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IN THE MATTER OF:

*e 28 se

The hearing called by the 0il Conservation Com-
mission to permit Magnolia Petroleum Company to ¢+ Case No
appear and show cause why it should not be required 1273
to purchase 100% of the oil authorized to be pro-~
duced from the wells from which it purchases in
the State of New Mexico.
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BEFORE: Honorable Edwin L. Mechem
Mr, Murray Morgan
Mr. A. L. Porter

TRANSCRIPT OF HEARING

MR, PORTER: We will take up next Case 1273.

MR, GCOOLEY: In the matter of the hearing called by the
0il Conservation Commission to permit Magnolia Petroleum Company
to appear and show cause why it éhould not be required to purchase
100% of the oil authorized to be produced from the wells from
which it purchases in the State of New Mexico.

MR. VICKREY: I would like to make a statement before we
swear the witness. My name is Jack Vickrey. I am an attorney for
Magnolia, address is Post Office Box 900, Dallas, Texas. Magnolia
has filed a written reply with the Commission stating its position

in the case. Please consider this reply as part of the record in

this proceedine. The Commission has regquested that Magnolia
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present evidence as to the actual market conditions which have
resulted in the need for the continuance of purchaser prorationii
in this State. Mr. D. R. Wall, Manager of Magnolia's Crude Oil
Purchasing Sales Department is here to present such evldence and
answer any questions the Commisslon might have. I would like to
have Mr. Wall sworn, (Witness sworn.)

D. R. WALL

called as a witness, having been first duly sworn, testified as
follows:

DIRECT EXAMINATION

By MR. VICKREY:

Q Wlill you state your name, please?

A D. R.Wall.

Q By whom are you employed? A Magnolia Petroleum Corp.
@ What is your present position?

A Manager of the Crude 0il Purchasing Sales Department.

Q How long have you been employed by Magnolia?

A Sixteen years.

Q Have you prepared a statement relating the current market

conditions which have resulted in the need for the continuance of

purchaser prorationing in the State of New Mexico?
A I have.
Q Please read this statement to the Commission.

A Magnolla Petroleum Company was first required to institute
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purchaser proration during the month of June, 1957. Prior to

public announcement, Magnolia notified this Commission of the
action to be taken and the reasons therefor. The Commission, on if
own motion, entered Emergency Order A-91(R), prescribing the mannen
in which such purchases should be prorated. After a public hear-
ing held on June 28, 1957, the Emergency Order was continued in
effect until such time as Magnolia resumed 100% purchases.

A brief review of the conditions which existed at the time of
the public hearing held on June 28, 1957, &nd the current market
conditions which have forced Magnolia to continue purchaser prora-
tion follows:

1. On March 19, 1957, Socony Mobil 0il Company's Trenton,
Michigan, refinery shut down for hl-days because of a labor strikejq
Magnolia supplies the total crude requirements of 32,000 barrels
daily for this refinery; however, the Company did not prorate its
purchases in any state, but instead added the 1,312,000 barrels of
crude oil due to this loss of market to its inventory. By June 1,
1957, our actual crude oil inventory had reached 15,869,000 barrelg
which is 13 million barrels in excess of necessary working inventon

2. On June 9, 1957, Socony Mobil 0il Company'!s East St. Louisg
Illinois, refinery discontinued operations because of a labor
strike. Of the total crude requirements of 38,000 barrels daily
for this refinery, Magnolia supplies 36,000 barrels daily. Employ-

ees started returning to work at this refinery on October 7, 1957;

Ye
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nowever, because ol the four-month shutdown, the plant will return
to normal operations gradually. Also, during June, Sohio Petrol-
eum Company discontinued the purchase of 7,000 barrels daily of
crude from Magnolia because of labor strikes at their refineries.
After their strikes were settled, this purchase of crude was not
resumed.

3« During June, Magnoliat's Beaumont, Texas, refinery re-

duced runs by approximately 20,000 barrels daily below May, 1957, be-

cause of an oversupply of products, Runs were reduced further at
Beaumont during July and August, 1957, reaching a low throughput oi
approximately 35,000 barrels daily below May, 1957.

Lhe Due to refinery strikes and a decrease in demand for crudg

0il at refineries normally supplied by Magnolia, our overall demand

for crude each month compared to May, 1957, has decreased as followWs:

June below May 40,86l barrels daily 10.51%
July Below May 77,990 barrels daily 20.06%
August below May 84,270 barrels daily 21.68%

September below May 74,666 barrels daily 19.21%

October below May 42,204 barrels daily 10.56%

With a surplus crude oil inventory in excess of 1% million
barrels on June 1, 1957 and faced with a decrease in demands as I
have just indicated, Magnolia had no alternative but to prorate itsg
purchases equally in all states.

5. During June, July and August, 1957, Magnolia'®s purchases
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from all leases, including Magnolia-owned leases, in New Mexico,
Texas, Oklahoma and Illinois, were based on 85% of actual May, 195)7
purchases, except that in New Mexico we have complied with the
Commissionts orders and have made 100% purchases from proration
units with daily oil produﬁtion of 10 barrels or less. Magnolia's
crude oil inventory continued to increase during this period of
proration, and on September 1, 1957, our actual inventory stood at
16,090,000 bvarrels.

6. Since our September demands were still drastically below

]

normal, it was necessary for us to reduce our purchases an additio:
al 10%. September purchases were based on purchasing 90% of actual
Auvgust, 1957, purchases from all leases, including Magnolia-owned
leases, in New Mexico, Texas, Oklahoma, Louisiana and Illinois.
This additional reduction was necessary in.order that our surplus
crude oil stocks would not increase during September.

7. During October we had an increase in refinery demands and
were able to make some spot sales of crude o0il to other purchasers
This increase in demand enabled us to restore the 10% cut in
purchases which we made in September. Due to decreased allowables
in Texas and Louisiana since May, the 10% restoration enabled us td
1ift proration in these two states.

8. Our estimated purchases from leases in New Mexico during

October, 1957, will average 23,457 barrels daily compared to actual

pnrnhnqmq of 10,7R9 barrgls dajJ¥ duping HEF 1957 . L
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3,705 barrels dailly, or 18.76%. Magnolia's estimated purchases
during October, 1957, will be approximately 9% below normal pur-
chases under the Commission's October allowable order.
Magnolia Petroluem Company has been a purchaser of crude oil in
New Mexico more than twenty years, and has made every effort to tgke
care of its customers. Our increase in purchases, in splite of prg-
ration and an oversupply of crude, will bear this out. The Company
regrets the necessity of having to prorate 1its purchases. Howevent,
until such time as our demands for crude oll increase sufficlently
to enable us to handle 100% of allowables, we feel that our basis
of prorating purchases in all states 1ls fair and equitable.
Q Mr. Wall, have you prepared exhibits containing the statis-
tical information requested by the Commlission?
A Yes, I have.
Q Are such exhibits attached to the statement which you just
read? A They are,
MR. VICKREY: Mr. Chairman, I offer this statement 1n evideifce.
MR. PORTER: Do you want to identify it?
MR. VICKREY: Yes, Magnolia has no further testimony to offer.

(Marked Magnolia's Exhibit
No 1 for identification.)

MR. PORTER: Any objection to the admission of Exhibit No 1
and the attached exhibits into the record? They will be so admitted.

Anyone have a question of Mr. Wall? Mr. Nutter.
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By MR. NUTTER:

Q Mr. Wall, right there toward the end of your statement I
missed a couple of figures. What did you say your actual purchases
during the month of November are estimated to be?

A Our estimated purchases from leases in New Mexico during
October, 1957, will average 23,457 barrels daily compared to actual
purchases of 19,752 barrels daily during May, 1957 - an increase of
3,705 barrels daily, or 18.76%.

Q@ This increase is despite the reduction of some nine or ten
percent below the normal level? A Thatts correct. Yes, sif

Q@ Are you aware of what the normal wunit allowable for the
State of New Mexico was for the month of May?

A No, I'm not, Mr. Nutter.

Q Mr. Wall, the normal unit allowable was LO barrels at that
-time. A Thatts right.

Q@ Of course, the normal unit allowable is 37 barrels now.

A Thirty—se&en NowWe

@ What do you feel is the ultimate answer to this? The nor-
ﬁal unit allowable is way down and your purchases are way up and yét
you are prorating. How can we reconcile these differences?

A That is due to the fact we have been buying new oil in
the state and have been taking it on our prorated basis. We haven

stopped taking new leases that are available to us for our supply,

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED :
GENERAL Law REPORTERS
ALBUQUERQUE. NEwW MEXico
3-6691 5-0546




and New Mexico production has Just increased TO the point that
this has occurred.

Q@ I know that you don't like to purchaser prorate any more
than any other purchasers like to prorate.

A Thatts right.

Q@ What is the answer, how can purchaser prorating be eliminai
under a deal like that?

A I didntt say it can be eliminated, Mr., Nutter. When we
have from 4,075 or 80,000 barrels a day decrease in our demands
each month for five months, the only way that I can see that we cal
take care of that decrease in demand is to continue to take new
0il that is available to you if itt!s in your area and just reduce
the overall purchases across the board to take care of any cutback
that is necessary. We dontt feel like that much because we are
in trouble at this time thatv:;ould discontinue buying any new oil
at all. We are still continuing to take new oil, but we are taking
it under our prorated basis which we feel is fair to the new operaf
the same as the ones that we have had for some time.

Q@ Well, now, what was the basis for being able to restore
your purchases in the States of Louisiana and Texas?

A Yes, sir, we started prorating in June, and since May,
Texas and Louisiena have reduced their allowables to the point thaf

when we restored the ten percent cutback for October that we had

made in September, that enabled us to lift proration in those two
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states and it has affected only a nine percent proration in New
Mexico.

Now, had New Mexico allowable been reduced from May, percent-

agewise, I'll say as much as Texas and Louisiana, then our restora+

tion of the ten percent would have automatically eliminated pro-
ration in New Mexico.,
Q@ Have you taken proportionally as many new connections in
those states?
A Our percentage of new oil has been greater in New Mexico
than in any state.
MR, NUTTER: Thank you.
MR. PORTER: Would you say that percentage is largely due
to connection in the North Gladiola Pool?
A I would say North Gladiola, Denton and Crossroads.
MR. PORTER: Is Magnolia the only purchaser in the
North Gladiola? |
A I don't know about in Gladiola. I don't think so. I thinj
there are othér purchasers in North Gladiola, Denton and Crossroads
where our big increase has been.
MR. PORTER: Does anyone else have a question of Mr, Wall?
. MR. CAMPBELL: If the Commission please, I would like to
ask a question or two. Jack M. Campbell, Roswell, New Mexico,
representing the Independent Producers and Royalty Owners Associa-

tion-of Neow Mexico.
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By MR. CAMPBELL:

Q Mr. Wall, do you have any figures with you, or do the fig-
ures attached to your statement to the Commission reflect the im-
ports of Socony Vacuum for the comparable period to which you
referred, of May of 1957 through September of 19577

. A No, sir.

Q@ Are you acquainted with the report made to the Director of
the Volunt~ry Imports Program by Socony Vacuum Company covering thi
Julyr, -Aagust ;. and September:estimated imports for that company?

A They filed a report to this Commission. I saw thé feport.

Q@ You have no reason to question the figures that are pub-
lished by the Director of the Voluntary Importé Program?

A No, sir.

@ If that report shows that in July the allocation for
Socony Vacuum was 67,110 barrels per day, the July actual imports
were 73,700 barrels, the August actual was 76,900 barrels, and the

September estimate was 79,000 barrels, wouldn't it appear to you

that during the same period that Magnolia has been required, accord-

ing to your testimony, to reduce their domestic purchases as Socony

Vacuum has been increasing its imports of crude, isn't that correct
A Well, now, you are getting to the, since you're on this
Directors' voluntary request for reduction of imports, as far as I

know Socony has stated that they will follow their directive and rg

duce their imports to June 1958 to average that sixty-seven one

A1"4
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that you mentioned.

Q. I hope they do. What I am talking about is what they have
actually done up to now.

A I can't question that, but our reduction had nothlng to do
with any plant receiving foreign oil. It is due to East St. Louilp
and Trenton, Michigan refinery strikes and one other, the reduced
runs at Beaumont, Texas.

0 You testified before this Commission in connection with
the particular problem of yours, it is my recollection that your
testimony, that Magnolia did supply some crude for some of your
East Coast refineries from 1ts source of supply in the Midwest anp
Southwest.

A We supply about 160,000 to 170,000 barrels a day.

Q Then can you deny as a matter of mathematics, if nothing

else, that this situation with regard to lmported crude into any

~3

6f your refineries does have some lmpact on your domestic picture
A I don't think 1t does.
MR. CAMPBELL: That's all.
MR. PORTER: Anyone else have a question of Mr., Wall?
The witness may be excused.
(Witness excused.)
Anyone else have any testimony 1in the case? Any statements?

We will take the case under advisement.

DEARNLEY - MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE - SANTE FE
3-.6691 2-2211




13

STATE OF NZW MEXICO

COUNTY OF BERNALILLO

I, ADA DEARNLEY,

CERTIFICATE
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Court Reporter, do hereby certify that the

foregoing and attached transcript of proceedings before the New

Mexico Oil Conservation Commission at Santa Fe, New Mexico, is a

true and correct record to the best of my knowledge, skill and

ability.

IN WITNESS WHEREQOF I have affixed my hand and notarial seal

this c?:/jg day of October, 1G57.

—

Notary Public-Court Repogfér

My commission expires:

June 1¢, 1959,
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