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REGULAR HEARING 

IN THE MATTER: 
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Oi l Purchasing Company In a l l o i l pools from 
which i t purchases in Lea, Chaves and Eddy 
Counties, New Mexico, 

CASE 1§22 

BEFORE: 

Mr, A, L, Porter, Jr, 
Mr, Murray Morgan 
Governor John Burroughs 

TRANSCRIPT OF HEARING 

MR. PORTER: The hearing w i l l come to order, please. 

The case to be considered this morning is No, 1922. 

MR. PAYNE: Case 1922: In the matter concerning pur

chaser prorationing by Indiana Oil Purchasing Company in a l l o i l 

pools from which i t purchases in Lea, Chaves and Eddy Counties, 

New Mexico, 

MR. KELLAHIN: I f the Commission please, Jason Kellahin 

of Kellahin and Fox, Santa Fe, representing the Applicant. We 

have associated with us Mr. P. W. Perryman9 a member of the 

Oklahoma Bar, who w i l l present the case. 

MR. PERRYMAN: Gentlemen, as you know, under date of 

March 3rd, 1960, we advised you by wire that due to substantial 

reductions in requirements at refineries to which this crude o i l 
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moves, i t would be necessary for us to reduce our purchases to 

eighty percent of our January runs, excluding those wells not 

capable of making more than ten barrels per day and waterflood 

projects. 

Since this Commission has heretofore ordered us to pro

rate in such a manner, we endeavored to abide by the Commission's 

wishes and consequently calculated that we could provide a market 

on the basis of eighty percent of our January runs as set forth 

in our wire of March 3rd, 1960. 

On March 7th we received this Commission's Emergency 

Order No. E-24. This Emergency Order provided for a reduction 

equal to eighty-three percent of our January purchases including 

waterflood projects and excepting any proration unit not capable 

of making more than ten barrels per day. Said Order further 

provided that a hearing on this matter would be set for today. 

Mr. R. F. Pielsticker, our President, is present and 

w i l l supply you with the facts necessitating our reduction in 

purchases. He w i l l also t r y and answer any questions the Commission 

may have. Mr. Pielsticker, i f you w i l l be sworn. 

(Witness sworn.) 

R. F. PIELSTICKER 

called as a witness, having been f i r s t duly sworn on oath, was 

examined and t e s t i f i e d as follows: 

DIRECT EXAMINATION 

BY MR. PERRYMAN: 
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Q Would you please state your name? 

A I am R. F. P i e l s t i c k e r . 

Q You are associated with Indiana O i l Purchasing Company? 

A Yes. 

Q What i s your position? 

A President of that company. 

Q How long have you been President? 

A Approximately nine years. 

Q In what business i s Indiana O i l Purchasing Company? 

A I t i s i n the business of buying and s e l l i n g crude o i l . 

Q As President of Indiana O i l Purchasing Company, you are 

f a m i l i a r w ith that company's markets f o r the dis p o s i t i o n of the 

crude o i l that i t buys, are you not? 

A Yes. 

Q W i l l you b r i e f l y t e l l the Commission the current status 

of those markets? 

A Commencing t h i s month we found that due to loss of 

market we would be going int o inventory by approximately 100,000 

barrels per day, based on our normal method of purchasing. I t was 

determined that we could not afford to continue purchasing on t h i s 

same basis. We had received additional reductions i n both January 

and February — I believe the f i g u r e was approximately 33,000 barr|els 

per day i n January and an additional 56,000 barrels per day i n 

February. These a f f i l i a t e d r e f i n e r y reductions, coupled with the 

ov e r a l l s i t u a t i o n , that i s , the excessive supply and our i n a b i l i t y 



PAGE 4 

to dispose of t h i s crude to other purchasers, leave us no alterna

t i v e but to adjust our purchases to our market. As previously 

stated, we calculated t h i s market to be eighty percent of our 

January purchases and therefore reduced our purchases f o r March 

by twenty percent i n each state i n which we purchase. We believe 

t h i s twenty percent reduction should apply to every proration unit 

which can be l e g a l l y prorated. Further, we believe i t i s e n t i r e l y 

w i t h i n the province of t h i s Commission to advise us of the manner 

i n which we should prorate. However, conversely, we f e e l that we 

are the only one i n the position of knowing what our markets are 

and how much crude we can purchase. In looking at the ove r a l l 

p i c t u r e , that i s , our supply i n each state i n which we purchase, 

and f e e l i n g t h a t purchases i n each state should be treated a l i k e , 

we came up with the twenty percent reduction. 

Now our January actual purchases i n New Mexico were 

55,571 barrels per day. A twenty percent curtailment would amount 

to approximately 11,014 barrels per day. 

MR. PERRYMAN: Does the Commission have any question? 

MR. PORTER: Mr. Payne. 

CROSS EXAMINATION 

BY MR. PAYNE: 

Q Mr. P i e l s t i c k e r , I believe you stated that what Indiana 

i s doing i s prorating the same i n a l l states? 

A That i s correct. I might elaborate a l i t t l e b i t on 

tha t , that when we made the reduction we made i t eighty percent 
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across the board i n a l l of the eleven states i n which we purchase, 

we are prorating waterfloods, high water wells and the l i k e * I n 

other words, we have cut i t twenty percent across the board, Kansa 

Oklahoma, Texas, New Mexico, everywhere where we purchase, Wyoming 

Colorado, the states where there are no proration laws, 

Q You didnH exempt wells In Oklahoma that made seventy-

f i v e percent watdr? 

A No, s i r , we did not, 

Q You are prorating waterfloods i n Oklahoma? 

A Yes, s i r . 

MR. PAYNE: Thank you. 

MR. PORTER: Mr. Campbell. 

MR. CAMPBELL: I f the Commission please, I am J. M. 

Campbell, Roswell, New Mexico. I would l i k e to enter an appearanc 

i n t h i s case on behalf of the Independent Producers and Royalty 

Owners Association of New Mexico, and ask Mr. Pi e l s t i c k e r some 

questions i n connection with t h i s matter. 

MR. PORTER: You may proceed. 

BY MR. CAMPBELL: 

Q Mr, P i e l s t i c k e r , i s Indiana O i l Purchasing Company a 

subsidiary of Standard O i l of Indiana? 

A I t i s a wholly owned subsidiary, 

Q And are you an o f f i c i a l of the Standard O i l Company of 

Indiana? 

A No, s i r . 



PAGE 6 

Q Is a l l of the domestic o i l that i s purchased by your 

purchasing company delivered to r e f i n e r i e s operated by Standard 

O i l Company of Indiana or i t s subsidiaries? 

A A l l the domestic o i l we purchase? No, s i r , approximately 

s i x t y - f i v e percent of i t i s delivered to Standard O i l Company of 

Indiana, parent company and subsidiaries, the balance of i t to 

outside customers or spot sales. 

Q Does the s i x t y percent provide the f u l l amount of the 

crude o i l used by your companies or subsidiaries? 

A Domestic crude, yes. 

Q Is the balance of the requirements of your r e f i n e r i e s 

supplied by imported crude? 

A That i s correct. 

Q What i s the t o t a l amount of o i l that your company 

re f i n e r i e s ran i n the month, or purchased i n the month of January, 

1960? 

A Domestic sources? Total domestic crude? 

Q Yes. 

A Let me give you an estimate on i t which w i l l be reason

ably close of 850,000 barrels per day. 

Q Domestic crude? 

Domestic crude. That i s t o t a l purchases of domestic A 

crude. 

Q 

A 

Of your refi n e r i e s ? 

No, of our t o t a l purchases, not of our r e f i n e r i e s but 
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our r e f i n e r i e s and our customers. 

Q That's the purchases of Indiana O i l Purchasing Company? 

A That Is correct. 

Q What I was asking you, do you have the figure on the 

t o t a l amount of crude o i l which the r e f i n e r i e s of Standard O i l of 

Indiana or subsidiaries purchased i n the month of January, 1960? 

A You are t a l k i n g about r e f i n e r y runs? 

Q Yes. 

A I can give you a rough f i g u r e , without looking i t up. 

Approximately 645,000 barrels per day. That's an approximate 

number. Now i f you want the exact number, I think I can f i n d i t . 

I s that reasonably close f o r you? 

Q I don't know what the exact number i s . I f you t e l l me 

that i s very close to the exact number — 

A Yes, that i s quite close to i t . 

Q Then how much imported o i l was acquired by your r e f i n 

eries? 

A Approximately 33,000 barrels per day, which is our 

import quota. 

Q Has your company, to your knowledge, recently requested 

an increase In the import quota? 

A Yes, they requested an increase based on a hardship 

case, i n that our quota-was based on a basis during a time when 

several of our r e f i n e r i e s were on s t r i k e . 

Q Has that request f o r increase i n import quota, was that 
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to be e f f e c t i v e f o r the f i r s t six months of 1960? 

A The request was t h a t , yes, but i t was denied. 

Q What amount per month of increase did you request? 

A Well, I'm not an expert on imports. I have nothing to 

do with imported foreign crudes whatsoever, so the figures that I 

give you are from memory only. As I r e c a l l , some 1200 barrels per 

day. 

Q Which would be approximately 40,000 barrels a month? 

A That's r i g h t . 

Q How do you reconcile that with the statement that you 

made that you are going to stocks with 100,000 barrels of domestic 

crude, and that's what j u s t i f i e s the purchase prorationing? 

A As I say, I'm not an expert on foreign crudes, but 

c e r t a i n l y we have to be competitive on the East Coast with people 

who are bringing i n low cost foreign crudes, r e f i n i n g them and 

putting the products into a market in which we are t h e i r competitors, 

In other words, we think we should have our f a i r share of whatever 

the quotas on imported crudes are. 

Q So your company considers there i s a considerable com

p e t i t i v e advantage to use imported crude i n l i e u of domestic crude 

A Yes, c e r t a i n l y . 

Q I f you were not able to obtain the imported crude, 

would you then have to use the domestic crude? 

A That is correct. You would either have to use domestic 

crude or you have to make exchanges f o r somebody else's quota of 
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foreign crude to run into the plants, 

Q To that extent, the amount of crude you are importing 

and requesting to import would supplement your demand for domestic 

crude o i l ? 

A That i s correct. 

Q Where are the r e f i n e r i e s located to which your domestic 

crude o i l is moving at the present time? 

A Domestic of parent and subsidiaries i s Whiting, Indiana; 

Texas City, Texas; Sugar Creek, Missouri; Wood River, I l l i n o i s ; 

Casper, Wyoming; Bismarck, North Dakota; Salt Lake C i t y , Utah. 

Q To which of those r e f i n e r i e s does the New Mexico crude 

o i l move? 

A I t could move to Texas C i t y , Sugar Creek, Wood River, 

Whiting, Indiana — and I forgot Neodesha, Kansas. I t could move 

to any of those r e f i n e r i e s . 

Q Does your company maintain records to trace the movemenb 

of crude o i l out of one state into p a r t i c u l a r refineries? 

A Not exactly, no. For instance, your New Mexico sweet 

crude goes in t o a common stream with Texas crudes, Kansas crudes, 

and Oklahoma crudes. I t i s very, very d i f f i c u l t to say th a t a 

bar r e l of New Mexico crude arrives at Sugar Creek, Wood River, or 

Whiting. 

Q Mr. P i e l s t i c k e r , who makes the determination f o r your 

purchasing company of the amount of o i l you w i l l purchase i n each 

p a r t i c u l a r state i n which you do purchase? 
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A Myself and my s t a f f . 

Q In what states are you presently purchasing, the eleven 

states to which you r e f e r , please? 

A Montana, Wyoming, Colorado, Nebraska, Utah, Kansas, 

Oklahoma, Texas, New Mexico, Louisiana and Arkansas. 

Q Of those states, the states that are prorating i n r e l a 

t i o n to market demand are Texas, New Mexico, Oklahoma, Louisiana -

A Kansas. 

Q — Kansas — 

A And Arkansas. 

Q — and Arkansas, i s that correct? 

A That i s correct, North Dakota. 

Q And North Dakota? 

A North Dakota, excuse me. 

Q How do you ar r i v e at the amount of o i l which you w i l l 

purchase from each of those states, or nominate In the case where 

nominations are required? 

A That's the same question that Commissioner Murray asked 

me i n Texas and which I had considerable trouble w i t h . He asked 

me t h i s question,"what i s your exact formula that you use i n buying 

crude o i l i n one state versus another one?M We don't have one. 

We don't have one. There i s no such thing as an exact formula. 

Our purchases, l e t ' s take the State of New Mexico, for instance, 

have grown l i k e L i t t l e Topsy, as I t o l d him. Service Pipe Line 

came i n here some years ago with a l i n e . We started to buy crude. 
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Maybe we were the only purchaser i n a certain area. That area 

grew ra p i d l y ; we as the only purchaser took on a l l of the connec

t i o n s , and as a r e s u l t that j u s t continued to grow. Maybe there's 

another pool i n Texas where i t declined, and our purchases of New 

Mexico crude took over Texas purchases. As a r e s u l t , over a 

period of years, we have established somewhat of a pattern of 

buying "X" barrels of crude i n each of the states. 

Now as to an exact formula, why, we are buying 55,000 

barrels a day -- we were, l e t ' s say, i n January, versus 40,000 

barrels a day i n Kansas. There is no answer to i t . We've been 

i n the business f o r some seventy years buying crude o i l i n these 

states, and i t ' s j u s t grown up as a pattern. 

Q What do you do with regard to the purchasing of crude 

o i l i n new states such as Wyoming and Montana? 

A Well, Wyoming i s not a new state, neither i s Montana. 

Take the Jewelsburg Basin of Colorado, a portion of Wyoming and 

Nebraska, which has only been i n production a matter of a very 

short time compared to New Mexico and Oklahoma. Those states come 

i n with production; by being producing states we have pipe lines 

as do others across those states. We f e e l that those states are 

e n t i t l e d to t h e i r reasonable share of the market demand for crude 

o i l , whatever i t i s . As a r e s u l t , we go into those states as a 

buyer. 

Q What I'm t r y i n g to determine i s how you decide what i s 

t h e i r reasonable share. 
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A I can't t e l l you. I can't t e l l you, because there's 

no yardstick. You are asking the same questions that Commissioner 

Murray asked, and I refuse to answer them because there i s n ' t — 

I can't s i t down and say, "We w i l l buy twenty percent of your 

reserves, or twenty percent of t h i s . " 

Q You have j u s t stated that you f e e l that each state i s 

e n t i t l e d to i t s reasonable share of your t o t a l market demand? 

A That's r i g h t , and that i s our judgment. 

Q That i s your judgment. What I'm asking you i s how you 

arrived at that decision on the basis, take the Jewelsburg Basin, 

how do you determine how much you w i l l take per w e l l from the 

Basin? 

A We don't determine how much we w i l l take from the w e l l . 

We look at what our market demand i s o v e r a l l . We nominate down 

here and we have a market demand f o r so many barrels of crude to the 

State of New Mexico and the Commission has the authority to t e l l 

us where we're going to buy i t , or how much we are going to buy 

per w e l l . 

Q That i s true i n New Mexico. That i s n ' t true i n the 

Basin? 

A That's r i g h t , because they l e f t i t to our judgment up 

there. 

Q What factors do you consider i n using your judgment? 

A Total barrels, regardless of the number of wells. I f 

we have a market that i s reasonable f o r 15,000 barrels per day of 
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Nebraska crude, that's what we buy. 

Q What did you purchase from the Basin Area in January, 

1960? 

A That Is a question that we do not propose to answer at 

the moment. We think the figures that we buy from other states 

are confidential. We have not given them to the Texas Railroad 

Commission; we have not given them to the Kansas Commission; and 

we do not propose to make them a matter of public record, alone. 

When the industry does i t , that's fine with us. 

Q What is i t that makes that information confidential in 

states that do not have market demand prorationing? 

A We just don't think i t has any bearing on what the 

market demand for New Mexico crude i s . We have a demand for so 

many barrels of crude in New Mexico, and that's what we w i l l buy 

and no more. 

Q I'm not trying to argue with you, but I can't follow 

your logic. You have stated that in the opinion of your company 

i t is proper that each state, irrespective, apparently, of i t s 

statutory requirements — 

A That's r i g h t . 

Q — have a reasonable share of the market that you have 

for crude o i l . How can you then say that i t i s not of consequence 

to individual states to determine whether i n fact that is the case 

A I think i t has nothing to do with what our market demand 

for New Mexico crude i s . In other words, we run our own business 
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with respect to what barrels of crude we think we have a market 

demand f o r i n New Mexico. 

Q Mr. P i e l s t i c k e r , i t ' s true that i t ' s your own business. 

Do you not think when you come before t h i s Commission, to j u s t i f y 

taking a posit i o n d i f f e r e n t than other purchasers i n t h i s State, 

that i t does become a matter of public consequence? 

A No, s i r . 

MR. PERRYMAN: Certainly not. 

A I don't think so at a l l . I hope you don't discuss 

the increase of purchases of New Mexico versus other states. 

Q We have heard the answer here, Mr. P i e l s t i c k e r . 

MR. CAMPBELL: I f the Commission please, I would l i k e 

at t h i s point to advise the Commission that I'm going to ask a 

series of questions to Mr, P i e l s t i c k e r In connection with the 

practices of t h e i r company i n other states than New Mexico. I 

do that on the basis that i n our opinion that i s a matter of very 

d e f i n i t e relevancy to the a t t i t u d e the State of New Mexico takes 

i n t h i s case where purchasers' prorationing i s involved, as we l l 

as i n the i n t e r p r e t a t i o n of the market demand statutes i n t h i s 

State, 

In the event Mr, P i e l s t i c k e r i s unable or unwilling 

to answer these questions, I intend to request the Commission 

to ask the company to furnish the Commission and t h i s record with 

the information. I f the company does not see f i t to do i t , I 

am going to ask the Commission to issue i t s subpoenas to obtain 
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the information, because I think i t ' s extremely pertinent, i n the 

l i g h t of the market s i t u a t i o n . 

MR. PERRYMAN: We object to the series of questions 

as Mr. Campbell has proposed to ask. We have already stated that 

we do not f e e l i t i s w i t h i n the j u r i s d i c t i o n or province of t h i s 

Commission to determine our purchasing policy i n other states. 

MR. CAMPBELL: May I proceed with my questions? 

MR. PORTER: Just a minute, Mr. Campbell. 

(Whereupon a discussion o f f the record was held.) 

MR. PORTER: The Commission w i l l overrule your objec

t i o n to the questions. 

MR. MORGAN: I might ask you a question here. As I 

r e c a l l your testimony a moment ago — excuse me, Mr. Campbell — 

you said that you thought that twenty percent should be enforced 

from a l l sources i n the eleven states from which you purchase? 

A That i s correct. 

MR. MORGAN: Is i t being done? 

A Yes, s i r . We have taken across the board on January 

runs everywhere where we purchase, whether i t ' s the Rocky Mountain;, 

Texas, Louisiana, New Mexico, and so f o r t h ; and we have not made 

an exception to i t to date. The only exceptions we have made, 

when I say th a t , l e t ' s take a small lease where there were no runs 

in January. They may run i t every other month or something. Then 

we have taken the l a s t previous month's runs that we have p r i o r 

to January, and taken eighty percent of those. We have not made 
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any exceptions. 

MR. MORGAN: And so far no state has put an obstacle, 

an insurmountable obstacle i n your way to do that prorationing down 

to e ighty percent? 

A No, s i r ; no, s i r . No, s i r . 

MR. PORTER: You say t h i s twenty percent i s based on 

your actual January takes or the l a t e s t takes that you have made? 

A No, i t ' s based on January takes or on those few excep

ti o n s , Mrs-Porter, on a lease, that may run crude only every other 

month. I f there were no January runs, i f they ran crude i n 

December, eighty percent of the December run i s a base of some 

kind. 

MR. PORTER: Isn't i t a fact that i n a l l the states 

where you purchase that you report to some agency the amount of 

purchases that you made? 

A Either a State agency or a State Tax Commission. I 

don't think there's an exception to th a t . 

MR. PORTER: Then why should your purchases i n those 

states be a matter of confidence? 

A Because we don't think we should be forced to give 

our figures unless the entire industry i s . We have a l o t of 

competition, producers, and this,that,and the other t h i n g , and 

we fig u r e that that has no bearing whatsoever on our market demand 

for New Mexico crude as to what we're buying i n Texas, Louisiana, 

or Arkansas, or so f o r t h . 
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MR. PORTER: According to your present policy right 

now, what you buy in any state doesn't influence your purchases in 

any other state? 

A I t influences them overall-wise, because we can only 

handle so many barrels of such types of crude. 

MR. PORTER: Mr. Campbell. 

Q (By Mr. Campbell) Let's pursue this January, 1960, 

approach that you have taken. I assume that was taken because 

that's the last month for which you have had complete figures of 

what you purchased, is that correct? 

A That is correct. 

Q Don't you believe that the fairness and reasonableness 

of the prorationing that you do as a purchaser in various states 

depends on the status of production from units or wells in each 

of those states on January 1st, 1960? 

A That's r i g h t . 

Q So that i f you are producing, assume you are producing 

from some wells in the State of Wyoming or Montana 400 barrels of 

o i l a day under a non-prorated statutory set-up, and you are pro

ducing 37 barrels in the State of New Mexico, a twenty percent 

reduction is not relative. 

A I don't recall of any place where we're buying 400 

barrels per day per well. 

Q Do you have the figures on what you are buying per well'f 

A No, I don't have, and I don't know that we can even 
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compile them. 

Q I beg your pardon? 

A I don't know that we can even compile them. 

Q How do you know that you are not purchasing that much? 

A I said I don't r e c a l l of any place we are buying 

400 barrels per day per w e l l . 

Q Then you must know what you buy per w e l l per day, do 

you not? 

A I would assume we could compile those figures, I do 

not have them. 

Q What i s the t o t a l amount of crude o i l that you have 

purchased i n barrels i n each state i n the eleven states that 

you purchased^-

A I s t i l l say that i s our co n f i d e n t i a l information and I 

w i l l not answer the question. 

Q May I complete the question and you can refuse or 

do whatever you wish. What i s the t o t a l amount of crude o i l i n 

barrels purchased by you i n each state for each month since 'arid -inj-

eluding May of 1959? 

A My answer i s the same, i t i s co n f i d e n t i a l information. 

I ' l l not answer i t . 

Q In January, 1960, what percentage of crude o i l was 

received from your connections i n each state i n which you purchase 

from wells which are owned and operated by you or some of your aff(i 

l i a t e s ? 
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A My answer i s the same on t h a t . 

Q Do you have that information? 

A I could compile i t . I do not have i t here. 

Q Could you compile the information with regard to the 

previous question I asked you, to which you objected to answering? 

A Possibly. Possibly. 

Q What are the companies from which you purchase crude oi|L 

i n each of the states i n which you purchase which are a f f i l i a t e s 

of your Standard O i l Company o f Indiana? 

A There 1s only one, Pan American Petroleum Corporation. 

Q Do you have the d a i l y production of Pan American 

Petroleum Corporation i n the State of New Mexico for January, I960]? 

A I do not have i t w i th me. 

Q Do you know what percentage of your purchases i n the 

State of New Mexico i n January, 1960, were from Pan American? 

A I do not. 

Q Do you have that information? 

A I do not have i t with me. 

Q Could i t be compiled? 

A Certainly. 

Q Maybe you gave me the answer to t h i s question, but 

I don't believe you did. What percentage of the t o t a l crude o i l 

which you are purchasing, domestic crude o i l , i s purchased i n 

states not having statutes prorating o i l to market demand? 

A I do not have the fi g u r e with me. 
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Q That f i g u r e would be available i f the Commission 

required i t ? 

A Yes. 

Q I f the Commission requested i t , would you furnish i t , 

or are you saying here as to the questions that I'm asking you, 

the ones that you objected t o , that you refused to furnish the 

information? 

A I would refuse to fur n i s h i t as a matter of public i n 

formation. 

Q So you would refuse to furnish i t v o l u n t a r i l y to the 

Commission? 

A That i s correct. 

Q What was your reason f o r your decision to i n s t i t u t e 

the purchaser prorationing i n the state? 

A We had a lack of market of one hundred to one hundred 

twenty thousand barrels a day. 

Q What was the crude runs to your r e f i n e r i e s or a f f i l i a t e | s 

fo r each month commencing w i f h mWf tontfj^'lpwfcM&r B© yo« 

have those figures? 

A I think I probably have them somewhere here. I t w i l l 

take me f i f t e e n to twenty minutes to dig them out. Let me say 

t h i s , that I gave you a fi g u r e of January runs, maybe t h i s w i l l 

answer your questions, of January runs of approximately 644,000 

barrels per day. March scheduled runs are roughly 520,000 barrels 

per day. Does that help to answer your question without going 



PAGE 21 

into the d e t a i l s . 

Q That helps to answer my question. I would l i k e to ask 

you i f you w i l l f u r nish to the Commission f o r part of the record 

i n t h i s case the crude runs to your r e f i n e r i e s i n each of the months 

from May, 1959, inc l u s i v e , through your most recent figures? 

A Yes, I have no objection to t h a t . 

Q When did you f i r s t determine that your s i t u a t i o n was 

such that you would have to i n i t i a t e purchaser prorationing? 

A Late i n February. 

Q Had your stocks s i t u a t i o n been getting worse over a 

period of several months? 

A February was the bad month. January was not bad. 

February was d e f i n i t e l y bad, and we anticipated i n March, as I 

said, of going to storage without any proration, of somewhere 

between one hundred and one hundred twenty thousand barrels per 

day. 

Q What occurred w i t h regard to the market? 

A Just a lack of demand from our customers. 

Q Do you know what the reason was f o r that? 

A Cuts i n r e f i n e r y runs; I mean that i s an industry 

answer. 

Q Do you know whether your company considered reducing 

r e f i n e r y runs p r i o r to February, 1960? 

A We did reduce them. We reduced them 33,000 barrels a 

day i n January, as I t e s t i f i e d . 
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Q Do you have the figures on your reductions f o r the 

previous months? 

A No, I do not have. 

Q Do you know whether you made any reduction i n re f i n e r y 

runs p r i o r to January, 1960? 

A I am sure that we did, but as to the figures, I would 

have to check the records on them. 

Q The fig u r e s t h a t you have agreed to fur n i s h the Commission 

would provide that information f o r each month, would they not? 

A That i s correct. 

Q Do you have or w i l l you furnish the Commission with the 

crude o i l and four major product stock levels of your company at 

the beginning of each month from and including May, 1959? 

A I can*t see what pertinency there i s to t h a t . We 

furnished the Texas Railroad Commission f i g u r e s , which we did 

yesterday. 

Q I am asking that you w i l l furnish the New Mexico 

Commission with those records. 

A I f the Commission asks me. 

MR. CAMPBELL: I would l i k e to ask the Commission i f 

they w i l l ask Mr. P i e l s t i c k e r to furnish these figures f o r the 

record i n t h i s case. 

Q (By Mr. Campbell) Those are furnished regularly to 

the Texas Railroad Commission, are they not? 

A Only upon request. 
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Q They are requested regularly, are they not? 

A Well, l e t ' s see, we had two requests l a s t — we had a 

request i n March of l a s t year and then there were two others, I 

believe i n , one i n the f i r s t of November, and my re c o l l e c t i o n was 

that there was one other one; since November, one, u n t i l the March 

one at the hearing yesterday we have had no requests for those 

f igures. 

MR. PORTER: Mr. P i e l s t i c k e r , the Commission w i l l 

request that you make these figures available. 

MR. PERRYMAN: We w i l l have to take a look at the request, 

A What fig u r e s , please, Mr. Porter? 

Q (By Mr. Campbell) The question I asked, what were your 

crude o i l and four major products stock levels at the beginning 

of each month since and including May, 1959. 

A I have no objection to t h a t . 

MR. PORTER: I t appears to me that i s information that 

you do furnish the Railroad Commission upon request. 

A Upon request we do, and I have no objection to furnishing 

you those f i g u r e s . 

Q (By Mr. Campbell) My next question is along the same 

li n e s . What were your company's desired levels of stocks, of 

crude o i l and four major products at the beginning of the same 

months? 

A We probably w i l l have to calculate those, unless we 

happen to have the figures which we furnished to the Railroad 
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Commission. They have made the same request, and vie furnished 

those figures to them. 

Q Don't you believe that you probably do have those records? 

A I f not, i t won't be too hard to get. 

Q Mr. P i e l s t i c k e r , as I understand you, you are presently 

prorating your purchases i n the State of New Mexico on the basis 

of a twenty percent reduction from your purchases i n January, 1960|, 

A That's correct. 

Except as to wells producing ten barrels of o i l or less Q 

per day? 

A 

Q 

That i s correct. 

You are recognizing that r e s t r i c t i o n i n the emergency 

order of the Commission? 

A Yes, s i r . 

Q Then you aren't at present complying with the emergency 

order i n connection with purchasing eighty-three percent of your 

purchases i n January, 1960, are you? 

A No, s i r , we aren't. 

Q Do you know why the amount was increased from'eighty • 

percent, which was your request, to eighty-three percent? 

A We think that i n a l l fairness to the other states where 

we're purchasing o i l , that we should t r e a t everybody a l i k e . We 

ce r t a i n l y can't see why we should buy eighty-three percent from 

New Mexico and only eighty percent i n the other states. 

Q Are you yourself aware of how the New Mexico Commission 
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arrived at the eighty-three percent? 

A Yes, I am. 

Q What was the reason? 

A The reason was that we thought at the time that we 

wired the Commission the same wire as the time before when we had 

to prorate because of s t r i k e s . I thought,Mr. Perryman and the 

lawyers were out of town, I thought i t was either a rule of the 

Commission, or a part of the New Mexico law, i n which you could 

not prorate waterfloods, and apparently I was wrong. 

Q I think you were r i g h t , but that's neither here nor 

there at the moment. 

A That's not f o r me to answer. 

Q On that point we agree, Mr. P i e l s t i c k e r , but nonetheless— 

MR. PORTER: At t h i s point, Mr. Campbell, I f e e l I 

should make t h i s explanation. At the time the Commission entered 

the seventeen percent order instead of the twenty percent as 

requested by the Applicant i n t h i s case, i t was our understanding 

that they were exempting waterflood i n other states, and we thoughjt 

i f we r e s t r i c t e d waterfloods here that the computations should 

be seventeen percent. But the testimony t h i s morning, I believe, 

has brought out the fact that they did not exempt waterfloods or 

the high water producing wells that we had f i r s t , o r i g i n a l l y thoughjt 

You may proceed. 

Q (By Mr. Campbell) From how many pools i n New Mexico i s 

your company the sole purchaser? 
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A I can't answer t h a t , I'm sure that's a matter of 

::ecord with the Commission. I do not have that i n d e t a i l . 

Q Then I assume you would not have the d e t a i l as to i n 

how many pools i n New Mexico and which pools there are other pur

chasers than your company? 

A No, I would not have. 

Q You are aware, are you not, Mr. P i e l s t i c k e r , that 

under New Mexico statutes and regulations, that a producer who has 

been prorated by his purchaser has the r i g h t at a future time to 

;;eek a back allowable to make up the production which has been lost? 

A Yes, s i r . 

Q And your company has i n the past, as I r e c a l l i t , 

recognized the orders of the Commission which permitted making up 

back allowable? 

A Yes, s i r . 

Q Are you prepared, so far as you now know, to do that 

Ln the future? 

A In the fut u r e , yes, but when the future may be I don't 

enow, depending upon our market demand f o r barrels of crude o i l in 

;he f u t u r e . 

Q Do you have any estimate as to how long you believe 

purchaser prorationing w i l l be i n eff e c t In the State of New Mexico? 

A No, s i r , I do not. 

Q Do you know how rap i d l y t h i s reduction that you have 

made on your purchases w i l l reduce your stocks to what you consider 
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to be the desired level? 

A I do not. 

Q Why are you not able to make that calculation? 

A You say "reduce our stocks." Our purchaser prorationinc 

at the moment i s breaking us about even, and as we t e s t i f i e d yestei 

day at the Texas Railroad Commission, our stocks are roughly a 

m i l l i o n nine hundred thousand barrels above desired levels at the 

moment. 

Q That's stocks of crude and a l l products? 

A No, that's crude o i l , crude o i l only. 

Q How much, again, above the desired level? 

A. A m i l l i o n , nine hundred thousand barrels. 

Q How much is t h i s prorationing reducing your purchases 

throughout your states i n which you purchase per month? 

A How much? 

Q Yes. 

A Approximately 100,000 barrels per day. 

Q You are aware, are you not, that the Mew Mexico Commis

sion l a s t month and again t h i s month has reduced the allowable 

f o r top unit allowable for producing wells i n the State of New 

Mexico? 

A Yes, s i r . 

Q To what extent do you feel that that reduction w i l l 

a f f e c t your p o s i t i o n , Mr. Pielsticker? 

A You mean in barrels per day? 
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Q Yes, s i r . 

A I can't answer i t . Maybe Mr. Shoemaker can, I can't. 

Q Do you believe i t w i l l have any substantial e f f e c t on 

your position? 

A Not substantial-wise, no. As I r e c a l l , the reduction h£s 

been something i n the neighborhood of 3,000 barrels per day f o r 

each of the months. Somebody correct me i f my fig u r e i s wrong. 

But of t o t a l , what was the State producing? 

MR. SHOEMAKER: I think the hearing yesterday, I believ<j> 

was around 2,000 barrels In Southeastern New Mexico, i s n ' t that 

what i t amounted t o , the top amount production of 2,000 barrels 

per day i n actual production. I believe that was the f i g u r e . 

A In answering your question, i t would not be substantial 

on our part, I'm sure. 

Q Have you made any calculation to, determine what the 

top allowable would have to be In New Mexico f o r you to acquire 

the amount of o i l that you presently desire to purchase i n t h i s 

state? 

A I haven't. 

Q I wonder i f Mr. Shoemaker has made such ca l c u l a t i o n . 

MR. SHOEMAKER: Excuse me. 

MR. CAMPBELL: As to what the d a i l y allowable, top unit 

allowable would have to be i n New Mexico i n order for your company 

to acquire the amount of o i l you presently desire to purchase i n 

t h i s state. 
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MR. SHOEMAKER: I haven't made any such calculations, 

Mr. Campbell. Our nominations were 34,000, though, a reduction of 

six t h i s l a s t month. They were previously 40,000. 

MR. CAMPBELL: In the previous month, or i n January 

I believe the testimony was that you purchased some 56,000? 

MR. PERRYMAN: 56,700 barrels. 

MR. SHOEMAKER: We requested at least a ten to f i f t e e n 

percent reduction l a s t month at the hearing. 

Q (By Mr. Campbell) Mr. P i e l s t i c k e r , I would l i k e to 

ask you another question or two about your practices i n purchasing 

i n states that do not prorate to, market demand. 

MR. PERRYMAN: Just a minute. We are going, to object 

to those questions. We f e e l i t ' s outside the j u r i s d i c t i o n of the 

Commission to determine anything but the market demands of New 

Mexico crude o i l . We don't think t h i s has anything to do with the 

New Mexico demands for crude. 

MR. CAMPBELL: I would l i k e to make my position clear 

on why I'm asking these questions. There are r e a l l y two reasons. 

In the f i r s t place, month by month here we hear purchasing companies 

come In and i n t h e i r testimony refer to the status of national 

stock levels of crude o i l and products; i t apparently i s a factor 

i n the basis on which they nominate and purchase i n the State of 

New Mexico. I f that i s a factor i n t h e i r determination not only 

as to general nominations, but c e r t a i n l y as to purchaser proration 

ing, i t seems to us to be very pertinent. 
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In the second place, the witness has t e s t i f i e d that 

they constantly make an e f f o r t to reasonably allocate t h e i r t o t a l 

domestic demand between the states, and i f they are attempting to 

do that and i f i n doing that they nominate HXtt number of barrels 

i n New Mexico and purchase "X" number of barrels i n another 

state, i t i s pertinent, i t seems to me, to the State of New Mexico 

to know what that r e l a t i v e s i t u a t i o n i s . 

I t i s p a r t i c u l a r l y pertinent to know when they're coming 

before t h i s Commission f o r a special order authorizing them to 

prorate o i l i n New Mexico instead of the Commission prorating i t 

under the statutes. I think i t ' s very pertinent to the case here 

at hand. 

MR. PORTER: Mr. Perryman, the Commission w i l l over

rule your objection. I t i s d i f f i c u l t to overrule an objection or 

determine what i t should be, but I'm assuming that you are s t i l l 

objecting to t h i s general l i n e of questioning? 

MR. PERRYMAN: That's correct, on the basis that i t ' s 

outside the j u r i s d i c t i o n of t h i s Commission. 

MR. PORTER: Questions concerning other states? 

MR. PERRYMAN: Right. 

MR. PORTER: Objection overruled. 

Q (By Mr. Campbell) Mr. P i e l s t i c k e r , how much o i l does 

your company purchase i n each of the states i n which you purchase 

o i l from Pan American? 

A How much by each of the states? 
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Q Yes, s i r . 

A I do not have those figures available. 

Q W i l l you furnish that information or i s that considered 

confidenti al? 

A I think that i s c o n f i d e n t i a l information that has 

nothing to do with the subject at hand. 

Q Can you give me the production, the production now by 

barrels, f o r each month, i n the eleven states i n which you purchas 

o i l since and including May, 1959, in each state by wells operated 

by Pan American? 

A I cannot. 

Q Do you have that information available? 

A I do not have. 

Q Your company would not have i t ? 

A My company would not have i t . 

Q One of the companies? 

A I am sure that Pan American would have i t , i n the norma 

course of t h e i r business. 

Q Do you know the highest rate of production of wells 

from which you purchase o i l i n the State of Wyoming? 

A I do not. 

Q Would your company have that information? 

A Possibly. I would have to check the records. 

Q Would you have that information with regard to the 

State of Montana? 
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A My answer to the question i s the same. 

Q Would your answer, of course, be the same wi t h regard 

to the State of Utah? 

A Right, f o r any of the states i n which we purchase. 

Q W i l l you furnish that information to the Commission? 

A I w i l l not. 

Q Where does the crude o i l which you purchase i n the State 

of Utah, where does i t go? 

A The State of Utah? I t ' s a rather small amount, as f a r 

as I know I think i t a l l goes to our Salt Lake r e f i n e r y , the Utah 

Refining Company. 

Q Where does the o i l that you purchase i n the State of 

Wyoming move? 

A Some of i t moves west to Salt Lake, and the balance inte 

our Casper plant, and the balance of i t into the other r e f i n e r i e s 

to the East. 

Q Is the destination of the o i l you purchase i n Montana 

essentially the same? 

A Yes, some of the Montana crude could go west, depending 

on the demand of the Salt Lake plant. The balance of i t would 

go east. 

Q What would be the destination of the crude that you 

are purchasing from the Jewelsburg Basin? 

A I t would a l l be east, there's no physical way to move 

i t west. 
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Q 

Kansas? 

A 

Q 

A 

Q 

A 

Does a considerable portion move into the State of 

Into the State of Kansas? 

Into Kansas? 

Across Kansas, but none i s refined i n Kansas. 

Where is i t refined? 

Probably refined either at our Whiting, Indiana, plant; 

the Sugar Creek, /Missouri, plant; or the Wood River, I l l i n o i s , 

plant. 

Q Where ' i s ^ the o i l that you purchase i n the State of 

Nebraska destined?'. 

A To the same destination, a l l the Jewelsburg Basin crude 

Q A l l the purchases you have i n the State of Kansas go 

to the Kansas refinery? 

A No, not Kansas. Your Kansas crude could go to Neodesha 

the Kansas plant, or the Whiting, Wood River, or Sugar Creek 

r e f i n e r i e s . 

MR. CAMPBELL: I believe that's a l l the questions I 

have now. I would l i k e to request, however, that the record 

remain open i n t h i s case u n t i l such time as the information which 

the company has agreed to furnish i s furnished, and opportunity 

given f o r us to consider requesting that information which the 

witness has refused to make available be furnished upon subpoena. 

MR. PORTER: At t h i s time the Commission would l i k e to 

know i f anyone else has a question of Mr. P i e l s t i c k e r , or I f anyonje 
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else has anything further to offer in the case. 

MR. CAMPBELL: I would like to make a statement. 

MR. PORTER: First I would l i k e to excuse Mr. Pielsticker, 

(Witness excused.) 

MR. CAMPBELL: I desire to make a statement. 

MR. PORTER: Go ahead, Mr. Campbell. 

MR. CAMPBELL: I would like to say f i r s t that I'm sure 

i t ' s quite apparent to the Commission, as i t Is to producers, that 

purchaser prorationing inevitably is going to adversely affect 

some correlative rights, and can and has in the past very seriousl 

affected them, particularly with regard to pools from which a 

purchasing company i s not the only purchaser and where another 

purchasing company continues to purchase the f u l l amount of the 

allowable granted by the Commission from those wells. I t is a 

rather hollow thing in most of the cases, I'm sure, to say that 

the wells from which this company or any other company establishing 

purchaser prorationing purchases have a right to make up the o i l 

in the future -- the right without the a b i l i t y is pretty meaning

less, and a great many of the wells in New Mexico, as this 

Commission knows, are in the category between ten barrels per 

day and the top unit allowable, or they are so close to the top 

unit allowable that continuing production is going to bring them 

down to the point where i t is impossible for them in the future 

to make up the o i l that is lost to the offset operators by virtue 

of purchaser prorationing of any kind. 
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I t i s also t r u e , I t h i n k , that the same s i t u a t i o n i s 

quite obvious i n connection with waterflood projects. The make-up 

provisions are p r e t t y meaningless i n that regard. So t h i s i s , i t 

seems to me, an extremely serious s i t u a t i o n , I'm not suggesting, 

or I would l i k e to i f I thought there was statutory authority f o r 

i t , the Commission refuse to permit t h i s , but i t does seem that 

the Commission should use every caution to protect, insofar as 

possible, the c o r r e l a t i v e r i g h t s of the various producers i n t h i s 

State and protect the r i g h t s of the State insofar as i t may be a 

royalty owner under those t r a c t s that are prorated under purchaser 

prorationing, I think that i n each of these cases the Commission 

should have available a p r e t t y careful analysis of those f i e l d s 

i n which purchaser prorationing i s put into e f f e c t where there are 

other purchasers who continue to purchase the f u l l amount of o i l 

and where the wells i n those pools cannot and probably w i l l not 

i n the future be able to make up back allowable; and perhaps they 

should give some consideration to reducing the allowable from the 

entire pool to a point where a l l purchasers are permitted to pro

duce t h e i r f a i r share of the o i l from that reservoir at some time. 

That, of course, is a more drastic thing than perhaps 

i s being recommended here, but c e r t a i n l y the o i l i s not l o s t to any 

producer or any ro y a l t y owner under those circumstances here. 

The purchasing company, I presume the Commission must know, we 

ce r t a i n l y don't, the pools i n which t h i s company i s not the only 

purchaser. The extent of t h i s problem, i t seems to me, is important, 
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and should be i n a l l the cases determined by the Commission. 

Now on t h i s occasion, when a major purchaser of o i l 

i n New Mexico — I guess perhaps the largest purchaser of o i l i n 

New Mexico — i s imposing purchaser prorationing upon the State 

and i t s o i l producers, i t seems to us appropriate to t r y and analyse 

some of the conditions which have brought t h i s s i t u a t i o n upon us, 

and may bring i t upon us i n the future by t h i s or other purchasing 

companies. 

Certainly i t cannot be said that those states, including 

New Mexico, which t r y to practice market demand prorationing are 

responsible. Recent s t a t i s t i c s presented to the In t e r s t a t e • 

O i l Compact Commission r e f l e c t that Texas, Oklahoma and New Mexico 

have borne a l l of the recent curtailment of production of crude 

o i l i n t h i s country. The f i r s t nine months of 1959, as compared 

with the f i r s t nine months of '58, have been borne by the same 

states. These states are called upon to bear the same proportion 

i n the present curtailment as do other states which do not prorate 

at a l l or which pay only l i p - s e r v i c e to i t . I f market demand 

prorationing i s to survive, and i t must i f we are to have a 

stable industry and i f the independent producer i s going to surviv|e 

then we are obligated to t r y to f i n d the causes of the i n s t a b i l i t y 

which can lead to a condition of chaos such as existed many y ears 

ago before some oil-producing states had the wisdom and foresight 

to adopt market demand statutes. 

I t seems to us i n our Association, i n t r y i n g to analyze 
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t h i s s i t u a t i o n , that those of us who are part of the industry 

have the obligation to put t h i s "Industry statesmanship" we t a l k 

about so much into practice. At the October, 1959, hearing before 

t h i s Commission, a witness for a purchasing company — n o t the one 

involved here — was asked whether, i n his opinion, there was a 

d i r e c t relationship between the status of stocks of refined 

products and the market demand f o r crude o i l i n the State of New 

Mexico. His answer was i n the a f f i r m a t i v e . He was then asked i f 

the refined stocks i n the country were excessive. Again his 

answer was i n the a f f i r m a t i v e . F i n a l l y he was asked i f his 

company intended to do anything about i t , and he said they were 

going to t r y . Only l a s t week, or perhaps t h i s week, I read i n an 

o i l publication where, commencing in February, f o r the f i r s t time, 

that p a r t i c u l a r company was reducing i t s r e f i n e r y runs. The d i s 

couraging facts are that neither his company nor others having 

r e f i n e r y operations have done anything soon enough to help the 

s i t u a t i o n . Instead, i n the apparent desire to show low per unit 

r e f i n e r y costs, the s i t u a t i o n has gone from bad to worse. The 

position that t h i s company i s taking and has to take i s the tr a g i c 

r e s u l t of the p i l i n g up of r e f i n e r y stocks. I t doesn't solve the 

problem to a t t r i b u t e t h i s t o ' t h a t old scapegoat - weather condi

t i o n s . I t i s not i n our opinion an Act of God. I t ' s an act of 

our industry and only the industry can solve t h i s portion of i t . 

This Commission or any other Commission can't do much about i t , 

but i t should be recognized by t h i s Commission and the public that 
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t h i s i s a c r i t i c a l factor i n the p i c t u r e . 

The second factor we would l i k e to mention i s the 

importation of crude o i l into t h i s country,which has been brought 

out here today, continues to be a competitive factor that compels 

companies because of t h e i r competitive pos i t i o n and the tremendous 

competitive advantage of imported crude to adjust t h e i r whole 

domestic approach on how much crude o i l they are able to bring 

into t h i s country under the practice. There was a tendency on 

tlte part of a l o t of us, when the Mandatory Imports Control was 

adopted, to assume that t h i s p a r t i c u l a r problem was solved. This 

Commission no longer requests information from purchasing companies 

as to the amount of crude o i l they are importing int o t h i s country. 

Everybody thought that when i t had an opportunity to work then 

exploratory and d r i l l i n g operations would Increase and the domestic 

market s i t u a t i o n would improve. This c e r t a i n l y has not been the 

case. The program i s most commendable i n that i t recognizes the 

problem and i t has put a l i d on the growth of imports at the 

source, but i t hasnH been enough. The Administrator, i n the l i m i t 

of his authority and under t e r r i f i c pressure, has held the l i n e , 

but the rate of imports of both crude o i l and products into t h i s 

country under most favorable competitive conditions has added to 

the supply problems of the Industry and continue t h i s slow-down i n 

exploratory and d r i l l i n g a c t i v i t y i n the State of New Mexico. 

At least, i t has been an important f a c t o r . 

F i n a l l y , and t h i s i s why I have been asking the question 
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today, because I think i t Is an extremely important part of the 

ultimate picture of domestic supply and demand of crude o i l i n t h i ; 

country, we are facing a rapidly growing problem of o i l coming ontc 

the domestic market from states which do not prorate production 

i n r e l a t i o n to market demand. We i n New Mexico are p a r t i c u l a r l y 

aware of t h i s , as we s i t helplessly by every month and hear the 

amount of crude o i l being moved across the State of New Mexico, 

un-prorated crude o i l from the State of Utah, which despite 

the tenseness of the market s i t u a t i o n , has not been reduced i n 

any substantial amount. As a matter of f a c t , i f I could r e c a l l the 

figures c o r r e c t l y , the amount of o i l moving l a s t month was an 

increase over the previous month and i t w i l l be i n t e r e s t i n g to 

see what the amount i s next month as additional companies complain 

about the general supply s i t u a t i o n to regulatory Commissions in 

states which prorate to market demand. I realize that our Commission 

has attempted to convince some of our neighbors that they should, 

i n the i n t e r e s t of conservation and the avoidance of chaos i n t h i s 

phase of the industry, adopt a market demand approach. I t i s not 

easy to make t h i s point u n t i l the bad condition i s already upon 

us, p a r t i c u l a r l y i f the o i l industry, those people who operate i n 

those states and purchase In those states, do not see f i t to help. 

Thus i t seems to us that i n these three areas of unnec

essarily high product stocks, excessive imports and unprorated o i l , 

here we f i n d the true reasons f o r the hearing today. 

We urge t h i s Commission to continue to attempt to r e a l i s t -
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i c a l l y administer market-demand prorationing i n t h i s State and 

not to yield to the temptation to set allowables higher than 

necessary i n order to provide a f a i r share of the Nev; Mexico o i l 

to the national market. We do t h i s i n order to encourage t h i s 

and other Commissions to t r y to maintain a stable condition i n 

t h e i r own State i n the face of these conditions that I have men

tioned, p a r t i c u l a r l y with regard to unprorated o i l from other 

states. But at the same time we suggest that the Commission 

use i t s authority, d i r e c t l y and i n d i r e c t l y , f i r s t to encourage 

those i n the industry having integrated operations to get and keep 

t h e i r own houses i n order with regard to states; and to urge 

cut-backs i n imports under the Mandatory Control Program; and, 

t h i r d , to encourage other states and industry representatives i n 

them to recognize the urgent necessity for market demand statutes. 

MR. PORTER: Does anyone else desire to make a statement? 

MR. HAMPTON: John Hampton, representing Great Western 

D r i l l i n g Company. 

Gentlemen, Great Western D r i l l i n g Company produces both 

primary and secondary o i l i n New Mexico. As the Commission i s 

we l l aware, we are operating at the present time two waterflood 

projects i n the Caprock Area, and we are i n s t a l l i n g a t h i r d water-

flood project here. None of these projects that we operate, water -

floods that we operate In New Mexico enjoy a capacity allowable. 

Two of these projects are operated under the Commission revised 

Rule 701, and the other project operates under a un i t allowable. 
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Gentlemen, these projects are designed and operated to 

stay w i t h i n those allowables. I believe the Commission recognizes 

that a waterflood project has to be operated somewhat d i f f e r e n t 

from primary operations. I believe that's evidenced by the fac t 

that you do have a special allowable and a rule regulating water-

flood projects. Certainly we f e e l that i f an operator can be 

called up and t o l d two or three days ago, "We are prorating your 

waterflood project to eighty percent of what we took a couple or 

three months ago," we f e e l that ultimate o i l w i l l be l o s t because 

of the very nature i n which a waterflood project has to be operate|d. 

Of course, we also f i n d ourselves i n somewhat the same 

s i t u a t i o n Indiana said they were i n a while ago. We can contemplate 

an emergency s i t u a t i o n occurring i n a waterflood where two or thre|e 

months ago you didn't have a response, but i n the month that we 

decided to be prorated, a response develops and what can you do 

with the o i l ? We f e e l there could be a loss of ultimate recoverable 

o i l . 

We don't think t h i s p a r t i c u l a r order i s going to a f f e c t 

our projects, but we are worried about the precedent being set 

i n New Mexico. We thought that part of the reason f o r the adoptio[i 

of the new Rule 701 i n the State of New Mexico was that a water-

flooder would have an allowable i n which he could operate. We 

understood the Commission's testimony at the hearing to the ef f e c t 

that one of the reasons f o r setting t h i s special allowable f o r a 

waterflood was so waterfloods could be designed and operated under 
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th i s Rule. 

Gentlemen, we submit that that's what we're t r y i n g to 

do i n a l l cases with the New Mexico Commission, i s cooperate to 

the f u l l e s t . We do, however, f e e l that i t s a r b i t r a r i l y or not 

a r b i t r a r i l y prorating a waterflood could cause a serious loss i n 

ultimate recovery. 

MR. PAYNE: I would l i k e to mention at t h i s time, i t ' s 

my understanding that Indiana O i l Purchasing Company doesn't 

purchase o i l from any waterflood project which i s r e s t r i c t e d . 

MR. HAMPTON: That i s not correct. 

MR. PAYNE: They do purchase i n some of the prorated 

floods? 

MR. HAMPTON: They purchase from us, yes. 

MR. PORTER: Is that one of your floods which was 

i n s t i t u t e d on a un i t basis p r i o r to the new rules? 

MR. HAMPTON: Yes, s i r . 

MR. PAYNE: That i s a capacity f l o o d , Mr. Hampton. 

MR. HAMPTON: I t doesn't enjoy capacity allowable. 

MR. PAYNE: I t does i f you wish. 

MR. STREET: My name i s E. Bruce Street, and I represenjt 

the Graridge Corporation. I think before I begin my statement, 

which w i l l be remarks to the Commission, I ought to c l a r i f y our 

positi o n i n the industry. 

I think we have been kind of forced int o the f o r e f r o n t 

of the waterflood picture by v i r t u e of our f i r s t request f o r 
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capacity production i n the case of the Caprock, our Caprock flood 

By v i r t u e of that hearing, we have more or less been associated 

p r i m a r i l y with waterflood production, but that c e r t a i n l y i s n ' t 

the position of our overa l l company operation,, We operate, only 

about one ;2third of our production comes from waterflood. I n c i d e n t l ^ 

we are i n New Mexico r i g h t at the moment very aggressively conduct 

ing a development campaign that w i l l keep us here as a primary 

operator f o r many years. That i s p r i m a r i l y the major part of our 

int e r e s t now. 

I want to address my remarks to the Commission, though, 

i n regard to t h i s pipeline prorationing of waterflood, and to 

advise the Commission of what I detect to be a waning i n t e r e s t i n 

secondary recovery projects w i t h i n the State. 

I think i t Is to the State's prime i n t e r e s t to encourag|e 

and to see developed reserves that might otherwise be l o s t , and 

of course, those reserves are available through secondary recovery 

operations. I speak of the waning i n t e r e s t , I draw my conclusions 

by association with many companies who have associated themselves 

with the matter of waterflood allowables i n Texas and New Mexico; 

and, of course, I'm Inevitably i n the po s i t i o n , or unavoidably i n 

the position of hearing t h e i r many comments as to what they con

sider the prospects for secondary recovery operations under the 

rules that are now being promulgated by the Commission w i t h i n t h i s 

State. Actually, also, the boom on waterflooding i s subsiding, 

the re a l b u l l rush fever that we f i r s t observed when the success 
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of Caprock became apparent i s no longer i n evidence. The reason 

for that i s that operators have found that a l l that g l i t t e r s i s 

not gold. 

There are many waterfloods that they have been associated 

with or had chances to observe since that time that's convinced 

them that waterflood operations are extremely d i f f i c u l t and 

expensive, and i t involves the employment of the very f i n e s t of 

engineering s t a f f . So j u s t not everybody i s convinced they can 

take a waterflood and produce p r o f i t a b l e waterflood o i l . For 

instance, our experience i n New Mexico, while Caprock has been 

successful, outstandingly so, and even w i t h i n that f i e l d i n the 

middle part and the south part we understand that reservoir con

d i t i o n s have been evaluated where they don't expect the same type 

of performance they did i n the north portion of the flood . Other 

instances of t h i s kind i s i n the Artesia where i n the p i l o t we 

anticipated a highly successful flo o d . Upon the expansion of the 

p i l o t we ran into serious operational d i f f i c u l t i e s , p r i m a r i l y 

water,by-passing, i n which our estimates of that flood have been 

materially reduced. Our flood i n the Red Lake is p r a c t i c a l l y a 

t o t a l f a i l u r e ; that one i s i n the same category. Our experiences 

i n Texas are i n about the same re l a t i o n s h i p , one or two successful 

ones, quite a few break-evens, and then some very unsuccessful one 

So generally speaking, the f i r s t blush of success that 

operators thought they would f i n d i n any waterflood are j u s t not 

there. 
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Actually, along with that r e a l i z a t i o n , though, there's 

a f e e l i n g on the part of people that would normally become water-

flood operators that the atmosphere as now being developed w i t h i n 

the State i s r e a l l y not a t t r a c t i v e to waterflooding, to the 

present development of waterflood reserves. 

I f I was asked to say as to why I make these conclusion^, 

I would l i s t these three points. Now r i g h t here I have a note to 

myself to be careful how you say t h i s , cause i t ' s not meant with 

any animosity i n any way, but I can r e a l l y f e e l i t , i t ' s a consensus 

of opinion that people who are the big waterflooders,potentially 

waterflooders, p r i m a r i l y i n t h i s State and other states, they use-l

and t h i s i s one of the things I most often have heard, that f o r 

instance, i n the October hearing there was an apparent a t t i t u d e on 

the part of the s t a f f i n which the burden or the e n t i r e burden of 

t h e i r discussions was to support the other side of the question 

rather than to bring out the posit i o n that we were t r y i n g to bring 

out. That's a rather broad statement and as I say, 1 don't make 

i t with any animosity, but that i s the expressed opinion of 

people that I have been thrown w i t h . 

I t h i n k another thing that r e f l e c t s a changed a t t i t u d e 

toward waterflooding i s the hearing before the State i n the matter 

of r e s t r i c t i n g the use of fresh water i n waterfloods. I understand 

there's a hearing that may have been decided, I don't know, but I 

understood the last I heard i t hasn't. That point has been 

analyzed and at one of the hearings, I believe the f i r s t Caprock 
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hearing, i t was pointed out that f o r every unit of water, fresh 

water used i n waterflood, the State derived i n the neighborhood 

of one hundred times the income that would accrue to a g r i c u l t u r a l 

use of that water; but even then, with that testimony having been 

substantiated at the time, the consideration i s now beginning, and 

there was j u s t not water available unless you use that source of 

water; we have explored i t thoroughly and other companies have, 

too. 

One thing that I noted that r e a l l y highlighted the 

f e e l i n g , and I understand that t h i s i s not a correct assumption; 

however, t h i s morning, that the Pebble Unit, f o r Instance, i t ' s 

a buffer zone u n i t i n the Caprock flood , was not given an allowabl|e 

commensurate with the order of 701 which set up procedures f o r 

additional allowable for units i n buffer zone areas. 

Actually, the October hearing, when t h i s waterflood 

question was brought up and highlighted so, to such a degree, the 

basic issue of that hearing was whether or not waterfloods would 

take or whetherthey were taking or whether they would take i n the 

future a disproportionate share of the market. At that time 

Humble a d r o i t l y discredited the combined experience of companies 

having a t o t a l of f i f t e e n to twenty years of more waterflood 

experience than t h e i r company had. I t was done i n a masterful 

manner, you have to take your hat o f f to them f o r doing i t and 

the way they did i t . I t was done without true regard to a l l the 

f a c t s . At that time -we said, the side favoring the capacity type 
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allowables, that the best way to judge the future was to look at 

the past, and none of the states that have been in-waterf lood 

production f o r years had ever come upon a s i t u a t i o n where o i l 

produced i n excess of the yardstick took an excessive part of 

the market. Humble nevertheless very s k i l l f u l l y pointed out 

that the Caprock production would do j u s t t h a t , and that future 

flood w i t h i n the Caprock would make the things untenable. Well, 

as the present capacity or the present production from those 

floods indicate that such i s not the case, and i t w i l l not be 

in the f u t u r e . 

We are now producing below, substantially below our 

January quotas and — I mean January production, and pipeline pro-

ra t i o n i n g w i l l not aff e c t either the Graridge flood or the 

Ambassador fl o o d , but that i s not the point of my remarks to the 

Commission. 

The point of my remarks to the Commission Is that by 

setti n g a precedent fo r r e s t r i c t i n g waterfloods as a r e s u l t of 

application by purchasers f o r pipeline prorationing, you are undoi 

and unseating a long-standing precedent that they have arrived at 

only after lengthy hearings and considered opinion, and we urge 

the Commission strongly not to take that step of setting that 

precedent that w i l l f u r t h e r diminish the attractiveness of develop 

ing secondary recovery projects w i t h i n the State. 

MR. PORTER: Mr. Street, I think your statement may 

have some remote connection with t h i s case. I am expressing 
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myself as a member of the Commission, and not as the Commission. 

The waterflood case that you mentioned was heard i n October. I 

don't know i f you are asking that any order we issue not pertain 

to waterfloods or j u s t what the purpose of your statement was. 

I was asked the question l a s t week at a waterflood meeting i n 

Artesia as to why we added one kind of order at one time and 

another kind at another. The answer was obvious, that we determine 

each case on the testimony presented there. 

You mentioned the possible c r i t i c i s m of the s t a f f f o r 

t h e i r a t t i t u d e at the October hearing. I think the s t a f f ' s a t t i 

tude was obvious, or at least Mr. Nutter's, i n that he made the 

recommendations which i n essence were adopted by the Commission 

l a t e r . He did this'' a f t e r some two years of observation and study 

of the operation of waterfloods. 

Does anyone else have a statement to make? 

MR. PAYNE: I would l i k e to ask Mr. P i e l s t i c k e r one 

question. Mr. P i e l s t i c k e r , Indiana i s c u r t a i l i n g i t s purchases 

from waterfloods i n every state i n which you purchase? 

MR. PIELSTICKER: Yes, s i r . 

MR. PORTER: The Commission w i l l enter an order i n t h i s 

case, I believe the emergency order expires today or tomorrow, 

allowing twenty percent prorationing as requested by the Applicant; 

and Mr. Campbell, we would l i k e f o r you to submit to us i n w r i t i n g 

the information which you would l i k e f o r us to request Indiana 

O i l Purchasing Company, and the Commission w i l l consider your 
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request and decide what information we should require from 

Indiana O i l Purchasing Company. 

I f nothing f u r t h e r to come before the Commission, the 

hearing i s adjourned. 
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