four years than it cost to produce the
0il...lesg than the averags cost of pro-
duection.71
Whther this was wholly due to excessive production,
or in part to excessive costs of preduction, it is
impossible to determine. No statement is ineluded as
“o what costs of preduetion included, hence no par-

+

Fete

culsr valvue can be sttached bo the statement. It

is interesting in thet it lesves the lupression that
totsl income, for the industry, weos below total cost
of vroduction.

Ordinary scononic reacening would suggest that
the industry can not, for a very leong time, be con-
ducted at either & less or an unususl profit. How-
ever, Covernor E. W. Merland, of Cklshona, adds to
the weight of testimony thetb;

The producing braznch of the oll buciness
has been opereting for 5O years st o ftotel
loss of approximately $2,400,000,000; that
in the years 1928 and 1923 producers lost
aprroxirately $500,000,000 esch year; that
the o0il produced in the Durbsnk Dleld wp

50 October; 1923, had netted a total loss

it is true that competition operated inm & crude and

wungling fashion in the oil industry. Howesver, 1t

i

71 Russell B. Brown, Hearing of Subeormittee on Inter-

49

siate Commerce, rouse of Represesbaiives, April, 1937.

7% Jebn ¥W. e, The United Stotes ULL Polley, p. 222,
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iz slwmost impossible to belleve that totsl loss
resulted instead of totel gein. One is tamptéd to
wonder if accurate calculstions of profit and loss
were nede or if posslbly all ltems included were
properly evaluated.

PRICE STRUCTURE

It is elso true that certaln practices other
than production practices have been accepted by the
industry and are still used which are not as precticasl
as they might be. One of these is the price structure.

Instead of the retail price belng
determined upon the proper cost basgis be-
ginning with the raw material there long
prevalled the custom of first establishing
the retall price and then working back
through the distributor, the refiner, thse
transporter, alloting to each of these =
more or less arbitrary portion of the con-
suner's payment and then passing over to the
original producer what was left.

It is said that cost or price of crude has litile
to do with actual cost of the refined product to the
consumer. That the item is so small, even at $1.00
a barrel, for farty-twa'gall@ﬂs, that it would al-
nost be possible to substitute water wlth little

change in price to consumer,’4

73 Brown, op. clit.

74 Hon. Tom Anszlin, Senator (formerly Representative
on Interstuite 01l Compeet Commission), Interview.
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Phere 1g a grest desl of differsnee obviousg-
ly between cost of production of settled and flush
production. About 500,000 to 600,000 barrels of
production dsily comes from settled production.
That ig taken from epproximately 250,000 wells.”9
The balance of dally produecition, estimated arocund
3,000,000 or less barrels, comes from some 30,000
to 50,000 wells.”8 average cost of production must
take into consideration not oaly production from
stripper well areas, where cosis ars admitted to be
around $1.00 a barrel, bubt production from areas
similar to the Kettlemen Hills whers costs are as
low as a cent s barrel.?q

If flush production pays only costs of drill-
ing as is so often stated by the industry, settled
production should result ln an income over many
years which should ultimately lnclude some profit.

In summary it may be sald that the sctivities
dependent upon petroleum sre indispensable. Re-

serves are limited in size. Rate of supply of oil

75 Cole Committee, op. eit., p. 151Z2.
76 Joseph E. Pogue, The Outlook for 0il Demand, p. 2

77 Cole Committee, op. eitQ, pe 1513.
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being brought to the surface is falling behind
rate at which demand is growing. Substitutes have been
discovered to replace petroleum for most uses. In-
creased knowledge has made it possible to increase
quantity of recoversble petroleum from known reserves,
however, output in this country must inevitably
decline.

Extent of reserves do not indicste that a
period of scarcity is imminent. Cost of production
of o0il, while ilmpossible to ascertain to any degree
of exactness, is sti1ll mueh lower than cost of any
known substistute. It is possible thet income from
petroleun production, on the basls of the unecononmie
price gtructure, has not oﬁerateé as greatly to the
advantage of the producer as might have been the
case. 1t 1g impossible to conceive that some profit

has nct resulted bo the industry from its operations,



CHAPTER THREE

HISTORICAI, SKETCH OF STABILIZATION
EFFORTS

The history of the petroleum industry may be
divided into three erss in anaslyzing stabillzation
efforts. The first of these begins with the well
drilled by Colonel Drake in 1859; the second with
the organization of the Standard 0il Company in
1882; the third in 1918 with modern stabilizstion
efforts.

Competitive drilling early took its place in
produetion philosophy. That, together with the
enormous strides made by the industry and the fact
that it was difficult to syncronize supply and mar-
ket demand, resulted in almost chronic over-produc-
tion.

FIRST FRA: EARLY CONTROL.

From the very beginning it was apparent that
producers felt they should do something about over-
production and not sit idly by and permit more oil
to be produeced than could be sold et a remunerative
price. The approach to the problem has always been
through control of production.
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PETROLEUM PRODUCTION ASSOCIATION

As early as 1869 there was an effort on the
part of the industry, in the form of the Petroleum
Produetion Association, to control production. Again
in 1876 a plan for pooling surplus oll was evolved
as a means of advancing market price. New uses for
oil were discovered, prices advanced rapidly, and
such schemes became unnecessary. Neither function-
ed long nor was of lasting value.

In 1877 ceme the dlscovery of a new pool, the
Buillon pool. ZExactly the same thing happened in
1877, as happened some fifty years later with the
discovery of the East Texas pool, except perhaps with
less intensity. There was over-production, the con-
sequent depression of prices and the uniting of the
industry in an effort to stabilize.

PRODUCERS PROTECTIVE UNION '

To correct the existing situation, the Producers

Frotective Union was organized. This was a secret

end fraternal order of some 2500 to 3000 producers.78
The purpose of the orgenization was to unite interests,
suspend operations, and induce friends asnd neighbors to

join until an "unbroken chain" was formed.

78 Logen, op. cit., p. 132.



In 1884 there was a more general =snd partly
successful movement emong producers to restrict
drilling.79 This failed, for the reason that most
voluntary efforts have failed, because producers
in the new and threatening flush areas refused to
cooperste.

PRODUCERS ASSCCIATED OIL COMPANY
Out of the movement of 1884 was formed the

Producers Associated 0il Company. From this czme
the one scientific approach to the problem of
over-production offered during the first era. The:
Producers Associated 0il Company drew a boundary
line contract stipulating that there should be an
area of twenty acres to each well. Inasmuech as
there was an excessive amount of oil in storage at
that time (some 31,000,000 barrels) the Company slso
contracted with the Standard 0il Company to suspend
operations end restriect production to one-third, un-
til storage could be decreased. This was a practical
gpproach to the problem and was apparently of value

to the industry at the time.

79 Op. Cit.
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THE STANDARD COMPANY

The second era of the petroleum industry
senters sround the Standard ¢il Compeany. That
this over~laps the first period may be seen in the
sbove discussion for apparently even so early as
1884 the Standard 0il Company was 80 influentisl
that it must be bargasined with.

The original trust agresment of the Standard
011 Compsny was formed in 1882, 8o powerful did
this company become that the history of Stsndard
0il from 1222 to 1811 is sssentizlly that of the
petroleun industry.

From 18889 to 1907 it (the Btandsrd 0il
Company) with subsidiaries produced more
then one benth of a&ll the crude oil in the
country, transported over four Tifths of
the nil from the Pennsylveniz snd Indiana
fields, manufactured more than three fourths
of the erude il refired in the United States,
owned and operated more than hall of the tank
cars used to distribute ivs products, merket-
ed more then four Pifths of all the illuminating
01l sent forth from the United States, sold
more than 4/5 of the napths sold in the United
States, and sold more than 9/10 of all the
lubricating oil sold 3o the railroad companies
in the United States.B80

The originsl trust sgreement was dissolved in

1592 becsussa:

Cax . Py - s 45 0
85 i’%e, O e ﬁltp, T PEB e
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The eourt held that the trust agreenents
in guestion are scts which must be regarded
88 the acts of ths corperstion, and g such
are ultra wvires; and teanding es they do o
the creation of & monopoly, to the control
of prices as well 28 production, these acts
are against public policy, and accordingly
contrary to law. This sems year Standerd
0il trust dissolved and the various eshab-
lishments and plants reorganized intec 20
congtituent compenies. The trust certifi-
caves when they were surrendered were replaced
by a portion of the shares of each company,
properly divided. The effect was the same
ey before and the men who waere trustees held
a majorisy of the stock. The unity of action
among the several comnpanizs was not changed.

‘This original organizatlon continued to
function until 1611, when the Standard 01l
Company of New Jersey asz holding company
wag disselved by the Unlied States Supreme
Court. This corporation was broken into 33
geparate and independent companies.8l

Tae sdvertages of large cash reserves, the
possession of gtrategiec comuercizsl locstions, the
experience gained Trom scquaintance with the industry
virtually from its incepbion ensbled the Standard
Company vo achleve & dominating position.

While the Standeard 011 Compeny d4id not have a
moaopoly on production of petroleum, through its
control of refining snd markebing operations it had

# powsrful influence on productiou through price

{ixing on crude.

gl Op. Cit.
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1%t mey, therefore, bhe resdily seen that one
highly orgsnized unit under the guidance of in-
telligent and centreslized direction could and did
control production thirty yesrs sgo. This was
more easily achieved at that time than would dbe
poseible today for operations were concentrated in
a relatively small area, Howevser, during the
domination of the Standard ¢il Company there were
fewer periods of over~-production and the ones which
did exist were less acute.

Tthe dissolntion of the Standard 01) Company 1s
deseribed in a report of the United States Fuel
Administration and quoted in Pogue's Economics of
Psetroleum:

One of the immediate and permanent re-
sults...we3 to limit the interest of the
executives of the new commercial entities
to market value in the territory in which
they operated. The faector which hsd worked
%0 exert national rather than sectional in-
fluence upon the trend of the merkets and
to establish a general level of prices for
petroleum produets subjeect only to transpor-
taticn and similar normal var%atiaas had
been wiped out of existence.5&

It is no reflection upon the high purposs
and publiec zeal whiech hrought about the

attempts at government control to say that
experisnce had shown vhat action to be &n

82 Pogue, op. eit., p. 15,
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economic mistake snd that the new order.
which it established asceentusted rather
than retarded the conditiens whieh it

was designed to correct. This develop~-
ment hag not been the outcome of lax or
unintelligent enforcement of the disso-
lution...for the weight of evidence
acceunulated as the result of keen and
slmost constant survelllsnce by several
departments of the government is eantirely
in support of the conelusion that the dis-
solution deocres has been serupulously ob-
served .83

The dissolubion of the Standard 011 Company
brought to a close the second era in the develop-
ment of the oil industry, one in whieh over-production
played less part than in the decases Justv previous
or those immediately following.

In the esrly history of the industry various
plans had been zttemptad, in an effort to control
rroduction, with little seientific Justification.
¥ith the growing influence of the Standard 0il
Compeny and the pressure it was gble fo bring to
bear on production, no grest periods of erxcessive
production threstened.

Following the dissolution of this organization,
and the breaking down of its power to influence pro-
Auction, eceme an sbnormal denand for petroleum

.

and ite products due to the World Wer. Thuse it was

/,r,' P
Op. i1,
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not until 1918 that attention wes again directed
to stabilization of the oil industry. It was in
that year that the mod ern movement for stabilizas-
tion is said to have begun.
THE MODERN ERA: GOVERNMENTAL COOPERATION

If this period differed from those preceding

in no other factor than governmental cooperstion,
it would be worthy of note. In its early develop-
" ment the industry would not have asked for, or
accepted, governmental assistance. As no other
industry the petroleum fraternity has been united
in its acceptence of the laissez faire philosorhy
When the occasion demanded it the industry has
gone so far as to rattle the bones of classical
economics in an effort to escape interference. They
have quoted Adam Smith's Wealth of Nations to sub-
stantiate their c¢laim thet improvement of economic
conditions are the result of self interest end not
of governmental action.84

During the third period a gradual change is
apparent. This may have been due, in part, to the

manner in which the government first manifested in-

84 Memorandum for Committee of American Petroleum
Institute on Informetion for Federal 0il Con-
servation Board, March, 1925, manuseript.



foraet in the vrohlams of the infdustr-. It poy
have bhoen due to the Tact that the industry Psli

»

hat govermmentel assishance was preferable to

oF

ody

inaneial destruction,

fpout thiz time {1918} canme the nors generel
replizaticn of the faet thet potroleum wes an
irreplscesble snd exhsustible resource. In that
vear Chester O, Uilbers ﬁﬂd Joseph B. Pogue pub=-
lighed & report for the United Ststes National
fuseun {Sulletin 10£) in which they colled atten—

tien to the dangers end ccononie evils of over-

They expressed the opinlon thet the
Pundemental difficulty with the prectices
of preoduction lie in the competitive
ﬁevalop&emt of pools whieh should be
traetad ag Lvalo riezd wnits. They re-
oonyendeﬁ the 1nue@r9tion of operations
insofer as 1t was possible without hﬁvxn¥
monopolistic control.B5
These some recommendations are belng advsnced
today with almnost a8 1little result as first sitended
their presentation. Because of the existing pros-
rerity within the industry in 1918, litile sbten-
tion wap given the rsaport or its suggestions. The
industry hed not yet recovered from # feelins of

sebisfeetion at hoving met the heavy denands made

828 Lozen, 0. 0lte, . 188,



upon it durling the Yar.

THE AMERICAN PETROLEUM INSTITUTE

Ia 1919, as an outgrowth of the National War -
Service Petroleunm Committes, the Ameriesn Petroleum
Institute was born. This orgenization has consistent-
1y rendersd an ezceedingly valuable service to the
industry and to the public.

The snnual mestines of this group present an
opportunity fer discussion of various problems of
the industry. In .1920 many pepers were read emphasizing
the inadequacy of the visible supply of petroleum in
propertion to needs, the importance of conservation
and improved technology. The situstion with regard
to supplies from foreign fields was slso discussed.

The year following the Institute directed itas
attention o immediate problems within the industry.
Although the Institute was little concerned with the
problem of conservation, President T. A, O'Donnell
did attack the estimate of reserves made by "super
scientists®. He also decried any tendenecy toward
government control or interest in the industry.86

He made one suggestion that is belng
pub into practice today snd that is the
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formulatlon of zgreements to shut down

large production pools during the period of

egasonal sccumulation of stocks. This

prevents the ugusl waste necegsary in

carrying oil in storage and st the cume

time sassures a sufficilent supply being

available during the peak of consumpbion.B87

Throughout the years the American Petroleum
Institute has ssrved the best interests of the in-
dustry. It has encoursged discussions of rproblems
of current importance mnd assisted in molding public
sentiment in many other ways. The work done by
this organization is so closely related to other
developnents that it is imposcible tc separate it
from the discussion. Therefore, in the following
pages, the American Petroleuwn Institnte will be

mentioned now snd then.

CONGRISSIONAL INVESTIGATIONS

The interest in visible supply of petroleun,
possibility of exhsustion, and the like early drew
the attention of Congress. In 1920 an investigation
wag ordered into the ceuses for advances in price of
fuel oil, kerosene, gasoline, and other products.
Congress was initerested in, and directed the commis-
sion %o report on, sources of oll in the nation,

rrofits of the business, and what, if sny combina-

L ; - - 2 A ST
87 Logen, on. oit., n. 1E8.



tionsg in restralnt of trade existed between those
engaged in the business. Informastion was alsoc de-
sired as to the effect if any, these would have
upon the market price of fuel oll, etec., to the
ccnsumer.gﬁ

House Document 801, published in 1920, gave
the report of the Federal Trasde Comnission in re-
gponse to the abovse Congressional reselution for an
investigation. The Commission found:

1. There seems greater justification
in assigning advance in price to varying
conditions of supply znd demand, in the
light of emphesized and pessimistic state-
ments as to future supply, than to a com-
bination in restraint of trade.

2. Recent advance in price was probably
due primarily to strong demend with difficulty
of many coapanies in getting an sdeguate
supply of crude o0ll together with increased
expenses of operztion.8®

By the end of 1920 over-production had in-
creagsed to such an extent that the Prairie Cil and
fas Company was prorating rums in the Hid-Continent
field, teking only 7% of production to which its
lines were connected. Pipeline proration offered a

practical temporary solution to the problem. Im=-

portztlon of crude from Mexico was thought to be the

&8 Locen, op. cit., p. 130.
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chief csuse for foreine oil into storsge a2t this
time. Hence, zgitation was started for a tariff.
Ho relief was obteined.

In 1921 the Senate authorized an investigstion
to ascertain the causes of fluctuations in prices
of crude petroleun and its products.

In 1922 there was & second Senate Investigation
of the petroleum industry by the Committee on Manu-
factures. Thelr report, given to the Senste on March,
1923, was unfavorasble to the industry particularly
recarding alleged domination of the industry by Standard
groups. Known as the La¥ollet investigstion, this
inguiry impressed on the minde of the leaders of the

industry the real possibllibty of reguletion and the

o
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dangers of unfriendly, or 11l legislation.

UNIT OPIRATION

The plan of operastien of pools sz units had been
edvonced hy Messrs. Gilbert ond Fogue in 1918
Lut had received little attention.®C . Henry Doherty
who 1s generslly given eredit for spornsoring the idea

of unit operation, prescnted this ides te the Americsn

¢0 Logen, op. ¢it., p. 55,



Tetroleun Institute in 1921, His plar included:

1. Plan for cooperative activity by entire
industry to further expansion of use of
petroleum products in new fields.

2. Plan of operation of oil pools as units.91
Thsse suggestions were not received sympathetieally
by the Institute. Mr. Amos L. Beaty, Fresident,
opposed thas Tor the followlng ressons:

1. It would resullt in impairment of con=-
tracts and taking of property without
due process oF law if plan amvplied to
established fields.

2. The difficulty of exercising rights
held ou non-productive lesse holds if
plan applied to existing leases.

3. Difficulty of forming district in most
areas considered favorabhle if pians

should not apply to existing leases but
cover all unlensed territory, in view of
large amount of such territory under lease.
Difficulty of initiasting activiiles under
new plan,

e
.

it

. Difficulsy of securiang trustees of suffi-
cient knowledge and capabilities to hendle
affairs of distriet and dengers of local
politics and petty graflt.

8. Difficulty of aspportioning royalties.

7. Revolution in entire industry necessary
to fit into new system.92
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The meeting of the Ameriesn Fetroleum Institute,
in 1924, ineluded a discussion of ¥r. Doherty's plan
in seeret gesslon. The directors agreed with a

motion by tir. &, W, Marland, Oklzhoma, to draft a

esolution disapproving the plan. A% the samne neet-
ing g rescluition was drawn offering full cooperation

to the Federel €1l Conservetion Board. At this
meeting the Tamous Committee of Eleven wes sppointed.

COMITTEY OF FLEVEN

& commititee, composed of eleven men, was designsted

for the wurpose of gitudying petroleum reserves. The

report filed by this group, aflter recelving testimony
of some two bundred speecilzlists in the ield, stated
that there waezs lititle denger of early exhsustion of
petrolewn reserves., The regport slso zdvised that

there was littlo waste cnd sstimnted a reserve of a

The stztus of this report Later gave the Federal
011 Conservation Board some concsrn (1934} . Although
reforred to ag the "Institute Report™, it did not
bear the endorsensant of the Institute; some fifteen
latters from nen in she industry put them on record

se not sudseribing o it.9S While the report was

P s
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referred to often during the testimony given before
the Cole Committee (1934) the same might be said
concerning t he status of the report at that timo.94

It is apparent that unconsciously personal
reasons must have influenced the asnalysis of the
data invelved. This resulted in an over estimation
of reserves. The repcort must have been presented
in good faith for the men composing the personnel
of the Committee are men whosse integrity is unques-
tioned. The fact remains, however, that the report
is admitted to be incorrect by members of the industry
who, for like personal reasons, might have preferred
to agree with the Committee of Eleven.

The report is interesting in that, as an over-
statement of potentiasl reserves, it furnished an
additionsl cobstacle to overcome in the argument for
conservation. It has been necessary, on several
occasions to first prove the report incorrect be-
fore attempts at stabilization and conservation might
be justified.

FEDERAL OIL CONSERVATION BOARD

December 19, 1924, President Coolidge appointed

the Federal 0il Ccnservation Board consisting of the

94 Hon. Calvin Coolidge, President of the United
States, Execcutive Order. Federsl 0il Censervation
Board, Report I.



Secretary of Yar, Seéretary of the Interior snd the
Becretary of Comnerce, He inatructed this BReard

"to study government responsibllity and enlist the

full cooperation of the oll industry in ax investiga-
tion to determine smetusl conditione."9% This was a
nore difficult task than it apresred to be. The in-
dustry hal been Tavored with a series of investigetions
and fesred another such seyries. This feeling of
indeeision on the wart of the indusitry, howsver,

Soon gave way to one of candor and cooperation.

Phe industry reaslized that there were certain
uneconomic practices used in developing production
properties and thet correction of these was impossible
without assistance. The industry wes not entirely re-
sponsible for these practices; they were the result of
court &ecisions beginning with the analogy of per-
colating waters and wild gane =znd contimiing with the
epplication of the Leaw of Csrpture.

The Federal Conservation Board filed its first
report in September, 1826. This deslt briefly with
development, produetion snd use of petroleum, known

fields, future reserves, proven fislds, possible new
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fields with a discussion of foreign sources, sub~
~stitutes, sction to be Leken wiith reference to re-
enforcement of supply., control of flush production snd
the government's own problem of public domain. It
also included s sbatement that the inquiry would
3 7

continue. ¢

In 1927 & Committee of Nine was appointed by
the Board. This Committee had three representetives
from the industry (sll past presidents of the American
Petrolews Institute) Thomas O'Donnell, J. Edgar Pew,
and W. S. Parish. It hed three members from the
American Bar assoccistion, Henry M. Bates, James A.
Veasey aud Varren Olney, Jr. There were alsoc three
goverament representatives, Abren ¥, lMyers, Walter
Y. Brown and B, C. Tinnsy. This committee filed a
report with recommendetions in Pevruary, 19286. The
guggestions included:

1. Federal legislstlion which shall uneguivo-
eally declare thet ngreements for ths
cooperative development end operation
of single pools are not in violation of
the Bdersl anti~trust laws and (b) permit,
under zultsble gslegusrds, the making in
times of overproduction, of agreements be-
twean oil producers for the curtailment

cf production. The form of such legislation

5% mr o eo el
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Trmediate further study inte mstters of
waste of natural gas in order thet legls-
lation mey be formulated which will forbid
sueh wesie as fully as mey be deone without
working injustice and unreassonable hardship.

4, Legislation b Dongress granting the Jeoretary
ef the Interlor authority to join and %o
permit lesees from the govermment to jeoin
in agreements for the cooperative development
and operatica of sgingle pools.

3. Fagenge by Oongress of the lesplslation
heretofore recormended o 1t by the Seeretary
of the Interior, removing ths existing
riends te upon hin o offer for lease annuslly
regardicss of vnndiuione, 100,000 acres of
GSdg Indian lLands.9

‘Overproduction in the Unlted States recurred in

s form s8c mslignant "as to seem without precedent®

in 1927, according Lo a press release issued by the

Federal Cil Conservation Board. It coniinued with

little dimunition and Marech, 1528, an American

Tetrolewr Iastitute committee meeting &t Houston,

Texas, proposed that production be limited if such

sction met with the approval of the Board.

Secretary Ray Lyman Wilbur, Chairman of the

Board, esked %illlem D. Mitchell, Attorney-Ceneral

ef the United Stebes for an opinien. XHe reylied,

March 15, 1929, steting that such scition would be

97 Op. ©it.



in violetion of federel entl-trust lavs and that by
asking tne Board fer approval the Institute was

virtuslly asking imrmunity Trom prosecubion under

these laws. This impunity, he stated, the Board

rad no vower to bestow having been sed vp nerely
to sbudy the industry and msle vecommendations for

conservation,
e Board ent‘izge& ite efforts to promete‘
legislatioﬁ controlling vroductien. As it appesred
that profuetion of pnetroleun was a matter of state
control the‘eil Congervatlion Board worked oﬁt & plan
for a "Compact” of the prineipal oll pro fucinp states
under federsl spproval. The detalls of this plan
were set forth in & lebter by Secrebary Wilbur to
B. O. Holnes, President of the Texas Compreny and

Chairpesn of the Speecisl Commitiee on Supply snd

Demand .22
Other than this sugcestion, the sccomplishments

of the FTederal 011 Corservation Bosrd aprear to be
s serles of reports and the aeccumulstion of s vast

smount of information on the industry. It accom-

8 PFedernl 011 Censervatioen Board Report I, September,
})930 »



plished little else....

The only real good, so far, that has
come out of the work of the Federal 0il
Conservation Board, has been the education
of all the members of the industry and the
general public to the needs of the industry and
the extent Iggt the public welfare is tied
up with it. -

This stimulation of interest in the problems of
the petroleum industry, gencrated by the Federal 0il
Conservation Board again divided into the two classie

73

views historicslly held by the industry, and the puklie,

as to the need for (or agsinst) control to stabilize
or control petroleum. There ig a common basis of
interest for the two viewpoints.
THE COMPACT IDEA: CONFERENCE CF GOVERNORS

Growing out of the suggestion made by the

Federal 0il Conservation Board, a conference of
Governors was called dune 10, 1929, at Colorado
Springs, by President Hoover. The purpose of the
meeting was the discussion and formulaticn of a
prectical program for the conservation of petroleum.
Mark L. Reque, a personal friend of Mr. Hoover, for-
merly General Director of the 0il Division of the
United States Fuel Administrstion in 1918 and 1919

100 Logen, op. cit., p. 152.
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wag chairmen of the epnference.

Delegates attended from Cklashona, TEXés,
California, Kansas, Arkanses, Loulsiana, Pennsyl-
vania, Montena, Colorado, Wyoming, Wew Mexico and
Utah, ineluding four governors. Little was accom-
plished as delegates came uninstructed and had no
authority to commit thelr governors, legislastures
or peYople as to participation in a compact.

The conference served primerily to asccentuate
the cleavage between two groups in the industry. One
of the groups was the large integrated compasnies both
Standserd and Independent; the other represented a
smaller investment but inecluded a larger group in
point of numbers. This was made up of independent
producers, royalty owners, independent refiners,
intre-state pipe line operators, supply men, oil
field workers, owners of permits to operate on govern=-
ment lands, and lease and royaliy brokers.

s a matter of principle both were interested in
conservation but they were in business primarily to
meke rnoney. There was s eonfiict between the two
groups. The larger ccmpanies desired ecurtailment
“of production to & minimum in order to curtsil

supply end cause higher prices. The second group



Gid not wish curitallment o preduction ss it would
cub offrtheir gsource of livelihood. It wa2s necessary
for them to produce to make money and money was made
in flush pools. Curitailment of production would

cut off rovalties, sales by supplymen, the source of
surply to the independent reflner and the prices of
leases and royalties would be reduced.

The Independent Producers associetion was formed
at this time primarily for t&e purpose of furtherlng
the interests of this group with espeeial referencs,
&t that time, to tariff.

Contrasted with these years, when over-production
was sometimes great but never staggering, comes the
next few yeare of chaos. In 1989 ceme the markst
cellapse; in 1831 the discovery of the East Texas
field which completely routed asny remsining sense of
stability in the industry. 011 was sold at any
price in order to get it out of the way for still
other oil. DJPosted price on oil fell to 10¢ per
barrel and 1t is more than probadble that o0il sold
Tor even less than that.

Following clogely upon the Tast Texas fleld
came the discovery of the Cklahoma City fileld with

its hugh potentisl. Extravagant waste wes szgein
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e order of the day. %wWild Mery Sudik™, one of

the lergest wells in the Oklahoma Uity field, flowed
uncontrolled for days. Other such spectacles of
waste left the conservationists aghast.

Proretion, or production of only a portion of
the potential, wes the only device which the industry
had to fall back upon in such a crisis. Voluntary
proration was attempted for thirty day periods in
the Mid-Continent fisld, upon the agreement of in-
dependent operators at a meeting held in Tulsa.161
A major part of the industry cooperated unhesitating-
iy with the oil umpire who was mppointed to assist
in stopping the deluge of 0il which threatened to
destroy many an individual gnd company.lOE‘These
avtenpts were unsuccessful. There are always those
few who value thelr personsl interests above those
of the whole. These few ccntinued to produce either
by cholce or necessity. The Governor of Oklahome
finally called ocut the state militia and proclaimed
military law in an attempt to enforce proration in
the Oklahoma City fleld where the greatest emesrgency

existed. 'This was, of necessity, 8 temporary measure.,

100 011 and Ges Journal,
102 Eeoy M. Collins appointed wmpire., Ibid.



4La may be renily seen the problem was not
wholly thest of over-production. The hesrt of
the probiem was rather the bresk down in control
by 5tates.105 Over-production in any one stade or
two gtetes can preeipitate a national erisis, That
was the situstion which then existed.

Realizing the mouteness of the problem and
the feet that no one state cculéd correct it, the
industry for the fi;st time in its history appeslad
to the federal government for sssistance in the
solution of its problems. A conference was called

at the Mayflower Iotel, Washington, in which repre-

Kk

sentetives from the 1ndependent groups of the industry

met with the group called by the Secretary of the
Interior. This group consisted of governors and
representatives of larger oil companies, hence all
factions were represented;104‘Reeommendations were
submitted by the three groups cooperating on this
conference but included the suggestions thatb:
Imnediate closing of flush vroduction

«eeeiaturally as e temporary measure effective
for a linlted tinme...Some slloczbion of future

103 Wirt Tranklin, Independents Win ot Conference.
Independent ¥onthly, April, 1933, p. 5.

104 Hon. Tor Anglin, Nepresentative, Interstate 01l

Compact, 1935~1938. Now Btate Senzstor. Conference.
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production wes proposed on the only stetistical
basis commonly accepted...Recognition of the
necessity for an sdequate competitive tarifr

wee won.l05

A copy of this report wss forwarded to the Covernor

of each oil »roduecing stote togsther with a letter

i
to sone especlal points and to the fact that the
industry stated an emergency existed which required
the enactmeant of special legislation by Coneress.
Tis the Presldent stzted he was ready to recormend.
Senstor Arthur Capper, of Ksrsas and Congresaman

. V. Marlend, of Oklahonmn, osch pregsented bills
outlining proposed conitrol meagsures. HNeither these
or the Federal 011 Control Bill, which was an out~
growth of the two bills, recsived re jority approval.

FEDIRLAL, OIL ADMINISTRATION

Energency assistance was finally obieined in
the form of fedsral control under the National
Induatrial Recovery Act, passed June, 1933. Senatar
Tlmer Thomaz, of Oklzhoma, presented an amendment

to the Act, known as the Administration Bill. This

105 The Washington 0il Conference, Independent
Fetroieun fssocletlon Meunshly, fpril, 19335,
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bill intended %o substitute for the indefinite and
undefined control of the industry, under the broad
preovisions bf the general Hational Industrial

fecovery Act, some definite and epecific provision

srotectlon of the ©il industry. This was

.53
G
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e
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o

the specific provisions and

+

woen provided.l06

&

Seetion ¢, Pitle I, of ths Mational Industrial
Recovary act had to do with petrolsun. It provided:

{a) The Tresident is Purther suthorizsd to
initiste before the Interstate Commerce
Conmission proceedlnzs necessary Lo pre-
seribe regulations to control the opersa-
tioas ol 0il pipe lines 2nd to fix reasonable,
corl engsatory rates for the transportation of
petroleun aud 1ts products by pipe lines,
and the Interstate Commerce Commission shall
graat preferencs Lo the hearings and deter-
mination of such cases.

(b} The Fresident is authorized to institute
procee@ings to divoree from any holding com-
pany any pipe line company controlled by
such holdlonz cozmpasany which pipe line
company by unfair practices or by exorbitznt
rates In the transportation of petroleunm
or its products tends to ereate a monopoly.

{c} The President is asuthorized to prohibit the
trensportotlion in interstzte and foreign
comp:erce of petroleum and the products there-
of produced or withirawn from storage in
excess of the smount permitted to be pro-
duced or withdrewn from storage by any state

106 Industriel Bill Contreols Oil. IF: Wonthly, June,
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law or velld regulstion or ordsr or othey
duly suthorized ageney of the state. Any
violation of any order of the President
issued under the provisions of this sub-
saction shall be punishable by a Tine of
not so excegd #1,000 or imprisonment, for
not to excead @la months, or both. 0%

o~

feiiis

by

tion (e} provides for sn embargo or limitation
of Imporits.

The perticular type of conitrol ineugurated
for ¢il grew out of the drive Tor national
recovery initiated by bthe new adninistration.
The industry was to write an industrisl
consbitutlon eal led = Code of Fair Conmpetl-
tion eguitable tcward labeor and consumer, it
was alsgo intended Lo restore »rofits for the
divergent groups in the indusstry.

CODE OF FAIR COMPETITION

In this sttempt te write = sultable code for
the industry, the traditignal ennity between the
two groups in the indusiry was somewhat forgotien.
It was difficult, however, tm'arrive st an agreement
88 to code which would satisfy the divergent interesis.
Inasmuch 28 the whole gountry wes attuned to immediate
galvation, it was injudicious to permit s “"family
squabble™ to prolong indefinitely the reaching of

an agreement.lug The government finally had %o teks.

107 Wationzl Industrizal Recovery Act, Sectien 9,
Title I.

108 Vialton Hamilten, I'rice and Price Policlesg, p. 165,

109 Ibid.



a hand. On August 19, 1933, a code admittedly
expedient was pressed on the industry. This code
stated its purpose was:

«esto eliminate unfair competition
in the petroleun industry, to insure the
conservation of petroleum resources of
the country, to eliminete unfair trade
practices, to increase employment, to es-
tablish feir and adequate wages, to enlarge
the purchasing power of persons related to
the industry, to improve the standards of
labor, to protect the consuming public from
excessive prices, to avolid the premature
abandonment of wells of settled production,
to so restore the American petroleum industry
that it may promote the general welfare and
common prosperity of the American people,
and to accomplish and effectuste the policies
set roiig in the Natlional Industrial Recovery
Act. - e

Walton Hamilton says of this:

The final code, after a series of de-
finitions end a polite bow to labor, struck
boldly at the problem of overproduction. The
legal Justification for action was the power
of the federal government to regulate the
flow of interstete commerce.lll

The Code provided in Article III, Section 1,
for edministrative machinery for its effectuation
consisting of: ’

(a) Planning and Coordination Gommittoe;

representing the petroleum industry and
the National Recovery Administration

110 Code of Fair Competition
111 Hemilton, op. eit., p. 166,
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{b} & federsl ageney to be designsted by
the President.ll2

ﬁugust 28, 1933, the President designated the Secretory
of the Interior, Harold L. Ickes, as administrator for
the Petroleunm Administratlion, to exerclise all funge
tions and powsrs vesﬁe& in the Tresident znd desig-
neted the Depsriment of the Interior as the Federal
agency provided.
Thzs Fe rnleur Administrative Board was created

Sepbember 15, 1933, in the Depsrtment of the Interior

)L
H
’Q
H
38
o
)

54
E
f’;
,C‘u
]
¥
fuie
2
3
k

0 adv se with and msk ndations to the
~Adminisiretor. The Production snd Refining Division
of the Board was degignated to handle nsw‘peol»plans;
its staff included netroleun enginesrs énd geologists
formerly with the Bureau of Mines and the United
States Geological Survey, as well as cther assistants
with training and experienecs in petroleunm eagineering,
geolozy and economics.lld

The Planning and Coordineting Copmittee was
GGM§§éed o 28 members. Of these three, without vote,

represented the government, the remaining members

112 Code of Falr Competitlon, Arsicle III.

113 This 1s ths,Indeyandants Day, IP2 Konthly,
December, 1933, p. 9. E



were selected from_the industry throughout the
country.

The “isnning an Coordinating Committee was
faced with an enormous and unique problem.

At its very first meetling, it was
necessary to realize that the whole nation
was embarked upon a system of industrial
planning in which neither farms nor factories

" nor mines nor oll wells would bde permitted
to vroduece more of thelr products than the
netion could consume. There was to be
gontrol of severy rhase of our national
industry.ll4

This Committee was to determine and recommend
the estimeted consumptive demand for the nation and
make sn equiteble allocation of that demand among
the oll produecing states.

No one knew what the consumer demand
really was. Neither did any one know what
our nationsl production had been. Hot oil
and oil which had evaded tex payment have been
entering the channels of trade in quantities
which no one coculd accurately estinste.

Using the most reliable data at our dispossal
«s.we made our estimate of that demand and
then endeavored, honestly and fairly, to work
out such sllocations of that demand as would
be just to esch oil producing state.llS

The 011 Administrator made announcement of monthly
average quotas of crude reyuirement for each pro-

114 Hamilton, op. cit., p. 166.

118 Wirt Fraanklin, This is Independents Day. Address.
Annual Banguet of Indepsndent Petroleum Associa-
tioh, Wovember 12, 1935.



ducing state.

The allocations took into account pro-
bable withdrawals from crude storage and ex-
pected imports; they represented the quantity to
meet demand for the ensuing month. Estimates
were made by the Federal Bureau of Mines and
the Petroleum Administrative Board. Their
accuracy and impartiality were generally un-
guestioned by the industry. Subdiviéions of
quotas among pools were left to the producing
states....The President was granted the power
to subdivide the state quota among the intra-
state pools. (Section 4, Article III.) Though
this power was never used, it provided an in-
centive to action by the states.llé

Another great question the Planning and Co-
ordination Committee had to face was the price issue.

Merely balancing supply and demand was not
enough to insure cost recovery to the producer...
While there were advances in price under this new
production control, those advances were not
sufficient either to stop the heavy losses
being suffered by so many or to insure the
maintainance of our stripper wells and their
valuable reserves. One of the fundamental
things in the NIRA is the abolition of sales
below cost. To merely forbid sales below cost
would have transferred the grester part of
our market to a few flush fields whose costs
were low and who would have been able to under-
sell the rest of the nation....

We had to begin at the bottom and work out
the problem of every part of the nation, con-
sidering production, refining, transportation,
and marketing. It was a monumental tasKe....
The result of that cost study is expressed in
the minimum price schedules which hiI? been
ennounced by the 0il Administrator.

116 Hemilton, op. eit., p. 166
117 Franklin, op. cit.
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A different view of this is given by Waltsn
Hemilton:

Throughout the life of the code a bitter fight
weas waged between the "price fixers and the anti-
price fixers". The industry differentiated
sharply between outright fixing of prices and
such indirections as controlled production
and feir trade practices. Actually this
difference wes less distinet than superficisl
since all the devices had price control as their
end...However, the administration accepted
price fixing only in principle; no specific
schedule of prices was written into the code.

The code authority, representing a mis-
cellany of divergent interests proceeded at
once to make the abstract commitment a reality.
By a process of mutual bargeining in committee,
minimum prices for oil at the field, refinery
gnd service station were agreed upon and presented
to the 0il Administrator....Aiccompanying the
schedule was an urgent plea to the administration
that they be immediately put into effect for a
$risl period....

The schedules were referred to the Petroleum
Administrative Board, which asked for a conference
with the President. The President according to
report stated thet he was not opposed to & price-
control program but could consider it only after
the 01l Administrator and the Board had satisfied
themselves of its actual necessity, its feasibility,
end its economic and legal defensibility....
Response from the industry was so negatively
overwhelming that the plan was delayed until a
hearing was begun. This in turn was dalayed....lla

In December, 1933, ¢ subsiitute for the price fixing
schedule was presented. A buying pool was to be or-
genized its funetions were to hold surplus gasoline

from the market.... and to establish a "proper" rela-

118 Hamilton, op. ¢it., p. 171,



tionship hetween crude and refined gasoline pric@.llg

Again = host of objection was raised
by the indepewdents. It was becoming clear to
the code authority that & schedule of price,
no mateer how carefully worked out, could nob
win general support...Blsewhers in the HRA
price fixing was Ffalling iubto disrepube.lzO

Under federal countrol, as uunder other systems, the
big &ifrficuity lay in production of Yhot cil®., A
number of auciliary devices were used by the govern-
ment to catch the het oil producer.

One resortv lay in a lew pagged by Congress
providihg heavy penalties for false statements
in reports to government agencies....

Another enforcement deviece wes sn order of
the 0il Administrator regulring detsiled informa~
tion for all movements of oil in interstate
commerce., Lvery shipment was to be encireled
with tesvimony regerding scurce snd desbination
attended by unotsries signatures....This was in
the course of time superseded by the ¢reation of
& Federsl Tender Board for Last Texas where the
bulk of the hot oil originated. The Board did
noet permit the shipment of o0il in interstate
cormerce oub of that region until evidence wa
presented that it had been produced in accord-
ance with federal regulations. KNor wes any
interstate movevemsnt of gzscllne sllowed until
the refiner demonstrated that it had been pro-
cessed from leganlly produced oil. For the first
time the burden of proof that cil was legsl
rested squardy with the producer snd refiner,
This shift in presumption and the vigorous action
of the Tender Board srresied ithe shipment of
hot 0il.121 '

Something of the problem of the Federal 0il Ad-~

ministretion is here indicated and scmething of the

3y

120 Hamilion, op. cit.
121 Ibid,
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technique. The history of the industry, under its
direction, 1s familiar to all, orders setting quotas,
the Tight against "hot o0il", and finally the growing
sentiment as to the unconstitutionality of the National
Recovery Act and hence of the Uode of Fair Competition.
Between June, 1933 and June, 1935, the petro-
leum industry accomplished a complete reversal in
attitude. When the code was written, the genersl
belief in the industry was that survival depended
upon a thoroughgoing Federal control. State con-
trol did not even obtrude as an issue. The real
fight was whether the federal government should go
so far as to fix prices from oil well to filling
station. The narrow escdpc from price fixing was
due, not to the industry but to the efforts of
public minded officials within the federal government.lza
Under the Code the industry was enjoying real
gains...
Production which had started upward in
early 1933 had been halted; reductions had been
made in the accumulations of crude and refined
stocka. The balance of supply with demand was
further faciliteted by en increased demand for

oill products as general recovery got under way.
A renewed vigor and optimlsm found explicit

122 Hamilton, op. c¢it., p. 175.



expression in the meintenance o” the crude
price structure. In an industry which op-
erated openly the psychological attitude of
buyers and sellers are of paramount impor-

tance. As higher prices snd industrisl

stabllity made prosperity once more & reality,
it also evoked additlonsl antagonism against
government interference....By the time the
Schecter decision in May, 1935, the large
companies and many independents were calling
for the complete rumova% of the federal govern-
ment from its affairs.l23

Many suits were insugurated to test the validity
of the coil code and the orders of the 0il Adminis-
trator thereunder. The Supreme Court of the Pistrict
of Columbia upheld the code. In February, 1934,
Randolf Bryent, District Federal Judge, held the
code unconstitutioral but did not sign the order whiech
permi tted operations to continue pending the disposition
of the Supreme Court.

Many sults and injunetions had piled up trying
the constitutionality of the National Industrial
Recovery Act. At different times, various phases of
it were held unconstituticnsl. First smong these
wes Section 9-C, which had to dc with the movement of
petrecleun in interstete cocmmerce. This was held

unconstitutional on Jsnuary 7, 1835. TFollowing

123 Hemilton, op. eit., p. 175.
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thie declision the Connzlly Act {z0 cnlled Fot 01
Bill) was pageed whieh achieved practienlly the

same results sz had keen agcomplished previously
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In ¥ny, 1938, the decision in the “dead
chicken”™ {Schocter) case cauged the Hntional
Induatrisl Recovery fct %o be deeloared unconstlitu~
tionol thus bringing to an and federal regulation
of oil »roduetion, &t lesst for the tine.

Lueklily the Schecter decislon canme
in the spriang when the dsmznd for gasoline
normally incr&ased....COIIste of the code
arouscd faarful anticigations...Before its
adjournnent in 1935, Congress naossed ¢
solution ving in prineiple the
tntershate compatth...,L08

Reviewing the sceomplishments of the Pedersal
011 Administrabicn, it is generally sdmitted that
much was scconplished. Tﬁe teehnique ueed was
logical, 211 phases of the industry assisted in
nakings and enforcing tre regulations. 'The 0il
Administrotor athacked the veriousz problems with
courngse and ablllity.,

e, R, M. MeClintock, editor end commentsator,

gays, "It is the longest reriod of sitaebilized price
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and least waste in the history of the industry.ias

He 2lso contends, as does Governor Walter Huxman,
Kansas, that the legal Jusbtification is similar to
that of c¢rop conbrel, that both are based on the
prevention of exploitaslon. Regardleés of legelity,
the Federsl 0il Adninistreation appearsbto have
Pendered the industry snd nation a real service.
Produoticn was controlled, imports were limited,
atoeks of petroleum in storage were greatly re-
duced. Price was stablillzed at 2 point which the

industry admitted covered asveragze cost of produe-

tion.

Eeginning in the summer of 1934, there was
another "investigation® of the 01l Industry. This
was one of the most comprehensive and Intelligent
investigations ever held. Hearlngs were had, not
only in Washington, but all ocver the country in oil
producing states. The Committes (knewn as the Cele
Comrittee) f%u“‘to Ualiforﬁia, Cklahora snd Texes and

were thus enndtled Lo learn nmore of the zschtusl con-

185 R. M. HeClintock, Oklbhome Clty, Cklahoms. Interview.

126 So celled for ¥m. Colé, Jr., Chairman.



Aitions thon if they had mersly listened to

-

Zxperts from every rhase of the lndusiry co-

operated and gaves willingly of ¢their time aand knowe

o
)

ledge tShat & more complebe pieturc of mectual con-
ditions and problems wight be svalloble to Congross,

and to the public. The resulis of these hearings

» - ~ P

ere rublished and aveilsable in six volumes known
as the Peiroleum Inv,'tig‘tinn.lz?
The investigation d4id little towerd adding to

the knowledge of extent of supply., foreesst of

£
v

demard =aé the like but it 4id aceuxulate the best
existing kaowledze of thoege factors. It added
little definitely %o kuowledge of acbuzl or aversge
cost of production. It 2id establish that conservae
tion was desirable in order Lo eliminate waste, pre=
serve veagl roscurces in stripper well areas, and Lo

congerve reservolr energy, one of the most veluedble

U

elements oi petvoleum. There was e discussion of

various suboti thewWprecticebility in

£r
fote
43
£
v
&
]
&

&
jawd
[?
]
b

view of excesslve cost of proféuction.
£PYer analyzing the testimony carefully, i

',

appeared that the msjiority of the indusiry preferred

127 This ceterizl 1z gdmittedly the test mvelleble,
hence hes besn extens ivelv ﬁuoteﬁ in preceding
chep ters of thig preper under gaption Cole
Commlittes, Petroleun Investigstion.
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state condtrel snd feld that there was 1ittle legal
foundation for federal coutrol. This was in keep-
ing withk the change in sentim at’which, 2t the same
itzeclf evident reparding the c¢on-

stituticnslity of 4he Notlonel Industrial Recovery
Aet. Jentipent appsared toe faevor the formailon of
a conpact beiween states, authorized by the federal
govaranent and ascicted and supported, if necessary
by the United States government.

Thus, @ resune of the wvarious efforts toward
control of the petrﬂleud industry divides itself
into threo eras, the first marksd by various efforts

of little influsnece or long

-

duration, boward pro-
duetion centrel only one of which wes based on sclenti-

nbers sround the

Qx
(¢}
[0}

fic principles. ~ The secend perisd
Standerd 011 Ceompany. While the Standerd ¢il company
d4id not control preductiorn, through its refining and
marketing foclllivles, 1t controlled production through
posted price on crude. The third, or modern era,

is uvnigue in that it represents a complete reversal
of ﬁhe irdustry's attitude toward govarnmaﬂtal
assiztence Origirvelly the industry hes been asn
ardent supporter of the lalssez faire philosophy:

in this period the indusixy appesled frantically for



federal contrsl. Having once achiBVEd:a certalin
feeling of security, the industry ageln reversed
its position; repudiated federal sssistence and
quoted loudly and at length the verious reasons
orrosed te federsl control and in favor of state
control. Vhile apperently unable te unite the
various factiocns warring within itself, the in-
dustry shows a remarkably united front when

opposing individuels and ideas from withous.

83
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THE INTERSTLTE OIL COMPACT

The problem had, therefore, resolved itszelf
inte four elements. PFirst, granting the need for
control, it was believed that some governmental
authority was necessary to regulate the way in
which petroleun should be tsken from the ground so
thet reservoir energy would be efficiently used
o effect meximum recovery from oil snd gas.

Second, it was belleved that the state, as
distinguished from the federsl governmeni possessed
the suthority t'o legelly enforce conservation.
Third, it was conceded thet the federal governmment
was needed to sﬁpplement the states activities by
performing three functions; first, preventing the

. . , , . 122
interstate movement of hot oil 2&

; Second, con-~
trolling imports; and third, making findings of
fact and forecests as to supply and demarnd.

Fourth, it was generally agreed thst the state
governments ought to coopersts with each other
through en inter-state advisory commission so that

orderly production in one state would not be penaliged

by losing outlets tc uncontrolled flush production

100 011 nroduced irn viclation of siatc regulztions
is called "hot oil®.
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in another state.
STATE CONTROL OF PRCDUCTION TO ELIMINATE WASTE

To achieve the first objective, that of or-
derly production, most states passed statutes,
(similer to those passed by Oklshoma, which de-
fined waste) and set up the machinery to control
production to eliminate waste.

Proration, or pro rata taking, first introduced
into use in Oklahoma in 1914, developed into a per-
manent end nation wide device for achieving orderly
prpduction. It has been the neucleus of the con-
servation system. In recent years this term has
comne to bear a broader meening than at first and
now includes the entire process by which production
of crude oil in the United States is regulated. It
is baszd upon tha-power inherent in the 3tate to
regulate production practices in the interest of waste
elimination. This power is expressed through conser-
vation statutes and is administered, in Oklahoma, by
the Corporation Cormission.t®? This also took care of
the second goal, or state control.

FEDERAL CONTROL OF INMPORTS, HOT OIL, FORECASTS:
The federal government passed and enforces the

Conally Act designed to regulate oil in interstate

129 Fogue, op. cit., p. 19



Figure-4
DIAGRAMNATIC SVETCH OF ECONOMIC STRUCTURZ OF PETROLEUM INDUSTRY
UNDER PRORATION SHCOWING EFFECT OF PRICE 10N VARIOUS FPARTS OF THE

Flus sign sipgnifies stimulus; minus sign, retardaticn.
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commerce and to eliminate "hot oil”. The federsl
government assisted elso by limiting imports end,
through the United States Buresu of Mines, pre-
pares a mownthly advisory schedule of gquotas which
is submitted to all oil producing states.

In meking up the national crude oll allowable
each month, and forecasting trends, the Bureau of
Kines emphasizes the following fundamental considera-
tions:

{1) Conservation of the country's supply of
the vital fuel.

(2) Provision of en equiteble distribution
among the producing states of the pro-
duction necessary to meet comron demend.

(3) Stability in the industry so that an ex-
cessive ocutpouring of oil will not de
perzitted to dbreak down the economic
structure or waste the reserves.

(4) A careful statistical valuation and study
of the demand based upon niggrato mathe-
maticel end economic data.

The national totel of necessery orude oil pro-
duction is estimated and divided anong the States by
a method involving the folléwing factors:

(1) Gesoline demand by districts.

(2) Casoline supply for each district
sufficlient to meet its demend.

{3) Refinery orude reyuired in each district.

130 Bow, ope. cit., Pe 7.



Inports of crude by districts.
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Distribution soofy the producing ststes
of erude for rsfining.
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{8) Exports  fuel and losses of crude by
aitetes.

Thus the netessary mechlnery wes set up to achleve

thres of ths four ma jor objlectives necesssry Por
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Yo sehieve the fourth, or en inter-sinte

advisory cormissich, the Interstste Cil Compect was

drsvm up. Shortly after the Supreme Courit declared

the MBA unconssitutionsl {hence destroving federal
control of petroleun) sixz of the oil producing
states, producing 90% of the oil in the nstlion,
entered inte this sgreezert. Under the terns of
tho Intersihate L1 Compact, or tresty, she slegna-
wory stsites pledpged themselvés, under fute of
Pebrusry 15, 1835, Lo corry out 2 helf dozen ma jor
conservetion principles., The ultimaste gonl was
muiimws recovery of oll ornd gas.
The QJormpret 1tsell irs necasessrily s
compromise. It is an esgreement entered
into volunturily by six sistes with widely

different volitienl backgrounds end concepts
of the State's nuthoriby, snd sublect Lo

j.u.s. C’: - ‘ﬁitu

3l of preducticon in the petroleun industry.
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different interpreﬁationslv; their own
courts of that authority.-v*

The idea of interstate coupact is not new;
more then sixzby compacts have been spproved by
Congress. Corxpzcts have been entered into

...with reference to river and harbor

traffic betweon adjacent states, waterways,
water power, flood protection, irrigation
control between contiguous states, conserva-
tion of forestry resources, fishing rights,
interstate bridges, boundary lines, and
other subjects; and in one instance, as be-~
tween the states of Hew Jersey and Hew York,
has been in existence since 1834 or more
than one hundred years.ld3
The oil producing states of California, FKansas,
New Mlexico, Oklaloma, frkansas, Michigan, Wyoming,
Texns snd Louisliana have been parties to many conm-
pacts, concerninz matters affecting the rights
of more than one siate.

d,154 April 8,

The Tederal 011 Conservation Beosar
1629, in a letter to R, C. Holnmes, Chairman of an
Interstate Committes on World Productioam and Con-
sumption of Petroleum and ite producte (American
Petroleum Institute) Pirst suggested the vpossibility
of interstate compact in connection with the solu-

tion of the problems of the oll industry. This

letter stotea:

132 #. V. Merland, The Interstate 011l Compact, p. 2.
133 See page 68.
134 See page 69.
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T:e Board believes 1% would be
while to rensw discuszion mith the states
puthorities of the three or four prineiple oil
producing sistes perticularly to learn 1f it
ig posslible Tor them to enter upon sn inter-
sbats cumpcc+ under the provisions of the
Gonstitution authorlving such ccmpacts, to
wiiehh the federsl government Lhrough Ccngressiaﬁal
aetion, would be a party. The character of
such a coumpact woud need much consideration
tut 1t could well comprise ereating a Jjoint
board for the purpose of consirucltlive conserva-
tion and thus secure the nation from the very
real peril that vwill lie in the ragyTeSS OX-
haustion of our oil resources.+ov

In 1931, following the discovery of the Hast
Texss field =nd the breakdown which had occcurred at
that time, the first sermblazuce of an interstate com-~
pact came into being with the appointment of re-
presentatives fron ten oll producling ststes to act
with the Federzl Cil Conservation Board as an 0il
Stabes Advisory Committee. This Cormlttee met at
intervels and, in conjunction with the Federal 0il
Conservation Board suggested to the producing states

RS S -
S eirfoes oL

the resgonsble market demand. It may
be seid to the credit of the individusl states, or
to that of the Gommittes, that those allocations

wers reasonably well observed. It may be that the

efficiency and fairness of the 011 States fidvisory

Committee psved the way for the Interstate 01l Compset.

185 ¥ederal 011 Congervsiicn Board, Heport IV, p. 20.
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 As signed in 1935, the 011 Compect is brief,
consisting of eight short articles.lssThe by-laws

give name, structure of commissicn, time and place

: 137
of meeting, ete.

PURPOSE

The purpese of the Compact, as set out in this
treaty, is the "conservetion of o0ill and gas by the
prevention of physical waste thereof from any cause,."138
It is inevitable that state restriction of production
should be effected under the guise of conservation.

The courts make free competition their
norm of judgment and the proof for regulstion
rests squarely with the innovators. It was
necessary to circumvent the "due process"
oclause...this could be accomplished only by
drawing & distinction between "private industry
and petroleum production®...

Further hazards to state control lay in
the interstate character of the cil business.
T2 need of the state was for an argument which
could stand legal attack at both these points.
Conservation seemed to offer the easlest
sanction with which to win judieial approval
for regulation...

.«.88 a consarvation measure the proration
of production had in it & large element of
veracity. The compulsions of competitive
drilling hed made for a wasteful exploitation
of oil reserves...Accordingly waste became the
enemy asgainst which the state statutes were
directed...139

138 Interstate 0il Compact, Appendix.
137 By=-laws, Appendix.

138 Inserstate 0il Compact, Artiecle II.
139 Hamilton, op. ¢it., p. 178,



The Compeet pledsed the slgzustory stalss o
enact laws, or if laws had besen enacted Lo eontinue
thent in Toree, to prevent physlicsal waste of oll both
avove and balow the ground. Various types of such
. e . 140 . . Nk e
waste were set out. It also pledged the states to
enact statutes to deny oil, produced iv viclation

to state regulation, access bto econmerce and

[

o oBetn

tringent penalties for tvhe waste of elther oil or

"he Compact clearly states that it's purpose is
1ot to establish or fix price, to create or perpetuate
nonopoly or to promote regimenta?ign.lég Thus 1t is
ccntended by those fevoring the Compact that »rice control
has not been the primasry considersticn or nurpose,
but if such has resulted it hss been the rasiduasl
thersorl.

L‘has been stateg that various decisions of the
Supreme Court have effactéd 8 legal separation betwesn
activities directed ot cemservation and the control
of price but that the economic distinection is less
elear.,

Overproduction in any industry has always
ad gerious congejuences upon price. In an

open market such ag oll, produetion =nd price
are not Ingeparable since stock sccurulations

e LIV, appeadiX,.

Le, Brbicle, Lf

147 itie,
142 Ibid., Arbicle V.
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have an immediste sffect upon price...

The producers interest in proration was

not in the higher cause of conservation; it
rested upon the more mundane consideration
that overproduction had broken the price
structure and sent the price of crude %o

a few cents a barrel....143

Colonel Ernest 0. Thompson, Chsirmasn of the Interstate
011 Compact (1936) discusses the purpose of the Com-
paet further in this regard. He says:

It is not the function of the Oll States
Commission to make oil searce in order to
meke it high. That was specifically prohibited,..
The American people are against waste in any
form. They sre for efficient operation of oil
production to the end that the greatest ultimate
recovery may be had; but it must always be kept
in mind that they like reasonadbly priced, yes,
cheap gasoline... g

There is no sadder sight than oils fields
which have been operated for sudden profit with-
out regard for the ineident waste and the
ultimate loss to the field and the state of
01l that has been negligently left in the sands
never to be recovered or, if recovered, at a
greater cost. Every oil man knows the story.
May those econvmic tragedies soon be a thing
of the past! It is to_this end the 0il States
Compact is dedicated.l44

We ore tempted to think that the Colonel has not been
quite as frank as was Governor Welter Huxman, of
Kansasg, who more nearly expresses the ldeas most

prevalent as to the real reasons for the Compact.

143 B. 0. Thompson, The Accomplishments of the 0il
States Compact, p. L.

144 Trenscript of Proceedings, Intersinte 011l Compact,
Yiehite, Eensas, sApril 29 snd 30, 1838, p. 38.
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He suvs:
ceeit 1s not a guestion of rock pressure...
you never heard of it before we hed an over-
supply of oil...We produced im asll fields at
full capacity when we go0ld our oil at $2.50
and $3.00 a barrel, and you heard nothing of
proration, and you know how far we would have
gotten if we had telked it. These engimeers
would tell you it was better to have an open
flow than a restricted flow, and most anything
favorable tc that viewpoint.1»0
The Governor irmplies that conservation of rock
pressure 1s not the point most interesting to the
oil industry, but stabilization of price at a reason~
able point. Regasrdless of the reason which motivated
producers to suppor: the Compact, we can only assuue
that the purpose as set out in the agreement is the
prizary goal.

FUNCTIONS AND DUTIES

The functioning of the Compact, duties of repre~
sentatives, etc., 1s set out in Article VI. From this
we find thet each state appoints a representative to
a Commission designated as the Interstate 011 Compact
Commission. The duty of this Commission is to "make
inguiry and ascertain...methods, practices, clircum-
-stances, and conditions...for bringlng about conser-
vation and prevention bf physical waste of oil and

gas...and to report those findings to the several

14% Interstate 011 Coumpret, ArticleVl,appendix.
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staetes together with thelr recomnendstions concer-
ning same.l46

The Commission is a forum, therefore, conposed
of representatives from ths signatory states.
wuarterly meetings of these representatives are

s o . 147
held in various eities.

These are open tc the
publie and are usually well attended by members of
the o0il industry as well as by officials from com-
pacting and non-compacting states. Transcripts of
the proceedings of thess m@etingé are on file in
the office of the Secretary of the Interstate (il
Compact, the Hon. Art L. VWalker, Capitol Building,
Oklahoms, snd zre aveilable -to the public.

The Interstate Compact Commission serves as a
coordinating body. It has been working for several
years in an unostentatious manner. It has been of
value in that it has permitted various states, sach
with a problem pecullar to it alone, to méet and
exchenge ideas with representatives from other
states. Thus Michigan, covered with blankets of
glacisl drift which concﬁﬁﬁs vhe structurel folds
and hence slow developnents mey get a better ides
of Texas' problem where there are 69,000 wells, all

ander proration, inecluding submarginel wells.l4?

146 By~laws, [ppendix.
147 Trenseript of Proceedings, Interstate 0l Compact
Commisslon, Dallas, Texes, December, 1%ad.
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ACCEPTANCE OF AILOWABLES

At the first meeting of the Interstate 0il
Compact Commission a resolution was passed whereby
the Commission recommended that the oil producing
states produce and market oil in accordance with
monthly estimates of future demends made by the
United States Bureau of Mines,l48

Table 2, "Production and Bureau of Mines
Recommendations™ shows the Bureau of Mines recommenda-
tion, actual production and percent of Bureau of
Mines recommendations produced for the years 1936,
1937 and 1938. Records of the compacting states show
little difference from those of non-compacting states.
In feect, Illinois, & member of the Compact shows
the widest deviation. Oklahoma is the only member
showing an average below 100% for the three year
period.l49
REDUCTION OF PHYSICAL WASTE

Great strides have been made in the scientific
control of oil production to prevent actual physical
waste. Colonel Thompson says:

We are preventing waste in Texas...The
East Texas field has produced more than
1,000,000,000 barrels of oil in its more
than five years of production. During the
month of October, 14,000,000 barrels of oil

148 See page 96.
149 See Table 2, page 106
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B of M:Actual:B of M:B of M: Actual:B of M:B of M:Actual:B of M:B of M:
New Mexico B 68.5 .0 108. 96.8 07. 10. . " . o2
Texas 1,113.1 1168.0 104.9 1338.0 1398.0 104.3 1354.5 1302.0 6.2 14 .8
Arkansas 30.1 £29.0 96 .3 29.9 32.0 106.9 46,6 50.0 107.2 1G5 .8
Oklahoma 540.0 565.0 104.86 689.7 627.0 102.8 528.7 476.0 90.0 99.1
Kansas 151.6 1%9.0 105.0 187.3 194.0 103.86 170.82 162.0 " 95.F 101,53
Balance 54,3 60.0 110.3 70.6 735.0 103.3 76.2 70.0 1.2 101.8
Rocky Mt.
Illinois 138 18.0 101.% 15.0 21.0 140.0 44,4 63.0 142.0 127.9
Belance 12¢.8 131.0 100.8 142.9 151.0 105.6 183.0 152.0 98.8 101.6
Eestern
Total east of
Celifornia2,273.0 2418.0 106.3 2734.0 2852.0 104.2 2729.6 2685,0 96.5 1® .4
Celifornia 541.1 587.0 108.3 610.3 653.0 166.9 653.2 685.0 104.8 108,7
Total 1,814.1
United States 3,005.0 106.8 3344.3 3505.0 104.7 3382.8 3320,.C 28,3 103.3
Bource: Hirem H. Dow, Report of lNlew Mexico nepresentative on Interstate Oil Com-

pact Gammission. P. 9.

90T
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were produced In that field and the bottom

hole pressure increased one barrel during that
month. The pressure is 1,184.5 pounds today.

1t was 1,201.1 per &quare inch in July, 1933.
Since that time more than 600,000,000 barrels of
oil has been produced from the East Texas field.
I call that a record in conserving the energy
which makes the oll flow. There are 31,500
wells in that field, 18,522 of these wells are
still flowing. They make their allowable twenty
barrels per day by flowing about 15 minutes per
day. They are shut in the rest of the time,

and the slow intrusion of water washes the oil
through the sand and keeps the pressure con-
stant or builds it up, as happened last month.l50

Conservation of reservoir energy is sdmittedly one-
of the goals of control. It is doubtless true that
proration has resulted in conservation in this fashion.
Some credit for this may be due the Interstate 0il
Compact.
REDUCTION OF STOCKS

The Compact has also directed its attack toward
reduction of stocks in an effort to decrease waste.
In 1937 a survey of physical inventory of crude
oll stocks in the United States was made by the Bureau
of Mines at the request of the Compact Commission. ot
Funds for this survey were appropriated by the 74th
Congress. The results set forth some interesting in-
formation among which was the fact that total net

stocks of refinable erude (over 15 years) has fluctuated

150 Transeript of Proceedings, Interstate 0il Compact,
Austin, Texes, Merch, 1939.

151 thompson, op. cit., p. 2.



iee

conslideredbly with & high of about 434 million
barrels in 1929, and a low of 287 million berrels
on Jenuary 31, 1937. MajJor upward movemeunts of
erude oil stoeks in this veriod heve cccurred in
periods of numerous discoveries of lasrge fields,
specifically the periods of 1922 to 1924 =nd 1926
b0 1929, Proration has tended to prevent radical
increases in stocks although several bhreskdowns of
curtailment (in Bact Texas fleld) were followed by
material additions.lig See Figure o, on fnllowing
page.

While it is impossible to dlrectly attribute re-
duction of stocks to the influence of the Interstate
0il Compact, 1t is possible that the enthusiasm and
cooperation generated 2t the meetings of the Lommission,
together with the statements made there as to the
value of such reduction, is responsibkle for some
of the results attezined.

The investigetion of the Bureau of Mines slso
found that no important producing state had changed
its relstive position with regard toc the amount of
oil stored within it in the last slx yesrs. 01l
stored in Texas was 35.1% of the total st the elose

of boul 1953 and 19857. (il in storsge in Oklahoma

182 Burcou of lines, Report of Investigstion 3417,
September 1080. Patrel.ua Jeononies Division and
Petrcleun and Hubturel Gas 2ivislen, p. 7.




Figure- 5

~ CRUDE-OIL STOCKS BY PRINCIPAL TYPES & DAYS’
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STOCKS OF CRUNE ™ TROLLUM, BY STATES OF LOCATION, June 30, 1986 and 1937

(thousands of barrolas

: At refineries At tank farms and On leases ~Total
in pipe lines

11936 1937 I@'STLE'B‘I 163! 1987 1036 1937
Arkansas 706 737 3,168 245 4,143 2,877
California 7,984 8,451 286, 1992 31 1508 8,880 2,771 37,856 32730
Uoloradi 369 387 51 53 30 &0 450 480
Georgla”/ 655 369 3 Zibe © - - - 655 369
Illinois 985 1,363 9,665 9,686 100 110 10,750 11,159
Indiana 722 1,375 1,385 1,668 8 8 2,115 3,051
Kansas 2,118 2,512 8,362 8,948 540 885 11,020 12,045
Ken tucky>/ "615 . "525 376 473 40 45 1,031 1,043
Louiaiana _/5 690 /4,471 6,335 7,492 625 530 10,650 12,493
Meryland 751 1,325 - - - - 751 1,325
Hassaohusattqf/ 1,073 1,288 - - - - 1,073 1,288
Michigan "166 248 768 841 110 100 1,044 1,189
Missouri 144 341 5/3,518  5/4,029 - - 3,662 4,370
Montant 281 337 875 853 155 170 1,311 1,360
New Jersey 5,697 7,108 369 191 - - 6,066 7,299
New Mexico 18 27 341 488 430 535 789 1,050
New York 1,163 1,045 113 133 18 18 1,294 1,196
Ohio 546 1,098 6,579 6,621 75 75 7,200 7,794
Oklahoma 2,400 2,075 62,6878 64,160 1,930 2,020 67,006 68,255
Pennsylvania 4,614 5,016 2,367 1,854 100 100 7,081 6,970
Texas 15,329 15,184 89,628 87,211 2,945 2,850 107,002 105,245
Utah 138 106 - - - - 138 105
West Virginia 36 40 1,690 1,838 150 145 1,876 2,023
Wyoming 395 25 1448 23 272

23 666 21,638 570

U.S. ‘]_‘o a 5l ,612 656,666 4.8 D 4 38

ncludes Defeware, South éarolins aEE VIrgInta. E?fnciuﬁes *ennnssea. %7Tn-

cludes alabama, 4/Includes Rhode Island.§/Includes Iowa and Nebraska. 6/
cludes Nebrasks and South Dakota.

sSource: Bureau of Mines, Report of Investigation 3417, p. 10.
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fell Trax 83,7 %2 23,1 rarvcent of the totel in the
gare veriod znd Oolifornists stecl fell from 10.1
o 9.90. Thz flrst tuo of thess ere Sompsoting

vob slrost Lhe 3sme conw

This mey ba dus Lo

who slso atbend

the meetings of the Commisslion, moy feal 1t wise oo

ol
follow the suspestions heard thers. 153
Table 4 shows the changer in melor catesorics of
stooks by states bebwsen the yesrs of 1830 and 198%.

It revesls sn Incresse in refinery stecks balszaced

e

by & decline fu tsnk form sieeks and is ipportant ia

view of the preseniy dlscussgion =g to hhe necesaliy

5

for the Coppeet to control suersge snd stocke of

refiners. 7o dsbe no effeetive sugzmestion hns been
offered = %o bow this would be &aﬂ@.lﬁ4
Another interesting result of the survey, in
reforence bte influsnoes of the ﬁﬁﬁ?ﬁaﬁ, wes the
Pinding 28 oo stineks by ages groups. Stooks were
diwided indto tour sge grours: (1) current stocks or
i) stored in 1685: (2] ztocks astored from 1931 o
1035, or the Hest Texes eray (3] stocks stored in

the perdiod frow 18885 to 1¥00, norked by the dlg-




Dec. 31, Dec. 51,

June 50

by otates of Location. éthousands of barrels)

eC.

Dec.,

H_h;g%%g_ 1984 .. .1935 1936 1936 1937
Arkansas 5, 3,924 4,314 4,143 3,064 2,041
Celifornia 35,879 37,529 38,944 37,666 @ 34,189 30,407
Colorady 317 439 485 450 457 519
Georgla /4 596 713 706 855 378 562
Illinois 11,988 11,719 11,630 10,750 11,260 10,914
Indiana 3,455 3,122 2,654 2,115 2,447 2,962
Kansas 14,921 13,350 18,191 11,080 8,235 10,715
Kentucky?/ 1,161 1,035 801 1,031 823 953
Louisiana 3/ 12,596 11,181 9,204 10,650 10,626 11,848
Maryland 1,123 1,144 1,124 751 i 14 1,320
Massachusettsd/ 1,152 1,078 762 1,073 1,088 1,000
Miohige? 5/ lkOQO s/ 810 s/ 744‘-/ 1,044 o/ 766 o/ 387
Wissour 3,480 5/ 3,351 3,454 5/ 3,662 6/ 3,815 6/ 4,475
Montana "623 1,075 1,127 1,311 1,028 1,430
New Jersey 5,250 5,676 8,051 6,066 5,264 6,294
New Mexico " 437 536 669 789 829 1,114
New York 2,007 1,206 1,403 1,294 1,171 1,150
Ohio 8,885 8,079 7,378 7,200 7,040 8,057
Okla homa 84,029 82,614 70,715 67,008 62,258 70,823
Pennsylvenisa 5,888 0,533 6,070 7,081 7,036 6,544
Texas 124,320 113,001 106,341 107,902 98,488 107,388
Utah 270 282 194 "138 113 136
West Virginia 2,420 2,124 1,968 1,876 1,954 2,151
Wyomin 26.719  26.733 25.926 25,448 24,641 21,995

37.254 8/ 314.855 306,084

Total 354,223 3 11,811 288,579
ncludes Deleware, Sou arolina an re ncludes Iowsa.
ncludes Tennessee. 6

1/Includas Alabama.
4/Includes Rhode Islend.

Includaa Iowa and Nebraska pipe line stecks
B/Includes refinery stocks Nebraske and 8 . Dak,
8/New basis for Jan. 1, 1936, is 314,631,000

barrels.

Source: Bureau of Mines, R.I. 3417, p. 9.
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sovery of Seminele, Oklshome City en

lific digtrictsy and {4) sztocks stor

when virtuslly no curtalleent wao m

the discovery of o large Tield was

Wl ather pro-

rod before 1985,

2i

4 whan
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P
0-1
s

Lic

1 Pollowed in-

avitably by 2 bulld uvp of sioocks,
Table 5§ chows the sbocks on June 50, 19386, by

sbates of origl:

1938, current ciscks were 193.6 miili
of all o1l in storsge. The nsxi

eongisted of BOL.B nillion barrels of

l-"

1831 to 1 38. Thasge atogks comprised
tobal. Trimorily hecauge one large

2 s, . Sy ; LT T
il stored belore 1920 had 2ol hasn
tensively, total stooks 1a thet sge

the totel in the next oldest zgroup,
oil storsed in tho patod 19225 to

crude reached

Ty )

of conbinuous decline. Dwring the

hod been

tespt Lo 28t an oblechive

wt on June 30,
cn barrels or

largest group

31l, stored frox

4 1"J;3 of the
soournuls tion of

,o

L

ma

auida GA -

%
group excesded

representing

o? refinable
nine months
3 period there

o for workin@

reserves of erade oil aboock 2% 200 dillion barrels.
158 tee Teble 4, page 111,
15, H#.X. 541?, 0?_{}. Cit-, &ble \J, DP’?,‘,E 115-
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), 1936, by aso groups, by States of Origin.
(millions of barreag

Stored Stored  Store Stored
_ State of corigin : DbYefore :11926-30 :1931-35 : 1936 3 Total H
1925 ;
Celifornia - 2.4 7.0 28,5 37.9
Texas 1.1 10.7 16.8 8l1.1 108,.5 *
Oklsahoma 14.6 9.8 19.9 42.5 87.8 *
Louisiana l.4 - ol 10.8 12.3
New Mexioco - - o4 5.7 6.1 *
Kansas - S | 5 5.2 5.8 *
arkenses 6 o4 4 3.7 5.1
Other states 21.3 4.3 6.9 12,7 45.2
Fordgn - @ - - 2.6 2.6
Totale.. 39.0 27 .7 50.8 193.8 311.3

¥Compacting states.
Source:;Bureau of Mines, R.I. 3417, p. 5.
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Ia Janusyy, 1937, when stocks resched the point
mentioned above, a number of refiners complained
that stocks were too low which led some obhservers to
believe tha%t the totel wes approaching an economic

minimum. Fred Van Covern, in & paper pregented at
the ennual mesting of the American Tustitute of
¥ining snd Metallurgical Eaglinesrs, ebruary, 193?
placed the minirmum economic level at 2850 4o 275
1willion barrels. Except for the "objeetive® get
under the code snd Van Covern's study little hes been
done toward determining the propsr ecopomic levels
for orude 0il stocks.156

The reduction of stocks occuring in 1936 ang

the beginning of 1937, rey have bsen the result of
influence of the Compact anéd may have been merely
g colrciderce in view of the rising stocks the
following yesr. It should, however, be steted that
while stocks incrsased in 1837, day's supply de~-
~c¢lined thus indicating a heglthy condition in the
industry. DPossibly the incressed totsl in view of
dinminishing day's supply was spproved by the Compsct
end did not indicate lsck of control. See Table 6,

rage 115,

138 Fogue, Ope Cibe, Ds 1.



ATOCKA AND DTSt PUPHLY oF CHUDD Do ROLZuw, June 20, 1036, 0F age {Troups,
- 7 by states of origin. , -
tShocks ,dune 0,186 {bhousends of: Demend :Days' Supply 6/30,

State of crigin:berrels) :Daily :1936.
:01d crude  Currens dotal Taverage:0ld  current Tokbal
:Before 193¢ 1938 :July, :Cruds
: , $ 1056 :
Celifornis 3,400 28,455 37,858 578.1 16.5 49.7 66.2
Texas 27;590 &1;155 108;546 1155.4 23.7 70.2  93.9%-
Oklzhoma 44;3&3 43,48¢ 87;852 880.53 68.2 66.9 135.1%*
Loulsisn= 1,483 10;809 12,292 236..5 6.3 45,7 52.0
New Mexico ' 408 5,746 6,154 65.0 6.3 88.4 94.7*%
Kansas - 629 5,137 5,766 161.4 3.9 31.8 35.7%
arksnsas 1,374 3,889 5,063 23.8 57.7 155.0 212.7
Other Stotes 32,533 12,672 45;305 £222.9 148.0 56.8 202.8
Foreign - 2,577 2;57? 25,9 - 30.0 30.0
Totalesss 117,580 195,731 311;311 3;173.5 37,1 6l.1  98.1

FCompacting States. |
Source: Bureau of lines, R.I. 3417, p. 14.
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An saslyeiz of the foroegoing charts nhows much

the seme trends in the comhaciing shates =8 ia the
non-comraching alates, with 1ittle difference as o
amount of varistion in esch. In view of the fact
thet Texas has forty percent of the preduetion of
oil, it would apreer that greater restrzint has been
necessary to achlieve the resulis set forth in these
figures. a8 Colonel E. 0. Thompscn, representing
Texas, has been one of the most esrdent surporters
of the Compact, it wight be roseible to ctiribute
some of these results to his sincere conviction
th=t restraint im necessary for the good of the whola.
Table 7, page 117, indicates shat many other
states are stéying well within reason sspecially
comparing vroduction firpures with indiested raserve
life. 'Texes again ranks Pirst with the Rocky

Mountein Region and New Mexico second and third

resvectively. In defense of Oklahoma =2nd Kansas,

ZO

& states are

159

it muy be ssid thot many wells in thos

strinper wells and must necessarily be produced.
Careful consideration of these charts and the

accompanying report of the Buresu of fines, tends in

o measure to refute one ergument which hags often been

= g A PN ey e bE:
IEG Dy, om. elt., e S0,



PRODUCTION BY STATES AS OF JANUARY 1, 1938
Deily Production

Per Reserves Indicated
STATES Wwells* Reserves*¥ Total Well per Bbl. Reserve
Produced Life
(xMz2) (xM) g_g%-%)_
“New Mexico 1,974 107.2 b54.3 5,100 p
546.6
California 12,951 3,083.1 711.3 54.8 4,310 11.80
Oklahoma 55,074 1,212,3 543.6 9.9 2,230 6.12
Texas 78,018 8,247.9 1,389.5 17.8 5,930 16.25
Arkansas 2,727 192.1 41,1 15.1 4,675 12,80
Kanses 20,677 601.3 180.2 8.7 3, &30 9.13
Louisiana 4,387 713.4 249.6 b56.8 2,860 7.83
Rocky Mtn. 5,568 395.4 69.2 1l2.2 5,710 15.65
Bastern 169,830 536.1 187.3 1.1 2,860 7.83
Total WW"‘B‘M 0 9.9 4,470 12,30

¥ From OLL and Gas Journal
**prom Amerioan Petroleum Institute

——

e —

Source: Hiram H. Dow, Report of Representativa of Interstate 01l Compact,

Pe 30.
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sdvanced in Paver of proratian.150 It hag besn
generally stated thet reduction of stoéks will eliminete
the loss resulting from loss by evaporation. ©€il
stored, espeelially in old type tanks, it was thought
ost light fracticns by avapcratiun.lﬁl The loss
v evaporation, it is contended, decreases boih
guandity snd quelity of straight run gasoline. The.
survey made by the Bureau of Mines showed that "much
of +the o0ll stored for long periods compared more
favorably with ¢current production than night be ex~
nected from a conﬁid@ratisn of evaporation losses
This foverable showing was sxplsined, 1in parsd,
by the'high nverege conbent of light fractions in
these oils when they were placed in siorage. In
genersl, much of the coil that wes run 1o storage has
been surplus 01l from fields of fiush production.
Light fraciions ip en oll is highest when the field
is new. &another facieor whieh may have had some in-
-

fluence was the

&

rractice of "topping out, 263 The

160 see page 7.

161 Light fractions i.e. gravity, Eee page 7.

162 Bureeu of Mines, R.I. 3417, op. cit.

163 "Touping out” is the practice of filling tanks
(after evaporatlion or wlthdrawal of water and
buslie sedirent) with oil of current stook.



resulting favorable test of oil in storage would
tend, therefore, to discount the velue of the ar-
gument so often used by conservationists (that oil
in storage loses quentity and quality) except for the
fectors mentioned and the impossibility of properly
evaluating the influence of these factors.
PRODUCTION TRENDS

' While oil in storage has been decreased, pro-
duction has increased almost constantly during the
exlstence of the Compact. OUbviously, then, demand
has inecreased proportionstely during the same period.
Concerning this increase in production, Colonel
Thompson says:

Since the Compact was signed, we are now
produecing in the United States, about 900,000
::;:?ig‘por day more oil than we were at that

The survey of the Bureau of Mines shows that 193

million berrels of this has gone into storage. If
we agree that a working reserve of some 20)million
barrels is necessary and hence that stocks are not
excessive; if we admit little waste in storage has
ensued; if we believe little waste has resulted in
production and that increased production with a

corresponding incresse in demand (see Table 3, page

119

164 Transcript of Proceedings, Interstate 01l Compeet,

New Orlesns, la., May 10’ 1637. p. 10.



¥ SUPPLY AND 1N F 1
Data from United States Burea

" P 3 r L_h. " i T Rk E’ b DR O 2
u of Mines. (In Millions of bar
) § ] 1032 1983 19534 _ msL'"- 1036 1987
estic production:

Crude 011 785.2 905.7 908.1 996.6 1,099.7 1,279.2 1,213.3
Natural gssoline 36.3 33.8 36.6 39.3 42.8 49.2 50.3
Benzol 1.0 1.4 1.7 1.9 2.5 2.8 1.7
}ﬁporta, crude: 44,7 31.9 35.6 32.8 32.3 27 .5 26.4

ports, products: 29.8 13.5 14.9 20.4 24.8 29.7 27.7
Total new s ly: e97.0 ¢88.2 996.9 1090.4 1,202.1 1,388.,3 1,319.4
Chen; e in n%f stocks -4l1.8 -11.0 -37.8 =-282.3 -23.6 -45.8 -8.7
Change in crude stocks-30.5 -15.4 ~17.0 =22.4 -26.7 -18.2 -32,5
E&s%o gonsumption: ' -
Motor fuel 373.9 377.0 407.2 434.8 481.6 519.3 521.6
Kerosene 33.2 38.5 44.2 47.86 51.4 55.0 56.4
Fuel 0il 308.2 316.3 332.0 366.7 410.6 442.3 409.2
Lubricants 16.6 17:8 18.85 19.% 22,3 23.3 21.2
Wax .2 1.3 «9 9 1.1 1.1 1.0
Coke 9.6 10.0 7.5 6.7 6.3 5.8 5.6
asphalt I2.7 11.8 18,9 18B.7 20.6 21.9 24.5
Road oil 6.6 5.3 6.4 6.0 7.3 8.0 7.8
8till gas 40,9 45.2 44.4 5l.2 57. 64.2 62.4
Miscellaneous 2. 1.5 2.0 2.0 2.1 2.2 l.8
Losses and crude used
as such 30.9 44.5 43.1 32.4 32.4 26.6 22,7
Totel domestic demand 835.5 868.5 920.1 983.7 1,092.7 1,169,7 1,154.2
Exports, crude 27.4 56.8 4l.1 51.4 50.3 67.2 77.3
Exports, products 5.9 70,1 98.4 71.6 8l.7 105.6 116.6

rand total demand: 938.8 975.2 1034.7 1112.7 1,224.7 1,342.5 1,328.1

Source: Joseph &, Pogue

Beonomics of Petroleum, p. 7.

0%T



120) is logical in view of decressing day's supply,
we may concede thet production has been kept at s
sound level. The Compact 1s doubtless responsible
for the production control achieved. Thus we nay
admit that it has, in a measure, achieved its pur-
pose of eliminating physical waste of olil and gas.

STABITIZATION OF PRICE

Contreol of price, as has been stated, is not

165 Production and price

the purposs of the Compact.
are; however, inextricably related. Greater stabllity
of price and higher price.of erude hes occurred with
control of produetion under the Compact. While not
the reason therefor, it is a residual thereof.
During the period of the Compact, price of crude has
gone up three times and gasoline has remained about
the seme.1%% This would indicate an effort on the
part of the industry to serve the consumer at a
reasonable price.

In explenation of the incresse of price, we
find:

...bhere was that fact that oll had gone
up, but it was due to other causes then the

Compact, and I was happy to tell and show
the members of the Committee (Cole) through

165 See page 10Z.

166 Transcript of Proceedings, Interstete 0il Compact,
¥ew Orlesns, Le., Nay 10, 1837. p. 10.
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the o0il stetistics and economies, that the
price of oil had gone up along with other
things. 1In fact, the price of oll had not
increased anything like as much as the 167
genersl index had gone up on other commodities.™™
Colonel Thompson does not Indicete what statistics snd
"economics™ he uses to prove that the Compact was

not responsible, nelither does he indlcate what price

2

indices he uses to compare with that of oil.

|4

Dr. Jozeph E. Pogue presents 2 study which com~
pares sverage price of erude oll in the United
States with price of basic commmodities by years,
1861-1938, expressed in index pumbers with a base of
100 for the period 1910-1914.168 A copy of thisg
follows. Mo informstion is given, however, as to
what commodities were used. It is, therefore,
scmewhat difficult to establish the worth of the
study. Inasmuch ag the petroleum industry is operat-
ing more or less, as & monopoly, with producticn
nore or less controlled, it would be difficult to
compare thet industry with others operating under
different conditions. In interpreting variations

shown on this chart, it is necessary to keep in nind

1867 op. cit.
188 Pogue, op. cit., p. 10.



Figure-o

WEIGCHTED AVERAGY, PRICE OF CRUDE OIL IN THE UNITED STATES COMPARED WITH PRICE OF 30 BASIC COMMODITIES.

INDEX NUMBERS

By years, 1861-1938, expressed in index numbers.

DOLLARS PER BARREL

| |
\ (1910 -’14 = 100) 1
so0 || |
400 | — = — 2.98
PRICE OF CRUDE OIL
300 — — R — 2.23
»
& 4
200 Re—° — —le—\7- 1.49 .
e o
o.... e :.. .......~ 3
100 : So_oo%, |\ _ g — - - s e 0.74
e & I Jdeete, o ad ‘
... ey ....... [ |
€~ PRICE OF 30 BASIC COMMODITIES
1860 1870 1880 /1890 /900 /910 1920 /1930 1940
Source: Joseph E. Pogue, Economics of the Petroleum Industry.
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the periods of discoveries of new pools. Analyzing
the influence of the Compact, or other influences,
from 1935 we find price varying slightly but stabiliz-
ed at & point above price of preceding years.

The Compact has generally been credited with
the stabilization of price at a point higher than
price of crude prior to the signing of this document.
This may have been mercly coincidental. Adherents
to the Compact protest that such price control is
not the result of the operation of the Compact, nor
the purpose thereof, but only an incidental and secondary
consideration. It would be folly to try to link the
happenings too definitely. We are still too close to
analyze all the factors which may have caused these
things to happen. It may only be said that a higher
price prevailed following the signing of the Compact
and still prevails. See following table.

Table o152
Year Price of Crude
1928 $ 1.32
1929 1.36
1930 1.23
1931 .63
1932 .87
1933 .62
1934 1.00
19235 1.00
1936 1.10
1937 1.21
1938 l.18

169 Op. Cit., P« 4l.
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Some govermment of'ficisls, and others, attribute
the somswhal stabilized prices to the "joint action®
which developed in oil producing stetes as & resuls
of the Interstate Compaot.lvo

Testimony given before the Cole Committee (1934}
set one dollar as the price at which the industry
could mainteln produetion of stripper wells and
flush production without loss.l?l’Price ¢f erude
since signing of ithe Compeet hasg remesined at that
figure or sbove. It is possible thet these happon-
ings have no relation to esch other. 7Psychology may
have been cone fector in the coincidence.

Stabilization of price which has resulted since

the signing of the Compaet, must bs considered a
£ > 3 ’

residunl there. ¥Howevsr, if this is trus, in =

51

ure higher price tknds to eliminate waste., Periods

mnee;

G

of depressed price, hugh overproduction and the like

show 2 more wsnton disregard for oil. Cheapness

ta

ppears to beget carelessness,; even in the ¢il in-

%3l

dustry. Therefore stabilizetion of price eculd possibly

assist in achievemsni of the greoeter goszl..conservsticne.

170 Rernewal of Interstate Compact in Fresent Form Pre-
dicted in Weshington. The Vaily Oklahoman., Vedneg-
day, MNovember 30, 1638, p. 15.

171 Colc Committee, Petroleum Investigation, p. 151Z.
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Thile elimination of weste is a primary goal,
and control ¢f production st & reascnable point
end stebilizstion of price =it = ﬁ&tisféctcry basis
aopear bo have existed durine the parind of the

Compaet, othsr acconmplls nts appresr to have been

LODTTIONAL ACHYBVEN YIS

n

The achievement mosgt frequently llsted by
members of the irdustry ls thst it helned defeat
ﬁq e 178 oo b e
federal control. Jugt why the industry eonsilers
this so wvaluable is question the publie often

rondars. It is bhearel

>

posaible that the industry is

a =

not so intsregited in the perpetustion of gtatels

interested in the profit motif or

- »
553

righte 28 it
control of the industry by the industry.

Without implying consclous blas on the part of
public officials, state or federal, it is possible
that public officisls of o0il preducing stetes are
often those who are interested personally in the
industry. Often ther heve, in the nrast, been o0il
producers, or officers of oil eompaﬂias. If they
have not, it is possible to imegine a situation

whereby funds might be avallable to essist in the

178 ‘Thouipson, Op. ¢ite, D 5.
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election of these officinrls., It is probable also
that these funds could heve been furnished pri-

ma 11y by the petroleum industry insamuch as it is

Hence without imputing motives to these officizls,

(=
<
=

g highly probable that they could be interested
in the priece structure, and production schedules,

of states being set at & point which would be to the
economic welfare of the oil compenies. It is highly
vosgible that this point might also be that which
would react to the welfare of the states inssmuch es
much of the financial structure of szid states is
built upon taxes from gasoline, petroleum, ete.

Another accomplishment listed is that:

It has won the almost universal and un-
stinted support of the imdustry. A1l groups,
botp magor and indepenﬁgnﬁ_hafe takgn an yps
active lnterest in the work of the Compact.

Article IV of the Interstate Compact directs
the Commission to make inguiry as to methods, etec.,
and to recommend measures for the msxinum ultimete
recovery of oil and gas. This, in ﬁart, the Commissgion

hag done. We find:

172 Thonpson, O0e Gite Po e
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The Oonmpact Commission has made ¢ thorovegh
study and survey of the conservation laws, rules
and regulstions of all the oil producing states,
and 1s preparing a uniform law incorporating the
proven besi fesiures from esch state. Thess
suggested statutes will be sent to the legislatures
of each of the_ twenty oll produeing states for
consideration.t"

The committee which subnitted the report on the various
conservation laws of the several states stated that
there was no stetve whoge laws might not be improved.175
Some states have taken more advanced
pogitions than others, some cover the ground
m@re fully, but we flnd few 1if dny states where
opservetion meacures may not be improved.l76
Pollowing the reading of the report, Governor H. %,
Yerland, Oklzhoma, suggested thast it would bhe wise
i the Ceonmittes wnuld resolve itself into a VWays
snd Means Ceommittee Tor the purpoze of working toward
lesislaticn in the various stetes. The Hon. Wirt
Franklin, well known in the industry, agresd with
the Governor, atating:
eeslt Beens to me, t

hat
very excelient...repo ’ unif
177

bagsed upon the
5y ‘or
very well be reegmmenaei

I leaws gould
Mo such definite step was taken at the time,

There have been imnortant changes in the
conservetion laws of Kansas, COklahcma, Texas,

174 Op. eit.
175 Report of Committee on Uonserveision, Transeript

of Proceedings, Interstate 0il Compact, March 13, 1936.

176 Op. Cit., Committee composed of ¥arvin Lee, Chairman,
¥ansas, . H. Tells, Hew Hexleo, $.C, Brown, Okls.

197 Twengerlpt, of Froceedings, Compmeit Commission
¢ f!%:rﬁ I%Ij 185{,}“ ni‘ 3 et od 4 3
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and ilew Mexico, four of the compacting states.
Some of these, .. during the germination of
tite compasct proposel and before its actual
ratification. Others were passed later.l78

It is possible that the various laws, 1z the several
states, nost nearly meet the needs vegulisr to each

state. This poscibly explains the Tailure of the
various statee to pssg & uniforn law. The Cormission
has asgsisted several states 1ln working out conserva-
tion statutes to fit the especial needs of the
particular state.+79 It woulad sppear, however, that
s uniform law covering basic regulations could be
worked out which would be desirable and feasible.
The Compact hes counselled with the United
States Bureau of Kines, and hss attempted to assist
this agency of the federal government when possible.
fhe Interstate Compaect Commission was instrumental
in seecuring the appropriation of $55,000.00 from the
74th Congress for the support of the United States
Bureau of Iilres for the purpose of continuing its
forecast of market demand for crude oil and for the

physical chsck of cyude oil in storage.lao‘lt has

also:

178 Merland, op. ¢ite, ps. L.
3

179 V. J. Halloway, Representative of 0klahoma, In-
terctute 0il Compach Gomwiseion, {(193¢). Interview.

180 Thompson, ops. Cite, De Da
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Succeceded in getting the United States
Bureau of Mines to desist from taking with-
drawels from storsge into considerstion when
meking forecasts of sources of supply to
meet the November, 1936, demand.

++It has held meetings in Oklshome, Tex=as,
and an informal meeting in Califcrnis...and
has brought about an amiceble spirit and trust-
fulness between the o0il states...has won the
respect of the industry it helps to regulate.l8l

Many of these are matters of routine (as meetings) and
could hardly be accepted as "esccomplishments". It is
possible that they have been of value in the way of
educatinsg the publie concerning the purpose and
activities of the Interstate 011l Compact Commission.
The petroleum industry has available and uses many
meapns for disseminating trade information to its
members and to the public.

DISSEMINATES INFORMATION

FPew industries can rivsl petroleum in the
material for the dissemination of trade infor-
mation. The newspapers and trade journsls carry
the current price quotations. The big oil
companies maintain scouts in the field who ply
their territories from morning to night; like
newepaper men this corps of reteiners "swep"
thelr routine stories but compete ruthlessly
for scoops. Many local periodicals in the
field ere trade Journals for the industry; they
take sides and in bolisterous vehemsnt language

181 Thompson, op. cit.



argue the case for thelr constitusncies.
Representatives of large buyers grant inter-
views to columnists who falthfully repeat with
sources Geleted. The opinions of producers sre
dissenineted through journal, newspaper, and
intermineble conversetion; everywhere in the
industr{ the price of emde is of sbsorbing
moment., 182

The Compact Cormission has, in a measure, been an
additional means of disseninating information. The
Chairman of the Commisslon states:

The...Compact contenplated that each state
cheil bring its sister stete thet advanced ex~
perience and advancenent of sclence that comes
through thelr work.l6d

We hope that some day this Commlesion will
be & place where ithe lazst word is put out in
the progress snd development of sound engineering
prineiples in the indusiry; where the latest ad-
vances will be brought...%We have asked some of
the most noted talent in economices, statistics,
petrolcum enzineering and geophysics...l84

The CGoupact Commisslion, April 28 and 30, 1938,

meeting in Wichite, Kausas, sppointed o comnmittee t

-
F

of econonists to advigse with the Commisgion. Dr. J.

%. Poeue and Dr. E. DeGovler composed the commitiee

&<

182 Hamilinn, Soc. Iv, op. ¢it., ». 153.

183 Transcript of Prodecdings, Interstate (11l Con-

pact Cormission, New Orleans, La., M¥ay 10, 1937, p.

164 Ibid., Austin, Texas, September 14, 1937. Among
talent mentloned has been Hon. A. G. White, Chief
of Petroleum Economies DPlvision of Bureau of
¥ines, Voshington, .C.; Hon. Fred Ven Covern,
‘Leonomist, Hon. Ruesell B, Erown, Attorney, Hon.
P, e Plummer, Yetrolouw Inglnser, iUniversity of
Toxus. ‘

il.



with Dr. Alexander Sochs ss Chalrman. These three
gentlemen served as advisers to the Federal 0il
Administration smd assisted with the writing of the
Hetional Industrial Recovery Act which, upon com-
pletion, they predicted would be declared uncongti-
tutional .189 However, their appointment as members
of 8 committee to serve as advisers to the Commission
indicate sn attempt on the part of the Commission

to retain the interest and efforts of those who have
gained prominence in some phase of the work closely
connected with the industry.

The Commission apparently has approached the
probkm with sn honest desire to know the industry
from the standpoint of producer, consumer, engineer
and economist. It has faithfully carried out the
duties imposed upon it concerning the "making of
inguiry® regarding the vérious phases of the in-
dustry. Outstanding individusls have read paspers at
the various meetings. These meetings have, when
possible, been set to conform with dates of other
neetings of the industry es the recent hearing of

the Texas Railrosd Commission re allowables.186

185 Ted Knoop, Interstate 0il Compact Commission,
Oklahoms City, Oklshoms, Mareh 31, 1939.

186 Transcript of Hearing of Texas Rallroad Commission,
Austin, Texas, darch 15 snd 16, 193¢.



FATIURES OR WHAKMASSES

The Compact Commission is obviously proud of
its achievements and does a bit of beck slapping
on that score. Individusls who compose it, how-
ever, are Pfranl enough to admit that the Compact has

not bpeen the perfect solution. Governor Walter Hux-

man,lB?Kansas, eriticized the Compact frankly at the

meeting in Wichita. Hesmid:

Y think the =2llocations made in 1935
were fair, but I bhelieve if we are going to
8olve this problenm, we must make realloca-
tions from %ime to time of morkets, of
demands, as the conditions within the states
change...l think you have goi to consider
aress and markets and have & falr division of
that market between the stetes that are in-
terested in tihat common source and that
common market, and thet must be such 8
division as lets all of the states interested
in thet area and that market survive....

I think we ave going tc have to work out
a Compact that has more binding force than the
present Compasct hes...l88

& report presented by the Committee on Conservation,

1

Mareh 13, 1936, covers, according to Colonel Thompson,

"the whole purpose and expresses the entire hope of

the Compact Commission®™. This report states:

187 Hon. Walter Huxman has recently been appointed,
by President Franklin Rcoosevelt, Justlce of the
United States Suprems Court.

182 Trenscript of Procecsdioge, Interstate 0il Com-
pact Commission, Wichits, Kanses, April 29 and
30, 1938, p. 54. '
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Conservetion legislation is needed in
most, if not 2ll, of the oll producing states.

Legisletion hes been and will be affected
by individuel end group selfishness, as well
as by eivic pride, intelligent study and
patriotic impulses...Conservation includes
the consideration of reservoir energyec..

To achieve this, it recommends:

Proper well spacing should serve to pre-
vent physical waste...Well spacing is a matter
that should not be rigidly fixed by legislative
enactment, but authorization should be given to
proper State esgencies, to adopt and enforce
well spacing rules...No legislation should be
enacted to control or restrict exploratory or
"wildeat” drilling....

The drilling d" wells requires the observance
of certain leaws, rules and regulations if con-
gservation is to be effected....

The operation of a pool under one manage-
ment has economiec sdvantages....Unit operation
also hes lsdsidvantages...Unit operation should
be permitted with the approvel and under super-
vision of the existing regule tory agency when
all the pevsons in interest mutually agree upon
ths plan end period of operation.

Proration ... 1s now considered necessary...

The conservation laws of several states
provide for ratable taking, both as betwsen welle
within each common source of supply and as be-
tween different common sources of SUpPpPly...
Rateble teking...is necessary for the protection
of the property rights of the varlous groducers,
land owners, and royslty interests...l89

189

Transeript of Proceedings, Interstate 01l Compaect,
Wichite, Kanses, March 13, 1936, p. 32.
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Methods of determining individual well
allowables vary widely. The factors used in-
clude open flow potentials, bottom hole
pressures and acreege....The only recommendations
made at this time are that legislatures should
not attempt to be too specific in laws per-
taining to well allocations, and that a uniform
methods for all wells within a state may result in
inequities...

All states should have legislation permitting
the state regulatory agency charged with the
conservation of petroleum to provide, with pro-
per safeguards, for reprosigsing with air, gas,
water or other liquids....

FUTURE TRENDS

It is interesting to note that all control efforts

to date, and all suggestions so far presented, have
to do with control of production. While this is

presumably the big problem, testimony presented be-
fore the Texas Railroad Commission leads one to be-
lieve that eventually the Compact, or other control,
will have to be broaded to include not only production
and withdrawels from stocks, but also refinery stocks.
It is pessible that eventually control will, of

necessity be applied to the four phases of the in-
dustry production, transportation, refining and

marketing.
Charles F. Roeser, producer, testified before

the Texas Raeilrocad Commission:

190 Op. Cit.



The regulatory bodies and the Compaect have
mada g good job of it, but on the other hand
the industry has failed Lo obsserve the proper

gasoline inventory.l9l

Thie contradicts Colonel Thompson's statement earlier

that the Conmpact hsad

2
3
'..n.

ned the universal support of
the industry. However, “support" may not include
cooperatlion.

¥r. Roeser was msked by Colonel Thompson:

Do you think the reining industry should be
regulated?

I do not think t ncy ecan regulate then-
selves...l realize that the regulatory bodies
adu the CGorpact havse no power and that is where

the 1nduq+v" has fallen down....050 we are faced
with the proLlen as to how Lo assist the re-~
fining industry in getting their house in
order. There is only one way that I know of and
thot 1l to hold the production of crude oil
well in belance with the consuming demand....

Look what is going on; you have pipe line
proration in ibhree different states; you have
gtripper wells, up %o two weeks ago, which had
not been connected in southeastern Kansas; you
have distress oil in Oklahoma; you heve pipe
lins proration in K.M.4., and we were left
without & market in Cayuga sixty days ago.

There is too much oil being produced in
thiﬁution...Prub ably only three, cor Tour com-~
ycﬂi s have too much oil in storage....As to
the iﬂdusbice or inequities as betwefn pools
in the 8tate, I have nothing to ssy.

Commisgion, 01l and Gas Division,
and Gas Hearlng, Austin, Texas,
1939,
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For the last eigheen months I have been
fighting about subnormal prices of gasoline,
refineries selling gasoline below the price
of amde...Now this industry has been brought
to the point where it is on the theory that
all purchasers pay the same posted price.

For fifty years the industry has gone along
on that basis, and only in the last six months
heve we been getting away from 1t. That is

a bad condition but you can't cure that con-
dition as long as you produce one barrel more
of oil than the Egschasers need and the in-
dustry requires.

The probléms here presented and conditions
which exist lead one to believe that control, as
maintained by the Compact and other proration and
enforcement machinery, has not been as perfect as
advocatew of the Compact would have us believe. It
would indeed appear advisable, as Governor Huxman
suggested, to strengthen the tresty in some msnner
whieh would guarantee cooperation. It would also
indicete the possibility of the need for extension
of control to regining and marketing agencies.

The possibility and advisability of attempt-
ing to include refinery control was discussed at
length at the meeting of the Railroad Commission
and Compact Commission in Austin, Texas, March 15,

and 16, 1939. It was the consensus of opinion that

193 Op. eit.
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there was no legsl bosis upon whiech such eontyrol

could be set up.

sibenslon of the Compact to include every
other oll producing shete is also cougtanily enm-
phesized, in the bellef thet psrticination by all

such states will strengthen the tiresnty lumessursbly.

£ ceytaln stebilidy hes resulted in the industry

of recent years, there is some srgument as to whether

the Compact is due the oredlt for such sbability.

The stabillzatlion effected under the Code
regulation was instrumental in getting the
I?**f%tuue Conpact off to a start. Loulsiaas
and Californis remained outside the agreement
and thelr excessive productlon caused wide
eoncern. A growing pessimism was lightened in
the spring of 1936 when the industry found it-
self blessed with an unpr 9cenaenﬁed denand for
gasoline. Though as a device of restriction
the Interstate Compact was only partislly
successful, the return of prospeaity resulted in
an abs orution of excesg production with re-
sulting prefit to the industr>r. Thus a general
ipprovement in eccnonie conditions, provoked
by the earlier efforts of the federal government,
redounded to the success of the Interstste
agreenent. Had the situstion been the reverse -
with prefite receding - it 1s reascnable to con~
clude that the industry would sgain have smppealed
rantically for federal control.lod

BEven at present there are those who predict eventual

Py

federal contrel c¢f ithes petroleuw in &vétry.lg5

[ R =y
i e

1%4 Hemiltion, Sec. iv, op. cit., D. 1
198 Hc?lintock Paily Oklahoman., Cklshoma City,

. Interview.
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STLTE VIRSUS FEDURAL CCNTROL

Much of the information has beean from those
favoring the Intergtate Compact for the reason that
the ms jority of the industry favor the Comprct, at

present, bto federsl control. It weuld be wise, there-

fore, Ho look ot the other side of the ploture as

-

presented br ons who admiitedly favors federel
conbrol. ir. Walton Hamilbon sayg.

The Interstete Compuet 1s a political

instrument and the necessities of oll are
an iadustrial problem. The zdaptation calls
for neat and delicate adjJustment and presents
) iber of very difficult gusestions. The

ntrol of production iz the eruz of nepgotia-
Lo it can bs effected only by g formal
vion of cuobtas Lo the separste shates,
iccation the galns of one state are

£ another. 4Ag 2 result an im-
roblem in industrisl planning is
C by a conflict of local interests.
States, conscious of their strategic positions,
threstan te absialn from the Compset and to
»un wlde open as a nmeans of enlarsing their
guotas. "Horse trading™ characterizes the
contferences and issueeg tend to be resolved
1n berms of politliecal pressures snd the per-
gonal skill of the bargeiners. NHo state
secursas all the preduction to whieh it feels
entitled; and the conference bresks up in an

Y

atmosphere of mutual suspiclon and diztrust.t96

-

In the sllocstion of guotss, it is true in a sense

L4

that the gsains in quotas %o cne stete, are a loss to

another., However, these quotas sre established, more

196 Tamilten, op. clte, Te 175,

&
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or less, according to figures released by the Bureau
of Mines, an impartial fact finding egency of the

Tederal government. These guotas are scecepted volune

)

tarily by each of ths gtates. VWhile 1t is evident
that saveral of the states feel that thelr quotas
are not, and hevs not been falrly sssigned, there
is no tendency on the part of the representatives
of those shtates to "threatar®to exert undue prassurs
by “asbstaining® from the Gampaet or otherwise.
Nelther does a careful reading of the proceedings
of any meebing leave one with the impression that
anything dbut the utmost Triendliness ane cooperation
exists between the states repreaentaﬂQ
There is »o coumon policé. The sanctiions

are provided by the parties Lo the Interstate

agreement and law enforcement becomes a matter

of mutuel geod faith.l9?
This rmny, of itsell, explain why the praceding sitate=
ment, made by . Hapdldton is incorrect. It has often
beon gtated that the Compact has no teeath in it.
There is nc power to enforce quotas, and any siste may
seceds from the Compact et any time desired. The

Compact is a voluntary agreement,lg& by whieh the

various states abide, as long as 1t appesrs to the

0
fide

187 On. C ,
1¢8 Interstate 011 Compset, Article, I, Appendix.

4 .
SR 3 !



adventece o

mr

of the vartienlsr ststes, or sitote, in

question. Thig faclt and the menner in which the

Compaet Comedssion hee functioned leads one to agree

.
lr.

His Tfirsi statement stands withoul arpument.
matter of opinion whether 1%t be to ths
the public that such is true. It would appeer that it

operzte as & check in case of necessity, and thus serve

#

ith Coverncr Hirom Dow, of New Mexlco, who says:

It hes teeth in it because it combines
the stotes tasethPr and glves ench gtate &
Tree hand to spduinister its own lews and its
own oil busliness without Interference of the
federel government and still te go slong
with itu neighbors because of the Tact that
sech 1z fryilag to econserve and prevent waste
of oil and gas. If it hed in it any stronger
languegs, ny Judgunent is the Qampact vould
probebly hsve feiled, becsuse surely the
“tmbC” vipuld havu bcaome ippetient under the
restraint. %t has never restralned any state
in sdninistering itz owz laws.1l99

Hamilton seys further:

The terns of the Inbersitste Compect are
vulnersble ot three distinet pelnts. TFirss,
they mey be modified or overriddszn by the
J"«éj l"tm‘ﬁdogwo

sext, it may be compromised in enforce-
Lent....;nd last, therb is for sven the most
consclientious gnd effieclent state snforcement

agencies...the persistent protlem of hot 0il.200

It is &

advaniege of

199 Tran script of Proceedings, Interstate 011 Compact
Commlsslion, Jew Urleans, La., May lOm 1837, p. 9.
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for good or evil depesnding upon whether the Compaet
or legislature was correct in their aetion. The
second critieism, that it might be compromised in
enforcement, is & statement which might with ss
much Ttruth be leveled at almost sny pgroup or in-
dividual from the highest tribunal in the nation to
bile most insignifiecant public offieisl.

The third statewment, concerning hot oil, is one
which is true. It would appear thet 2 state, which
is closer to the problem, may nore easily eliminate
this than could the Pederal government. However, the
Federasl Tender Board, set up in fast Texas, during
the existence of the Code effectively controlled

_ g0 . " . o s
this problem. " The Compact Cowmission appeers like-
wise to have golved the problem. It 1s obvious thatb
the industry itself has Lhe power to eliminate the
running of het oil. If any aysten of control,
whether it he federal or state, has the entire support
‘of the iIndustry, it would be impossible Tor "hot oil®
to be produced or trsusported, rofined or sold once
it was produeesd. |

Farilton ssys further:

o v

201 Bee page B6.
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The sanctions of the Interstete Compact
are purely voluntery....It is evident that
the morsl sanctions,...upon which rests the
efficacy of the agreement...are less com-
pelline for seme thon for others....Ths
arrangement has little stebility if restric-

tive policles of zome state provide %8§ubub

and rrofits o others who irnore it.

The efficacy of the Compect is, in iruth, based
upcn the Integrity of the signatory states. However,
inagmuch as the sgresement is purely voluntary, it
would appear that states who do not inteand to abide
by the sresty, would not feel obliged to sign 1t.
{nce heving signsd 1%, 1t would sppesr that the agres-
ment, commonly referred to as a treaty, would have
28 zuch velue as¢ the indlvidual integrity of the
persons or stubes signing 1t. In the final snalysis
almost every low, slmost all securliy depends upon
the belief in the sznetity of a man's word. Almost
every individusl, state and nation, respects his or
ber oblig=tions and operate on the thesry that a
promise nedo ls a debt unpald., It follows naturally
that ™moral senetions™ are less compelling for some
than for others®, yet it would be impossible to feel
thet this would be less true with federal than with
gtnte contrel. Thus there would be only the difference

of enforcement. Any senforcement system must be, of

208 Hamilton, op. cit.
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ngcessity, cumbersome and expensive. State control
appears to be simple in comparison if it ean be as
effective.

A review of production, contrasted with the
quotas advised by the Bureau of iines, offers
statistical evidence of the good faith of those
composing the Compact. These figures, and the
amount whieh each state is over or under, are gquoted
at the mestings of the Commission. There appears
to be & feeling of friendly rivelry among the various
states for the most favorable showing in this respeet,go3

Considering further the criticism directed toward
the Interstate Compact, we learn:

Nor does the interstzte compact furnish
adequate safeguards to the public. It is a
device of the cll producing states; its con-
cern with production and conseguent effects
upon price is in the intersest of producers.

It grents to the groups who will profit

from restrictions the sole veoice in its
making. Other states, vitally concerned as
consunmers of oil products, remain ocutside the
agreement; they are unrepresented in the meking
of the policy. In the law, in the arrange-
ments of competition, and in common sense, the
consuner is recognized as a party to the
industrial bargain. He cannot afford to
surrender the protection accorded him by the
open market without receiving its eguivalent

£03 Transceript of Proceedings, Interstate 0il Compact,
Wichite, Kansas, op. ¢it.



in return. Here then is s dilemms. an

interstate compact whieh included all gtates

is too unwieldy to be efficient; one which

exeludes the oil consuming steates is against

public policy.204
It is admitted that only about ten or twelve of the
forty eight states produce oil. However the Compsct
is not an arbitrary instrument, drawn up and signed
by five or six or ten or twelve states. It is a
tresbty, drawn up with the approval (and in thig in-
stance at the regquest of the officiais) of the
federal goverament. Before it may be effective legis~
latures of esch state must authorize it's signing
by the Governsr of bthe respsctive state. It must be
signed by three states, at least. It is then for-
warded o Washington for the approval of Congress
before the agreement may be considered binding.
Hence, we may assume thst the legislatures of the
various stotes and the Congress of the United States
in a1l probability will act for the best interests
of the nation as a whole and willl protect the in-
terests of the consumers as well as the producers.

In summation, Mr. Hamiliton seys:

The plain truth is that sn ettempt to
regulate the olil industry by the states...

£C4 Hepilton, op. cit.
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either seristin or in concerb.e...ls an

anachronisnm.

411 that can be done more

easily and effectively accomplished by

the federsl government.

The likelihood of

ineguitable proraetion among the states is

lessened, if not entirely removed.

The

faderal agency is removed from the scene

of battle; it is fres of
which characterize state
guthority for regulation
enforeenent ¢an be given
state and federal ecourts
off mgalnst each other.

of conirel can be worked

the local pressures
control. The

is undivided and
uniformity. The
cannot be played
The structure

out to allow a

consideration of the interests of the consumer

in matters of production, conservation and

price....205
It is a metter of opinion as to whether control
can be more effectively acconmplished by the federel
Bither
systen can he effective only insofar as it has the
support of the industry. It is extremely unlikely
that there will be great inequity in allocation of
state allowable under the present system. The very
flexibility of the Compaect permits the states to
make any slight sdjustment coméidered necessary. The
fadt that the federal govermment is so removed from
the scene-of battle is one faector which results ia
instilling Tear in the industry. During the Cole
Committee the industry martisled its outstending

enginesrs, economiets, producers, etc., in an sffort

805 Hamilton, op. eit., p. 1l93.
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to present the government with & complete picture
of the problems of the industry so that a fair
decision night be msde. The petroleum industry
has so many Tactors, peculiar to 1t slons, whieh
could {if improperly interpreted) result in very
real damage.

Authority for regulation, uader federal govern-
ment, would be undivided. It is {rue. However,
problems of one state in production and the like
are not problems of neighboriag states. Eenee
uniforn regulations are not as desirable as might
be thought.

It is the theory that courits, whether federal
or stete, merely administer justice accoerding to the
laws set up. It is possible that stote courts and
federal courts are, and have been, playsd against
each other. It is probable that this has not
happened entirely with reference to petroleum. It
is to be hopé%that such practices are not prevalent
and thet such haprenings are the exception and not
the rule.

Structure of control, as worked out st preseﬁt;

under the Compsct with the approval of the various



legislatures, the industry and Congress, would
appear Lo allow reasonable consideration of the
interests of the consumer, producer snd public in
guesivions of production, conservation and price.
Herce, the question reverts %o individusl philo-
sophy of govermment as to whether federal or state
control of the petroleum industry is preferable.

A reduction in stored crude has occurred during
the existence of the Compact. There has been a
large degres of stabllity in price noted, price has
been stablilized at & point somewhat higher than in
preceding periods. No great flush discoveries have
been wmade in the periecd since the signing of the
Conipact, hence value of such control cannot be
determined under pressure. The conditiong mentioned
above may have been merely incidental and not the
result of the operation of the Compact.

Eliminate of waste has oeccurred as & result of
more orderiy production and the maintenance of
reservoir energy under proration. Counservation of
reserves due to probeccion of stripper wells has
gnsued,

The Pedersl 01l Administration likewise sccom-

pllished exceéllent resulits. The culy resl difference
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federal snd state contrel, as illusitrated by these
two systems, srresrs to be the attitude of the in-~
dustry. ‘When the industry favored federal control
and cooperated excellent results were achisved,

when the industry favorsd sitete control, and with-

drew theilr support from felersl control, the reverse
appeared to be preferable,

Fesl itastimony 25 to the industry's attitude
and that of the state legisletures is offered by the
fzct that the Compact, slzgned in 1935 for & term

of two years, was renewed wilthout chapnge in 1937 for
8 second two year period. The original signatory
states again signed bhe sgreemsnt.

The Compact agein expires in September, 193¢,
if not remewsd. At the present session of the legis-
lature Oklshoms pessed the bill authorizing the
raﬁewiig of the treaty. HNew Mexico snd Xansas
legislatures hed already done likewise. The re-~
maining stetes, of the original group to become

eated their in-

r..l-

Compact, have ind:

tention to continue their membership. In addition
it is believed that Arkansas, Loulsiana snd iichigan
will enter the Compact upon passage of the necessary

legiglation.



We may, therefore, conclude thebt thes Compaet,
{while not the perfect form of control perhaps) has
the approval of the industry. It has also the approval

of the state leglslatures of the various states, pre-

sunatly sctlng in the interests of the public welfare,
Tt will doubtless have the aprrovael of the Tnited

States government when preosented to Congress for
ratificaticn. Ve ecen therefore cnly essume that the
conditions of decressed storage of crude o0il, stabilized
price and elipinstion of nhysical and eceonomic waste

oxisted during the life of the Compact are satis-

]
2]

facbory te the reorle of the nmation. Ve can, there-

Tore, likewise conclude that tle Compach appears to

o'

e the form of contrel preferred by the meajority of

those interested et the present tiwme and hence the

Torm most Likely to malntain such stability.

9



APPENDIX
INTERSTATE OIL COMPACT
ARTIC

This agreement may become effective within any
compacting state at any time as preseribed by that
State, and shall become effective within those
States ratifying it whenever any three of the States
of Texas, Okleahoma, California, Kansas, and New
Mexico have ratified and Congress has given its
consent. Any oil-producing state may become a party
hereto as hereinafter provided.

ARTICLE IT

The purpose of this compact is to conserve oil
and gas by the prevention of physical waste thereof
from eny cause.

ARTICLE III

Bach State bound hereby agrees thet within a
reasonable time 1t will enact laws, or if laws have
been enacted, then it sgrees to continue the same in
force, to esccomplish within ressonable limits the
prevention of:

(a) The opera ion of sny oil well with en in-
efficient ges-oil ratio.

(b) The drowning with water of eny stratum
capable of producing oil or gas, or both oil and gas
in peying quantities.

(c) The avoidsble escape into the open eir or
the wasteful burning of ges from & natural ges well.

zd) The creation of unnecessary fire hazards.

e) The drilling, equipping, locating, spacing
or cpere ing of a well or wells so as to bring about
physical waste of oil or ges or loss in the ultimate
recovery thereof.

(f) The inefficient,excessive or improper use of
the reservoir energy in producing asny well.

The enumeration of the foregoing subjects sheall
not limit the scope of the authority of any state.

ARTICLE IV

Each state bound hereby agrees that it will,
within a recsonable time, enact statutes, or if such



=
(o)

statutes have bheen enacted than that it will cen-

" tinue the same in force, providing in effect that

oil produced in violation of its valid oil and/or

gas conservation statutes or any valid rule, order

or regulation promulgated thereunder, shall be

denied access to commerce; and providing for stringent
penaltles for the waste of either oil or gas.

ARTICLE V

It is not the purpose of this Compact to authorize
the States joining herein to 1limit the production
of oll or gass for the purpose of establishing or
fixing the price thereof, or create or perpetuste
monopoly, or to promote regimentation, but is
limited to the purpose of conserving oill and gas
preventing the svoldable weste thereof within
reasonable limitations.

ARTICLE VI

Eech stete jolning herein shall sppoint one
representative to a Commission hereby constituted
and designated as "The Interstate 01l Coumpact
Commission", the duty of which said Commission
shell be to meske inquiry asnd ascertain from time
to time such methods, practices, circumstances and
conditions as may be disclosed for bringing about
conservation ana the preveintion of physical waste
of oil and gas, and at such intervals as said
Commission deems beneficial it shall report its
findings and recommendations to the several States
for adoptlon or rejection.

The Commission shall have power to recommend the
coordination of the exercise of the police powers of
the several States within thelr several jurisdis-
tions to promote the maximum ultimate recovery from
the petroleum reserves of said States, and to re-
commend measures for the maximum ultimete recovery
of oil and ges. Ssid Commission shall orgenize
and adopt suitable rules and regulations for the
conducet of 1ts business.

No action shall be taken by the Commission
except: (1) by the affirmative votes of the mesjority
of the whole number of the compacting States, re~
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presented st 2ny meeting, and (&) by 7 econcurring
vote of a2 majority in interest of the compacting
States st ony meeting, such interest to be deter-
mined =as ollows: Such vote of each State shall be
in the decimel proporiion fized bv the ratio of
its deily average p"oahcuian during the preceding
calenaﬂr half year to the delly eversge production
of the copmpacting Suetes during ssid period.

ARTIOLE VIT

No Stzte by Joining herein shall become finan-
clally ohlirnuud to any other State, nor shall the
breach of the terms hereof by any Stata subject
such State to finsncial responsibllity to the cther
States joining herein. ‘

ARTICLE VIIX

Thlu compact shall expire September 1, 1637,
But any State Joining herein mey, unon sixty days?
notice, ”iph& aw herefron.

The representatives of the signotory States
have signed this agreement in a single originel
which shell be deposited in the archives of the
Department of 5% ate of the United Ststes, and a duly
certified cory shell be EOfw rded to the Governor
-of each of the sgig ﬂ&b@iv States.

This compsct shall become effsctlve swhen rati-
fied and approved as provided in article 1. Any
0ll producing State may hecoile a party hereto by
affixing 1ts signsture to a counterpart to be
gimilarly deporited, certified and ratified.

Done in the Clisy of Dallams, Texas, this 16th
day of February, 1935,
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STSTON

T8 OIL COuPACT €O
ARTICLY T3MALE AND STRUCTURE OF COMMISSION

veection 1. The Commlssion sreated by virtue of
the O1il Staves bompa~u which 1s fullg get forth in
the Resolusious of the Touse and Senate of the Seventy~-
fourth Congress of the United States consenting there-
o, was orgsnlrzed abt the first mesebting of the signa-
tory States ratifying seid compaoct auly convened and
held at Oklahoma City on September lu, 1835. The
Commission as presuntly consbtituted is composed of
ors nctlng representative {rom each of the followling
compacting States; Colorado, Illinais, Kanses, New
Fexico, Oklahonms snd Texes. The Cormission shall e Gd
0 its body the rerresentatives of such other oil
producing 3tates o8 shell ratify the compact and
appoint representatives to the Commission. The
Commission shall be designated ®lhe Interstate 01l
Compact Comnission' and will he referred to herein
as 'The Commission’.

Section 2. The Commission shall be a fact flnaing
anfl deliberavive body with the power to rake recon=-
mendations to the member 3tates. It shell have no
of ficial seal. Its official actions shall be taken
in ec¢cordance with these By-laws and said compact;
the verity of its transasctions :shell be estsblished
by written report thereof, certified to be the action
of the Commission under the signature of its Chairman
gnd Secratary.

Section 3. The ﬂeqdquaroeru of the Commission
shall be at bue place of resideénce of the Chairman
thereol, and communications eddressed to it shall be
in care Qf and at the address of 1ts Chairman.

ARTICLE IT: TLACE OF MEETING

Section 1. Regular mestings of the Gommissioa
shall be held guartely on the second Friday at ten
otclock, & .., ‘Standard Tine, of the month on whieh
the gquarter falls, the first of ssid meetings after
the sdoption of these By~-laws to be the second Friday
in December, 1935,



Section 2. Upon the written request of suf-
ficient representatives of the member States to
constitute a quorum, setting forth the purpose,
special meetings of the Commission shall be called
by the Chairman of the Commission.

Section 3. As a part of its regular order of
business the Commission at each regular meeting shall
select the time and place of special meetings with a
;ieg to the accomodation of the various Commission

embers.

ARTICLE III: NOTICE OF MEETINGS

Section 1. The Chairman shall cause the Secretary
to mall to the address of the representative of each
compacting State, by registered mail under form for
the demand of return receipt thereof, notice in
writing of the time and place of all regular meetings,
and of the time, place and purpose of all special
meetings, said notice to be posted not less than ten
days prior to the meeting. Where a compacting State
may be represented by its Governor or an alternate, whose
name and credentials have been furnished the Commis-~
sion, notice shall be given both.

Section 2. The giving of notice as herein pro-
vided may be waived in writing or by telegram by esch
several representative of the compacting States, and
88 to the representative of such State any meeting
held in accordance with such walver shall be valid.

ARTICLE IV

Section 1. The powers of the Commission shall
be provided in the 0il Stetes Compact. All findings
of fact and recommendations made by the Commission
in accordance therewith shall be evidenced by Reso-
lution duly passed by vote in accordance with these
By~-laws and said Compact.

ARTICLE V: QUORUM AND VOTING

Section 1. To constitute & quorum at any meet-
ing of the Commission or at any time during such
meeting, there shall be present a majority of the
members of the Commission. Any number less than a
quorum may adjourn the meeting from time to time.



Section 2. All sction taken by the Commission
shall be &8 the members present may elect, either
by vive voce or by written ballot, teaken in accord-
ance with the following formula:

(1) by the affirmative votes of th majority
of the whole namber of the Compacting
States, represcnted at the meeting, and

(2) by a concurring vote of a majority in
interest of the Compecting States at
sald meeting, such interest to be d eter-
mined as follows:

Such vote of each State shall be in the
decimal proportion fixed by the ratio of its
daily average production during the pre-
ceding year to the daily average production
of the Compecting States during said period.

Section 3. The certificate of the Bureau of Mines
of the United States shall be prima facie evidence of
the daily average production of each Compacting State
during the preceding calendar half-year and of the
daily average production of the Compacting States during
said peiod. Other evidence of said facts at the in-
stance of any State shall be received and acted upon
by the Commission.

Section 4. Except as otherwlse provided by these
By-laws and said Compact, all meetings of the Commission
shall be conducted in accordance with general parlias-
mentary rules.

Section 5. Each State which is now or may here
after become a member of the Compact shall deposit
with the Secretary of the Commission its official
certificate and designetion of the name of its re-.
yresentative, together with his permanent address,
and if it have an alternate, then also of his name
end address. Notice of meetings and the trans-
mittal of other written communications from the
Commission to such State shall be mede to said repre-
sentative, and, if there be an alternate, also to the
alternate.
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!%gtion 1. The officers of the Commission shall
consist of a irman, First Vice-Chairmen and Second
Vice~Chairman, each of whom must be a member of the
Commission. There shall also be a Secretary and such
Assistant Secretaries as may be needed, who shall not

be required to be members of the Commission. Said
officers shell be elected by the Commission at the
quarterly meeting held in September of each year and
shall hold office for a period of one year or until
their successors are selected in accordance with these
By-laws end have assumed office. Provided, the officers
of the Commission, serving at the time of the adop~

tion of these By-laws shall serve until their successors
are duly elected and qualified as herein provided.

Section 2. The sole duty of the Chairman in his
officiael capacity as such, shall be to preside at all
meetings; to call end provide for notice of meetings;
and to perform such other duties as may be placed on
him by Resolution of the Commission. But in his
capacity as representative of his State he shall
exercise all the powers and duties of & member of
the Commission. In case of the absence or inability
to act of the Chairman, the First Vice Chairman shall
act, and in the case of his absence or inability to
act, the Second Vice Chairman shall act.

Section 3. The Secretary shall meke or cause to
be made a record of all transactions teken at each
meeting, shall presenve the same, shall keep among
such records the official credentials of the repre~
sentatives, give notice of the meetings as herein
required and otherwise perform the duties customarily
performed by the Secretary of a deliberative body.

Section 4. Pach State shall compensate and bear
the sexpenses of its own representative in such manner
end to such extent as i1t may provide. The represen-
tative of any State who is sclected as permanent
Cheirman shall have the right, subject to approval of
the Commission, to select the Secretsry and shall
in sueh case make provision for his services with-
cut cost ® the Commission. The Commission is for-
bidden to accept the donetion of funds for any pur-
pose except such funds as may be provided by member
States through their representatives aend then only
by Resolution of the Commissiocn duly passed wherein
provision shall be mede for the disposition of such funds.



158

Section 5. There shall be such temporary and per-
manent committees created and the membership and chair-
man thereof sppointed by the Chairmen of the Commission,
subject to confirmastion by the Commission, as the
Chairman and the Commission from time to time determine.
Committees which in such manner have become established
as permanent committees shall have their membership and
chairmen named by the Chairmen of the Commissiocn at the
meeting of his election, which meeting shsll confirm or
reject such appointments.

ARTICLE VII: AMENDMENTS TC BY LAWS

These By-laws may be altered and amended at any
regular meeting upon vote by the Commission as herein
provided, upon condition that noticece of such change
or amendment was first given to the representatives
of each compacting State thirty days prior to the
meeting.
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