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INTRODUCED MARCH 25, 1974 

By Assemblymen BAER, GLADSTONE and BURSTEIN 

Referred to Committee on Commerce, Industry and Professions 

AN AOT concerning the retail sale of motor fuels and prohibiting 

distributors from engaging therein. 

BB IT BNAOTED by the Senate and General Assembly of the State 

of N~Jw Jersey: 

1. As used in this act unless the context clearly indicates other­

wise: 

a. "Distributor" means and includes any person who produces, 

refines, manufactures, blends, compounds or imports motor fuels 

for sa.le or distribution within the State. 

b. "Person" means and includes natural persons, partnership, 

firms, associations, joint stock companies, syndicates and corpora­

tions, and any receiver, trustee, conservator or other officer ap­

pointed pursuant to law or by any court, State or Federal. A 

ilOrporation shall iuoludc any dh·eoto•· ot· offioot· thereof, and any 

atollkholder owning rnoro thau 10% or the voting stock of t.he cor­

p:>ration. 

c. "Motor fuel" shall mean (a) all products commonly or com­

JD('rcially k110wn or sold as gasoline (including casinghead and 

\Lbsorption l)r natural gasoline), benzol, benzene, or naphtha re­

gardless of their classification or uses; and (b) any liquid pre­

pared, advertised, offered for sale or sold for use as or commonly 

and comm('rcially used as a fuel in internal combustion engines, 

which when subjected to distillation in accordance with the 

standard method of test for distillation of gasoline, naphtha, 

kerosene and similar petroleum products (American Society of 

Testing :Material Designation D-86) shows not less than 10% 

distilled (recovered) below 347° Fahrenheit (175° Centigra<le) 

a!ld not le~s than 95% distilled (recovered) below 464° Fahrenheit 

(':!40° CenHgrade); and (c) any other product or liquid when sold 

for use as a fuel in any type of internal combustion engine furnish­

ing power to operate a motor vehicle. 
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2H d. "Retail sa~ of moto1· fuel" means ~M>Iling motor fuel from 

:l!l a fixed locatiou such as 11 service station, filling station, store or 

30 fJ8ol'age, diJ-~y into the 86J:vioo tank Or !.auks of ally vehicle prQ. 

:lt pelted by ~aid fnt'l. 

1 2. It shall be unlawful for any distributor to engage in thP retail 

2 sale of motor fuel or to have any ownership or controlling interest 

3 whatsoever in any person engaged in the retail sale of motor fuel, 

except as hereinafter provided. 

3. Any distributor engaged iu the retail sale of motor fuel or 

:l h8,ving any ownersl1ip or controlling interest in any person en-

3 gaged in the retail sale of motor fuel on the effective date of this 

4 act shall have a reasonable time, not to exceed 2 years, fron1 said 

5 'lffective date to terminate its engagement in snell retail sale or to 

d divest itRelf of Hueh ownership or controlling i 11terest so as to 

7 avoid lillY undue lmrdship or economic loss. In ·the event that such 

R termination or diYestment cannot be completed within 1 year witb-

9 out undue hardship or economic loss, a distributor may apply to 

10 the Superior Court for a reasonable e:ldension of time which shall 

ll be granted upon a satisfactory showing that said distributor has 

12 achd diligently in attempting to complete ·such termination or 

13 divestment and shall he <'onditioned upon eontinuing such diligent. 

14 action. 

1 4. An,v person who violates the provtswns of this act shall be 

2 ltable to 11 penalty of not more than $1,000.00 for each and Pvery 

:! day sueh violation may continue. The penalty shall be collected 

4 and enforced in a summary proceeding pursuant to "The Penalty 

5 E;:}forcement Law" (N. J. S. 2A :58-1). Process shall be either 

6 in the nature of a summons or warra11t and shall issue in the name 

i of tlw Stnte, upon the complaint of the Attorney General. 

5. Wl1<>never it shall appear to the Attorney General that any 

2 person llflR engaged in, is engaging in or is about to engage ht any 

3 act or practice declared unlawful by this act, or whenever lw be-

4 lieves it to be in the 1mblic interest that an investigation be made, 

'i be may in his discretion either require or permit any person sus-

6 pected of any such unlawful act or practice or any involvement 

7 thf'rein to file with him a statemf'nt in writing under oath or oth(~r-

8 wise as to all the facts and circumstances concerning the matter 

9 under iJm ... stigation. In connection with any such investigation the 

10 AttornL'" General or his designee is empowered to subpena wit-

11 nesses, <·mnpel their attcndancP, examine them under oath before 

12 himself ot· a court of r<'eord, and require the production of any 

1:i boo:,R or papPrs which lw df'ems rPlevant or matl'rial to the inquiry. 

ii 



• 

3 

6. To accomplish thP ohjel"tiveH nnd to carry o11t the duties 

·~ prescribed by this net, tlw Attorney GouL•rul muy pronmlgato su!\h 

3 r.1les and regulntione in aC()()rdancl' with the "Administrative Pro-

4 •••dure Ad," P. L. 1!168, e. 410 (0. 52:1-!R-1 Pt S!'f!.) ns he shall 

;; deem neceHsary and proper, which shall have the fore!' of law. 

1 7. The Superior Court shall have jurisdiction to prevent and 

:1 restrain violations of this ac1. The Attorney General may institn1•· 

3 proceedings to prPvent and restrain violations. Th<> court rna:· 

4 grant prohibitory <)r mandatory injunetions and oth<'r restrainh 

5 for a period and tpon terms and conditions necessary to deter 

6 the defenclant fro1 , and iusure against, the continub g- of a violn-

7 tion or the commit ing of a future violation. The COli rt may issu · 

3 temporary restraiJ,ing orders or prohibitions and m11y proceed i11 

9 a summary manner. 

1 8. This aet shall take effect immediately. 

STATEMENT 

The energy criRis has brought into sharp focus the high degre<· 

of vertical integrntion in the potrolrum business. The major oil 

(\()mpanies, throug-h their mult.inat.iot!HI business activities, Ill'<' 

engaged in every aspeet of the J>"t.rolenm huRinesR, from oil ex­

ploration to gasoline marketing. Such vertical integration pro­

vides the major oil companies with a predominant if not con­

t:·olling, interest in the retail sale of motor fuels to the detriment 

of retail dealers aud consumers. Many independent service sta­

tions, garages and other retail dealers of motor fuels have already 

been forced out of business. Consumers have been subjected to 

gas lines, higher prices, and a daily concern over whether or not 

they can obtain enough gas to carry out essential regular ac­

tivities. Yet, the profits of the major oil companies have soared 

·1pward. 

In order to check the strong, if not monopolistic, influenoo of the 

m11jor oil companies on the retail sale of motor fuels and to restore 

a competitive balance in this area for the benefit of consumers 

aild retailers alike, this bill would prohibit any distributor, defined 

broadly ns any person engaged in the production or importation 

of motor fuels fot· sale or distribution, from engaging in the retail 

~ale of motor fuels. Any distributor currently engaged in such 

retail sal · would be required to terminate such engagement or 

divest its .. lf of its interests in such retail sale over a reasonable 

period of time. The Attorney General is charged with enforce­

ment of the act and penalties and other remedies are provided to 

ceal with violations. 
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ASSEMBLY, No. 159 

STATE OF N·EW JERSEY 

1 

2 

1 

2 

3 

4 

5 

6 

7 
8 

9 

l(j 

11 

12 

1!l 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

PRE-FILED FOR IJ\TRODUCTION IN THE 1974 SESSION 

· By Assemblyman ORECHIO 

AN AOT to amend ''An act to regulate the retail sale of motor fuels, 

and providing penalties for violations," approved May 12, 1938 

( P. L. 1938, c. 163) and repealing the "Unfair Motor J•'uels 

, 1 'ractices Act,'' approved September 18, 1953 ( P. L. 1953, c. 413). 

J :E IT EN ACTED by the Senate and General Assembly of the Rtate 

o; New Jersey: 

1. Section 201 of P. L. 1938, c. 163 (C. 56:6-2) is amended to 

read as follows : 

201. (a) Every retail dealer shall publicly display and maintain 

on each pump or other dispensing equipment from which motor 

fuel is sold, in the manner regulated by the [State Tax Commis­

sioner] Director of the Dit•ision of Ta,;ation, a sign stating the 

price per gallon of the motor fuel sold by said dealer from such, 

pump or other dispensing equipment. All taxes, State and Federal, 

imposed with resp<'ct to the manufacture or sale of motor fuel 

shall be included in the price shown on said sign, but said sign shall 

contain a statement of the amount of taxes included in said price, 

or, without specifying the amount thereof, said sign shall state 

that taxes are inclu•led in said price. A retail dealer shall not sell 

at 11ny other price I han the price, including tax, so posted. _Any 

suol1 price when posted shall remain posted and in effect for a 

period of not less than 24 hours. 

(b) [No retail dt•aler shall sell motor fuel at a price which is 

below the net cost of such motor fuel to the retail dealer plus all 
selling expenses.] (Deleted by amendment.) 

(c) No other price signs of motor fuel so dispensed, or signs 

;:elating to the price of such fuel shall be used or displayed on or 

about the premises where motor fuel is sold at retail, other than 

. the, signs provided herein by.section 201 (a). 
Exl'LANATIOl'I-Matter endoo<!d in boJd.faeed · braekeltl [thuol in th., above biD 

· lo not enaeted and lo Intended to be _omitted In the law • 
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24 •.d) No adl•ertising or sign otht>r thaJJ. that provided for in 

21i section 201 (a), which direcUy or indire<'.tly contains a statement 

26 of, or an implied reference to thl:' price of motor 1\wl slmll lw dis-

27 r-layed at any place where motor fnells dll'pl'IIHed nt retAiL Any 

28 lldvertisiug of the retail price of motor fud through any other 

29 medium which contains 11. reference to the per gallon priec !.hereof, 

30 shell include all taxes in the prit~e stated, and there shall be included 

31 in such advertising a Htatemeut that such price includeH taxes, o1· 

32 &. statement of the amount of taxe>~ which are included in such price. 

33 Such advertising shall be identified by the name of the product, 

34 and the letters of the name shall be not less than one-half the si:r.e 

35 of the figures used in the price. 

:36 ('e) [No rebates, allowances, concessions or benditB shall be 

a7 given, directly or indirectly, so as to permit any perHon to obtain 

38 motor fuels from a retail dealer below the posted price or at a 

39 uet price lower than the pOHted priCll applioable ut the tinw of 

40 the sale.] (Deleted b;11 ,,mendmt:nt.) 

41 (f) It sh!ftl be unlawl'ul for any retail dealer to use lotterieH, 

42 prizes, wheels of fortune, punchboartls or other· games of chance, 

4il in connection with the sale of motor fuels. 

44 (g) All above-ground equipment for storing or diHpensing iuotot· 

45 fuel operated by a retail dealer shall bear, in a cont~picuouB place, 

46 the name or trademark of the prodtwt stored therein or dispensed 

47 therefrom, and no retail dealer shall permit deliV'ery into under-

48 ~ound or above-ground containers, tanks or equipment of any 

49 motor fuel other than the brand represented or designated by the 

50 name or trademark appearing on such container or dispensing 

51 equipment attached thereto. No retail dealer shall be a party to 

52 the substitution of one grade of motor fuel for another. 

53 (h) If the motor fuel stored in or dispensed from any above-

54 ground equipment by a retail dealer shall not have a brand name 

55 ox- trademark, such container or dispensing equipment shall have 

56 conspicuously displayed thereon the words "No Brand." 

1 2. The "Unfair Motor Fuels Practices Act," approved Septem-

2 ber 18, 1953 (P. L. 1953, c. 413, C. 56:6-19 et seq.) is repealed. 

1 3. Thi ~ act shall take effect immediately. 

STATEMENT 

This bill removes all State pnce controls on motor fuels at both 

the retail and whole!!ale levet The purpose of this bill iSto permit 

greater competition among motor fuel dealers, thereby gaining 

an advantage for the public through a decrease in the cost of 

motor fuel. 
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ASSEMBLYMAN BYRON M. BAER (Chairman) : The public 

hearing of the Commerce, Industry and Professions Committee 

on motor fuel sale regulations will come to order. 

I am As3emblyman Byron Baer, Chairman of the Committee. 

I will identify other committee members as they are present. 

The hearing is on Assembly Bill 159 and Assembly Bill 

1411. There is another bill that was just introduced 

by Assemblyman Contillo - it has not been formally printed -

that is quite closely related. The number of that bill is 

Assembly 2096. We are making arrangements to have mimeo­

graphed or xeroed copies of that bill available as soon as 

possible. If anybody chooses to comment on that bill, that 

would be very much welcomed and in order, although the 

Committee will naturally consider the bill, later, in the 

normal way we would when it becomes available in regular 

printed forme But I did not want to preclude any discussion 

or consideration of it here for anybody who may wish to 

testify or comment on it, since it is so closely related. 

I might mention that I was in Washington yesterday 

and obtained certain related materials which will be on file 

here with the Committee for any Committee member to review 

and for any other person who wishes to look at them here 

and make any cornments,revelant to this hearing,for us. 

The record of the hearing will be open for a period 

of at least two weeks, so anybody who is either unable to 

tE,stify today or wishes to add additional commEnts can be able 

to do so. I would certainly welcome any rebuttal testimony 

or comment in written form subsequent to this hearing if 

anybody wisl:.es to make it on any testimony we hear today, 

so that we can be sure that we are hearing the fullest 

information on both sides of these issues. 

For the record, the material~> that will be left with 

the Comrtittee are: A hearing on Part I and Part II of the 

SubcornmJttee on Anti-Trust and Monopoly and the Subcommittee 
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on Administrative Practice and Procedure of the Committee 

of the Judiciary of the United States Senate, October 16, 

17 and 18, 1973, which, I have been informed, has some 

related materials; hearings before the same Subcommittee, 

June 8, ll and 12, and July 11 and 27 of 1973 on gasoline 

ana fuel oiJ: hearings before the Special Subcommittee on 

Integrab~d Oil Operations of the Committee on Interior 

Infular Affairs, United States Senate, December 12 and 

13. Let's eee. That is a little out of order. That is 

Pa1t II. Part IV was December 20, 1973. Part II was 

December S and 6. And Part I was November 28 and 29. 

Also there is 3ome related Federal legislation and supporting 

material. 

I am clso going to request the Committee Aide to 

obtain from the House hearing records of the Committee 

chaired by Congressman Dingell related material and I am also 

goin;J to req_uest that the Committee Aide obtain, for the 

revi~w of thE' members,a related book., "The Marketing of 

GasoLine," by Fred c. Allvine and James M. Patterson. 

There is a xe:r.oxed copy of the cover page which is also 

to te left here in the file until the book is available. 

Becauee we have a lot of witnesses and because of 

Yom Kippur, we want to end promptly at 4:30, if we can, 

so that anybody who needs to leave by then will be able to. 

For that reason, I do request witnesses to not be repetitive 

and to conserve our time. 

Witnesses have been scheduled on our list, allowing 

15 minutes to a witness, including time for questions. 

Since we are starting half an hour late and since questions 

may consume a portion of the time, I would appreciate it 

if the witnesses keep that in mind. It will not always be 

necessary to read full statements. If you have statements 

in writing, we do want copies of those statements and, 
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if you do not have additional copies, I would appreciate it 

if you would bring them to the Committee Staff now so that 

arrangements can be made to have copies made. 

I think I will start off by a very brief reading of 

the statements on each bill and then.we can proceed. 

The statement on A 159 is as follows: "This bill 

removes all State price controls on motor fuels at both the 

retail and \rholesale level. The purpose of this bill is 

to permit greater competition among motor fuel dealers, 

thereby gaining an advantage for the public through a decrease 

in the co~;t of motor fuel." 

The st.atement of A 1411 reads: "The energy crisis has 

brought into sharp focus the high degree of vertical integration 

in the petroleum business. The major oil companies, through 

their multinational business activities, are engaged in 

ever;' aspect: of the petroleum business, from oil explorat.ion 

to gdsoline rr.arketing. Such vertical integration providE~s 

the major oil companies with a predominant,if not controlling, 

interest in the retail sale of motor fuels to the detriment 

of retail dealers and consumers. Many independent service 

stations, garages and other retail dealers of motor fuel~> 

have already been forced out of business. Consumers have 

been subjected to gas lines, higher prices, and a daily 

concern over whether or not they can obtain enough gas to 
carey out essential regular activities. Yet, the profits of 

the major oil companies have soared upward. 
"In order to check the strong, if not monopolistic, 

influence of the major oil companies on the retail s~le of 

motor fuels and to restore a competitive balance in this 

area for the benefit of consumers and retailers alike, 

this bill would prohibit any distributor, defined broadly as 

any person engaged in the production or importation of motor 

fuels for sale or distribution, from engaging in the retail 
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sale of motor fuels. Any distributor currently engaged in 

such retail sale would be required to terminate such engagement 

or divest itself of its interests in such retail sale over 

a reasonable period of time. The Attorney General is charged 

with enforcement of the act and penalties and other remedies 

are proviCLed to deal with violations." 

I might add, as one who is the prime sponsor of this 

bill, that I think concern with this issue is heightened 

as we witness criminal proceedings in a neighboring state on 

apparently related anti-competitive practices, and we hear 

reports abcm:. independent gas stations presently having 

prices on gasoline in some instances as much as 13 cents 

below that of others, indicating the important role that 

such indepe!ldent stations may b,~ playing in maintaining a 

competitive Market. 

I do want to say as sponsor of the bill that I am 

interested very much not only in testimony for or against 

the legislation that might provide material supporting such 

positions, but also any testimony that would deal with the 

specifics, which I recognize may be far from perfect. The 

question ~s to the nature of the separation, whether it is 

divestmenL or some other form, is a very open question in 

my mind. The question as to where in the industry the 

separation shculd exist, between what categories of businesses, 

is an open question, as ~the question as to what for the 

purposes of this legislation should constitute control when 

we have such a variety of business arrangements between gas 

station ope~ators and larger companies that have an interest 

in them. So testimony on all these points and any other 

detc;ils that anybody might want to testify on is very welcome. 

If anycody here is not presently on the witness 

schedule and wishes to testify, I would appreciate his 

contacting the Committee Staff Director in the first seat 

4 



• 

here and giving your name to him. I would appreciate 

those of Y' m who are here advising anybody who may come 

in afterward of that fact. And anybody who has not seen 

that list and wishes to,may do so by contacting the Committee 

Staff. 

The first witness is Mr. Charles Irwin, an attorney, 

who, I understand is appearing also in lieu of Mr. Leonard 

Ruppert of the New JerE.ey Petroleum Council, who will not 

testify. Ie that correct? 

MR. IRWIN: Yes, Mr. Chairman. 

ASSEMBLYMAN BAER: Please proceed. 

CHARLES J. I R W I N: Thank you. 

Mr. Chairman and members of the Legislature who are 

present, I am appearing this morning with respect to Assembly 

Bill 1411, for the purpose of presenting what I believe to be 

thP consumer viewpoint on this legislation or on similarly 

,constituted legislation. I have spent considerable time 

maLing an analysis of this Bill and its potential effects, 

based upon my experience as a New Jersey Legislator, as the 

first Directcr of the New Jersey Division of Consumer Affairs, 

as an advisor to the Cost of Living Council during wage and 

price controls, and as an informal advisor to HUD concerning 

consumer problems in housing. You should understand, Mr. 

Chairman, that although I have been retained by oil companies 
affected by this legislation, through the New Jersey 

Petroleum Council, this presentation represents my conclusions 

alone and I have not been'limited or directed in any way 

in the cor,tent of my statement. As a matter of fact, the 

representatives of the oil companies have only seen my 

statement for the first time this morning. 

I have c.. reputation locally and nationally as a 

consumer advocate. I would not sacrifice that to further 

a special interest or a special interest position which 

was in my opinion contrary to the public interest. 
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Accordingly, when I was requested to make a consumer 

analysis of this bill by the Petroleum Cou: 1cil, I agreed 

to make such an analysis to ascertain whether or not passage would 

benefit the consumers of New Jersey. It was agreed that 

the analysis would be totally independent and that my compen­

sation would be based on time spent irrespective of my 

ultimate co~clusions. If I had concluded this legislation 

would be in the best interests of consumers, my report to 

them would so indicate. 

I made the analysis and I discussed the nature of this 

legislation ~ith many consumer advocates whom I know and 

respect. There is no question in my mind, based upon the 

analysis and based upon my experience, that Assembly Bill 1411 is 

not consumer protection legislation. To represent it to be 

protective of the consuming public would in my opinion be 

an unjustifiable hoax. 

Assembly Bill 1411 is special interest legislation 

which, among other things, could under certain circumstances 

co:>t New Jer&ey consumers millions of dollars per year. 

Now please understand, when I state that this bill 

is special interest legislation that does not necessarily 

mean that it is bad legislation. What it does mean is 

that it shouJ.d be considered as should all legislation in 

the light of all the true facts. All artificial smoke­

screens supporting motherhood, apple pie, God, country and 

consumerism should be swept aside and the legislation 

should be viewed, as I have attempted to view it, on the 

basis of cause and effect. 

This bill is clearly special interest legislation 

designed, I believe, and intended to benefit the New Jersey 

retail gasoline dealers, the men and women who operate a 

substantial majority of the retail establishments in New 

Jersey. Their interesi: is not the same as the general 

consuming public and should not be confused or mislabeled 
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a consume! intarest. They are, of course, consumers, as 

the Chairn an is, as I am, as everyone who is present is, but 

thE,ir interest is not the same as the interest of the general 

consuming public. 

The bill in brief provides that distributors, defined 

in the bill as persons who produce, refine, manufacture, blend, 

compound or import motor fuels, for sale or distribution 

within the Stc.te, may not engage in the retail sale of 

motor fuel or have any ownership or controlling interest 

whatsoever in any person engaged in the retail sale of 

motor fuel, and further that such distributors, as defined, 

must divest t~emselves of any such ownership within two years 

of the effective date of such legislation. The Statement 

appended to the bill, as read by the Chairman, suggests that 

consumers have recently been subjected to gas lines, higher 

prices, etc. We all know that is true. The Statement implies 

that this legislation could or might correct that problem 

for the consumer. The effect and intent of the legislation, 

however, is to reduce the nwnbers of gas stations available to 

the public by eliminating all company owned stations. 

Perhaps it is over-simplifying, but surely, if another severe 

shortage is experienced, the effect of· fewer stations will 

be to increase the length of gas lines. 

The statement also indicates that vertical integration 

in the petroleum business provides major companies with 

a controlling interest in the retail sale of motor fuels to 

the detriment -::>f consumers. The orly way that a controlling 

interest in retail sales can operate to the detriment of 

consumers is if the major companieE engage in price fixing 

through price agreement. This Bill in no way insures against 

sLch monopolistic practices. There are, however, state and 

fEcderal anti-trust laws which under vigorous enforcement 

will prevent consumer detriment as a result of price rigging. 
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I will have more to say with respect to tl at lai:er. The interest 

of the consumer is to obtain lower prices, better service, 

readily available outlets, and responsibl(· management. This 

Bill would eliminate competition to indep< ·ndent ly operated 

gasoline ret~ilers from company operated cutlets. 

The first interest of the consumer js price. It is 

axic·matic that vigorous competition presst:res price down­

ware. The corollary is that removal of any competitive 

segment may affect prices upward. 

Due to many factors, including federal regulations, and 

in some inetances company marketing policy, the price of 

gasoline at the pump in 1974 in New Jersey sold through 

company owned and operated outlets at from 1 cent per gallon 

to 4 cents o~ more per gallon lower than pcices charged by 

independent brand name retail dealers. 

According to figures supplied by the New Jersey 

Division of M':">tor Fuel Taxes, there are a1= proximately 

3.4 billion gallons of motor fuel sold in New Jersey in a 

year. 

A consecvative estimate of the share of that gasoline 

sold through company (or distributor) owned stations is 
10 per cent or 340 million gallons in New Jersey. Every 
penny in reduced cost per gallon to the consumer at the 

pump results, therefore, in a 3.4 million dollar saving 

to the consuming public per year. An average three cent 

per gallon difference results in potential annual consumer 

savings of ~ver ten million dollars. And if the effect of 

competition from lower-priced outlets is to force the price 

downward gen~rally among all outlets, then the obvious 

result would be that one penny at the pump would result 

in a $34 million saving to the public per year. 

Le: us J.ook now at the special interest aspect and 

why I call it special interest legislation. It appears 

to me th~t A 1411 is the second step in an attempt by the 
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organized retail dealers to obtain control of gasoli1 te 

retailing in New Jersey and to eliminate c ,rtain are, tS of 

competition. The first step in the contin ling wrest.e for 

power between the retail dealers and the c i.l compani.~s 

was accomplished on behalf of the retail dealers in 1971 

when the Franchise Practices Act became law. That bill 

projected the .State of New Jersey into the contractual 

relationshi.ps between manufacturers and retailers and placed 

significant restrictions on oil companies '#ith respe ~t, 

among other things, to what action they co~ld take t) 

discontinue or alter a retail franchise cc1tract. The oil 

companief now assert that that bill essentially froze them 

into all Jf the dealer arrangements that they had in 1971, 

regardless of the quality of the performance or profitability 

of any given lacation. That is their position. The retail 

dealers, on the other hand, assert that the bill rectified 

inc·J.Uitie3 J.n the bargaining process and s 1feguardec: their 

liv.=!lihood and investments. For purposes )f the analysis 

of this Bill, I make no judgment as to th€ correctnEss of 

eit 1er position, but merely note that in n y experience it 

is lmusual and it is the exception for government to become 

engaged in the contractual relationship of commercial 

parties unless there is a showing of an overriding public 

need. With the Franchise Act in effect, however, if 
the retail nealers can through A 1~11 or similar legislation 

prohibit oil companies from operating their own stations, 

they have effectively locked the oil companies into the 

contractual relationship permitted by the Franchise Act 

and it is, therefore, an extension of that Act in my 

judgment. The question for the Legislatu~e is whether the 

State should become that involved in a c~~ercial dispute 

between spe.cial interests without a very :mbstantial and 

significant showing of public interest on behalf of 

consumer E.. I suggest that if there is su< ·h an interest it 
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is in favor of promoting rather than restricting competition. 

It is also significant to note just how broad the 

scope of this Bill is since it appears to prohibit any 

ownership or controlling interest by a distributor. And it is my 

understanding that such was the intention of the Chairman 

in his role as principal sponsor. 

There are other problems which would be generated 

by the passage of this legislation, problems which stem 

from the nature of the retailing process in New Jersey. 

There are a number of retailing systems, and, as a 

matter of fact, my analysis indicates that every company 

deals differently with respect to their marketing practices. 

The most prevalent form of marketing appears to be the 

independent brand name retailer dealer, who sells a 

brand name product such as Exxon, Gulf, Sunoco, Hess, etc. 

through a station which he operates for profit and which 

he either owns himself or leases from the oil company 

or from someone else. 

If this bill is passed in its present form, the 

independent dealers who lease from oil companies (who 

are distributors under the bill) will be placed, I b·~lieve, 

in a difficult financial position. 
If, as I suspect, the bill requires such oil companies 

to divest themselves of ownership of such properties, then 

the independe~t dealer will be required to continue his 

business to buy that property or enter into another arrange­

ment. His required investment, I am advised, may run 

from $100,000 to $250,000 at a time when interest rates 

for borrowing are at an all time high and the country is 

experiencing an economic recession. 

Such a result would be disabling to many retail 

dealers and would clearly not be in their interest. 

Another method of marketing is thro1gh jobbers who 

purchase gasoline from producers and estaJlish retail outlets 
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through contracts with independent dealers. Essentially 

the jobber in many ways replaces the oil company as the lt >cal 

contracting party. It is clearly in the interest of 

such jobbers, as my analysis would indicate, that this 

legislation be passed for a number of reasons, inclujing: 

(1} There is a likelihood of increased jobber 

opportunity to try to fill the gap left by company with­

drawal from the marketplace. 

(2} Established jobbers may be able or may hope to 

be able to purchase company-owned stations at distress prices. 

Therefore, the pitch of the jobbers in support of 

this bill shoald be carefully evaluated by the Committee. 

It sj v:>uld also be noted that from the standpoint of 

the consumer the jobber does represent another .middleman, 

another layer of profit and an additional cost factor 

to the consumer. 

I would urge, in addition to calling this to the 

attention cf the Committee, the retail dealers who might 

otherwise support this bill to carefully evaluate their 

own particular situation with respect to this bill and 

others like it, particularly those who are presently 

leasing from a major oil company. Many such leases are 

adjusted to business volume and take into account good and 

bad business cycles. For example, the lease may have 
a minimal rental and then from that minimum there are 

increases in the amount paid based 'updn the activity of 

the particular retail outlet. If the companies are required 

to relinquish ownership, the land will either then be 

owned by a real estate investor or by the dealer himself. 

The inevitabJ~e result will be a fixed cost for rent or 

purchase money mortgage. Either course will ·reflect the 

present high interest rates and ei~her could provide additional 

co3ts to the dealer which ultimately must be passed on 

to the consumer. 
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It may also be that implementation of i:his kind of 

legislation will weaken brand name a ttracti wmess to dealers 

and dealers will prefer to take their chances in the market 

for product and remove the brand name from their stations. 

With smart buying that could mean lower cost to the dealer, 

and if it means lower cost to the dealer, that could mean 

lower cost to the consumer. But it is unlikely, I think, that 

a single dealer would have sufficient requirements to 

obtain surplus, which is what he would essentially be buying, 

if any, at reduced prices. 

I would like to note here too that another area where 

competition is affected by this bill is that in the event 

that there is a major producer or one who would qualify as 

a distributor under this bill who is not presently substantially 

operating outlets in the State of New Jersey, passage of 

this legisla~ion in this form would effectively preclude 

that person from coming into the State of New Jersey. I 

say that for this reason: Let us assume that we have an 

oil compary that would like to begin retail operations in 

New Jerse; • Under the present system, they can come 

into the ~:t3.te, select locations, perhaps even obtain 

options on the purchase of property or lease of property, 

and having none that, they can find people or attempt to 

find people v:ho will come in as franchise dealers and 

operate the stations, the investment being the inves;:ment 

of the oil companies. If they are not permitted to 

have an interast in these companies, the alternative avail­

able to then is to come into the State and attempt to 

find investcrs to open a chain of stations throughout the 

State at a. cost to the investor of perhaps $150,000 to 

$250,000 or :'llore. As a realistic possibility, it seems 

to me that that effectively precludes new companies from 

coming into the State of New Jersey and from bringing the 

additional competition that that would represent. 
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With respecJc to brand names, as a f orrner government 

consumer aruainistrator, I can tell you that in the case 

of consumer complaints against retail dealers, it is much 

easier to obtain satisfaction for the consumer when a 

brand name company has an interest in maintaining a state­

wide or national reputation. That does not mean that the 

local dealer will not attempt to keep his customers happy 

and do the things that he things are necessary to preserve 

his business. But there is an effective bit of extra muscle 

here available to the consumer advocate to straighten things 

out when they appear to go awry. 

One further word about control of sales and prices in 

the State, getting back to the monopolistic question: If 

major oil companies conspire to artifically set prices, 

they are subject to prosecution under many present laws which 

prohibit the restraint of trade,and prosecution should proceed. 

This bill would Ediminate as far as the Petroleum Council 

is concerned and the 13 major oil companies that belong to it, 

164 company-operated stations. 

Conspiracy on pricing can exist at any level and 

can't be rectified by this bill. For example, if, as I 

suggested earlier, jobbers move in to replace companies 

in the state, they could combine in restraint of trade 

and even the retail gasoline dealers with a strong organ­

ization could operate in restraint of trade, particularly if 

other competitive segments are eliminated. 

The intention of the major oil companies appears to 

bE to maintain and to establish high-volume, low-overhead, 

gasoline-only retail establishments in high-traffic areas. 

It seems unlikely to me that they will want to undertake 

or that their objective would be substitution of an employer­

employee relationship for all of the present independent 

dealer-operated stations. It just doesn't from my viewpoint -
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and I can't pronounce the viewpoint of the oil companies 

it just doesn't make sense for them to undertake the 

thousands of employees that would be necessary to man 

all of these stations, with all of the attendant problems 

of workmen's compensation, social security payments, union 

cor1tracts, etc. The marketing development in gasoline is 

similar to that which occurred in food a few years ago. 

Supermarkets did in some instances replace the corner grocery 

store and to that extent that fact displaced some grocery 

store operators; those operators experienced a detrinent. 

The net effect from the standpoint of the consumer was to 

provide convGnient, high-volume, low-price retail food 

establisments~ The corner grocery store continued and 

C(>ntinues today to exist as a convenience outlet where cort­

S1mers are willing to pay a somewhat higher price for com­

modities for the convenience of having the store within 

walking distance. Similarly, gas-only, high-volume highway 

retail operators can and should provide a consumer advantage, 

but the local independent dealer providing service, conven­

ience and local availability will continue to fill a need 

for the driving public. 

Mr. Chnirman, if the objective of the New Jersey 

Legislature is to strike out at the major oil companies 

and at their interests out of anger or frustration because 

o': the worle energy crisis or because some of the oil 

C.)mpanies reported unusually high profits, this bill may 

provide a vehicle for such emotional ventilation. 

If, however, your objective, Mr. Chairman, and the 

objective of the Legislature is well-reasoned, well-founded 

consumer-ori~nted protection legislation, this bill in 

my judgment offers nothing. Thank you. 

ASSEMBLYMAN BAER: Thank you, Mr. Irwin. I would 

like to ask you a few questions, although I don't want to 

spend too much time because we have consumed a great deal 
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of time here~ 

Do you recognize that independent gas stations sometimes 

have prices lower than that of what you have been referri1g 

to as company-owned gas stations? 

MR. IRWIN: Yes, I do. My understanding is that 

ASSEMBLYMAN BAER: Let me ask you this: Are you aware 

that there has been a substantial decrease of some of 

these independent gas stations and some of this has been 

occasioned by the policies of the companies which have 

served to put them out of business? Are you aware of any 

of this? 

MR. IRWIN: I am aware of the fact that there has b~en 

in the last year or two a decrease in the number of statims 

nationwide. I wouldn't, based upon the figures that I have 

seen, classify that as a substantial decrease. And I 

would suspect that some of those fatalities of gasoline stations 

may be attributable to operations of some of the oil companies. 

I think that the operations of oil companies vary consider­

ably. Some of them, I recognize, may place unreasonable 

requirements on some of their dealers. Those things must 

be dealt with, I think, in their own fashion. But I don't 

bElieve that this kind of legislation addresses itself to that 

t-ype of problem. 

ASSEMBLYMAN BAER: If you recognize that there have 

been gas stations, independent gas stations, put out of 

operation by companies, based on what you have described 

as unreasonable policies, do you feel that this does reduce 

competition in the industry and, secondly, since you indicate 

ycu feel this should be taken care of in some other way, 

how would you propose that these practices be put to an 

end if you feel that it is in the interest of the consumer 

and not just in the interest of the guy running the qas 

station who happens to be the victim of unreasonable practices? 

MR. IRWIN: I would suggest to you, Mr. Chairman, with 
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respect to those stations that ha\e discontinued operations, 

although I can't give you statist]cs with respect to it, 

I think it is, probably, and I thinJ" a survey would reveal 

that a great majority of those stations left the market 

place becC"USE: they were marginal operations and because 

tLeir function, like many corner grocery stores, was taken 

over by another marketing principal. I would say that 

the number of stations that closed by improprieties of 

contractual relationship between the parties would con­

stitute a small number of those stations. And I would 

further indicate that the Franchise Practices Act, which 

I alluded to in my presenation, is the kind of legislation 

which is j_ntended to take care of those contractual 

inequities. 

ASSEMBLYMAN BAER: Yet you were very critical of 

that legislution. 

MR. IRWIN: Critical of it to the extent that in 

my judgment --

ASSEMPLYMAN BAER: Do we need more of it or do we 

need less of it? I am confused by your testimony. 

MR. IRWIN: Well, I think it becomes a matter, 

as with so many law, of enforcement. And where there ar= 

inequities in bargaining positions, there may be under some 

circumstances a basis for governmental intervention, pro­

vided there is sufficient public interest. 

ASSEMBLYMAN BAER: In other words, you want to see 

more enforcement of this Franchise Law that you were just 

attacking as step one of a very bad setup. 

MR. IRWIN: I think that is the appropriate way to 

rectify the abuse that you indicate may exist as far as 

stations cJ.0sing. I haven't seen in the materials that 

I have had an opportunity to look at and in the analysis 

that I have been able to make -- I haven't seen any hard 
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evidence indicating that this is what has occurred, that 

stations are being forced out of business. 

I have seen evidence that oil companies do wa~t 

to get into this high-traffic, high-volume business and it 

is my judgment that if they do, that would be of be1.efit 

to the consumer, not a detriment. 

ASSEMBLYMAN BAER: When did you begin your research 

fc·r this presentation here? 

MR. IRWIN: Approximately two weeks ago. 

ASSEMBLYMAN BAER: I see. You spoke about the problem 

that you thought might be occasioned if this bill were to 

go into effect where there would be necessary refina11-cing 

in a high mortgage market. 

MR. IRWIN: Yes. 

ASSEMBLYMAN BAER: Would you feel that that problem 

would be eliminated if the bill made provision for leasing 

rather than complete sale and divesture? 

MR. IRWIN: Yes. I think that if the bill were altered 

in such a ~~ay that oil companies could continue to own the 

properties, erect the structures, equip the properties, 

etc., and lease them to dealers, that would remove the 

problem that I see the dealers having with respect to their 

·:inancing. It would also remove the problem, at l(~ast to 

a large extent, with respect to new oil companies corning 

into New Jersey for the purpose of enlarging their operations. 

ASSEMB~YMAN BAER: Now you made reference by analogy 

to the corner grocery in many cases having been superseded 

by the need for the supermarket. 

MR. IRWIN: Yes. 

ASSEMBLYMAN BAER: Yet there are large supermarkets 

that are independently operated. A large supermarket may 

need to have some ten to twenty thousand different products, 

as I am ~mre you are aware from your past experience, 

whereas the number of products in a service station are 
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relatively few. In fact, in your reference to the gas 

stations, in trying to d r a w the same analogy between 

the high-volcme stores and the low-volume stores, isn•t 

it a fact that in many cases the low-volume stores offer 

a greater variety of services and sometimes products? 

MR. I~WIN: Absolutely - no question about that. The 

analogy goes to the kind and extent of services available 

to the public. I did not mean to imply that ---

ASSm{BLYMAN BAER: So you don•t have that benefit of 

the diversity. Now is there any particular reason why a 

high-volume vperation would be better suited to be operated 

by a company-operated station as opposed to an independent? 

I have heard assertions that independents operating in 

high-volume locations have been forced out and taken ov(~r 

by companies. Is there anything inherent that would cause 

the company to need to operate the high-' ·olume outlets as 

opposed to independents? 

MR. IRWIN: I think that high-volume outlets can 

be operated by independent operators, by companies. by 

jobbers. I think that they probably are being operated 

by all three now. 
ASSEMBLYMAN BAER: If that is the case, then I fail 

to see whe~e the analogy with the supermarket has any 
significance for us because the high-volume store neither 
is necessarily_more efficiently operated by a company 

station by the nature of its operation nor is it more 

likely to provide the consumer with diversity of services. 

Can you explain then how it is that there has been a 

taking-over of some of these high volume locations, 

since I assume these are the most profitable, and, therefore, 

such st.:ttions are least likely to fail when under independent 

operation? Can you explain why there has been this kind 

of takeover, except as a result of the unreasonable practices 
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that you described before? 

MR. IRWIN: With due respect, I think your question 

kind of is a "when did you stop beating your wife" question 

because it assumes facts that really I don't have available 

to me and I don't recognize necessarily as being so. 

ASSEMBLYMAN BAER: All right. You question whethE~r 

in fact such high-volume outlets have been taken over? 

MR. IRWIN: Yes, that's right. 

ASSEMB~£MAN BAER: You are not denying it or you are 

just not familiar with it? 

MR. IRWIN: I have no information to support that 

and I really could not respond to it. I think with respect 

to new investment in such operations, you are talking ahout 

a considerable investment which probably can most readiLy 

and most effectively be made by the oil companies that have 

the money to do it rather than an independent dealer who 

would have to come up with a substantial amount of money 

for a large piece of highway frontage property and build 

a building on it, etc. I think as a realistic matter, 

this kind of service will be provided through large company 

operations and is less likely to be provided, particularly 

in the present market, by independent financing. 

ASSEMBLYMAN BAER: One other question: You made 

reference to the need for anti-trust enforcement in terms 

of potential price-fixing and that price-fixing can occur 

in any type of setup. 

MR. IRWIN: That's correct. 

ASSEMBLYMAN BAER: First of all, is price-fixing a 

difficult thing to establish? 

MR. IRWIN: You mean a violation of the act, sir? 

ASSEMBLYMAN BAER: A violation. Is it a difficult 

thing to get evidence on and establish? 

MR. IRWIN: It is difficult to establish at any level. 
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That's corre~t. 

ASSEMBL~~ BAER: Secondly, is this difficulty 

lessened when ~hose that are involved in the fixing 

necessarily must be hundreds and hundreds of independent 

entities as opposed to a handful of major corporations? 

A:rethe communications necessary when you have hundreds and 

hundreds of operators like that independently that all have 

to be plugged in -- are the communications much more subject 

to being exposed andprosecution easier as a result? 

MR. IRWIN: Well, I have to answer that question re~ly 

two ways and give you some information that it doesn't 

really request. First of all, it assumes facts that may 

not necessarily be so because if oil companies are removed 

from the marketplace as owners, it seems to me that they 

will rapidly be replaced by jobbers who are not 11 importers 11 

and, there::ore, not under the coverage of this bill. 

Now those jobbers, if they wished to move in restra~nt of 

trade, I think would have probably more incentive w.th 

respect to price-fixing than major oil companies WOQld have 

because substantially all of their investments would be in 

tae particular market that you were dealing with and there 

you would not be dealing with substantially larger numbers 

of potential operators but perhaps even smaller numbers or 

the same number. 

With respect to the potential for abuse at the 

retail level, ~f you assume that you have a disorganized 

structure of independent dealers who have no focal point, 

then I think the question has to be answered, yes, it is 

more difficult. If you assume, however, that there is, 

as there are in many states - and I don't focus on New 

Jersey with respect to this - a strong dealer organization 

with strong dealer support, under those circumstances it 

is more likely, it seems to me, that an individual or small 

group of individuals could ascend to sufficient power 
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to be able to essentially operate in res.traint of 

trade as to pricing. 

ASSEMBLYMAN BAER: As I understand it, one of the 

things you are saying is you feel if there was this divesting 

or any other of the forms of elimination of control that 

I have alluded to in my opening statement, that the result 

would be not an expansion in the number of entities that 

are setting prices, but a narrowing? 

MR. IRWIN: There could be a dimunition. 

ASSEMBLYMAN BAER: Well, not just could be, but you 

are saying y~u think probably there would be. Anything 

could be. Th~re are probabilities all over the map. You 

could also a~ the same time be saying that it could be 

in the other direction. But if I understand the thrust of 

your testimony, you are saying that you think this is what 

is going to happen. 

MR. IRWIN: Well, if I were in a situation as a business­

man where the oil companies were being removed from the 

marketplace and where opportunities for company-operated 

locations on high-volume roads were going to be available 

and if I had the capital, I would very readily invest that 

capital to obtain those locations and operate as a jobber­

owner. Now I think that that would happen. The result 

would be that there would be a new figure in the market-

place replacing the companies, the jobbers. The same 

potential that you are concerned about, Mr. Chairman, 

about the restraint of t~ade would then exist for those 

jobbers and -\fhere would be, as I see it, no particular 

benefit flowing to the consumer as a result of the substitution. 

On the contrary, all we would have done is to put another 

middleman in the picture with an increase in price. 

ASSm~LYMAN BAER: Let me go along with you on the 
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hypothesis that the reduction in the control of what seems 

to many to bB the major controlling influences in the industry 

would result in a greater centralizing of control for the 

moment. I ~ certainly interested in seeing anything that 

will reduce competition at any level in the industr} being 

avoided. I think it is important to see that we ha·ve 

competition at. all levels and I would like to ask, therefore: 

What would you propose specifically in the hypothetical 

situation you describe to prevent this sort of consolidation 

by a few jobDers? 

MR. IR~!IN: I would not propose anything because I 

don't think. that it should be prevented any more than I 

think that the oil companies should be prevented from 

owning and operating stations. I think that any eL.mination 

of any segment from the marketplace is an elimination of 

competition, and I think that is what this bill acc<)mplishes. 

ASSEI.ffiLYMAN BAER: And you don't see a trend towards 

elimination cf competition through the beginning of the take­

over of these independent gas stations? That doesn't concern 

you. That is kind of insignificant according to your 

testimony. 

MR. IRWIN: As marketing trends change, I would say that 

it is probably to be expected that certain marginal retail 

operations will be eliminated. For the fellow that is 

eliminated, ~hat is bad. For the consuming public, that 

is not necessarily bad and it may be good. 

ASSEMBL)~ BAER: All right. The marginal ones may 

be eliminated. In so far as the non-marginal ones with 

the high volume, you really don't have knowledge of that. 

MR .. IRWIN: I would say this; that it certainly would 

not be in the interest of an oil company to eliminate that 

dealer, any more than it would be in the interest of an 

automotive manufacturer to eliminate a profitable and 

satisfactory dealer in his automobiles. And I think the 

kind of thinki~g that develops this legislation must be 
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carefully evaluated because it does or it could slop over 

into all kinds of other industries. If the objective is 

to eliminate any possibility at any level of any restraint 

against trade, I think that many legislators at the Federal 

and State level have spent many, many years operating in this 

area and have come up with as effective legislation as they 

can contrive. I don't think this bill addresses itself to 

that problem. 

ASSEMBLYMAN BAER: All right. I want to thank you very 

much, Mr. Irwin, for your testimony. I certainly want 

to say to you since you propose that the Committee very 

carefully scrutinize the pitch of jobbers in support of 

this legislation, that I am sure that we will. And, in fact, 

I think you can be sure that we will very carefully ~crutinize 

the pitch of all witnesses before this Committee on either 

side of the issue. Thank you very much. 

MR. IRWIN: Thank you, Mr. Chairman. 

ASSEMBLYMAN BAER: I want to mention that copies of 

Assembly Bill 2096 are now available here. 

Again I would like to ask those who have printed 

testirnony,if you don't have additional copies, please have 

your statements duplicated in advance of your being called 

to testify. 

The next witness will be Mr. F. W. Butler of Exxon. 

Have you a sta·i:ernent to hand us? 

MR. BUT~ER: Yes. 

ASSEMBLYMAN BAER: Since we are running substantially 

behind, I will ask you to please take that into account. 

We will end ~up not having time for some of the later witnesses 

if we contirme taking as much time as we took with the last 

witness. 

F. w. B U T L E R, JR.: Thank you, Mr. Chairman. 
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My name is F. W. Butler, Jr. and I am here today representing Exxon 

Company, U.S. A. I am responsible for our retail operations in New Jersey as 

part of m.y overall responsibility as Retail Sales Manager in the Northeastern 

Region. I appreciate the invitation to appear before your Committee to comment 

on Assembly Bills 159 and 1411. Exxon supports A.l59 and opposes A.l411. 

First, let me comment on A.l59 which amends Section 201 of Public Law 

1938 Chapter 163. We support this measure and urge the Committee to release 

the bill with a favorable report. This is a consumer oriented bill which would 

permit cross-merchand!.sing in service stations, a marketing concept now 

prohibited by law. Permit me to define cross-merchandising by using a Car Wash 

operation as an example) In neighboring states these investments provide gasoline 

and car wash service thr.lugh the same facility, and the amount one pays for his 

car wash depends upon the amount of gasoline he purchases. With, this 

prohibition removed, citbens of the State of New Jersey would then be able to 

benefit from marketing innovations which are now enjoyed by consumers in her 

neighboring states. We would like to see all unnecessary and unreasonable legal 

restraints lifted on mark~ting operations in the State of New Jersey so that the 

consur1.er can exercise his vote on how he wants his motoring needs to be served. 

realize that what 11m about to say next refers to another law and not 

A.l59, but we feel another example of unreasonable legal restraints against the 

citizens of New Jersey is the prohibition of self-serve in dispensing of motor 

gasoline. Self service is approved now in virtually all states and benefits the 

consumer in that the savings in labor is passed on to him. 
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The second bill, A. 1411, is entitled "an Act to prohibit distributors from 

engaging in the retail sale of motor fuels.!' Under the statement of purpose in 

the bill, the comment i& made that "vertical integration provides the major oil 

companies with a predo:-minant, if not controlling, interest in the retail sale of 

motor J"J.els to the detrin1ent of retail dealers and consumers." This statement, 

we believe, is misleading. As a matter of clarification, vertical integration in 

the oil industry means that a company is engaged in exploration, production,. 

refinin:~, transportation and marketing. It does not mean that at the marketing 

level a vertically integrated company owns and operates retail service stations 

as A. 1-±1 1 erroneously presumes. Exxon retail service stations are primarily 

operatt!d by dealers and we will expand on that a bit later. 

The statement accompanying the bill implies that the oil companies are -
runninr the independent dealer out of business. By independent dealer, I 

unders and the bill to mE:'an a private businessman, such as one who leases a 

retail ~;tation from Exxon and markets under its trademark, and other retailers 

with whom Exxon has a supply contract. It is interesting to note that a survey 

completed by the American Petroleum Institute on August 30, 1974 indicates 

that for the 22 major cvmpanies reporting, only 7, 375 service stations are 

.directly- operated. In De..::ember, 1972, these companies directly operated 7, 641 .-. 

stations. This reveals tha.t the ratio of company operated stations to the total 

of all service stations for these companies rem~ned essentially constant. 

These 'igures include a n1;mber of retail stations on toll roads and turnpikes 

where contractual requiretnents specify they be directly operated by the supplying 

compar y. A copy of this survey will be furnished your Committee upon request. 
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Those are industry figures -- now, how does Exxon stand? On a nationwide 

basis, 96. 40/o of the Exxon identified service stations are operated by independent 

dealers. Over the pal't several years, the number of stations directly operated 

by El::xon has been declining. In December of 1970, there were 3, 649 direct 

company operations. As of December 31, 1973, the number had been reduced to 

our current level of 93 3 company operations. Now let's get closer to home and 

see what these same statistics reveal for the State of New Jersey. Presently, 

of the 1, 231 Exxon identified service stations, only 43 are direct company 

operations. This srr~all number of our total New Jersey representation could 

hardly be construed to be a predominant or controlling interest. We think of 

further significance is the fact that, of these 43 direct company operati~ns, only 
r 

ZZ are conventional t~ervice stations, 3 are Car Care Centers, and 18 turnpike 

and parkway locations. If A. 1411 were enacted into law, this company would have 

to convert these direct operations to dealer within one year. Passage of this law 

would place Exxon in the awkward position of abrogating its present contractual 

arrangements with both the New Jersey Highway Authority and the New Jersey 

Turnpike Authority, which require that the 18 turnpike stations be directly 

operated by Exxon. 

What I have discussed so far should demonstrate that A. 1411 is unnecessary . 

and would place an t.•.njustifiable restraint on the marketplace in the name of 

protecting retail dealers - a result, I might add, which has already been .. 
accomplished under other applicable New Jersey statutes. 

Some of you will recall that in December of 1971 this legislature enacted 

the New Jersey Franchise Practices Act which was strongly supported by the 
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New Jersey Gasoline Retailers Association. This group, according to our best 

information, claims a membership of 3, 116 dealers - only 39% of all the dealers 

in the State. This Act specifically states that a supplier cannot terminate a 

dealer except for good ca'l:l.se which must be specified in the franchise agreement. 

The pu:rpose of this law was to protect dealers from unjust termination. but its 

practical eff.ect is to make it extremely difficult to discontinue business 

relationships with a dealer, no matter how poor his performance might be in 

satisfying consumer needs. The combination of that statute with A. 1411 would 

tend even more to produce a privileged group of dealers, that is, those dealers 

currently in business. A. 1411 would absolutely foreclose a gasoline supplier 

from competing and participating in the retail service station business. This is 

undesirable in at least two aspects: first, it is anti-consumer. and second, it is 

:~ . . 

of doubtful constitutionality in .that it is confiscatory as to any presently ~irect 

operated stations. 

Let us examine some of the adverse effects this legislatiol:l could have upon 

various segments of the New Jersey petroleum marketing environment. We will 

consider its possible advarse effects on the consumer, the State of New Jersey, 

·on the dealer, and upon this company. 

_yirst, The Consumer. 

How would A. 1411 adversely affect the consumer? 

It would lessen comp.atition in the marketplace by the elimination of a 

• competitor or a potential competitor. 

Direct operations azoe designed to be models of efficiency. cleanliness, 

and courtesy, with convenhmt hours of operation. They should serve as a model 

and as a standard, hopefully for dealers to emulate. This desirable consumer 
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benefit would not be possible in the event A. 1411 is enacted. 

It would tend to re-Juce marketing innovations and large capital investments 

in the range of $300,000 - $500,000 made in such innovations as Car Care 

Centers and Car Washes. We believe it is important to operate these high 

investm«~nt, high operating cost innovative projects with company personnel to 

assure optimum use of the facilities and desirable services to the consumer. The 

restrictiou of this will tend to limit certain options to the consumer in the 

marketplace, options that the consumer has told us he wanted by virtue of various 

consumer surveys and test programs we have conducted. 

Company operated stations are used to test market concepts under 

controlled conditions. This includes new type stations, new procedures, new 

ancillary product"§, and r~ew equipment. These tests are conducted at direct 

operations. at Exxon's risk; however, the findings are passed on to deale_rs 

which ultimately results in another consumer benefit. This type research would 

be curtailed without company operations. 

If this bill is enacted and a dealer decides to retire unexpectedly, becomes 

ill or dies, or abandons the station, it could eliminate a service station from 

the marketplace for a SQ.bstantial period of time. The consumer who was trading 

'at this particular location would find himself inconvenienced in seeking to satisfy 

his motoring needs. This interval when the sfation is closed can also make it 

difficult for the new dealer to regain customers whose buying habits would have J ,een 

changed. The option available to us now, and which would be removed under 

A.l411, is to operate it as an interim company operation., awaiting the new 

dealer., and thereby co:r:tinuing t? satisfy the needs of the consumer in that trading 
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area. This also could possibly reduce the supply of gasoline available to the 

citizens of New Jersey under present FEA regulations. 

The State of New Jersey 

How would A. 1411 'i.dversely affect the State of New Jersey? 

Innov-ative projects such as Car Care Centers and Car Washes .require very 

large capital investmetnts. Without the ability to operate these large investments 

. on a direct basis to insure optimum operating standards. Exxon would have to 

re-evaluate its decision to build such high investment. high expense operations in 

the State. This would tend to reduce construction opportunities and lessen 

additions to tax rolls. which is a matter of some itnportance during our current 

economic situation anci period of relatively high unemployment. These investments 

are currently going to 11eighboring states which permit cross-merchandising and 

self-serve. Car Care Centers are the only innovative projects we have been able 

to develop in this State c:..nd passage of this legislation might eliminate future 

investments even of this nature. 

Exxon's direct retail operations have in the past directly benefited the 

State of New Jersey. As an example. Exxon Research and Engineering Company 

assisted the State of New Jersey in developing its automotive emissions testing 

program. This was tested and evaluated at Exxon's direct operated service 

stations in various parts •of ;the State and. after refinement. was made available 

to our retailers~ Incidentally. as a group. Exxon retailers comprise the largest 

segment of dealers qualifi~d to perform these emission tests for the State of 

New Jersey. 
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The Retail Dealer 

How would A. 1411 adversely affect the retail dealer? 

With 96% of o~r distribution system being through independent dealers, 

it's obvious that any p,:~licy, program or procedure which would not have the 

dealers' interests at heart would be self defeating. We have no incentive to 

see him fail, but every incentive to help him succeed. EXxon learns more about 

the marketplace by flrst··hand experience and, as a result, is able to share this 

experience with its rP-tail dealers, helping them be better businessmen. We feel 

Exxon must have the f1·eedom to engage in business in direct contact with 

consumers in order to be more effective in filling our role as retail counselor 

and advisor to our 1, 231 Exxon service stations in this great Garden State. 

The Company 

How would A. 1411 adversely affect our company? 

Basically, Exxon would be deprived by this proposed legislation of the 

freedom to make reasonable and independent decisions on how to operate its 

properties. 

Denying a company the freedom to engage in any legitimate business should 

• 
be don<! only after a determination that its conduct of that business has been 

detrime1.tal to society. Such is not the case with any of the retail service 

stations operated directly by Exxon. 

Thus, the Proposed Bill is an improper excercise of police power by the 

State and the taking of private property without due process, and is in direct 

conflict with the working cf the free enterprise system. 
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Furthermore, Exxon would be prohibited from operating service stations 

with company personnel on a discriminatory basis. While oil compa 1ies would 

be excluded from the direct retail market, large manufacturers in oth ~r industries 

could continue to retail their products . 

Summary 

Exxon believes tl1at A. 1411 is not a constructive bill. It appears to have 

a detrimental effect on all substantial interests involved - the consumer, the 

State, retail dealers, and gasoline suppliers. Freedom to participate in any 

business is an important freedom. A. 1411 would go against this important 

freedom without accomplishing any worthwhile results. 

ASSEMBLYMAN BAER: I want to thank you for your testimony. 

I will forego questions because of the time. 

You made reference to a survey. 

MR. B~TLER: Yes. 

ASSEMBLYMAN BAER: We certainly would appreciate it if 

would mak~ that available to us and any other material you 

which you 

MR. 

care to submit. 

BUTLER: we will be most happy to provide that, 

and thank you for your time. 

ASSEMBLYMAN BAER: Thank you. 

I understand we have a witness who has some kind of 

an emergency and will have very brief testimony of no more 

than five minutes. So I will change the sequence and Mr • 

Allen will be able to testify at this time. Then we will 

return to tha regular order of witn~sses. 
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GERALD D. A L L E N: I don't have a prepared 

statement, but I will be glad when I can write one to have 

it sent to you, if that is all right. 

I have a few very brief statements and I appreciate 

your ki1 tdness in letting me testify so I can get back to 

the doctor. 

ASSENELYMAN BAER: I understand your problem. 

MR. ALLEN: Mine was on purpose. I understand yours 

was accidental. 

Real.ly what I would like to discuss for the few 

minutes that I would like to talk is Assembly Bill Number 

1411 and the critical need there is in this State for that 

type of protection. 

Some people would argue that under the Franchise 

Law in the State of New Jersey the dealers and distributors 

would be protected and that this bill would really not be 

necessary to give them further protection. However, I would 

li..ke to sa~, in that regard that, as you probably know, the 

mc<jor oil companies now are appealing the validity of 

the Franchise Law and the constitutionality of that law is 

in question. 
Secondly, we have found in our specific case, inasmuch 

as we are distributors of Mobil gasoline, that even though 
you may have· a franch_ise, by- the use of economic tocbls, you 

can be discriminated against to the point where it may not 

be feasible for you to stay in business. So, specifically, 

if major oil companies are permitted to operate stations 

directly with salaried personnel, they can discriminate 

against their own dealer and distributor stations by means 

of changing t.he pricing to these dealers and distributors 

to such an extent that eventually it can be unprofitable 

for them to stay in business. 

In Mobil's specific case, they have in a little over 

a year take~ over 52 of the best stations that are available 
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in the State of New Jersey and converted them over to 

company-salaried operations. I am sure they would like 

to gain more of these stations, but fortunately the dealers 

are rebelling to a certain extent and are fighting to 

the best of ~heir ability to prevent this from happening. 

The reason this is happening is that the major oil 

companies t.o a large extent realize that their center of 

profitability has to go from the producing end to the 

marketing end of the business inasmuch as the Arab countries 

have taken over to a large extent the marketing operations. 

Inasmuch as this is the case, we aJ ·e going to find 

a larger and larger concentration of the major oil 

companies in the marketing end to the exclusion of independ­

ent dealers and distributors. What this means is that in 

order to maximize the profitability on the marketing end 

of our business, the majors will have to control the 

pricing. In order to control pricing, they will have to 

do away with independent dealers and distributors because 

the independents basically market at a lower level than 

the major oil companies would like to market. 

You may ask, how can the majors control the pricing 

in the independent stations as well as their own salaried 

stations? They do it by means of so-called temporary, 

voluntary al:owances. They can either basically force a 

dealer to raise or lower his price by the extension or 

taking away of these temporary, voluntary allowances. 

If I may be specific, I will go a little further 

and explain exactly how they work. Mobil, specifically, 

divides Jersey up into areas, basically containing one, 

two or perhaps three stations, and these areas they designate 

for aid when there are price depressions, so that if the 

major, in thid case Mobile, feels that a certain area 

has low pricing, it can go in and say to the dealer, "If 

you wiL_ reduce your. price and meet the competition and 
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hence sell more gasoline, we will give you a temporary, 

voluntary allowance. 11 At the same time, if Mobile wishE'S 

him to inc~ease his price, it merely goes and takes away 

the temporary, voluntary allowance, which is completely 

at the discretion of the major oil company. 

As a matter of fact, these units or these areas are 

set up completely arbitrarily and are really set up by 

the oil companies in order to give them control over the 

pricing structure in the industry. 

I would like to go one step further to indicate the 

need for this bil, and that is, I think unless the majors 

are prevented from taking over the marketing of gasoline, 

you are going to see unrealistic high prices and the public 

is going to be the one who winds up paying the tab. 

Now I would just like to make one or two points in 

relation to the other bill that is being mentioned here 

today and tha·t is Bill Number 159, which would permit the 

oil companies to go back into games and go back into 

give-aways and things like that. I would like to say in 

that regard ·c.hat the public always winds up paying for 

tl.ese things. When you get a free glass in a gas station, 

you don't get a free glass. You wind up paying for it in 

the price o= the gasoline. And normally the dealer winds 

up paying more to the oil company than the oil company pays 

when it buys it. So it always winds up that the oil company 

makes the profit, the dealer takes the squeeze and the 

customer winds up paying for everything. 

Again I would like to thank you for the few minutes 

you have given me and I would be glad to answer any questions 

that you might have. 

ASSEMBLYMAN BAER: Thank you. I have only one question. 

Could you identify the type of business that you operate? 

MR. ALLEN: Yes. The Allen Oil Company is a 

franchise distributor of Mobile gasoline in Northern 
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New Jersey a~d we also distribute private-brand gasoline 

in the State of New Jersey. At the present time, our 

contract has been terminated by Mobil and we are presently 

trying to void their termination of our agreement. 

We have had this problem before with them and they 

h.ave indicated to us that they don't want distributors in 

their key market areas because we tend to sell at lower 

prices than their own stations. 

ASSEMBLYMAN BAER: If you feel that the basis on 

which you are being terminated is relevant to this Committee, 

I would appreciate your giving us a little information on 

that. 

MR. ALLEN: I would be glad to. OUr company was 

originally basically private brand until we became Mobil. 

As a result, we always believed in selling volume at a 

lower price. When we became a Mobil distributor, they 

at that time felt they wanted additional volume in the 

State of New Jersey. However, as circumstances have changed 

and as the Arab situation became obvious, Mobil decided 

rc:lther than having people selling at lower prices, such 

a:3 ourselves, and hence forcing their stations in markets 

wltere we co~peted with them to sell at lower prices, that 

it was much more prifitable for them to market without us. 

Therefore, they terminated our contract by telling us 
we were unprofitable to them. We asked them what unprofit­

aJle meant and they indicated, "Unprofitable means where 

w~ can market directly and make more money and have less 

problems wit~ the pricing because we can sell at higher 

prices, we don't want or need distributors such as yourself." 

This not only applies to us as a distributor, but 

it applies to dealer stations as well. If it is more 

profitable for Mobile to market directly to their own 

stations, it is also much more profitable for them to 

market directly to their own salaried outlets. This again 
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gets back to the situation where they can control the 

price, and that is the whole point of the situation. 

ASSEMBLYMAN BAER: I want to thank you very much 

for your testimony. 

MR. l:oLLEN: Thank you. 

ASSEMBLYMAN BAER: The next witness will be Mr. 

laurence We-iss. 

LAURENCE s. W E I S S: Mr. Chairman and 

members of the Legislature who are present: My name 

is Laurence s. Weiss. I am President of the American 

Petroleum -corporation, a distributor for Exxon, and 

I thank you, sir, for this opportunity to appear before 

this CommitteE:!. 

American Petroleum Corporation would like to voice 

its opposition to A 1411, State of New Jersey. 

This bill would preclude our company from par:icipat­

ing in the ret.ail business if and when we have to o >tain 

our supply of motor gasoline at locations outside o: the 

State cf Naw Jersey. 

Anerican Petroleum Corporation is a distribut)r 

with 60 retail outlets in the State of New Jersey. 
w,~ doubt that any useful purpose would be ser'iTed 

by prohibiting direct retail operation by either distributors, 
such as our company, or by larger company suppliers, such 

as our present. supplier, Exxon Company, u.s.A. 
We have been distributors in the State of New JerSE''Y 

for over 50 years. We have extensive experience in the 

retail motor fuel business. In our long direct participation 

i• motor gascline distribution, we have never seen any 

u1favorable results from the direct operation of retail 

s'-3rvice stations by major oil companies. Rather, the 

reverse has been true. Our supplier has been able to 

better counsel us on successful marketing practices and 
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mcrchandisir.g programs because of its direct retail 

i1volvement. Its business has consistently enjoyed a high 

level of consumer satisfaction toward which other operators 

could strive. 

In the event that we should desire to sell our 

business jn the future, A 1411 would limit prospective, 

financially-responsible buyers which would tend to reduce 

the selling price. As a result, a small business man could 

b(~ injured by his not receiving full value for his investment. 

In our opinion, prohibiting distributors from engag­

ing in the retail sale of motor fuel will not serve the 

public or benefit the consumer. 

That is the end of my statement, sir, and I thank 

you very rr.uch. 

ASSEMBLYMAN BAER: Thank you. Could you just give me 

a little bi·i: of information about your company and its 

operation in t.he State? 

MR. WEISS: Yes, sir. We operate in Central New Jersey 

in Middlesex, Essex, Union and part of Somerset County. 

We have been in business for 57 years. As for the name 
11 distributor, 11 it sometimes becomes synonymous with jobber. 

w(~ are jobbers for this program. We have operated under 

that license or franchise for these years. We have enjoyed 

good relationships with our suppli<'r. We call on t11em on 

many occasions for.their expertise in matters such <iS general 

sales information. They help us with our financing, plans 

for buildings, etc., and we feel that they do help in the 

marketplace because their standards for their own service 

stations are quite high. You find that competition with 

them is very keen and competition never hurt anyone. 

Usually you find in pricing that their stations in 

the areas are usually fair. It is not cut-throat competition. 

If prices do gc down, they are right down with them, but not 

the first. 
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As to the matter of marginal operations, their 

company stc.tions are not marginal. The stations tltat they 

put up are. really a credit to the 1rea. If you have sat 

in on some Z'.::ming board meetings, {OU find that the vari,)US 

zoning board3 usually ask you what stations you have in 

the area, what they are like, and these board members know. 

When I appear before these boards - and I have appeared 

before a number of them in crucial times when service 

stations were going up ---

ASSEMBLYMAN BAER: One last question: How many 

stations do you supply? 

MR. WEISS: Sixty, sir. 

ASSEMB~YMAN BAER: I want to thank you very much for 

your testimony, Mr. Weiss. We appreciate it and also 

appreciate your brevity. Thank you very much for corning 

here to help us. 

MR. WEISS: Thank you. 

ASSEMBLYMAN BAER: Mr.Jerry Ferrara, New Jersey 

Gasoline Retailers Association. 

MR. ~ERRARA: Mr. Chairman, I have requested the 

staff to permit me to put on several dealers with Ehort 

statements that tell their stories. One of them you have 

scheduled~ t.wo aren' t. I don' t know whether you want to 

put them on before or after me, but I would like them to 

have the privilege of testifying because I think they will 

t,~ll the story as it is. You have Cal Parsons scheduled, 

and there are two more with short statements. If you 

prefer, I will put them on after I speak. 

ASSEMBLYMAN BAER: How long do you think their 

statements are going to be? 

MR. FERRARA: I don't think a total of ten minutes 

for all three would cover them. You have fifteen minutes 

schedule for one of them, Cal Parsons. I think we could 

cover it in that fifteen minutes. 
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ASSEMBLYMAN BAER: What sequt ,nee would you prefer 

then? 

MR. FERRARA: I think it would be preferable is 

they told th8ir stories and then perhaps I could amplify 

a little bit for them. 

ASSEMBLYMAN BAER: As you wish. 

MR~ FERRARA: I would call Cal Parsons first, then 

Torn Noy~s and Bob Shaw. 

C A L P A R S 0 N S: Mr. Chairman, I am Cal Parsons. 

I imagine you must have read something of my plight in the 

pc::tper because it has been publicized for the last 14 months, 

off and on. 

Mobil has chosen to take over my operation and 

put me out as a lessee-dealer. Their intention was to 

put me in as a manager of the station for them. This would 

entail my doing pretty much the same as I now do, but 

working for much less. 

There have been statements rnc:tde concerning the cornpeti t ion 

i l. the servicE stations. I believe if the dealer i[> put 

out and paid a flat $150 a week plus a commission, ·tS has 

been proposed to me, the interest js lost. So natu~ally 

the customer too will lose through the operation. C believe 

competition is there for the man who is looking for it. 

Now I started in 1961 and at that time I had four 

other servJce stations in my area and throughrny competition, 

I believe, these staticns were eliminated. This wasn't 

cut-throat competition, but I felt I had done a better jcb, 

so consequEntly I got the business. Evidently Mobil feels 

this way too because in 1970 or •71, they chose not to 

renew my franchise. They wanted the station as their own 

operatic 1, run exactly the same way as I had been operating it, 

with the except.ion that I would be working for them. But 

there would be no security whatsoever for me. The contract 

that was offe1:ed at that time stated that within three days 
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I could be put out for maybe a dirty windshield or a piece 

of paper i~ the driveway or for any whim that they might 

come up with. 

The FraHchise Practices Act \'as the first legislation 

that had ever been passed to help us. It gave us the 

option of r.aving someone else listen to our story other 

than the t\1/0 fellows from the company who would come in 

to talk to us individuals. It was always worked on that 

arrangement - two to one. If there were two of you, there 

were always three of them. -so you were always at a dis­

advantage. 

I have been there 13 years. My competition, 1s I 

started to s~y, was from a Getty station which was self­

owned; a Texaco station, company-owned; a Chevron station, 

which now has been eliminated by one of the superhighways; 

and an Exxon, privately-owned. These stations have all 

gone for one reason or another. As I said before, I believe 

my competition had something to do with it. I must have 

been doing something right to eliminate the small business­

man next to me through competitive competition, not cut­

tllroat compe·tition. 

The company operations that I spoke of before have 

i'l my estimation eliminated this for the dealer who has no 

incentive to go ahead and produce. He is there; he is 

going to get ·che same amount whether he produces or whe·ther 

he doesn't. Right now under the present contract that 

Mobil has, they have to pump 60,000 gallons of gas in order 

to get any ccmrrnission of any kind at all on the gas. In 

their last contract, this has been changed because they 

found they left a loophole and a man could make a couple 

of pennies, so they eliminated that. 

Mobile has shown no interest in the smaller stations 

and probably doesn't want them until someone builds them up 

~' .J they coP'le up to a place where they can make a profit 

from them. 'l'hen they want those too. 
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My station started at 28,000. And before the energy 

crunch, it was up to around 70,000, between 70 and 80 thousand 

gallons. I believe in all fairness I deserve a better 

shake from Mobil than just a kick jn the pants to get out. 

Wll.en I was presented with this "eii_her join or get out" 

contract, I had asked about gettinq rid of some of the 

things that Y had and they told me "eat it". This goes with some 

of the dealers who right today are being displaced. The 

company will not take back the products that you have bought 

from them. They have more to sell to the next dealer coming 

in if he has the money to take it. 

That is about all I have to say concerning my plight. 

ASSE..">ffii,YMAN BAER: Thank you for your testimony. I 

appreciate your coming down here. 

MR. FERRARA: Tom Noyes has a statement to re.id. 

These statements are prepared by the people who submit them 

and are not prepared by me in any s1ape or form. 

ASSEMBJ .. YMAN BAER: What did y:m just say, Mr. Ferrara? 

MR. FERRARA: These statements are letters to me 

fr-Jm these ger1tlemen and they prepared them themsel:es. 

We had nothing to do with preparing them. 

T H 0 M A S G. N 0 Y E S: My name is Tom Noyes. I 

am a contract-manager vvith Mobil Oil Corporation in a 

station in Montvale. I am here because I have been on 
both sides of the fence. I spent thirteen years in the 

mErketing division with Mobil Oil Corporation, as a marketing 

representative and a training instructor. 
As a marketing representative, my philosophy was that 

I was to represent the dealer, as would a lawyer, to the 

company to try and get fair and equitable situations for 

him, to make his operation more profitable. When I ente::-ed 

the company and tried to carry out this practice, I was 

told such things as, rrWho are you working for, the c eale:~ or 

Mcbil" or "\\"'hat are you, a dealers' man?" 
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When I got into the higher level of Mobil's management, 

I could see that ·t:heir policy was to try and help their 

marketing people at the lower level to motivate the dealer 

to do the things that were best for them in business 

practices. However, when you got down to the district 

level and tl1e salesmen, it seemed t:ime was of essence to 

them and, therefore, they would say, 11 Don't sell them~ tell 

them, 11 or if you tried to represent the dealer, they would 

sa.y, 11Are you trying to run some kJ.nd of a popularity contest 

o·1t in the ~ield?" 

I always preached to the dealers as a training 

i 11.structor when the subject of their security with \iobil 

c®e up, teat they were their own best security, that if 

t1ey did a good job running the business, they would be 

left in and would be given a fair and equitable lease. 

I could see that this was not happening and my moral 

conscience led me to leave the oil company. I left and I 

received a one-year lease in a rehab station up in Montvale, 

New Jersey, which is at the end of the Garden State Parkway. 

The staticn was doing 480,000 gallons a year when I took 

over. The first year I did 980,000 gallons, almost a 
million gallons. The company's projection for that station 
the first ysar was 540,000 gallons, and their twentieth 
year projection was_750,000 gallons. 

I have always believed that I had one boss, one 

supervisor, other than my wife, and that was the consumer, 

the consuming public. So I devoted 15 hours a day, 7 days 

c week, for 3 solid years, building this business up, feeling 

that Mobil Oil Company would appreciate what I had done 
and would leave me alone. And during that period of time, 

they did, and they praised me for the accomplishments that 
were made a~ ·that station. 

In 1972, however, Mobil began to acquire complete 

control over their major outlets in the New Jersey area. I 
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appealed to higher management, because I knew they were not 

forcing large highway stations to go under the contract 

plan, to put me in the same category and give me a lease, 

and I was turned down. 

Mobil Oil Company approached me regarding their contract 

plan. Th·~Y inferred in my case it would be just a formality 

if I signed: and that nothing would change. Unfortunately, 

I did sign. I might add also that another mistake I made 

was not joining the dealers' association. I was approached 

several tines, but I felt that I did not need them because 

I had faith in the oil company and believed they would 

deal with me fairly, and I felt thit I couldn't offer them 

my services. 

I checked with my attorney and he said that the 

company had a perfect right to cancel their lease and force 

me into a contract plan. I have a wife and four children 

to support. My oldest son was coming up to go to college. 

When I told the oil company I was going to refuse to 

sign, they said they would bring legal action against me 

and any ot~er dealer who refused, and they would be out 

of the stations within three months. 

I had put my life'sblood into that station and I 

did not feel like walking away. So, under duress, I 

unfortunately signed the contract. 

Everything was going fine until I started to question 

the contract and to make waves for Mobil Oil Company, living 

under the contract. When we had the gasoline shortage, I 

took it upon myself to open the station at four o'clock 
in the morning because there was a town ordinance that 
said all service stations had to be closed between the 

hours of 8:00 in the morning to 10:00 and between the 

hours of 2:00 and 6:00, for protection of the children 

walking to an1 from school. So to take care of my customers -
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and I still considered t~em my customers even though I 

was an employee of Mobil Oil Corporation - I opened the 

station at 4:00 o'clock in the morning. The customers 

would wake up, come down, get their gas, and go back to 

ced. Many of them, in fact, most of them, appreciated this 

additional service and I know of 30 customers who wrote 

letters complimenting me. However, I never received any 

compliment or even one copy or even any reference to any 

of these letters from the customers. I know because two 

customers gave me their letters because they didn't have 

the addre&s and I addressed them myself to upper management. 

I never heard from them. 

However, I did receive a letter. The letter stated 

three customer. complaints were brought against me. One 

was because of a mistake in a credit card. It was printed 

up as $10.50 and it should have been $5.50. The other 

was a tire adjustment which I could not take care of and 

I referred the customer to Mobil Oil Company. The other 

had to do with work done on a car prior to the contract 

plan which was 12 months old and which the customer refused t ·O 

pay on his credit card. This is the letter that I received 

from Mobil Oil Company: 

"Within "!:he last two months, our office has received 

three custorr.er complaints. The complaints have been forward< ,d 

to Mr. ____ , who will discuss each with you. (He was 

the marketing representative.) This type of activity is in 

direct violation of Mobil policy and, if it continues, 

it will have an unfavorable effect upon your employment 

relation~hip. We request that you take immediate steps to 

prevent complaints in the future." 

No compliments on the excellent job that I wcs 

doing during the energy crisis. Despite the fact that in 

t.hat partie u.:.ar market area, we were selling gasoline at 
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one to two cents higher than the other stations, I was 

siill able to maintain my high vol,®e. In fact, we have 

been doing 10 to 15 percent higher than our allocation, 

set in 1972, vmen I did a million gallons that particular 

year. 

When I asked the company what more I could do to 

have bette~ relationships with them and advised them 

that I f~lt the gasoline gallonage was extremely high, 

their cunment was, 11 How high is up'1 or 11 If you don 1 t lik,~ 

it, you can gE·t out. 11 

The Mobil Oil Corporation delauches its own employ·~es. 

It attempts to strip them of any moral sensitivity. I ~n 

talking 1bou"!: the marketing representatives. The incredibly 

high tul 1over of sales personnel may reflect the salesma~'s 

distaste fvr this mode of doing business. 

Mobil has succeeded in stripping the small independent 

businessman of any chance at free enterprise. The dealer is 

regarded as just another piece of equipment in the outlet 

and is given no opportunity for independent decision-making. 

For example, I am exceeding my allocation. Yet on September 

5th, thE marketing representative came in and told me 

that my hours of operation would be from 6:00 in the morning 

until Midnight_, seven days a week. My location is at the 

intersectio::1 of two cowpaths, heavily travelled, but two 
cowpaths. ~be only other business in that area is the 

Garden State across the street. The Garden State Farms 
outlet, by "che way, stays open unt::_l 10:00 o'clock. When 

I had stayed open beyond 10:00 o 1 c~!_ock when I was an 

independent <.l.ealer to see if it was worthwhile for me, 

I was robbed - held up - three times. The only things up 

at 6:00 o'clock in the morning on Sunday - and I am not 

too sure they are up - are the birds. So for me to open 

up at that hour is utterly ridiculcus. 

Obviously Mobil feels the-profitability of those 
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extra two hours from 10:00 to 12:00 in the evening, seven 

days a weekJ to them would be much greater than the· 

possibility of the loss of a human life. I personally 

look at hUinan life over profits and, therefore, I am 

sticking ~o closing at 10:00 o'clcck when the Garden State 

Farms outlet closes. 

I do not know what action Mobil will take against 

1ae for this disobedience of an order, but I am prepared 

for whatever may come. 

They also shut me off on their gasoline from March 

1st through March 15th. I sat down with management many 

times to disc~ss this and try and solve the problem,and they 

said it could not be solved, that if I didn't do what they 

wanted me r.o do, I would not get any gasoline and would 

eventually be out of the station. I turned the matter over 

to my attorney and at great expense we went to court. 

Suddenly on the doorsteps of the court, it appeared that 

Mobil could do those things which they said they couldn't 

do prior. And I lost that 20 days of business in the 

month of Marcn, not to mention the cost to me for legal 

fees. 

Maybe I am in a fortunate position because I 

can afford legal costs. But I am sure there are a lot 

of dealers wr.o cannot afford legal costs and, therefore, 

knuckle under and do what Mobil Oil Company wants them 

to do. 

It is obvious of no consequence on the part of 

Mobil that this policy could endanger lives, as I said 

before. 

I made a few notes. But I will make it short. 

That's it. Thank you very much, Mr. Chairman. I certainly 

appreciate the time you allowed me to present my views. 

(Letter submitted by Mr. Noyes can be 
found beginning on page 136A 



ASSE.!MBLYMAN BAER: Thank you. We appreciate your 

testimony. 

MR. FE:~: We have one more, Bob Shaw. He 

will give you a picture of another company-manager operation. 

ROBERT SHAW: Mr. Chairman, my name is Bob 

Shaw from West Orange, New Jersey. 

My ca3e is very simple. I was an Esso dealer for 

nine yearsc My family has been involved working for Esso 

for somethi!lg like 80 years. I own the station. 

ASSEMBLYMAN BAER: Excuse. Can I interrupt just a 

moment? 

W_ll Mr. Noyes and Mr. Parsons be staying here? 

Ml{. FERRARA: Yes. 

ASSEMBL ·:MAN BAER: I don • t see Mr. Noyes. 

~{. FERRARA: He is back there in the last rcw. 

ASSFJ.ffiLYMAN BAER: All right. Excuse my interruption. 

MR. SHAW: I took over an Esso Station in 1961 which 

'"as doirtg a low volume. In one year, I doubled my business. 

For the next consecutive eight years, I increased my 

business, as one should, being an independent dealer. 

My story is this, that after nine years of being 

vrith Exxon -- or Esso -- excuse me -- this is strictly Esso -­

records will show that my volume, my business, my TBA, 

everything I have done for the station, increased each 

year. I was considered a good dealer and I ran a high-

volume station. This high-volume station was also a 

neighborhood station. 

ASSEMBLYMAN BAER: TBA, by the way, is what? 

MR. SHAW: Tires, batteries and accessories - in other 

'vords, the over-all picture of the station. 

I started out by working seven days a week, 7:00 

in the morning until 11:00 at night, to build up a good 

J:eputation for the station wh~n:had a bad reputation to 

begin with. Over the course of the years, I built up a 
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good reputation and then they decided in 1968 to build 

a new station up on the corner which would be 500 feet 

from my preser~t location. For the next two years, in the 

negotiations, all indications from representatives (lf the 

company - ~nd they asked my opinion about the station - is 

that I would be going up there if they decided to build 

a new station. All negotiations and contracts were 

completed somewhere around November of 1970. The station 

was in the process of being built. They acquired the 

property and were going to build this station. In January, 

when my lease was due for renewal, they came along and 

told me I was not going to get it as an independent dealer, 

that they ~ere going to offer me a job to work for them 

as a manager. 

Part of my contract, without going into it deeply, 

was that I was to work for them, and one thing that they 

weren't goir..g to give me was any hospitalization or company 

benefits. That was just part of the whole negotiation for 

this new station. 
From January through July, we looked at company-run 

stations, manager plans, etc. It was not beneficial for 
me to take it over as a company manager. I asked them 
to let me go in as a dealer for one year. You, yourself, 

know if ym.::. go to an independent dealer, he can do things 

for you and not charge you for little things, etc., and 

be right there when you need him. 

Finally in November of 1970, th~y put me out and said, 

"Thank you ---" No, they didn't even say thank you. They 

just said, "So long." They didn't even say, "So long." That 

was it. It was just unbelievable how I and my family put 

up with this in the last year. How they could come along 

after nine years during which I was considered a good dealer, 

doing a high volume, and not even say "thank you," just, 
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"that's it ... 

I was put out and their company-run st.1tion that 

they startec under the manager's plan lasted for something 

like two years. Today that station is no longer a company­

run Esso station that is there to serve the 1notoring public. 

I will make a comment on that. It is now an off-brand Alert 

~tation that is still run directly by the company, but gas 

now is what they call an off-brand gas; it is Alert. 

My comments are as follows: Today I heard responsible 

management,i.ndependent dealers testify. They are interested 

in the motoring public. They see you go to work in the 

morning; they see you come home at night. They sp<~nd long 

hours at their stations. When you look at independent dealers, 

you will sP.e this. 

Now they took my high-volume station away from me. 

I was doing 65,000 gallons a month and they took that away 

from me. We wrote letters and posted signs. We went 

to Pelham, New York,·w e went to Houston, Texas, with 

letters about my case, about my being put out of business. 

They came back and said, "We are going to run this new 

~tation and it is going to better serve the motoring public." 

They are not better serving the motoring public when they 

boarded up the bays and all they are doing right now is 

just pumpting gasoline. That whole section of town is 

now without any kind of service to the motoring public. 

They advertised back in 1964, '65, and '66, if you 

read the papers, to be your own boss. "Come with Esso and 

~rou can build your own business and be your own boss." What 

a falacy that was when you look at things today. If the 

Franchise Act existed then, I would not have been put 

out of business. Unfortunately, it came a year too late 

·or me. 

My family worked so hard to build up the business, 

then to have c. major oil company come along and say, your 
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number is one, two, three - that's all we consider you­

is the reason, Mr. Chairman, I am for this bill. Consider 

it and talk to independent dealers, the men who better. 

serve you. There is no one left up in that place now. 

Thank you, sir. 

ASSEMB~YMAN BAER: Thank you. 

We will now take a five-minute break for the 

stenographer. 
(Five-Minute Recess) 

AFTER RECESS 

ASSEM~LYMAN BAER: The ~earing will come to order. 

If I can bre~k in just for a moment, Mr. Ferrara, I have 

just been given a statement by Mobil Oil Corporation, 

})y the corrm1ittee staff, and I was informed that Mobil is 

leaving and will not be able to testify this afternoon, 

as schedul~a. I would like to request the representatives 

of Mobil t.o see if they could stay, or return, this 

afternoon. I do appreciate the written testimony but 

J: did intend to ask some questions, particularly in light 

of sane of the testimony that has been presented here, 

relating to the Mobil operation and dealers being forced 

out of business. 

I would hope that the Mobil Company representatives 

will not want to avoid responding to some of this 

testimony, or answering questions on it. So, if there 

is some possibility of your returning, I would appreciate 

it and if you did not come prepared to respond to the 

sort of questions raised by the testimony that we have 

heard, since We will have a lunch break and a period of 

time between now and then, I would appreciate it if you 

would get wha·cever information you might need. 

so 
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Mr. Ferrara, you may proceed. 

MR. FERRARA: Mr. Chairman, after listening to the 

stories of ~he three dealers, I thin~ you can understand 

why I w1nted to preface my remarks with their testimony. 

T1eir testimony only touches on the problem of 

what we call company-manager/company-direct operated 

stations. 

Ort A-1411, we are for the concept of the bill. 

Some ac1ion must be taken to prevent the oil companies 

from co} ting in and taking complete control of the stations. 

Realistically, if the bill is intended to stretch 

it out to keep them from owning land, pipelines, etc., 

my feeling would be that it would be rather difficult to 

enforce such a bill on a statewide basis. That is 

commonly called divorcement in the industry, which would 

diYorce them from complete ownership or control. If 

anything were done along that line, conceivably it would 

have to be done on the national level. 

Amplifying the remarks that I heard here this 

morning and scme of the questions that you, as Chairman, 

asked, I'd like to address myself to the problem of 

company direct operations and company employees. 

I very rarely make prepared statements for the simple 

r·~ason that I find my position, representing over .3, 000 

s~rvice stations - which is not 39% of the dealers in 

the State of New Jersey, there are 5,300 service stations 

per se in the State of New Jersey today-- We directly 

rc~present over 3,000 of them but I would say that, through 

mail contacts and through personal contacts and attendance 

at our various chapter meetings throughout the State - we 

h~ve 21 -we probably reach 4,500 of the dealers and 

can, conceivably, address ourselves to this on behalf 

of all 4,500 dealers. 

Mr. Irwin, representing the Petroleum Council, made 
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some statements in his address which I'd like to answer. 

I have a t~emendous respect for Charlie Irwin, I knew 

him as an Assemblyman, and I think deep down in his 

heart ra knows the problem of the gasoline dealers. 

When ycu questioned him as to what he felt about leasing 

the stction- that is the concept, again, of letting 

t~he con oanies own the station and stay out of direct 

operati:m, which is what the Franclb.ise Bill does address 

itself to - Mr. Irwin said that it would lessen the 

number of stations. If the concept was that they were 

permitted to own the stations, that would remove that 

argument fr~m the realm of opposition to this particular 

bill bE·cause ·being able to own the stations and not 

directly operate them would not stop them from coming 

in and building new stations; it wouldn't stop another 

brand company from coming in. 

They went along and said that the consumer would 

9et better prices out of the competition entailed by 

company operation. Now, I ask you, isn't that what they 

are telling us, that if the occasion arose, yes, the 

consumer wot.ld gain until the point that there were no 

small indepe~dents to fight back? Then, all I tell you 

J.s, look back at the past crisis - the past 9 months -

to find out what would have happened if the multi­

rational companies had complete and absolute control from 

the well to the consumer. I am sure the consumer would 

pay. I am sure the past history of the past winter would 

show th~t New Jersey, in particular, was discriminated 

against. I don't want to rehash the energy crisis but 

c have to refer back to that. Domination of the oil 

-~ndustry by any segment as large as the oil companies 

.s certainly not going to benefit the consumer. If 

( ·ompeti tion hns to be engendered, it will be engendered 

more on the small, independent, neighborhood station. 
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What they are doing to the neighborhood station 

is, thev all decided in the past two years that every 

station doing less than 240 thousand gallons a year -

c1pproximately 20 to 25 thousand gallons ti month - are 

1ery unecor-omical for them to own or operate. I say 

(rood for them, if that were the truth then, perhap~;, 

they have the right to close down. But it is strange 

that when they sell these properti. !S, they put a 

restrictive clause in there so another gas station can­

not go in t~ere. When the dealer himself, who is 

operating there, offers to buy the station, they fjnd 

they can't sell him gasoline. 

I say to you, how much more does it cost to deliver 

a tank of gasoline to a small station than it does to 

a large s~ation? The cost is no greater. They deliver 

8,000 gallons of gasoline to a small station and 8,000 

of gasoline to a large station and noboday can tell me 

it costs any different. Yet, every one of them - the 

economic studies must have been done by the same company -

all at once, decided to divest themselves wherever 

possibl'~ of the small station. 

Of cou~se, our opposition, as dealer-spokesmen, 

has slowed things down a little bit and we are kind 

of proud of this, for that reason. 

Mr. Irwin pointed out that gas stations owned by 

the company were 1¢ to 4¢ per gallon lower during the 

past months of 1974. Now isn't that nice? The only 

reason they were 1¢ to 3¢ lower on the retail end is 

because they were prohibited by the FEA from passing 

it on. Later on, when they were permitted to pass it 

on, the price went up 3¢ - and you heard Tom Noyes 

testify that in a company-manager station, the price 

went up 3¢ and he didn't get anything out of it. 

Now, conceivably, this was supposed to be spread 
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out so whatever extra profit they made, would result 

in lower prices. I want to be honest about it, th~:-ough­

out the industry, that is going to be a hard one to 

prove. 

They referred to every penny reduced in pricn 

resulting in 3 or 4 tenths million dollars in savings 

to the consuming public - with an average of 3¢ pe:::­

'}allon difference. Now that was very neatly done but 

::.he facts disprove that there will ever be any real, 

honest attempt to lower the prices to the consuminq 

public beca1.1se if there were, we should see it today. 

You do see competition on the streets in the past t.wo 

weeks but it is competition, not engendered by thert 

lowering the.ir prices, or giving any of their profits 

away, the ~ompetition is engendered by the small dealer 

being forced to meet other competition. 

I often wonder - maybe I am a pessimist - that if 

the vicious cycle hasn•t been created by permitting more 

gasoline to be fed into what they call the 11 private 

sector 11 - the private brand, which some people refer to 

as the independent brand. All of a sudden, gasoline 

became available to them. They did lower their prices 

anywhere from 4¢ to 5¢ to where they are down now -­

instead of being above the major brands - below thE~ major 

brands. But wasn•t it strange that within several days, 

salesmen were out in the field respresenting the major 

companies and telling their dealers, 11 look at that, why 

not be competitive 11 ? But it did.n•t come out of their 

pockets, so competition, if it is ever going to come 

out of anyplace, it is going to come from the small 

o2aler who gay get angry at the guy across the street 

and will lower his price. 

So much for some of their testimony given here 

this morning. 
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New Jersey has, probably, one of the lowest amounts 

of company operated stations but, as I said, it has been 

coming in the past couple of years. 

If you would look back and investigate the Justice 

Department's investigation of the Sohio Oil Company in 

Ohio - one of the few companies who really, through 

company-operated stations, do dominate the entire market 

in Ohio - you will find that with some consent agreements 

they are starting to change their practice and divesting 

themselves of them. But, in that marketplace, the 

consumer die not benefit by their operations. At times 

they paid more for gasoline and at times they paid less. 

I can't speak for the Ohio market, but I would say 

that wht~n they paid more for it, the market was pretty 

stable and they thought they had the mar·ket under control. 

If they paid less they might have been losing some gallon­

age to the private, or the small independent major brand 

stations of different companies and they decided to lower 

it. But, 3 study of that marketplace will show you what 

complete con~rol can be like with company-operated stations. 

There v1as a question here that the jobber would 

become a small entity and would then, in substance, be 

another small group - or a middleman. I say to you, 

a simple amendment to this bill, adding the word 

"wholesaler" or "jobber" would prevent that from happening. 

Then the jobber would be in the same category as the 

major oil companies, in that he could not directly 

manage or operate the stations, so that competitive 

factors would be the same and the competition would 

still rest '"i th the independent dealer, who is running 

the station - whether it be for a jobber, under franchis­

ing, or for a major brand company. 

It is not only happening here, it is happening all 

over the country. I am sure, from the list of speakers 
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here, you will have every company in the State here 

today who will have something to say. I think maybe, 

in fairness, we should be allowed to come back at the 

end. They a~e going to have more here than we have 

in any casa. 

A bill was passed in Maryland which they have 

taken to co:1rt. This addressed itself to the concept 

of manager stations. Why did that come about? In 

the Maryland/Washington area, BP decided to wipe out 

all their stations, change them to what we call, 

"gas and go 11 , and take them over as direct operation. 

No offer ·was made to the individual dealer to take it 

over as an independent franchise. He could take it over 

and work as an employee of the company. Why was that? 

BecausE: in that way they could get better control of 

the profit structure, again, from the well to the con­

sumer and while, conceivably, initially it could result 

in a lower ~rice, ultimately that type of control would 

cnly lead to higher prices and, again, I say the 

experience of the past 9 months will dictate that, and 

I will debate that anytime and anyplace with anybody 

in the major oil companies who can say otherwise on that 

issue. 

I put a chart in front of your, Mr. Chairman -

several charts. These charts do not illustrate the 

company involved but they address themselves to market 

concepts of ~ompany-operated stations,vis-a-vis sales 

tJ independent marketers. These charts were obtained 

from the FEA at an open hearing about two weeks ago of, 

what they caJ.l, a dealer advisory council. 

If you will look at chart B-2, I have them under-

lined and they go from'72 to '74. I underlined the 

month of Ja~uary, 1972, 1973 and 1974. Just taking 

them arbitrarily, chart #2 here - again, it is called 

56 

• 



• 

a large int.egrated refiner and there are over a million 

g~llons being sold so there can be no question that he 

is fairly large - shows that in 1972, sales through 

company-operated retail outlets were 274,157,000-

about S.Ol% of the marketplace - while sales to independent 

marketers were 85.03%. 

If you will now look down at 1973, you will see 

sales were 5.Jl% again and still 85% to independent 

marketers. 

But if we get down to 1974, when the market 

became a little more lucrative, you will see sales started 

to go up to 342,446,000 gallons, or roughly 6~~, while 

the sales to the independent marketers dropped 1% and 

sales to other direct distributors dropped also. 

Tur!ing to B-3, which lists large independent 

refiners, this addresses itself to, also, the segment 

of the industry that can be classified "independent" 

on the refining end. You will see sales through company­

operated retail outlets in 1972 were 129,717,000, or 

roughly 21% of the market and sales to independent 

marketers \vere 7 3. 08%. 

When we get down to 1973, the sales were 146,490,000, 

or 21% of the market - still similar - and, again, 73% 

to the independent markerers. 

Let•s go down, again, to 1974- the market, again, 

is a lucrative place - 158,242,000 gallons to company 

related stations, or 24~% - an increase of almost 3~~ 

to the company operated stations, while the independent 

segment of the market - or retailer, as we call them -

dropped from almost 74% down to 70%. Now where did that 

4% go? You can see where the 4% went. The 4% went 

from th inde9endent retailer to the company-operated 

retail ( utlets. 

TJ 1e next table we will go to is table B-4, which 
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indicates small refiners. Again, the picture is 

similar. January of 1972 shows 180,491,000 gallons, 

or 16% of the market. 82% went to the independent 

retailers. 1973 shows 213,236,000 gallons to the 

company-ope~ated stations, or 15~% versus 82% of the 

market to the independents. 

But then we come down again, fight down the line, 

to 1974. Again, when the economy was tight and gasoline 

was tight, what do we come up with? 243,487,000, or 

roughly 20% of the market against 16% that went to 

company r~lated stations and the independent segment 

dropped to 78% from 82%. 

Now if you look through all of these, in 1972 

approximately 4% to 5% of the market of gasoline shifted 

from the independents. Do you wonder why there is 

opposition to any form of independents continuing in 

the marketplace? 

Mobil Oil, of course, in the State of New Jersey, 

under the guise of opposing franchising, is the biggest 

culprit in New Jersey~ they have the largest number of 

company-manager stations. As two dealers testified -

one who is ~ill fighting them and one who capitulated -

"you took it, or else". 

In Gvery instance, Mobil Oil did not take a 

statior' that was doing less than 40,000 gallons a month~ 

t1ey took the higher ones. Why? If they really want to 

S·::!rve the public - all of the company-operated stations -

why dor't thEy go down to that little neighborhood 

E;tatior that is doing 40,000 gallons, where the dealer 

j s knoci-:.ing bis brains out trying to do repair work, 

service his customer, put air in kids' bicycles, look 

at cars and say, "well, you need this or_you need that -

no charge". That is not profitable to them. If it is 

not profitab~e to them, then the name of the game is 
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profit. Eow can we conceive that if they took over 

complete domination of the industry that the name of 

the game wouldn't be profit, such as we have seen over 

t.he past two years where their profits have increased 

200% - where the profits are increasing this quarter 

and the independent/private brand dealer is lowering 

his price of gasoline on his end c·f the deal while not 

one cent is being lowered-- Don't misunderstand, if 

you see a lowering of price by thE major oil companies 

today it is because they cannot pass through any higher 

cost, it isn't because they are being magnificant and 

giving you any of their profits. rhe lowering of prices 

in the marketplace today is controlled, basically, by 

the Federal Energy Agency, so they are "supposed to" -

and I use quotes around "supposed to" - justify any of 

their increases by justifying that there is an importation 

of crude oil, vis-a-vis the importation of domestic oil, 

resulting in a higher price. 

Som~ of them have rolled back their prices and 

I wouldn't presume to put their names on the record; 

the FEA didn't see fit to,and neither will I, have them 

accused of evercharging themselves through their sub-

sidiaries. The cost pass through was too high 

and in the past couple of months they have lowered that. 

The public, thankfully, is gaining from that. But any 

lowering that you see in the marketplace as you ride 

the roads of Trenton and certain sections of this State 

today is the independent/private dealer - the guy who 

represents a major brand franchise, or otherwise, who 

is meeting the competition on his corner. I often 

wonder if this competition is not conceived at the 

present time to lull the American public into thinking 

that our multi-national companies have gotten a 

conscience and are starting to lower the price to the 
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consumer. 

I could go on but in the int,~rest of time I 

certainly want to make sure that the whole list of 

people here representing the rest of the major oil 

companLes have their opportunity to be heard. I'd 

like the qusstion put to them, Mr. Chairman, that if 

their agrument is against completE~ divorcement, what 

is their answer to letting the station be removed from 

their direct. control as company-operated or managed? 

Let's find out if they really are talking about not 

being able to come into the market:place or build stations, 

or are they really talking about control? 

With that, I think I ought to conclude. I have 

a copy here of an article in Pennsylvania which shows 

the same thing is happening there. I also have copies 

of the Maryland Bill, which I would like to present to 

the Committee for their consideration for whatever 

amendments 1411 should have. 

ASSEMBLYMAN BAER: I want to thank you. I have 

some questions. 

First of allf relating to the amendment that you 

made reference to in terms of jobbers, would you want 

to be specific? Could you tell us specifically where 

you would like that change to be made, or have you a 

copy of the bill with your proposed amendments on it? 

~. l. FERRARA: If this bill were to be left as it 

is, I, iopefully, think it could be changed to direct 

itself to the manager-type operation. If, in paragraph 

2, where it says it shall be unlawful for any distributor 

to enga~;e in the retail sale of motor fuel, if you 

insert 1he words, distributor, wholesaler, or jobber, 

that would cover the whole gamut. 

I have your original copy. I haven't got the 

printed copy. I have one of the original copies. 
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But, where j_ t says, shall be unlawful for any dis­

tributor, if you simply put in the word wkolesaler 

or jobber, that would take care of the question of 

covering the jobber segment of the industry. 

ASSEMBLYMAN BAER: I see. On the question of-­

You stressed the point that you feel the issue here 

should focus more on direct control rather than, 

necessarily, total divestment. 

MR. FERRARA: Divorcement. 

ASSEMBLYMAN BAER: Now I would be interested in 

any specific comments as to what criteria for direct 

control you think should be used, since there is such a 

wide spectrum of operational arrangements in the industry. 

MR. FERRARA: Well, for all practical purposes and 

for an easier enforcement of the act, if it just divested 

them from the retail segment of the industry to the 

Extent that the could not, directly, operate or have 

a commission-manager type station - if they had to lease 

out the stations to independent people to operate under 

a franchise - that would eliminate the possibility and 

questio1 of the stations being divorced, and the 

ownership, and the ")question of the dealer having to 

raise the money to buy it. If divorcement ever comes 

through on a national level, then, of course, arrange­

ments could be made for subsidizing the small private 

dealer to make it possible for him to buy the location. 

I don't think we could really do it on a state­

wide basis, even though the problem is there. I don't 

think, realistically, that the state can cope with 

c~mplete divorcement, such as this bill possibly could 

f)rce. It is a question of the interpretation of what 

)OU have in this bill. 

ASSEMBLYMAN BAER: I did want to ask, in relation 

to the ~:ables - maybe you mentioned it and I might have 
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missed it - what is the source of these tables? 

MR. FERRARA: The Federal Energy Agency. 

ASSEMBLYMAN BAER: I see. 

MR. FERRARA: They did not put the name of the 

companies on them. They issued them. They are public. 

I picked them up. 

ASSEMBLYMAN BAER: They issued this, when? 

MR. FERRARA: Two weeks ago. 

ASSEMBLYMAN BAER: Two weeks ago. 

In earlier testimony the que;tion was raised as to 

the potential danger of price setting - price fixing -

practices by jobbers, or by independents, were legislation . 
like this to go into effect. I wo·Lld be interested in 

any comments you might have as to, specifically, whether 

that could come into being and wha1: further steps - if 

there is a possibility of this happ~~ning at all - could 

be take 1 to reduce that possibilit:r? 

MR. FERRARA: Well, I was amused \';ith the comment 

about a strong ocganized retailer group. I think, 

perhaps, \le are probably one of the strongest organized 

9roup in the entire country - on a statewide basis. Many 

are organized citywide. 

All I can say is, go back on the highways for the 

past couple of years-- We have been around for 34 

years, our organization. Let's relate it to the past 

couple of years~ let's relate it to the past week. If 

I could keep a dealer from giving his profits away, I 

probably would. But I assure you that you can't. And 

when it cou~s to enforcement, I'd like to make another 

comment: How easy it is to penalize the little guy and 

not the big guy? 

In the State of Michigan the Justice Department 

'~as requested by Congressman Dingell, who is a Congress­

Jnan from Micnigan and iE part of the Sub-Committee on 
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Regulatory Agencies in the Congress, to go into Michigan 

and investigate the large-scale price wars - price 

cutting - that was going on and the coercion that was 

going on. 

Do you know what the Justice Department came up 

with? Theyindicted two small dealer groups, one in 

Grand Rapids and one in Lansing because they had a 

meeting and decided to pull in signs. They had no 

legal c• mnael. They weren ' t organized. They were 

dealers. that met in their own city. They were taken 

into co~1rt and, as the judge said, you know, you put 

out a net a!ld you caught a minnow instead of a whale. 

•rhose two dealer groups had to sign consent agreemEnts. 

Now 1 conceivably, small independent dealers \/ill 

be much more liable and much more vulnerable to an':i 

trust actions, even under the State of New Jersey 

statutes. So, I don't see how we will control the 

price of gasoline in New Jersey if and when the oil 

companies are out of it completely and if they are 

out of it to the extent that they still own the stations 

and are franchising them out; they have their own 

little way cf telling the dealer when and how and what 

to do with his price. As the one dealer said, it is 

usually two on one and it is sitting in the car; it 

is never where they can be taped - where they can tape 

anything that is said. You can ask any dealer in the 

business and he will tell you that is the story. 

ASSEMBLYMAN BAER: Just very briefly, in the 

company owned operations the prices come down from the 

company office, is that it? 

MR. FERRARA: Oh, yes. 

ASSEMBLYMAN BAER: Well, could you tell me this: 

In the different types of operations that we have in 

the State, where are those prices set, within those 
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different types of operations? 

The reason I am asking this is, I am trying to 

get an understanding as to if there were fixing, how 

many different people would have to be involved in 

these different types of operations we have now? 

MR. FERRARA: Well, I would put it this way, in 

the company owned/managed, directly owned or managed 

station, the prices would be fixed directly by the 

company. On the company franchised stations, or independ­

ent/private ownership it is suggested. It is not set. 

It is suggested, depending upon what the marketplace is. 

At times they will suggest a lower price, but not at 

their expense. 

The dealer, supposedly, has his own option of 

setting the price. But the street competition never 

permits a dealer to bP very high above his competition 

because the relationship of supermarket vis-a-vis a 

small independent grocer didn't even hold here this 

morning because a car is a mobile unit; there is no 

affinity to one particular price except the station may 

have a good ~echanic and he goes there. So, he will 

buy a dollar't:; worth of gasoline there, if that station 

is a little more expensive, instead of going down the 

street or on the highway, if they are cheaper, to buy 

it. 

ASSEMBLYMAN BAER: I want to thank you very much 

for your testimony, Mr. Ferrara. 

MR. PERRARA: Thank you for the privilege of being 

beard. 

ASSEMBLYMAN BAER: We appreciate your coming here. 

We will have just one more witness before the 

lunch break and that will be Mr. Marcus of Rutgers 

University. 

MAT I M A R C U S: Mr. Chairman, I have prepared 
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my statement with the understanding - perhaps mistaken -

that the thrust of the bill was the divestiture of the 

retail end of the business on the part of the large 

oil companies. 

As I have listened to the presentations here, I 

~athered~ at. least from the dealers point of view, they 

<re more conc~rned about the company-operated stations. 

Now, at your pleasure, Mr. Chairman, I can go 

ihrough the main arguments that I have developed in 

ry statement, bearing upon both divestiture and company­

owned stations, or I can concentrate on the company-owned--

ASSEMBLYMAN BAER: Well, as Chairman, I would say, 

discuss auything you wish to, and as sponsor of the legis­

lation I would say that I do not have an inflexible 

approach towards it at all. I am interested in any 

specific changes or variations that you might want to 

suggest, as well as whatever testimony you might have -

for or :l.gainst the bill. 

I realize that there are a number of-- Any bill 

with the overall goals of this, has to face questions in 

several major areas as to where the lines are drawn and 

to the kinds of lines that are drawn. I think a very 

important fu~ction of this hearing is to give guidance 

en those questions. I know, at least as the sponsor, 

that I was looking forward to that sort of information 

ct thit: hearing, since I did not believe I had the final 

cnswer to all these questions at the time the bill was 

introduced. I knew it would be necessary to have a 

hearing to get further information before making a final 

determination. You may proceed in any way you wish. 

MR. MAP.CUS: Just one other qualification. I 

recognize that there will be very little time. This 

is kind of a concise statement. I am preparing a 

larger study because of my interest in the problem at 

t.he moment. 
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I would also like to say that I have not been 

supported by any party in the preparation of this 

stmdy and I ~hink, from that point of view, I do not 

really have any stake in the results of the legislation, 

other than as a citizen of this State. 

ASSEMBLYMAN BAER: Very good. In case you were 

not here at the beginning, I stated that the record 

will be oper. for at least a couple of weeks for any 

further information anybody may wish to provide. Since 

you indicated that your studies ar3 on-going in this, 

we would cer).:ainly welcome any fur ':her information at 

a later date. 

MR. MARCUS: Again, the last impression I had -

over the last hour or so - is that here we are having almost 

contravening groups fighting over the pie - how should 

the pie be distributed? One could have almost forgotten 

that there is a public that is goi1g to pay for the entire 

pie. It is in this regard that I vant to concentrate 

entirely - on the interest of the consumers, at least 

as I perce~ve them. 

I think it ought to be stated for the record that 

it is fairly common knowledge that both the oil incustry 

and the average gasoline dealer have benefitted fir.ancially 

from the energy crisis that we have experienced. So, 

I think it is about time that we really consider how, 

precisely, will the public be serviced and gain from 

any particular legislation. 

I would think that it is fairly clt~ar that one can 

define consumers' interests. It is much more difficult 

to determine how and what will serve these interests. 

I think customers are interested in lower retail 

gasoline p~ices. They are interested in having ready 

and convenient availability of gasoline station services 

and they are also interested in diversity of service 
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and marketing options, which are offered to the public. 

This is nothing unique, this is what custome::-s 

are always interested in, in whatever purchase dec.Lsions 

they make. 

I think. again, for simplicity, I would like to 

suggest to you that the price to the customer be conceived 

as consisting of two parts - that part which is determined 

by the oil company, refiner, or an integrated company; 

and by the dealer•s margin. The two enter into the 

determination of the price. 

With ~egard to the underlying price which the 

company sets, I think, unfortunately, very little can 

1~ done at the state level with one exception - with 

(JDe qualification - that I will elaborate on as I 

proceed. So, if there has been any collusion among 

the oil companies, if there have been restrictive practices, 

etc., I am afraid that this is properly the purview of the 

Justice Department, of the Federal Trade Commission -

which is involved in this thing - and the Federal Energy 

Administration. 

With regard to dealer•s margins, I think- at least 

ny analysis and my understanding, and, cgain, I am not 

sDeaking as an oil industry man, I am not an industry 

expert, by the way, and I probably know less than just 

about everybody in this room regarding the very specifics 

of great retail gasoline operations - that it is not in 

the interest of the major oil companies, the established 

oil companies, to allow the dealer•s margin to be 

extremely high - or high. 

Let's put that differently. I think what Mr. 

Ferrara said is precisely the way one would expect 

these oil companies - all oil companies - to behave, 

namely, once they set a given wholesale price - tank 

wagon price - it is in their interest to have the gas­

oline marketing at the lowest possible retail level 
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bc~cause otherwise - that is, if the retail level is 

higher - they may be cutting into their own sales. 

So, it is because of this that I am not surprised that 

most o1 the established major oil companies prefer to 

have ncn-company owned stations. 

I have a table on page 5 which indicates that 

and, a~ain, Mr. Ferrara and others have admitted that 

company-ope~ated stations are not presently popular -

I shouldn't say popular, they do not appear to be a 

r11ajor force. I think that the statistics bear 

that out. Although Mr. Ferrara's statistics were il­

luminating, I would suggest that we are talking about 

small percentages of changes. The fact of the matter is, 

that the companies have not moved to company-operated 

stations. This is precisely because they would want 

to see competition at the retail level. The competition 

among dealers would tend to lower the dealer's margin, 

would tend to increase efficiency and, thereby, eliminate 

the kind of ~isk they would have to take if they were 

at the retail end of the business. 

I am also very skeptical about some of the advantages 

of company-owned stations, in particular as they bear 

upon p1ice competition by the major oil companies. I 

think the major oil comparil.ies have very sophisticated 

legal advice and are very much aware of the fact that 

if they W8re to underbid and underprice, independent-

owned stations in a systematic way to drive them out of 

business, they will be vulnerable with regard to 

possible predatory pricing practices. 

So, for that reason I probably share the sentiment 

of Mr. Ferrara, that company-owned stations are not the 

desirable vehicle, nor do they appear economically 

necessary. 

The li~erature in other industries has demonstrated 

that the retail level operations can be run efficiently 
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by a small operator. However, what I fear about the bill, 

which would prohibit all company-owned stations, is that 

it will in effect also prohibit potential entry of new 

major marketing groups which would require company-owned 

operations in order to be sustainable. In other words, 

if a new refiner wanted to enter the market, or a new 

retialer wanted to do it on a large enough scale, he 

would face very serious risks. These risks can be 

somewhat spread vertically if he has ownership in up­

stream operations. 

So, the company-owned vehicle may be the kind of 

vehicle fer new potential entry, both at the retail and, 

more importantly, at the refiner level who wishes to 

compete with established operations. 

In my testimony I made reference to Hess. Now 

J~ss is completely company-oWned, yet Hess represented 

<ln innovative marketing approach, as judged by the 

acceptance in the marketplace. Hess now has about an 

8% share of the New Jersey marketplace. It is a reason­

ably new company. Had a bill of this sort been in 
E-ffect, would it not have barred such entry into the 

marketplace? 

So, the dilemma that arose in my mind, at least, 

as I read this and as I have been listening to the 

issue of company-owned operations is, on the one hand 

I agree that I do not see major economies coming to the 

public from companies of some size owning the retail 
operati)n and operating them directly. On the other 

hand, w·~ cannot foresee the future route of technological 
innovations, of marketing innovations, and we cannot 

tell whethe~ by barring any ownership links,we may not 

impede, seriously, potential entrants. 

So, this is the dilemma that I have faced with 

regard to company-owned operations. 

I think this pretty much covers my prepared 
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comments, although I have not read them. Mr. Chairman, 

if you have any questions, I would be happy to amplify 

my comments. 

ASSEMBLYMAN BAER: We appreciate your testimony 

very much a~d the fact that, as you point out, you are 

a disinterested party. 

You describe, in your observations, some of the 

problemsthat we are faced with. I wanted to know if 

you could be more specific in terms of how you think 
we might address these problems and what the legislative 

solution to this is? 

MR. MARCUS: Well, I must admit that I have been 

intrigued by your questions, Mr. Chairman, throughout 

the morning in this direction. I had not thought about 

it with care at home. However, some thoughts come to 

my mind. 

First, because the bill is ~o wide in its impli­

cations, I have taken the positior that I think as it 

is presently presented it might not be, at this time, 

the correct approach. 

Howe\?er, I think that if we define the interst of 

comsumers as having a large number of independently 
managed stations, then, obviously, the State and the 

legislature may want to be very much concerned about 

nondiscriminatory supply practices on the part of the 

oil con~anies to gasoline ~tations. 

l t~ink that the major oil companies should be 

preparE1 to justify any discontinuance of supplies 

to an jndependent dealer - an independently-owned dealer -

who is willing to meet the wholesale price, presumably 

including transportation costs. I think they ought to 

unbundle the prices with respect to the other services 

to their owr! gasoline stations and have a wholesale price 

and that wholesale price, which presumably should cover the 

costs of the 9asoline, should not be a discriminatory one. 
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Again, there should be some prote~tion for brand names 

that they have developed, etc. 

I think that the crux of the matter is nondiscrimina­

tory wholesale supplies and if a bill can address itself 

to this specifically, I can see the problem as being solved. 

On the one hand, it would allow dealers to go out 

of business if they so choose because the company has 

maintained that some dealers have gone out of business 

becaus(~ of economics. At the moment we don't know -

have the companies been prepared to supply them at a 

quoted price or not? 

Now, it would appear to me to be a fairly simple 

requirEment - although, again, I am not a lawyer, I am 

not an Assemblyman, I don't know the mechanics of this. 

P3SEMBLYMAN BAER: I don't think lawyers or Assembly­

men hav~ all the answers. 

~R. MARCUS: Well, that is what we would like to 

believe, I suppose. 

Put one would like to require them to report on 

how they continue supplying the various stations with 

whom they had contracts,and when they terminate 

supplies to an independently owned station. They 

should be required to answer why they have done so. 

I would assum~ this might be illegal, based on the FEA 

requirements. (full statement on page 139A ) 

ASSE~ffiLYMAN BAER: I appreciate your coming to 

testify today. Since you indicated you may have further 

information for us later, we would welcome this also. 

The hearing will recess now for a lunch break. 

We seem to be well behind schedule so I think we will 

make an effort to see if we can resume in 45 minutes. 

We will oogin again at that time. 

(Recess) 
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AFTERNOON SESSION 

ASSEMBLYMAN BAER: The hearing will now resume. 

The first witness of the afternoon is Mr. J. D. Campbell 

of BP Oil, Inc. 

J. D. C.A M P BELL: Mr. Chairman, Members of the Assembly, 

I ffiu Dug Campbell, General Manager of retail sales for BP 

Oil. 

We appreciate the opportunity to verbally summarize 

for you the reasons for our opposition to Bill A-1411. This 

statement covers the following points: 

Background on our operations in New Jersey and 

surrounding states. 

Ma~keting Divorcement. That is, the cequired 

divestment of all marketing properties is an unoroven 

solution to a problem that may or may not exist. 

Finally, that the elimination of company-operated 

service statior.s from the State will reduce competition, 

thereby probably causing prices to increase~ stifle evolution 

in petroleum marketing to the detriment of the consumer 

and will not providE~ the independent dealer any additional 

proi~ection. 

The prevention of the future development of company­

operated service stations will, at best, seriously hamper 

the ability of new or small competitors to becoming viable 

in New Jersey. BP's situation today exemplifies this poin·L. 

As part of a merger with British Petroleum 

Company, Limited, of London, England, effective at the 

beginning of 1970, the Standard Oil Company of Ohio 

acquired the former Sinclair marketing outlets in the 16 

East Coast States. 

Sohio knew at the time of the negotiations with 

British Petroleum that this marketing and refining business 

was a loss operation. However, the Alaskan oil field leases 
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which were Sohio's prime objective in this transaction 

cou~d not be acquired unless these refining and market­

ing properties were included. 

After preliminary studies of the former Sinclair 

operations, it soon became apparent that we faced even 

greater problems than we had anticipated and that large 

infusions of ciipital would be needed. 

As a result, sizable capital and advertising 

programs were initiated on the East Coast. Unfortunately, 

operating losses continued to increase. Therefore, 

decisions were reached to withdraw from certain areas and 

to stay in those locations which were considered most 

promising. Total losses before taxes from the BP marketing 

and refining ~perations through the end of 1973 have exceeded 

$150 million, and they are continuing. In addition, about 

$50 million has been spent on marketing capital outlays 

alone. 

After these withdrawal~ BP's marketing operations 

remain in the Middle Atlantic states and the New England 

states. New Engl~1d is entirely a jobber operation. The 

entire BP opera.tion is still in a stage -of transition, with 

the immediate job being the making of a profitable business. 

We are trying to do this through development of new, high­

volume gae:>line-only outlets in the major metropolitan 

areas. Since the operation of such outlets is more cost 

efficient than that of conventional stations, this program 

should be beneficial to us and to the consuming public as 

well. Outside the major metropolitan areas, all of our 

mar~eting will be through jobbers. 

Although integrated companies operate with a 

degree of cost-efficiency not otherwise possible, it is 

fashionable these days to criticize them as being respon­

sible for many of our ills in the energy field. 
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We believe that the forced divorcement of any of 

the segments of the industry or a complete breakup of the 

industry would accomplish nothing but chaos in the near term 

and would be a tragic mistake in the long term. 

Unless it can be demonstrated to the General 

Assembly with virtual certainty that proposed restructure 

or dismemberment of the oil industry will better serve 

the public than the system we now have, we submit that the 

critics of the industry will have failed to establish their 

casn. To date, this case appears to be couched only in 

theory and rhetoric. 

In the case of marketing, wo believe it is un­

realistic to expect divestment of ser'rice stations by 

large companies to result in thousand:> of small marketers 

across the land. 

If individual dealers were able to find the 

resources with which to buy their stai:ions, the cost of 

land and interest rates today are such that their operat­

ing costs would be substantially incn~ased. The result 

would be an increased financial burden on the consumer as 

well as the dealer. 

As we said at the outset, we believe that 

divorcement is no answer and we have :3een no critic of 

the industry meet the heavy burden of proof which should 

rest with those who propose far-reaching and novel changes 
• in fundamental business relationships. 

The elimination of company operated stations would 

remove one scarce of competition ;rom the marketplace. 

Generally, the elimination of any competitor in the market­

place in favor of the special interests of another competitor 

increases the consumer's exposure to higher prices at the 

hands of the remai:~ing competitors. For many years we have 

had antitrust legislation which is designed to preserve 
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and stimulate competition. Thus, any legislation which 

would restrict competition should be approached with 

extreme caution. 

Customers are satisfied if they are provided 

with convenient service and competitive prices. We believe 

the Ohio experience of our parent company, which,in 1973, 

company operat6d 29% of its stations, is translatable to 

New Jersey,as both states have highly industrialized urban 

~enters and rural agricultural regions. If this is so, the 

expansion of company operated stations would benefit the 

New ,Jersey gasoline consumer by from l>z¢ to 3¢ per gallon. 

The elimination of company operated retail gasoli~e 

outlets will have a long term adverse impact on the New 

Jersey motorist. Our industry is undergoing a retailing 

evolution much like the grocery industry that we discussed 

this morning. 

Gasoline supermarkets are evolving, providing 

the consumer with fast service and economical prices. The 

two or three bay service station provides highly personalized 

service and are comparable to the convenience store. There 

is a demand for both types of outlet in the grocery 

business and in the gasoline business and one need not 

threaten the other. 

The gasoline supermarket must sell high volumes 

if it is to achieve operating economics which permit low 

prices. L>W prices, in turn, stimulate high volumes. 

This is th cycl·~ which has enabled private ':)rand marketers 

to capture 20% of the New Jersey gasoline market. To start 

the cycle, however, and to keep it working, lower consumer 

prices are a ne~essity. We have found in the operation 

of our Gas & Go stations in the Philadelphia-Camden area 

that this.Jigh volume-low margin method of operation can 

best be acJ ieved through company operated stations. 
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BP's situation today is an outstanding example of 

how the bill before you will curb competition and slow the 

growth of the gasoline supply to the detriment of the New 

~rersey consumer. 

We are now in the final stages of completing a 

revamp of our Marcus Hook, Pennsylvania refinery so that 

its gasoline-making capacity will go up about 60%. Since 

the pipeline system flows north and our largest terminal 

is at Tremley Point, New Jersey will be a logical and 

economic market for this new supply. 

BP supplies only a small part of the New Jersey 

gasoline demand today. Our results in the State must be 

improved if we are to become a viable competitor. This, 

we believe, can best be accomplished by the addition of a 

relatively small number of high-volume/low-priced gasoline­

only retail outlets in the metropolitan areas of the State. 

At the same time, we expect to continue to supply the rural 

areas of the StC'~te exclusively through independent jobbers. 

The prohibition of company-operated stations would 

make it much more difficult for us to become a viable 

competitor in New Jersey. Total divorcement makes it 

impossible. It is our opinion that :f A-1411 becomes law, 

marketing innovation will be hampered, competition will be 

seriously reduced, and consumer gaso._ine prices will most 

probably increase. 

Thank you, sir. If you have questions, I will 

attempt to answer them. (full statement on page 67A ) 

ASSEMBLYMAN BAER: No, I h.1ve no questions. 

Thank you for your testimo1 1y. 

Our ne~ :t witness will be Mr. Victor Cine. 

V I c T 0 R C J N 0: Mr. Chairman, my name is Victor 

Cino. I am Presijent of the New Jersey Shell Dealers 

Association, an organization just recently formed during 

the gasoline shortage. 
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There is a strong possibility that if legisla­

tion is not passed to end company service stations in the 

State of New Jersey, then a majority of the retail service 

stations in the State will be operated and controlled 

by just a few large, major, international oil companies. 

The oil companies, despite what you have heard 

here this morning, are already making inroads into the 

company-station operation, and by doing so are cutting out 

opportunities for small, independent businessmen to open 

their own business in the State of New Jersey. 

Fu£ther, the eventual takeover of service stations 

by the major oil companies will mean that the consumer must 

deal with fewer and fewer companies to meet his car needs, 

and for the State of New Jersey it means that fewer and 

fewer businessmen will be able to contribute their income 

to the general welfare a1d progress of their neighborhood 

community. In other words, the income derived from those 

retail outlets would be spent not necessarily in the State 

of New Jersey, but in foreign lands to benefit the inter­

national oil companies through complicated tax structures. 

In short, the threat of oil company takeovers of 

retail service stations in the State of New Jersey amounts 

to a serious threat to our free enterprise system, a loss 

of real income to the State of New Jersey, and eventually 

more expensive gasoline and other petroleum products, 

because as fewer oil companies take over control of the 

gasoline market, the price of gasoline will rise even further 

thart we have se:en heretofore. 

We believe that the major oil companies will 

utilize their increasing control of service stations to 

drive out independent service station operators, to 

further control the price of gasoline at other branded 

service stations, and to effectively create anti-competitive 

situations that will drive prices up for the consumer and the 
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residents of the State of New Jersey. 

With the exception of the divorcement provision 

of A-1411 - the divestiture provision - and with the ad­

dition of certain supplemental amendments, we are in 

support of A-1411. 

We support A-1411 in its most substantive state­

ment that it shou~.d be unlawful for any distributor to 

engage in the ret,dl sale of motor fuel or to have any 

mmership o c controlling interest in the business of selling 

motor fuel. 

Oil company operated service stations often control 

the price of gasoline in their marketing area and, thus, 

effectively over the long haul, eliminate price competition 

from independent service station operators. The result, 

historically, is higher prices of gasoline for consumers. 

Should enough oil company-operated service stations 

enter i:he retail marketing area -- I 1 d like to contradict 

some of the sta.tements that were made this morning. It 

doesn 1 t. necessarily require a great number of company-operated 

service stations to control the price of gasoline in the 

marketing area. Forty stations out of 800, if they are 

large enough, will control the price of gasoline in the 

marketing area. 

Should enough oil company-operated service stations 

enter the retail marketing area, it would mean greater 

control of the price of gasoline by fewer companies. The 

result of this ~ircurnstance, obviously, would mean less 

competition since a monopolistic situation would arise. 

It is important that control of the retail service 

station be kept in the hands of the small, independent 

businessman to allow competition to thrive and to avoid 

cut-throat tactics by which the major oil companies destroy 

smaJl, independent service station operators - and I might 

add, small independent branded.operators- and to allow the 
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consumer a wider choice in his or her selection of the 

station he or she wishes to do business with. 

International oil companies wield tremendous 

economic influence over our lives at it is, by virtue of 

their vertical integrated nature. By eliminating the major 

oil companies from directly marketing their product, the 

State of New Jersey will strengthen the hand of branded 

service station operators to buy products from other 

sources, thus c:ceating a more competitive situation in the 

area of sales of tires, batteries, accessories, and the like. 

The result will be lower prices for these items at branded 

service station outlets. 

Oil company-operated service stations tend to be 

much larger and less accessible to customers than the 

small, neighborhood-type service station. Obviously, 40 

service stations, averaging 20, 000 gallons a month,a-re not 

the same as 40 company-operated service stations selling 

500,000 gallons a month,on an average. So, the point that 

was made earlier this morning as regards the number of 

company stations involved and the minuteness of the ratio 

is ilrelevant since what we are really talking about is 

voltiD~ throughput and the particular specific location of 

a service station and the influence it wields over that 

particular marketing area. 

These large stations will often take over the 

marketing of gasoline from the smaller, more convenient 

neighborhood locations, drive the independent dealer out 

of business and cause the consumer to suffer poor service, 

longer waiting lines and less accessibility. 

There is a great likelihood that oil companies 

may attempt to divest themselves of some marketi~g outlets 

to oil-producing countries in return for guarantees on 

long-term crude oil supply. This possible agreement 

raises the strong possibility of the intervention of foreign 
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oil-producing nations in the marketing of gasoline through 

retail service station outlets in the United States. 

This is a very clear possibility. A-1411, with certain 

amendments, would prevent the direct takeover of retail 

service stations by foreign oil companies. 

A-1411, without the divorcement provision, by 

ending the company-operated service station, strengthens 

the economic integrity of the independent service station 

operator and the branded service station operator, by allow­

ing them to compete in an open market, free of the over­

whelming economic influence of any one of the major oil 

companies operating through their company stations, to the 

economic advantage of the consumer. 

Historically, oil companies will operate company 

stations to control the price of gasoline - to keep the 

price of gasoline up, not down. 

ASSEiviDLYMAN BAER: Mr. Cino, I have a couple of 

que~tions. I would like to ask you this: when you assert 

that you believe that major oil companies will utilize 

their increasing control of service stations to drive out 

independent station operators to control the price of 

gasoline at other branded service stations, how do you feel 

that is going to be achieved? 

I'd also like you to explain to me in what manner 

40 out of 800 stations can control the price. 

The third question I have is, when you say 

oil companies are already making inroads into company 

sta·::ion operation, what specific facts do you have on that? 

MR. CINO: I'll take your last question first. 

It is common knowledge in the industry that Mobil has 

driven many, man~ independent branded service station 

operators out of their stations in the past two years. 

I t]1ink the figure is 52. 

ASSE~1BLYMAN BAER: What about Shell? 
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MR. CINO: No, that is not the case with Shell 

at this time. 

ASSEMBLYMAN BAER: Has there been any evidence 

of that beginning? 

MR. CINO: No, not yet. However, there have 

been statements made by officials that they are interested 

in the takeover of company stations - in the takeover of 

service stations. 

ASSEMBLYMAN BAER: Shell officials? 

MR. CINO: Yes, sir. 

ASSEMBLYMAN BAER: Were these public statements 

or were they internal communications? 

MR. CINO: Internal communications between 

officials of Shall and their dealer organizations, yeE. 

ASSEMBLYMAN BAER: Will you be able to submit any 

of this to us in the ne}:t couple of weeks? 

MR. CINO: I will submit whatever you would like 

me to submit. 

ASSEMBLYMAN BAER: If you can I would appreciate 

it. 

MR. CINO: With reference to your question about 

the forty stations, I would like to cite an example. One 

location, for example, on Route 17 southbound, an Alert 

station,is now posting a price of 51.9. This has a rico­

cheting effect on one side of the highway. If one station 

in a particular town on one side of the highway draws 

business away from the next station, then, of course, it 

will have an effect by causing the price to drop from 

station to station in either direction of the service 

station involved. 

ASSEMBLYMAN BAER: Well, of course, that is 

sometimes called competition and it isn't always to the 

detriment of the consumer. 

I thought you were talking about setting the 
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prices at artificially high levels. 

I certainly would hope to see competition and 

I W·Juld hope t0 see prices brought down through competition. 

MR. CINO: Right. My point was that prices are 

artificially high at the wholesale level through branded 

service station outlets, while wholesale prices at the 

ind€pendent level are artificially low. 

ASSEMBLYMAN BAER: Let me ask you this: is there 

any evidence of practices in the oil industry - as there 

has been, sometimes, in some instances,with supermarkets, 

etc. - whe ~_-e there are major companies involved, where, 

when one company sets a higher price, other companies tend 

to follow them as a kind of leader of an industry? 

MR., CINO: Historically, that pattern will result 

after a pricing situation. In other words, to restore 

stability of price to a market, one major oil company will 

raise its prices and the other major oil companies will 

follow. Does that answer your question? 

ASSEMBLYMAN BAER: Yes. 

Because of time, I cannot go into it, but you made 

reference to supplemental amendments. 

MR. CINO: Yes, sir. 

ASSE~~LYMAN BAER: I would appreciate it if you 

would submit to us wh~tever supplemental amendments you 

have in mind, and your rationale for those amendments. 

MR. CINO: I will be happy to do so. 

ASSEMBLYMAN BAER: Thank you. 

Mr. Joseph R. Mariniello. 

J 0 S E P H R. M A R I N I E L L 0: Mr. Chairman, I 

haVE~ a prepared statement which, in the interest of time, 

I will submit to the Committee as if I had testified to it, 

if that is agreeable to the Chairman. 

ASSEMBLYMAN BAER: I would appreciate that. 

MR. MARINIELLO: Mr. Chairman, I am an Attorney 
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at Law of the State of New Jersey and have been engaged, on 

many occasions, in litigation involving dealers rights, 

vis-a-vis major oil companies, and I speak to you in that 

capacity7 on behalf of those clients. I speak to you also 

as a citizen of the State who has to buy gasoline and also 

as a member of a family who has been involved in gas station 

dealerships fo~ perhaps 20 years. My father is a dealer,and 

still is a dealer,for one of the major oil companies. I 

might add, he is a good dealer in everyone•s mind and he 

is not in any trouble with any oil company, so I don•t come 

here on that basis. 

There have been many statements made here today, 

and there have been many questions asked of the Chairman, 

with regard to proof of the situation which your bill and others 

like it intend to remedy. 

I wonld like to point out, just briefly, some 

facts which are proven and which have been proven for many, 

many years. Beginning in 1890, when the Sherman 

Anti. Trust Act w1s passed, governmental bodies have been 

atb ~mptin~1 to break up the huge oil companies and their 

mon)lithic practices. 

We are all familiar, of course, with the great 

Standard Oil Trust, which was broken up, I think, in 1900. 

The parts into which it was broken up are now Standard Oil 

of California, Exxon, Standard Oil of New Jersey and many, 

many others. They are bigger than the trust which was 

originally intended to be broken up. 

These companies still exist and the practice 

still exists. It is apropos in my mind that this Legis­

lature and this Committee is investigating ways to solve 

the harrn,because this State has been one of the leaders 

in that area for many years. Our Franchise Act legislation 

is a landmark piece of legislation which has been copied -

and, by the way, fought tenaciously by many of 'the oil 
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companies and is still being fought in litigation in which 

I am involved. 

But let's talk about facts. It is a fact, and it 

has been judicially found in many cases, including those 

in this State, that the oil companies use their leverage, 

on the termination or failure to renew leases and deal 

agn~ements, to control prices. Now, I don't say that lightly~ 

that is a judicially determined fact in a case that I was 

involved in that lasted 9 days, which involved an oil company 

that, I am sure, will testify here today. 

The judge found, as many other judges have found, 

that the sub~le pressures upon the dealer, controls price. 

They not only control price, they control sale of products. 

The many, many applications of this pressure have to be 

solved. ~he Franchies Act did a great deal toward solving 

this problem. However, your bill and the others which may 

be brought forth as a result of these hearings, go to the 

only true essence of solving the problem. You must take 

away from the major oil companies their control over the 

retail outlets. This is the only solution. 

I would say one other thing. I will remain brief, 

as lawyers often are not. We have had a lot of talk about 

public interest and it seems all the talk about public 

interest is price. Now, I for one, am certainly in favor 

of lower prices to the public. But we have a greater public 

interest that is involved and it is an interest, I think, 

that. is the foundation of this country and j t is the foun­

datjon of what I consider "free enterprise". I think it 

was Rosco Pound who specified that interest when he said, 

the major interest that government and legislatures should 

pro~ect is the interest of individual freedom and individual 

opp)rtunity. Jt is this individual opportunity that I ask 

the legislature to protect. 

In this day of complicated businesses, the only way 
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a small man can operate a business with the thought of 

growing and bringing up something that is his is through, 

really, franchise arrangements, especially in the oil industry. 

It is difficult to compete with these companies - any of the 

majcr companies - on an entire integrated level~ it is 

impossible. 

I ~ernember, Mr. Chairman - and I will end with 

this - what I think is a quote that bears repeating by the 

13.te Robert Kennedy. He said, without work in community and 

true opportunity to stand as men and citizens, the basic 

right, the right to be human, cannot be fulfilled. 

If this country's free enterprise system is to be 

continued, there must be a limitation on these companies 

and there must be an opportunity for individuals. Thank 

you, Mr. ChairnLan. (full statement on page 80A } 

ASSEMBLYMAN BAER: Thank you very much for your 

testimony. We appreciate your coming to testify before 

the committee. 

Mr. H. J. Vaughn, Sun Oil. 

H A R 0 L D J. V A U G H N: Mr. Chairman, I am Harold 

J. Vaughn, District Marketing Manager for Sun Oil Company 

of Pennsylvania. My office is in Newark, New Jersey. My 

territory covers the northern half of the State. The 

gentleman to my right is Michael Haley, the Marketing 

Manager for the southern portion of New Jersey. 

Before I begin my remarks on specific points 

contained in Assembly bill 1411, I want to say at the out­

set that my company believes that the primary intent of this 

bill is to prevent companies from operating their own retail 

service stations on a direct basis in the State. As such, 

you should be aware that presently Sun Oil does not have 

any company-operated stations in New Jersey, nor do we have 

plans to initiate any. 

The sponsors• Statement of Legislative Intent 

addresses itself to a number of allegations against the 

14A 



major oil companies which are not true. In addition, we 

believe that this legislation rather than being in the be~t 

interest of the consuming public and dealers, is,in fact, 

anti-consumer and anti-dealer in nature. 

Obviously,the bill was hastily introduced more 

than seven months ago at the height of the emotion-charged 

energy supply shortage and makes reference to "gas lines 

and a daily concern over whether .•• they (the public) can 

obtain enough gas ••. ," and is a clear attempt to attribute 

a lion's share of the blame to the oil companies for last 

winter's crisis. 

My company will neither accept responsibility 

for the energy crisis nor dignify any attempt by the legis­

lature to find a likely scapegoat, namely the oil industry. 

I think today's newspapers are pointing to the real cause 

of the enecgy crisis and anybody that has been reading them 

will have to haV•2 second thoughts on blaming it on the 

industry. 

As you know, the supply situation has improved, 

in part, bEcause of conservation measures on the part of 

the consuming public and because of an end to the Middle 

East embargo. The success of the allocation program also 

has been very helpful. A major effort continues today on 

the part of the oil industry and others to balance the 

national supply and demand position. However,- recent develop­

ments at the OPEC meeting in Vienna should indicate that 

as long as much of the world's oil supply is owned by the 

Arab nations, the supply and price of oil products at the 

retail level in this country will be, to a major extent, 

beyond the control of American oil companies. 

We believe the economics of operating a fully 

integrated oil company - the control of oil from the 

exploration and production stages and through the inter­

mediate stages leading to the retail marketing stage - is 
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consumer-oriented because of the expertise and efficiencies 

learned and practiced by all experienced oil firms over the 

years. By this I mean, that companies like mine can draw 

on the expertise of many departments in the achievement of 

goals. For example, we have our own planning department, 

our own transportation department, our own financial depart­

ment, to name a few. 

This is one layer of management and we think that 

t~e consumer benefits with the use of one corporate 

structure, rather than putting additional middle-men into 

the picture, which is what we believe will happen when the 

oil companies are forced to sell out to distributors or 

remove themselves from the marketplace. 

As proposed, the bill could be interpreted as 

requiring companies to rid themselves of retail marketing and 

also to divest the real estate on which these stations are 

situated. This brings up an interesting question: Who 

will buy them? 

We es~imate that a small percentage of our dealers 

would be able to purchase these properties. The value of 

many properties, as stated earlier, is as high as $250,000 

per location. In this period of high interest rates and 

tight mortgage money, we suspect that a prospective dealer­

owner would have much difficulty trying to come up with a 

satisfactory financing arrangement. On some of our higher 

priced properties, financing for a station's inventory 

alone might be difficult to arrange. 

If con~anies, like Sun, are forced to sell off 

their properties, the climate of the circumstances would 

probably dictate that they would have to be sold at lower 

than market value because buyers would realize the problem 

and take advantage of the situation. In such an artificially­

created buyers• market the buying price would bring the 

value of .:.hese properties down to a fraction of their true 
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value. In effect, this could amount to taking without just 

compensation. 

In addition, many dealers might find that owning 

their own station outright is not as attractive as the deal 

he has with the company-dealer lease arrangement. This is 

because we handle many of the annoyances which accompany 

the operation of a service station, such as credit card 

problems, liability, tax, insurance, maintenance and 

financing. 

We are convinced that if these facts were fully 

understood by the dealers, many of them too would oppose 

this bill. As for the consumers, when a company like Sun 

loses its ability to oversee the way its service stations 

are run, its customers will be the big losers. This is 

because the con~any loses the right to represent the con­

sumer in the maintenance of service station performance 

and appearance. After all, when we get a complaint letter, 

it is generally the oil company salesman who intercedes on 

behalf of the constimer in complaints against a service 

station. He is the man who usually attempts to negotiate 

some kind of a compromise. 

Presumably, the sponsors of this bill also think 

that by separating companies from their retail marketing 

ope_::-ations, competition in the marketplace will be en­

hanced. We strongly disagree. 

moment? 

This bill in no way encourages competition. 

ASSEMBLYMAN BAER: Can I break in here for a 

MR. VAUGHN: Yes, sir. 

ASSEMBLYMAN BAER: As our time is short, I have 

completed reading your statement myself and I have some 

questions on it. Would you mind-- The whole statement 

will be in the record. 

You referred to greater efficiencies by company 
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operated gas stcttions. What are the greater efficiencies 

of such operations? 

MR. VAUGHN: I believe, MJ. Chairman, that I 

referred to the greater efficiencies of the integrated 

oil company structure. 

As I mrmtioned earlier, we have no company­

ope:cated station:; in the State of New Jersey. However, 

we distribute directly to the independent dealer-operated 

locations. Were we forced to divest ourselves of our 

service station properties on a direct basis, we would, 

in effect, be cutting in another middle man into the 

picture. We would be selling either to a real estate 

investor who would have his own investment to protect in 

order to realize a return; we might be selling to a dis­

tributor who has to make a profit on his investment. 

As a matter of information, marketing direct 

hasn't been the probitable end of the oil industry. Our 

owning of service station locations and paying the taxes 

Rents have been frozen under the present governmental 

regulations and taxes have continued to go up to the point 

where, really, ownership of these locations for an individual 

with that only as his interest would be unprofitable. 

But, as far as within the corporate structure, we 

have one Board of Directors and one President, one staff 

or one management group - so .that if the integrated oil 

company were broken up,making one company the production 

head,· another being used for exploration, another for 

marketing, another for the pipeline - all of them independent 

compan~es - this could not help but add to the cost of thE~ 

product. 

ASSEMBLYMAN BAER: I'd like to ask another 

question. You speak about the possibility - if the bill 

were passed - of chain operators coming in and establish 

control of the market place. Presumably you are referrin~ 
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to a chain of retail operators. Is there any experience 

with\this happening anywhere in the country - where such 

chain operations have a large share of the market? 

MR. VAUGHN: I can't speak for the rest of the 

country but I should like to point out that if we are 

trying to protect the small, independent operator, what 

chance does he hcve in competing against a large chain 

operation that mjght be in control of certain segments of 

this market? 

Normally, in the past, when the market was de­

pressed - fortunately, it isn't at this time - it was only 

the supplier who the small individual dealer could turn 

to for help. 

ASSEMBLYMAN BAER: Well, granted that he might 

have some difficulty competing with the chain but would his 

difficulty competing with the chain be any greater than his 

difficulty competing with the major oil companies? 

MR. VAUGHN: Well, I can speak for the Sunoco 

dealer; he is not corrpeting with the oil company at this 

time. 

ASSEMBLYMAN BAER: What would cause the chain to 

become more of a problem? 

MR. VAUGHN: Well, he might be in a position to 

buya distressed product and maybe dominate a particular 

county or community with several locations. The small 

independent, who is only able to buy gasoline in smaller 

quantities~ m?y not be able to compete with this. 

ASSEMBLYMAN BAER: On page 6 you state, "A check 

of the facts will reveal that New Jersey is probably one 

of the most competitive States in the marketplace .•• ", and 

then you go on and cite some figures about the variety of 

conpanies in New Jersey, which are not offset - to the best 

of my knowledge - by comperable figures from other states. 

If we are so competitive, how is it that, subjectively, 

19A 



it seems in so many instances that our gasoline prices are 

higher than in many of the other states? 

MR. VAUGHN: I don't know that to be the case, 

Mr. Chairman. 

ASSEMBLYMAN BAER: Would you say that is not the 

case, or don't you know? 

MR. VAUGHN: I know that some of our neighboring 

states may even be higher by virtue of their state sales tax 

on gasoline. 

ASSEMBLYMAN BAER: I am not talking about state 

taxes. 

MR. VAUGHN: I don't know of a neighboring stat,~ 

that has lower prices than New Jersey at this time, sir. 

ASSEMBLYMAN BAER: I didn't confine my statement 

to neighboring states. 

MR. VAUGHN: Well, if you are referring to another 

state, perhaps I could develop that information for you but 

I am unaware of lower prices and I can speak for my company; 

it is not lower in other areas. 

ASSEMBLYMAN BAER: If you can give me further facts 

on this, I would appreciate it because I hear from many 

citizens who travel around throughout the country and some 

of them seem to be aware of lower prices. I am seeking 

specific information on this. 

MR. VAUGHN: You know, there are lower prices, 

depending upon the dealer throughout the State of New Jersey. 

That is his prerogative - to establish the price at the 

retail level. 

ASSEMBLYMAN BAER: Right. 

Now I want to ask you- on page 7, one of the reasons 

{OU give why a company should be free to operate a station 

directly is to comply with certain local zoning laws which 

may prohibit the shutdown of a business for a long period of 

-:ime. How does this tie in? Why is an independent less 
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able to comply w:.th local zoning laws? 

MR. VAUGHN: That isn't the point, Mr. Chairman. 

Tho point is, should a station fail to have an operator 

for a period of time, perhaps due to the death or terminat i.on 

of a lease by the dealer himself - or any number of other 

reasons - it may be in the best interest to operate the 

location with a temporary company operation until a re­

placement dealer could be found. There may be communities 

that have laws on their individual, local board that would 

indicate that--

ASSEMBLYMAN BAER: You are referring to the 

abandonment of non-conforming uses? 

~ffi. VAUGHN: Yes, sir. 

ASSEMBLYMAN BAER: Okay. I didn't understand. 

MR. VAUGHN: I would like to make one other point, 

Mr. Chairman and that has to do with the issue of large oil 

companies. I pointed out, we are generally considered the 

second largest oil company in the State of New Jersey. We 

have 792 Sun brand locations, either managed by distributors 

or independent operator-owners, or we lease them ourselves 

to dealers. 

With this position in the market, we still have 

approximately 8% of the market, and that is far from being 

a dominating factor. This is a very, very competitive 

business. 

ASSEMBLYMAN BAER: Mr. Vaughn, I want to thank 

you very much for coming here and testifying and giving 

the committee the benefit of your knowledge. 

If you can submit, later, any of that material, 

I would appreciate it. (full statement on page 89A) 

Mr. Gilbert Repetto, local service station owner. 

G I L B E R T R E P E T T 0: Mr. Chainman, I am Gilbert 

Repetto. I manage a station in Oakland. Previous to that, 

I was a dealer for 8 years. 
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When they first approached me with this station 

manager idea, I didn't like it but after being in it about 

6 months, I find myself financially better off. The help 

is happier. The help is paid better than I could pay them 

as a dealer. They are also getting paid vacations. It is 

taking a lot of the responsibility off my shoulders - with­

holding taxes, social security payments - that I had as a 

small dealer. 

So, I am happier financially now than when I was 

a dealer. 

ASSEMBLYMAN BAER: All right. Do you have any 

other testimony? 

MR. REPETTO: No. 

ASSEMBLYMAN BAER: You came here to say that you 

prefer--

MR. REPETTO: I prefer being a manager to being 

a dealer. 

ASSEl.ffiLYMAN BAER: You prefer being a manager 

to being a dealer? 

MR. REPETTO: I was a dealer for 8 years and I 

have been a manager for 2 years. In that two years as a 

manager I find myself better off. 

ASSEMBLYMAN BAER: I see. 

MR. REPETTO: One major factor is that as a dealer 

I could never get a mortgage to buy a home. Within 6 

months, as a manager, I got my mortgage right away. 

bill? 

ASSENBLYMAN BAER: I see. 

Have you read this bill? 

MR. REPETTO: No. 

ASSEMBLYMAN BAER: Are you familiar with the 

MR. REPETTO: Slightly, yes. 

ASSEMBLYMAN BAER: If you haven't read it, how 

are you familiar with it? 

or what? 

Did the company inform you of it, 
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MR. REPETTO: Inform me of the bill? 

ASSEMBLYMAN BAER: Yes. 

MR. REPETTO: No. They just said I was to appear 

here and give my personal statement. 

ASSEMBLYMAN BAER: Who said that? 

MR. REPETTO: They asked me if I would appear 

here on my own to give my personal statement. 

ASSEMBLYMAN BAER: I see. They, meaning Mobil? 

MR. REPETTO: The station managers. 

ASSEMBLYMAN BAER: Mobil station managers? I see. 

Do you happen to know whether Mr. Hokamp, who 

left this letter and testimony, is going to be back this 

afternoon? (see index) 

MR. REPETTO: I don't know. 

ASSEMBLYMAN BAER: To answer questions? 

MR. REPETTO: I don't know. 

ASSEMBLYMAN BAER: I see. 

Do you know him? 

MR. REPETTO: Yes, slightly. 

ASSEMBLYMAN BAER: I see. All right, thank you 

very much for coming and giving us your testimony. 

Mr. Robert Ireland, Mobil service station owner 

manager, excuse me. Mr. Repetto, I take it then, was not 

correctly listed here; he is a manager, not an owner. He is 

an ex-owner. 

R 0 B E R T I R E L AN D: Sir, I dm, at present, a station 

manager for Mobil Oil in Cherry Hill. Before that I was a 

leasing dealer. So, I have experience under both systems, or 

plans. 

I am here, mostly, to answer any questions about 

the way I feel about either type of operation. 

ASSEMBLYMAN BAER: Well, I am interested, first 

of all, in what testimony you wish to give of your own 

free will. 

MR. IRELAND: Well, concerning the present arrangement 
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with Mobil, it seems to be a workable agreement for me and 

for Mobil Oil. I employ a professional accounting service 

and the reason I go there every day is to earn a living and 

it is a new plan versus the old leasing-dealer plan. It 

hasn't affected my income adversely. If anything, possibly, 

it bas helped it in a small way. 

ASSEMBLYMAN BAER: Well, if this has affected you 

so little, why h.:ve you come to testify about the bill, since, 

presumably, it dc·esn • t make that much difference one way or 

the other? 

MR. IRELAND: One thing about the bill is the part 

that would require the oil companies to sell their locations. 

I wouldn't be able to buy the location. I would have to 

leave. 

I understand it is supposed to be valued some­

where between $250 and $300 thousand. It is a prime location 

on Kings Highway in Cherry Hill. 

ASSEMBLYMAN BAER: I understand. If the bill 

were to provide, instead, for leasing, which would basically 

bring about a return to the previous arrangement you had -

or something similar to that - what would your feeling be 

against legislation modified to that extent? Would you 

then support such legislation? 

MR. IRELAND: Yes, I would. 

ASSEMBLYMAN BAER: I see. Thank you very much. 

MR. IRELAND: You are welcome. 

ASSEMBLYMAN BAER: Mr. William Hobokan, Ashland 

Oil Company. 

W I L L I A M H 0 B 0 K A N: Mr. Chairman, my name is 

William Hobokan, I am District Manager of Public Affairs for 

Ashland Oil. I have a statement here, prepared in Ashland, 

Kentucky. Unfortunately, Mr. Charles Luellen was unable 

to make it today, so I am reading it for him. 

If Assembly Bill A-1411, which probibits retail 
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gasoline station operation by distributors and refiners, 

is enacted into law, we believe that New Jersey citizens 

will be deprived of that portion of the total retail markE~t­

ing system which traditionally has been the most vigorous 

competitive force in the market. Contrary to the apparent 

intent to pcotect New Jersey consumer interests, there is no 

doubt the eventual effect of the legislation will be to 

increase gasolinE retail prices. 

Ashlano Oil is an independent refiner in the sense 

that we purchase . .::>ver 80% of the 360, 000 barrels per day 

of crude oil neeoed for operation of our refineries. We 

also consider ourselves independent because we always have 

sold the principal portion of our gasoline through independent 

jobbers who resell under their own brand names and through 

direct salary operated retail stations which are identified 

by names other than Ashland. These stations are typical 

independent or private brand type outlets which sell only 

gasoline and motor oil and offer no mechanical or other 

services. Their principal appeal is low gasoline prices and 

quick service, and the high gasoline volumes produced at 

the stations are 1bundant evidence that the public has been 

well served by ouc investment in these facilities. 

In addition to sales through our salary-operated 

stations and to independent jobber customers, we sell, 

under the Ashland brand, through conventio~al stations in 

a small region of Kentucky, West Virginia and Ohio. These 

stations are conventional major brand type outlets, with 

bays for mechanical work, lubrication and accessory sales 

and installation. They are operated by dealers who generally 

price their gasoline at full major brand level, which is 

typically 3¢ to :¢ per gallon above the prices offered 

at our direct operated stations. 

We believe that our three-way gasoline marketing 

system provides maximum benefit to retial customers and 

contains no inequity for our jobber and dealer customers. 
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We do not attempt to conceal from our dealers and jobber 

customers the fact that we sell a po1tion of our gasoline 

through salary operated stations identified by names other 

than Ashland. In New Jersey they consist of Hi-Fy Bi-Lo 

and Red Head. 

We would not attempt to salary operate a con­

ventional branded service station. This type of high cost, 

service oriented business is most efficiently operated by 

an independent dealer. Incidentally, despite restricted 

gasoline supply in recent months, our skilled Ashland 

dealers, who undoubtedly are typical of all dealers, cur­

rently are enjoying unprecedented pro~perity. 

Neither would we by choice allow dealer operation 

of our salary operated stations, for the simple reason that 

salary operation of these high volume/limited serviCE! 

outlets provides maximum economy. That economy, in turn, 

is reflected in low retail prices and the savings accrue t.o 

those retial buyers who prefer to patronize that kind of 

station instead of conventional full-service outlets. 

In New Jersey we do not sell gasoline through 

dealer-operated branded stations, but we do salary-operate 

a number of stations which, for many years, have provided 

to New Jersey consumers high-quality, economically-priced 

gasoline. 

Assembly Bill A-1411 not only would prevent expan­
sion of that station network when the present oil shortage 

ends, it would have an innnediate deleterious effect upon 

retail gasoline marketing in New Jersey. Its prohibition 

of continued direct salary operation would lead to an 

eve1tual decision to close these stations permanently and 

sell that quantity of gasoline presently sold in New Jersey 

in states where this most efficient type of station opera­

tion is permitted. It seems likely that other refiners 

similarly situated would be inclined to the same decision. 
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In that event, the citizens of New Jersey would 

be severely penalized. We respectfully request your con­

sideration of our views in this matter. 

Original signature by Charles Luellen, Group 

Vice President, Ashland Petroleum Company, Division of 

Ashland Oil, Inc. 

ASSE~mLYMAN BAER: I want to thank you very much, 

Mr. Hobokan, for bringing us this testimony and for corning 

before the Committee. 

I have no questions and we can now go to the 

next witness. 

MR. HOBOKAN: Thank you, sir. 

ASSEMBLYMAN BAER: Mr. Jack Chandler, Kayo Oil. 

J A C K W. C H A N D L E R: Mr. Chairman, looking at 

that schedule, if I were through right now we would be just 

about on time, so I will see if I can't speed it up. I'd 

just like to get about two minutes worth in here. 

I am Jack Chandler,· Pre-si4ent of Kayo Oil Company, 

Chatt-anooga, Tennessee. Kayo is a. wholly~owned subsidiary 

of Continental Oil Company, operating 630 retail stations. 

In New Jersey we have been marketing since 1968. Last 

year we sold 20 million gallons of gasoline. We have 23 

outlets in New Jersey. All of these stations are operated 

by Kayo and they always have been. 

Kayo represents what is characterized as low­

cost or low-pricedmarketing. I hesitate to use the word 

independent because that has been kicked around here today. 

In our terminology,· independent is the type of marketing that 

I represent. So, I will just refer to ourselves as low-

cost operators. We have been called worse than that. A 

lot of people question the legitimacy of my parents• . 
nuptuals at the time of, ·:m·y _ nativity. 

The point I'd like to make here is that this 

legislation is aimed at major brands and will have a harmful 

effect on low price marketers, and will do a disservice to 



the New Jersey consumer. 

The ability of this low price marketer to charge 

a lower price is attributable to a low cost of operation 

and high gallonage throughput. One of the keys to low cost 

operation, of course, is direct operating control. Such 

methods mean a low price to the consumer. Low price 

marketers have found it advantageous to operate where they 

have control of everything that goes on in the station. 

Now the cost savings in these direct operations 

without this intervening level between the supply source 

and the customer's gasoline tank are passed on to the con­

sumer in the form of a price savings. Without the benefit 

of direct operations ,the low price marketers will be unable 

to maintain past levels of operating efficiency, which are 

essential to their continuance as a strong competitive 

force in the industry. 

We believe, and our parent company believes, that 

a tailored marketing approach is necessary. In other words, 
. . ·-··-.. ·-· . .... . - ... r -·- - ·-·· ---·-- - -''· 

it is.a Sears Roebuck versus a Sacks Fifth Avenue. We think 

the public ought to have a choice. They ought to have the 

low priced marketer, such as we are. 

This bill, in my opinion would eliminate the 

Kayo's, the Hi-Fy's - as the gentleman from Ashland said -

the Red HeadJ the Low Boy, Scott, Hess, etc. It would 

eliminate this segment from the market. In other words, 

you would throw out the baby with the bath water. I don't 

think that is what the bill is intended to do. 

I am sure that )(a yo Is- customers in New Jersey I 

who bought gas at a lower price than a major station offered,would 

agree with this view. 

You asked a while ago about lower prices and 

why prices in New Jersey were not as low as they are in 

other states. I was itching to answer that because I 

operate in 19 states. Prices are lower in c' lot of other 
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states where we have a lot of competition. In Florida, for 

example, and North Carolina there is a ~ot_of competition. 

The low price segment is usually the segment of the market­

ing industry that brings the prices down. You very seldom 

hear of a major oil company dealer starting a price war. 

It is usually -- Well, the people in the industry know 

who they are. So, I think that we need this. It is healthy. 

This legislation - I'd like to say - is aimed at 

preserving the lessee-type operations. In reality, it forces 

a change in long-established marketing methods of our low­

~ost, low-price marketers, such as I _am. This bill strikes 

at what, in my opinion,is the most competitive segment of 

gasoline price competition available to New Jersey •s or any 

other motorist -that is, the price differential charged by 

the low cost marketers versus the majors. 

I would like to summarize this by saying that 

the residents of New Jersey are poorly served, rather than 

benefited by this proposed bill. They will pay more for 

gasoline than they otherwise would pay and they-will have 

their choice restricted in terms of type of gasoline purchase 

available. 

Sir, I urge you not to support the Bill. ·Thank you. 

{full statement on page 98A ) 

ASSEMBLYMAN BAER: Thank you. I'd like to ask you 

a couple of questions. 

First of all, you stated that without the benefit 

of direct operations the low price marketers will be un-, 
able to maintain past levels of operating efficiency. What 

is it about the direct operation that makes it more efficient? 

In either caee,you have certain investment: there are certain 

types of expenses which, presumably, would be the same. 

What are the key things, in your opinion, that are different 

and that result in economy when you are a direct dealer? 

MR. CHANDLER: In my opinion, the thing that 

causes this extra expense is, you add another level between 
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the supply source and the man who puts that gasoline in 

the tank of the car. 

We can operate - marketers such as we are - with 

only two people between the headquarters and the customer 

at the pump - that is, a Field Supervisor and the station 

manager-attendant who puts the gasoline in the car. 

If you have a major oil company, or a dealer type 

operation - a jobber - you have at least one, maybe two 

more levels there. Somebody has to pay for that. 

ASSEMBLYMAN BAER: You talk about another level 

but, for instance, if you are an independent operator, 

there is another level in the sense that it is a different 

legal entity. But the independent dealer has to eat and 

the salaried person has to eat. In both cases you are 

paying rent, or you are paying a mortgage for the real 

estate involved. In both cases there has to be insurance. 

How does this other level introduce extra cost and what are 

they, specifically? 

MR. CHANDLER: I am not sure an independent low­

priced marketer could make it. In other words, you almost 

have to have the high volume and you can't operate, for 

example, without 8 or 10 stations in any given district. 

Now certainly a man could do that - an independent could. 

But here, again, you get into other problems,such as 

investment. If a station costs $75 to $100 thousand, it 

means that this man would have to have, maybe, $1 million 

of capital investment in these stations. 

Certainly an individual could go out and operate 

10 low-priced stations and effect, basically, the same 

thing. But I don't believe a major type dealer could do 

this. 

Basically, over the years, there has ilways been 

a 2¢, 3¢ or 4¢ differential between the branded dealers 

and the low-priced marketers. 
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ASSEMBLYMAN BAER: That leads ·me to my other 

question. You commented that you believe one of the 

reasons that there might be higher prices in this state -

which, implicitly,you seem to be confirminq - is because 

a smaller percentage of the market ir this state is operated 

by these lo~priced marketers - or whatever term you use. 

First of all, do you have any opinion as to how it is that 

we have that situation in this state,as opposed to other 

states,and do you have any ideas as to what is likely to 

encourage more competition and growth from this sector of 

the market? 

MR. CHANDLER: Well, first of all, Mr. Baer, my 

company has only been marketing here since 1968. I was 

surprised when I came up here and surveyed the New Jersey 

market in the late '60's as to the tremendous lack of the 

type of competition that we have. Now why, I don't know 

except maybe real estate prices were higher. It took a 

much high€r investment to get into New Jersey. 

ASSEMBLYMAN BAER: Is it harder for you to get 

locations than in other states? 

MR. CHANDLER: No. 

ASSEMBLYMAN BAER: Is it harder to get the locations 

zoned out'l 

MR. CHANDLER: No, it isn't more difficult. We 

did find it a little more difficult to get permits, etc. 
That was quite a chore 'for -a Southe-rn· company like us, at 

first - you know we country boys corning up here to New 

Jersey; that was very difficult. 

I '11 bdl you another reason why companies, such 

a mine, a~e proliferated in Florida and the South, a lot 

of people like to go to Florida. It seems like you have 

service stations on every corner in Florida and it seems 

like the higher )ercentage of them are the low priced 

marketers. 
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The point I am trying to make is, New Jersey 

needs more of this kind of market. It needs more of the 

Hesses, the Kayos, the Scotts, the Rt~d Heads~ it needs 

this type market. This bill will eL.minate them. 

ASSEMBLYMAN BAER: I understand that is your 

testimony. What I am trying to find out is, over and 

above this bill, or modifications of it - since, in your 

opinion, competition will be fostered by more of the type 

company that sells at a lower rate and since we have so 

few of them - what factors - I am trying tc identify the 

factors - haT1e caused New Jersey to have such an unusually 

low percentage of them and, presumablf, reduced competi­

tion in this State? I am trying to s•~e what we can do to 

address those factors. 

MR. CHANDLER: That gets into marketing research 

areas that I am not familiar with. I don•t know what it is. 

New Jersey certainly is not the same marketing area as 

Florida. So, I really don•t know. 

ASSEMBLYMAN BAER: I would certainly welcome it 

if you, or your associates, can provide in the next few 

weeks, any information to us on this - if y)u want to. 

We would certainly welcome testimony on thi3. 

Thank you, Mr. Chandler, for your testimony. 

The next witness will be Mr. James Gerlock, Shell 

Oil Company. 

J A M E S G E R L 0 C K: My name is James Gerlock. I 

am the Manager of the Newark Retail Marketing District 

for the Shell Oil Company and I am responsible for over­

seeing the retail sale of automotive gasoline, motor oil, 

tires, batteries and accessories in the northern two-thirds 

of New Jersey. 

We have submitted a written statement in op­

position to the bill - A-1411 - which I assume the members 

of this committee will take - if they have not already taken -
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the opportunity to read. I am not going to take the trouble, 

due to the lack of time, to read it to you~ 

I should like to summarize, very quickly, what 

it says and then answer any questions you may have. 

Now, the first reason we are opposed to Assembly 

Bill 1411 is that it is aimed at a problem that simply 

doesn't exist. Therefore, there obviously is no need for the 

law. Despite unsubstantiated charges to the contrary, 

statistics show that the major oil companies are not driving 

out dealers of their service stations, depriving them of 

their livelihood and converting dealer stations to company 

operated outlets. 

I will state, categorically, that the Shell Oil 

Company does not have such a policy and does not intend 

to have one. We have 380 service stations in the State of 

New Jersey and all but one of them are operated by independ­

ent dealers who hold the property on a real estate lease 

from Sehll, or own the property outright. 

Now, nationwide, we have approximately 9,200 

stations in territories where leases are arranged directly 

with the dealers. We also have approximately 9,800 other 

units which are supplied through jobber operation~ Of the 

9,200 stations in direct marketing territory, only 332, 

or approximately 3.6%,, are operated by this company. Only 

25 of these are conventional-type sta~ions. These are the 

stations that you recognize as servic~ stations. 

The rest are special types, such as car washes, 

self-serves and innovative projects. These special stations 

cost: in excess of $300 thousand and so, obviously, they are 

beyond the financial means of many individual dealers and 

they require closer control over their operations than is 

possible through dealer operations. 

Other testimony is being, and has been, submitted 

to show that there is no industry-wide tendency toward the 
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elimination of service station dealers in New Jersey. 

Our second main reason for opposing the bill is 

that it is grossly discriminatory and would work against 

the interest of the consumer by removing a class of competi­

tion in the marketing of gasoline and other automotive 

products and services. What this bill is designed to do is 

insulate and protect the business interests of a small 

segment of the population of the State of New Jersey to the 

detriment of the whole motoring public, which comprises 

virtually the entire adult population of the State. 

This bill runs counter to the main idea of law and 

government in this country, which is: the greatest good 

for the greatest number. 

Now, without being critical of the great majority 

of service station dealers, who I believe are doing a good 

job, I just have to say very bluntly that I feel this is a 

very selfish proposal. There are many lines of business in 

which supplying companies market through their dealers and 

franchisers and also operate their own stores, yet the oil 

industry is the only one singled out by this bill to bar 

producers, manufacturers, distributors, from operating 

their own outlets. 

But, this is not all. This legislation would 

not prohibit any other large merchandizing organization -

such as Pennys, Wards, Sears - from selling a wide range of 

automotive products and services, including gasoline. 

There are many reasons why it is advantageous to the 

public for petroleum producers, refiners and distributors 

to operate their own stations. It allows them, one, to 

train dealers. It enables them to try out new marketing 

methods and innovations in facilities which benefit the 

consumers. This is what I made reference to previously. 

It is frequently the only way stations can be kept open 

when a dealer leaves the business on a short notice. And, 
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most importantly, it provides desirable ·standards of 

operation, in terms of service, hours, days of operation,and 

cleanliness in appearance. 

I would like to refresh your memory, if you don't 

recall, conce:rning last winter and I would like to ask you 

do you remember the service, the hours, the cleanliness 

and the attitudes? These are not trivial considerations. 

There is no gain in stating the fact 'that there has been 

a lessening of service since the Arab embargo last October. 

During the time of the critical shortages last winter, the 

major supplying companies were able to exercise control 

ove1· hours of operation and allocation of available supply 

at company operated stations that could not be imposed on 

dealers. 

Even now, in the large areas, the only stations 

that motorists can find open in the night-time hours - and 

many times over the weekend- are company-operated stations. 

Let me state this with a somewhat different 

emphasis. A company station is a unique sales opportunity 

for the company and for the consumer. It is not just another 

station. When the station is leased to a dealer, he con­

trols the business and the business premises and that is 

exactly how it should be. 

The Anti-Trust Laws in the New Jersey Franchise 

Practice Act require this and Shell's agreements guarantee 

it. The consumer who buys from the dealer and not the 

company, seems quite satisfied. But the consumer has also 

found that he likes dealing with company, stations and it is 

easy to tell why. While Shell is more than pleased in the 

dealers overall performance and is proud of its dealer 

organization, Shell considers its company stations to be of 

top quality. They comprise a natural, if only occasional, 

adjunct to our dealer operations. Control is important. 

At dealer stations, Shell doesn't control and doesn't use 

35A 



it, but at company stations we are everything. As such, 

Shell expects results and gets them immediately. The 
' ' 

operation is conducted exactly as Shell's experience tells 

·.1s a station should be run. The attendants are in full 

;1niform. The crews are fully manned. The service is quic:k. 

The rest rooms are faithfully maintained. A complete in­

ventory of everything required to service your car is at 

hand. The hours are long. Many times they are 24 hours. 

The terms of sale are reasonable and are in compliance with 

all the laws and regulations. 

We are very proud of our few company stations, 

and our customers are obviously pleased. Indeed, I can't 

help but thin~ that Assembly Bill 1411 might not have been 

proposed if Shell had opened a few more company stations in 

New Jersey, giving many more customers the opportunity to 

sami'le our type of operation. 

But really, Assemblyman, there are three basic 

issues, as we view it here. First of all, the dealer :1as 

a statutory protected right to remain in business. Thdt was 

guaranteed under the Franchise laws of 1971. 

Secondly, we feel Shell has a constitutional 

right to make intelligent and profitable use of our 

private property. 

And, thirdly, we feel the customer has a right 

to dl·al with whomever he chooses and the right that he be 

given that choice. 

I respectfully urge that Assembly Bill 1411 be 

defeated because I feel it is unnecessary; it is discrimina­

tory; it is special interest; it is anti-consumer; and it is 

unconstitutional. 

If I can prevail upon you for one moment longer, 

I cannot let pass several of the remarks that were made 

here today and I happen to agree with Mr. Ferrara with 

reference to some of the things that he said. He said 
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that complete domination doesn't do anybody any good 

and I sincerely agree with that, be it a company-run 

operation or ~ dealer operation. I think the individual 

dealer has a place in the marketplace, as well as company­

run stations. There is a need for both. 

The other thing that keeps popping up here is 

price. I would like to state - and I am sure that you are 

aware of this, but in the event you aren't - that for all 

practical purposes the price is controlled~ it is controlled 

by the governraent of the United States. They control how 

high you price. So, price, from that viewpoint, is no longer 

in the hands of the oil company. 

Also, you asked a question-- One second before 

I come to that - there was another statement that was made 

that I want to categorically deny. It was stated that 

prices general).y sold two on one car. 
I want to set the record straight. That is not the case. 

In the 20 years that I have been in the oil business, not 

once have I ever heard that and I will defy anybody to 

question me or my company, relative to irresponsible state­

ments such as that. I am sure you will take that into con­

sideration. 

Now, competition-- you asked why,and you asked 

the previous speaker what happened. One of the things 

involved and one of the most difficult states that I have 

ever been associated with involving the permit problem-·is 

this state. As far as I am concerned, this is the most 

difficult stat~ in the United States in which to acquire 

a permit. So, t.o acquire permits to stimulate competition 

to build new facilities is literally, virtually an im­

possibility - or had been until this previous winter. 

Second~y, what happened to the others? Well, 

the self-serve has been outlawed by the State of New Jersey, 

which is anot~er form of competition. That was also in­

volved and your. independent operations didn't, as pointed out, 
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prosper very mach in the State of New Jersey. 

ASSEMBLYMAN BAER: Sir, I would suggest that you 

bring your p~esentation to a conclusion now because of our 

time situation. 

MR. GERLOCK: I am sure that I have stimulated 

more than several questions, so I will defer to you. 

ASSEI1BLYMAN BAER: You have extensive rebuttal 

material. 

MR. GERLOCK: Yes, I do. 

ASSEMBLYMAN BAER: We would welcome it, but it 

can be introduced in written form into the record. As I 

have said, most of the committee members are going to 

become familiar with this through reading the record and 

it will be studied very carefully, both the material that 

is introd.1ced now and later. 

MR. GERLOCK: I sincerely hope so because any­

thing as important as this - both to the Legislature, to 

the consumers, to the oil companies and to the many, many 

independent dealers - should not only get a thorough examina­

tion but a double dose of everything in taking everything 

into consideration. I urge you to do this. This is some­

thing, if passed, that will have either serious or bene­

ficial conseyuences from now until it is repealed, if it is 

passed. 

ASSEMBLYMAN BAER: Let me just ask you one question. 

You indicate that the company does not have any intention 

and does not have any policy in terms of eliminating dealers~ 

there hav. ~ been no internal communications to this effect 

and there has been no tightening of criteria relating to 

eliminati,)n of dealers recently. Whatever policies you 

have been following in taking action against dealers is 

consisten: with policies that you have had for a long period 

of time, l.n terms of just maintaining standards of the 

company and t~ere hasn•t been any change in that recently, 

is that correct? 
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MR. GERLOCK: Well, let me kind of separate those. 

There are abou~ one-half dozen things in there. First of 

all, we - in the statement I made - are not going to remove, 

eliminate, terminate any dealer for the sole purpose of 

takjng over as company-operated stations. 

Number one, if we could we wouldn't do it. 

Secondly, we are prevented - even if we wanted to - by the 

Franchise Law. 

As far as the tightening of our standards, etc., 

this has been brought about by the Franchise Law, which now 

requires standards of performance. So, yes, we are enforc­

ing those. 

As far as internal communications, as far as 

salaried-operated stations, yes, we have two here now - one 

or two - and we are desirous of having more. When the 

opportunity p~esents itself, and it is the right situation, 

yes, we will look for salaried operation. 

But: again, I must emphasize this is not to 

terminate or eliminate dealers for the sole purpose of taking 

over salaried stations. First of all, we are prohibited 

but even if we weren't, we don•t operate like that. 

ASSEMBLYMAN BAER: All right. I want to thank you 

very much for your testimony, Mr. Gerlock,and for the material 

that you will submit. I appreciate your coming to share your 
knowledge with the committee and I assure you that your 
testimony and material will be studied carefully, as all the 

testimony is. 

Kuku.n. 

PAUL 

MR. GERLOCK: Thank you very much. (statement on page lOSA) 

ASSEMBLYMAN BAER: The next witness is Mr. Paul 

K U K AN: My name is Paul Kukan. I run a Gulf 

Service Stati0n on Route 22 in Scotch Plains, New Jersey. 

I am opposed to Bill 1411, mainly because I would 

have to buy my own service station. This, I find, would be 

financially impossible to do at the present time. My rent 
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deal and lease deal with the Gulf Oil Company, I consider 

to be fair and I would not like to see things changed 

from the way they are right now at the present time. 

:nent? 

ASS&.'1'BLYMAN BAER: What is your present arrange-

MR., KUKAN: I am a leased dealer. 

ASSEMBLYMAN BAER: A leased dealer? 

MR. EUKAN: Right, for Gulf Oil Company. 

ASSEMBLYMAN BAER: If the bill did not require 

sal·~ but only required leasing, what would you feel about 

the bill then? 

MR. l(TJKAN: Depending upon from whom - in what 

respect did yvu ask that question? 

ASDEMBLYMAN BAER: If the bill were to only re­

qui:~e that majo~ oil companies must lease stations instead 

of ~hanging tu :>elling them and divesting themselves cf th~m, if 

they were required to lease them to dealers - if it WE!re modi­

fied in that way, as has been suggested by some previous 

testimony - what would be your fe·~ling about the legislation 

if it were in that form? 

MR. ~KAN: If the company was just going to lease 

the service Etation? 
ASS:::!:MBLYMAN BAER: That's right. 

MR. KUKAN: To the dealer directly? 

ASSEMBLYMAl~ BAER: Right. 

MR. KTJ.KAN: Well, I am a leased dealer. 

ASSEMBLYMAN BAER: So, in that case, you would have 

no objection to the bill? 

MR. KUKAN: I don't understand you. I am sorry. 

I am a leased dealer at the present time. 

ASSEMBLYMAN BAER: I understand that. 

MR. KUKAN: I am in favor of it. But as far as 

having to buy my station from the company for a phenomenal 

figure, let's say, of $100 or $200 thousand, this, to me, 
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would be financially impossible. 

ASS~MBLYMAN BAER: I understand. Your objection 

goes to the forced sale that would result from the bill 

in its pr~sent form. 

MR. KUKAN: Right. I don't see anything wrong 

with company operations. All they seem to do for me is 

keep me on my toes. They do run a good, clean operation· • 

As far as price, they don't seem to be cutting anybodyis 

throat presently. They are always priced competitively -

high, low, but not below dealer operations. I can see 

no problem there. 

ASSEMBLYMAN BAER: And from your point of view, 

is Lhat an ad"t_rantage? 

MR. KUKAN: Oh, definitely. I would say so. 

ASSEMBLYMAN BAER: That they are priced higher? 

MR. KUKAN: I don't think they could possibly run 

a service station the same way a dealer does because of 

one thing, the dealer is there. It is his own, leasewise, 

etc. He puts his heart into it. Where can you get a man to 

run a service station and pay him "X" amount of dollars, and 

e xp e c t hi rri to do the same job as the dealer himself 

does? 
ASSEMBi,YMAN BAER: I can understand, from your 

point of view, hew you would feel that way. 

Putting yourself, for a moment, in the shoes of the 

consumer, how do you think this would be from the consumer's 

point of view- would this be to the consumer's advantage 

to have that higher price or the lower price? 

MR. KUKAN: Definitely, it would be to the con­

sumer's advantage to go with the dealer rather than the 

company station. 

Company. 

ASSEMBLYMAN BAER: Thank you very much, Mr. Kukan. 

The next witness is Mr. Douglas Linn, Gulf Oil 
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D 0 u G L A S G. L I N N: Mr. Chairman, my name is 

D. G. Linn and I am Regional Vice President for Marketing of 

Gulf Oil Company of the United States. My area of re­

spon.-3ibility inc::ludes all of the northeastern United States, 

from Maine to Virginia. 

I h~ve come before your committee today to offer 

test1.mony on Assembly Bill 1411. I have with me, Mr . .John 

R. Galloway, \'lho is an attorney and Regional Vice President 

for Qovernmental Relations for Gulf Oil. 

We have already distributed our principal testimony 

and _n order to expedite the hearing I'd like to highlight 

that testimony ~nd I'd like to offer a few comments on 

some statements made to you today about our business. 

I wou.1d like to request that our principal b~sti­

mony be inserteG into the record, as though read in full by 

me. 

The highlights of Gulf's statement are that the 

bill under cor..sideration is wholly inappropriate and it 

appears to be an unlawful, discriminatory restraint of 

competition in ·the retail sector of our business. 

Gul~ feels that the interestsof the consumer 

are severely and adversely affected by the effects of the 

bill. We feel that the bill may so distort the retail 

avajlability cf gasoline as to prove a hardship on the 

motoring public, both from the standpoint of the quantity 

and of price. 

I am not going to belabor again all ot the 

postures taken by other representatives of other oil companies 

this afternoon, except to say that in principle we are in 

general agreement. I would like, however, to touch on a 

few points that ,_.,ere made today in testimony by others. 

By way of preface, I would like to add that 

Gulf tends, generally, to agree with the overall comments 

made by Professor Marcus in his appraisal of this proposed 
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legislation. 

Thera was some reference made today by others, 

having to do with the closing and sale of low volume -

as a matter of fact, I think a volume of 240 thousand gal­

lons was quoted - with deed restrictions against their 

future use as service stations by some of the majors. 

I p~esume this gentleman referred to Gulf as well. 

My response to that, of coure, has to be, well, 

why not? He made quite a point of the fact that we 

were writing in~o these sales,deed restrictions against the 

future use of service stations but, as a matter offuct, 

over the past. 9 months of this year, Gulf,in the State of 

New Jersey, h.~s, in fact, sold some 32 or 35 existing, 

goi1g, Gulf Service Stations to dealers and with supply 

contracts. 

ASSEMBLYMAN BAER: How many would be with re­

strictions, if I may interrupt? 

MR. LINN: These were not restricted. These sold 

to the 32 or :33 dealers that I referred to. 

ASSEMBLYMAN BAER: Oh, I see. 

MR. LINN: Now, there seems to be threading through 

some of the testimony made today, a tendency to disparage 

the profit motive which I find a little perplexing and dis­

turbing. Aft~r all, this is the reason that we, and the 

dealers, are in ~usiness. 

I think the question of ownership, or interest, 

on the part of major oil companies in retail outlets in 

the State of New Jersey gets back to a pretty basic premise, 

and that is the right of an oil company, or anyone else, to 

be in business for the purpose of generating profit and 

making the basic determinations as to the use to which 

their rather dubstantial investment are made. 

There ware further references made to - well, it 

doesn•t cost .any more to haul a load of gas to a small 
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station than it does to a big one. Well, certainly, the 

gentleman who made that allegation recognizes that•s only 

a partial expense surrounding the operation of a retail 

outlet~ there ~re taxes~ there are depreciation~~ and many, 

many other things beyond just hauling gas. 

I think that the - or at least it appears on the 

surface - dealer.s that were brought forth today and who 

gave testimony, appear, from their testimony, to have 

some problems. But here again the introduction of bill 

1411 to solve those kinds of problems, is a little bit, I 

think, like Cl.ttacking the problem with a shotgun rather 

than with a rifle. 

If I understand the Franchise Law correctly, it 

was pretty much enacted to handle those kinds of things and 

if it doesn•t, then I can•t understand, of course, the 

passage of the law at the time it was passed. 

There have been some assumptions made here too 

that were 1411 and the divestiture of interest on the part 

of majors passed, that, perhaps, jobbers would buy these 

stations. Well, of course this is not necessarily true. 

There are any number of people, I suppose, that could and 

might very well be interested in buy.ing these and I had in 

mind, perhaps, a. real estate trust or whoever - someone who 

will buy these assets for the purpose of investment. 

Now, assuming this might happen, the only way 

that an investor is going to get his money back - or at least 

get a return on his investment - is probably through rent. 

We, from time t:o time, try to work out lease deals and we 

are finding 12%. 15%, 18%, net-net deals to be not uncommon. 

So, presumably, were someone like that to acquire 

these properties, the rent to the dealer - assuming he rents 

back - would probably have to be in that range compared to 

ours, which ret~rns to us something in the range of 2%, 2~, 

2!z% on our investment. 

I think the whole climate established by the 
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introduction of this proposed legislation sets up an 

atmosphere that is so severe as to warrant serious considera­

tion on the part of a major company in the State of New 

Jersey who, by virtue of the legislation, might conceivably 

lose whatever influence he has over the way in which his 

investment is handled and would pretty much force, I think, 

some majors t0 take another look at whether or not they can, 

in fact, afford ~o continue their investment in the state. 

I think, too, the impression has been attempted 

to be created that the dealers by and large are the guys 

that can do ~o wrong and that the major oil companies do 

all of the wrong. I can understand the climate that 

might generate that kind of thinking but typical, I think, 

is the reference made to the two dealers in the State of 

Michigan who were picked on, ostensibly, and charged with 

conspiracy. Well, it is not less legal, of course, for a 

dealer to conspire than it is for an oil company. 

There are further instances that make it im­

practical for Gul~, here and elsewhere, not to go to 

company operation. We have more than one instance where the 

end cost between real estate taxes, amortization, and all 

the rest of it make it impossible to continue to operate 

some of these locations through dealer operations, which 

means, simply, that we need to go either to company opera­

tion and operate on a part of that retail margin or dis­

pose of a location - and they may be big volume stations. 

There was further reference by a gentleman today 

that made much of the ability of company operations within 

a state like New Jersey to control prices. The statement 

was made that these prices would not be controlled on the 

low side, but rather on the high side. Well, that has to 

be ridiculous in that anybody running a·service station 

business knows that you cannot long be non-competitive on 

the high side and keep your station going. 
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A gentleman referred to a statement made by the 

late Robert Kennedy and made much of the American system -

the principle of free enterprise - with which we fully 

agre~, as long as the oil companies are included as partners 

in the free enterprise system. His logic seemed to rule 

us out. 

Our position, finally, is a little bit like 

that: which was e.numerated by one of our competitors a 

few minutes ago. In the State of New Jersey at the present 

tim<, we have 3 agency-operated service stations, which is 

kine of tantamount to company operation. These are, basically, 

expErimental-type locations - that is 3 out of some 363. 

Our intent and our policy at the present and as far as we 

can read the future, is not, in fact, to go the broad-scale 

company operation route. We do foresee, because of the 

changing nature of the market, a place for the company 

operation in the spectrum of major oil company business. 

To support my statement, I'd like to quote from-

a very brief quote - remarks made by the PresiO.ent of our 

company to a meeting of the American Petroleum Institute 

earlier this year. This is a direct quote. He said, "Sure 

I think there may be some more company stations. I am 

inclined to think that the real change - the important change -

is going to b2 less overall stations, less in numbers, but 

more profitable to the independent operator. In other words, 

larger service stations but operated by independents. This 

business lends itself to an independent, rather than to a 

major company. Also, if you will just look at the economics 

of the cases where major companies have operated stations, 

it hasn't worked out very well. The independent has always 

done a better jcb". 

We recognize this. We have many, many large 

volume, highly profitable retail service stations operated 

by dealers and that is the way we intend to go. 

46A 



ASSEMBLYMAN BAER: Thank you. 

Mr. Linn, I want to ask you some questions in one 

narrow area, particularly. About this business with deed 

restrictions - the ones that you described in your testi­

mony - you spoke of some that you sold to other dealers 

without deed ~estrictions but you indicated at the begin­

ning of your testimony that there also are sales with re­

strLctions. You said, "why not?" Can you give me any 

idea of the frequency of such sales with deed restrictions? 

MR~ LINN: They probably - and this would have to 

be an estimate - would range at, maybe, 40% of the total. 

AS~EMBLYMAN BAER: 40% of the total sold? 

MR. LINN: Yes. 

ASS:t:MBLYMAN BAER: And how many are likely to be 

sold in a year'? 

MR. LINN: In the State of New Jersey? 

ASSEMBLYMAN BAER: Yes, by your company. 

MR. LINN: I guess, probably, throughout the State 

this year - a~d I guess this is probably as good a year as 

any - maybe 18 or 20, somewhere in that range. 

ASSEMBLYMAN BAER: 18 or 20? 

MR. LINN: That's right, for non-service .station 

use. 
ASSEMBLYMAN BAER: Oh, in other words, 18 to 20 

would represent that 40%. 
MR. LINN: Yes. 
ASSEMBLYMAN BAER: I didn't take 400,{, of the 18 to 

20. Okay. 

To the best of our knowledge is this equally 

common practice among other major dealers? 

MR. LINN: I don't know if it is practiced. I 

have seen deed restricted sales made. Now whether that is 

practice or policy, I just don't have any way of knowing. 

ASSEMBLYMAN BAER: And what is the reason for the 

deed restriction? 
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MR. LINN: Well, one of the principal reasons, 

of course, f o r disposing of and selling a marginal 

station, marginal in terms of volume and profit, is to heJp 

the remaining outlets of your own in the State, or in the 

area, to pick up, hopefully, the volume that has been dis­

posed of through the sale and make the remaining locations 

individually more profitable and more viable for the 

dealers. 

ASSEMBLYMAN BAER: And how does that help this 

to come about? Why does this help the stations in the 

nearby area? Doesn't it come about, really, through the 

reduction of competition? 

MR. LINN: Do you mean between Gulf dealers? 

ASSEMBLYMAN BAER: Well, between the station 

that haE the restrictions and the stations that you intend 

to still have an interest in operating. Isn't that very 

obviously the avoidance of competition - that you intend 

to enhance the sales in that store? You take a financial 

beating, I take it - or some loss - in the value of that 

real estate by adding the deed restriction, isn't that 

true? 

MR. LINN: Yes, that's generally_been our 

expErience. 

ASSEMBLYMAN BAER: And offsetting that from the 

poirt of view of the value to your company, isn't it a fact that 

thie reduces t~1e competition from this location and, there­

fore, enhances the sales to your nearby stations~ 

MR. LINN: Not necessarily because our stations, 

of course, are dealing with the competitive locations in 

the same traJing area. They are competing with the private 

branders in the same trading area. So that the fact that 

a Gulf statio{1--i~- ~ trading area closes - is no longer in 

business - doesn't insure, by any stretch of the imagination, 

that that volume will move anywhere else except by virtue 
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of the man fightj_ng to get it. 

ASSEMBLYMAN BAER: It doesn't guarantee one-to-one 

transference of gallonage,but the whole purpose of the 

thinq is to reduce the competition from that location 

to your other locations. Why else would you take a loss? 

What other purpose would you have? You say not necessarily 

but isn't tha~, certainly, the hoped for result? 

MR. LINN: Yes, but keep in mind that the majority 

of these stations that close are closed unilaterally on 

the part of the dealer because he can't make it - the volume 

is not sufficient, or the profit is not sufficient - and 

he walks away from it, as is his right. We, because of the 

condition that caused him to fail, elect not to reopen that 

station. 

ASSEMBLYMAN BAER: I can understand that. I 

understand,if it is a non-profitable location, it is not 

goinc to have much value on the market for that particular 

use ''i th a future buyer. Future buyers would be dis-

couraged to use it for that purpose,if it was unprofitable, 

and, therefore, there isn't much likelihood that it would 

be reopened for that use. But I assume the need for the deed 

restriction is because there are people that feel they could 

make a go of it at that location. 

MR. LINN: Well, possibly so. That has to be an 

assumption. We have sold, as I said,earlier, some 60%, 

if that is a sound number, of the total number · rithout re­

striction because we have not been able to move them. 

ASSEMBL~ BAER: Do you have any idea, industry­

wide, within the state, what the turnover is of gas stations 

so we could atte.m.pt to arrive at any kind of an estimate 

as to how many stations might have deed restrictions, within 

a g.: ven year? 

MR. LINN: No, I don't think I would even come 

anywhere close to what the industry number might be. 
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ASSEMBLYMAN BAER: Could you tell me where we 

might get that information as to the industrywide turnover 

of gas stations? 

MR. LINN: I don't know whether API has that kind 

of statistical data or not. I don't really know. 

ASSEMBLYMAN BAER: American Petroleum Institute? 

MR. LINN: Yes. 

ASSZMBLYMAN BAER: I take it there is nothing in 

the law to prevent such deed restrictions? 

MR. LINN: No, sir. 

ASSEMBLYMAN BAER: You are not just a state 

rep1esentative, if I recall. 

MR. LINN: No, sir. I have 15 northeastern states. 

ASSEI.ffiLYMAN BAER: Do you know if any of the states 

in vour jurisdiction, or any other area that you know of, 

have any legislation restricting such deed restrictions 

when deed restrictions are applied for the purpose of re­

ducing competition? 

MR.~ LINN: I just checked with Mr. Galloway who, 

as I mentioned earlier, is an attorney and he tells me he 

is not aware of any such legislation. 

MR. C::ALLOWAY: As a matter of real property law, 

Mr. Baer, I don't know of any prohibition against deed 

restrictions ln the transfer of property in any of those 

states in which Mr. Linn has jurisdiction over. 

ASS.e:MELYMAN BAER: Do you know of any in any state? 

MR. GALLOWAY: No, I don't. 

~SSZMBLYMAN BAER: I want to thank you for your 

testimony, Mr. Linn. Thank you very much. (statement on page ll3A) 

Our next witness will be Mr. Paul Hankin. 

P A U L H A N K I N: My name is Paul Hankin. I am a 

Gulf dealer at two locations - lesee dealer - and I'd like 

to enter some comments into the record in opposition to 

this particuldr piece of legislation. 
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I brought a prepared statement with me and I 

would like tc leave copies of it for the members of the 

committee. 

Mr. Chairman, members of the Committee, I am 

app('aring here today to present my views and opinions 

regarding Assembly Bill 1411. My interest in this particular 

leg1slation derives from the fact that I am the operator 

of two gasoline service stations, owned by my Dupplier and 

which I mperate under a lease contract. 

As I understand the wording of this proposed 

statute, the existing contractual relationship between 

myself and my supplier would be materially altered by pas­

sage of 1411. 

In my opinion, the only possible justification 

for the government to intervene, or inject, itself into 

the contractual relationship between two private parties 

would be a compelling need to protect the consuming public 

against unfair trade practices. The addendum statement to 

the bill seeme to reinforce this opinion by relying upon 

consumer protection as justification for the bill. 

Earlier today you have heard from a recognized 

consumer advocate, Mr. Charles Irwin, who expressed the 

opinion that this bill in no way serves the interest of 

the consumer public. I would like to endorse the points 

made by Mr. Irwin in his prepared statement. 

Further, I should like to explain why I feel tmis 

particular legislation is not in the interest of either the 

general public or the independent service station operator, 

particularly the many who operate under leasing contracts 

with major oil company suppliers. 

Firet, if this bill be enacted, I, and others 

likE myself, who are lessee/operators of supplier-owned 

pren,ises, will be forced into the position of either 

purchasing the property from our supplier or negotiating a 

leaL>e contract with a third party who would purchase the 
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property. Eit~e~ of these alternatives must inevitably 

result in increased costs to the consumer. 

For example, were I to opt for the first alterna­

tive, purchaDe of the property from my supplier, I would, 

of necessity, be forced into a financial a~rangement 

involving a substantial mortgage commitment. It is even 

problematical whether I would be able to afford such 

a l1rge mortgage commitment. In today's money market, with 

the high rates of interest that are being imposed upon 

such long-term loans, my operating costs would be so material­

ly .ncreased, that I would be required to increase prices 

to ::he consumer in order to absorb these additional costs. 

On the other hand, were I to opt for the second 

al t· ~rnati ve, leasing from a third party, my rent expenses 

would become f~xed at a figure calculated by my landlord 

to provide him with a reasonable rent on his investment. 

Such a fixed rental, as opposed to a flexible rent, based 

on )usiness volume as I now enjoy under my lease arrange­

men': with my supplier, would tend to increase my operating 

expenses to the point where I would, again, have to increase 

costs to the consumer in order to absorb those added expenses. 

At tht~ present time, under our existing lease 

contract there is a mutuality of interest in the operation 

of my station~ between myself and my landlord-supplier, where­

in it is in both of our best interest to relate the amount 

of rent to business volume. This arrangement makes it 

muttally adventageous to us to maintain lower costs to 

the consumer for the purpose of increasing that volume 

increasing rent to my landlord and income to myself. This 

give and take f~ctor would not exist were I leasing from 

a disinterested third party, whose self-interest could 

very well force me into a position of increasing costs to 

the consumer. 

There is yet another advantage to the consumer 

which derives from my contractual relationship with my 
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supp.lier, and that is the protection that is afforded to 

the consumer by a brand name being attached to my stations. 

If my supplier is forced to divorce himself 

from any interest in the operation of my stations it is 

axiomatic, then, that I would be free to procure my 

merchandise, such as gasoline, motor oil, batteries, tires, 

filters, etc., from the most economical sources I could 

find. 

Under such an arrangement I would certainly expect 

my supplier, a national brand major oil company, to dis­

associate its name from my operation in order to preserve 

and protect its own reputation. Thus, in the long run I 

can see that enactment of this particular piece of legis­

lation would serve to abolish a tie-in between the retail 

establishment and the established national brand names. 

In these times, when the automobile repair and 

service industry is generally suffering from a tarnished 

reputation resulting from much national publicity about 

repair shop unethical practices, I believe that the best 

interest of the consuming public would be more likely 

preserved by maintaining, rather than destroying, the 

relationship between the service station operator and the 

brand name supplier. 

If this relationship is destroyed, a consumer 

who feels he has been mistreated by a retailer has no 

viable recourse other than the courts, whereas with the 

brand name association between the retailer and supplier, 

a consumer may appeal to the major oil company - or supplier ~ 

for redress. 

ASSEMBLYMAN BAER: Mr. Hankin, so that we will 

have 10 minutes left for the last witness, will you kindly 

summarize as you go, the remainder of your testimony. 

MR. HANKIN: I will only take two more minutes. 

ASSEMBLYMAN BAER: We did want to end at 4:30 
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and I did wanJ.: to leave 10 minutes fm: the last witness. 

Can you possible summarize the rest of the statement? 

MR. HANKIN: Well, I was going to go on and say 

t.hat the Franchise Law, passed in 1971, I think, adequately 

protects me against abuses by my supplier. 

In conclusion, let me state that enactment of 

this bill - Assembly Bill 1411 - would result in increased 

cost to the consumer, deterioration of public confidence 

in national brand products and a decline in the benefits 

which I derive from my association with a national brand 

and would limit the consumer's recourse when he feels he has 

been victimized by poor business practices. 

I c~nnot see how many of these results would 

serve to benefit the general public, nor do I believe that 

businessmen should look to government to solve any of the 

problems the'l have created through their own business 

ineptitude. 

ASSSMBLYMAN BAER: Thank you. I would like to, 

just briefly, ask you a couple of questions. 

WlU'!n, may I ask did you prepare this statement? 

MR. HANKIN: At 10:30 this morning. 

ASSEMBLYMAN BAER: I see. I commend you upon the 

speed with which you prepared it. I was puzzled by your 

reference in here to Mr. Irwin's testimony. 

MR. HANKIN: I know Mr. Irwin, personally, for 

about 15 years and I had discussed his attitude about this 

particular bill with him. 

ASSEMBLYMAN BAER: I see. Well, I want to thank 

you very much for your testimony. The whole statement will 

be in the record and, of course, will be studied by the 

committee. 

I ~ave no other questions. Thank you very much, 

sir. 

MR. HANKIN: Thank you. (statement on page ll9A ) 

54 A 



ASSEMBLYMAN BAER: Mr. Charles Berry. 

C H A R L E S H. B E R R Y: Mr. Chairman, I have a 

short statement which I would like to read, if that is 

agrt•eable with you? 

ASSE~~~YMAN BAER: Certainly, if you feel that 

you can comple~e it within 10 minutes. I would like time 

to ask questions too. 

I am just trying to think what would be the best 

way of using the time. Perhaps, so that I would have an 

opportunity to question you, if you would eithe:r summarize 

it or allow me a couple of minutes to try to read it, then 

there will be: some time left because someone can read it 

themself faster than if it were read to them. That would 

giv(' us an opportunity for some questions. The whole 

statement, of course, would be in the record. 

MR. BERRY: That's fine, Mr. Baer, if you like. 

Or, I could pick out what I think would be the more relevant 

parts of the statement, which I think I might do. 

ASSEMBLYMAN BAER: All right, that would be fine. 

MR. BERRY: Let me ignore the first page, which 

is basically a description of my credentials for appearing 

here. 

In brief, I am a Professor of Economics and Public 

Affairs at Princeton University and there are some references 
• 

at the beginning of the statement to my experience and to 

my qualifications to address this issue. 

I will start in the middle of page two with 

respect to the discussion, which is directly relevant to 

A-1411, which \Te are here to talk about today. 

I would oppose the enactment of A-1411 and I would 

oppose it for two reasons. First, I think it would not 

accomplish what it seeks to accomplish. Second, it seems to 

me to carry with it restrictions that are capable of im­

pairing, not improving, the functions of those markets that 
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bring to us the motor fuel whose availability - or lack 

theJ·eof - apparently stimulated the drafting of this bill. 

To be more specific the statement accompanying 

the bill indicates the cause of concern in the following 

way: "Many independent service stations, garages and other 

retail dealers of motor fuels have already been forced out 

of business. Consumers have been subjected to gas lines, 

higher prices, and a daily concern over whether or not they 

can obtain en0ugh gas to carry out essential regular <J.ctivities. 

Yet, the profit.s of the major oil companies have sored upward." 

Looking at the recent past, and apart from minor 

quibbles over the meaning of words like "many" in that 

statement, I would not dispute any part of it. Service 

stations have closed and gas lines and gas anxiety have been 

present and oil company profits have soared. That is 

clec'rly true. The issue, it seems to me is, why? 

A-1411 appears to be premised by the assumption 

that vertical integration between distributors and retailers 

in N.~w Jersey was responsible - at least in part - for 

thos·~ consequerlces in New Jersey, and that is just not so. 

Every last one of New Jersey's retail service 

stations coul~ have been totally independent and under the 

concitions of the last year and one-half we would still 

have seen gas lines, station closings, rising prices and 

lots more profits for the major oil producers. Certainly, 

three of those were a straightforward consequence of the 

reduced availability of foreign oil, combined with price 

controls. 

Initially we had a shortage. More oil was demanded 

than was supplied. Normally, under those circumstances, 

prices go up. Price controls, in this case, held them down. 

We rationed by ~as lines rather than by higher prices. 

As t::1e controls -vrere relaxed, prices went up. We began 

to ration ·by higher prices and the lines went away. The 
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hig·1er prices meant higher profits for petroleum producers 

not by virture of their ownership of service station out­

let~ or the integration within the system, but by virtue 

of Lheir ownership of production facilities here or else­

whete. 

No~, I'd like to point out, Mr. Chairman, that 

thelG is an error on page 3 - an omission in what I just 

read - in that, in the statement 11 not by virtue of their 

ownership of production facilities 11 should read, not by 

virtue of their integration into the retail service station 

outlets, but by virtue of their ownership of production 

facilities here or elsewhere. I will correct a copy for 

the stenographer. 

In that light, it is clear that Arab prices went 

up too and there, for example, are no OPEC operated service 

stations in New Jersey, so far as I know. 

The question of service station closings, I find, 

is more complGx. Let me say at the outset that I have no 

pat answer on this one. There are a number of factors. 

First, with shortages, there would be no incentive for major 

refiners to offer discounts or other inducements to independent 

distributors - ir. other words, to sell in the spot market at 

less than the tank wagon price. When you can sell all 

you can at the prevailing price you don't cut your price. 

The effect woald be to dry up the spot market and that would 

put a squeeze on the independents. But notice that the 

reason for the squeeze is the system of price control, 

not the system of integration. 

But, second, those controls would hurt in another 

way too. Controls caused lines, shortened hours, congestion, 

and rnay have severely cut back on the ability of some stations 

to carry on the normal pit work that is also an important 

sour ·~e of service station income. That can cause closings 

too. And, remember,in addition, that the total quantity of 

gas pumped decreased as well. 
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Thi~dly, while I do not know the extent to which 

the allocation rules, and the behavior of pass-through 

provisions have affected profit margins in petroleum retail­

ing, it is entirely possible that retail margins are higher 

now than they would have been in the absence of controls 

and, if so, there would be another distinct incentive to 

ref1ners to enter retailing to the detriment of independent 

marketers. 

~ut, again, the source of that problem is the 

controls, 1ot the structure of the oil industry. As the 

controls C)me off - as I think they should - these distor­

tions will disappear. In the meantime, higher prices -

or gas lines if the controls are retightened - will not 

disappear wi til ena.ctment of A-1411. 

Wh~t, then, would enactment of A-1411 accomplish? 

That is a lit~le unclear. For example, paragraph 2 would 

prohibit " ••• any ownership or controlling interest what­

soever in any person engaged in the retail sale of motor 

fuel ••• " If that is interpreted to prohibit only the direct 

ownership of service station outlets by distributors and 

to permit the leasing or franchising of service stations 

by distributors - major producers - the effect, in terms of 

the incentives mentioned earlier, is presumably not much. 

One can accomplish almost as much with an 

appropriate lease agreement as with direct ownership. The 

major effect, I think, would be to make it a little more 

difficult for small, independent marketers - for many of 

those would be ''distributors" within the terms of A-1411 -

to compete successfully with the retailers of branded 

gasoline. The result of that, of course, would be some­

what higher margins on average for the retailers of branded 

gasoline and somewhat higher prices for consumers. 

But suppose A-1411 were to prohibit, as it may, 

or with amendment as it certainly could, even the leasing 

of E'ervice station facilities by distributors or the sale of 
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franchise agreements? What then? That, to me, is a little 

more frightening. For if, for example, large segments of 

the retaiLing of gasoline within the State, or within areas 

of the State, were to come under common ownership, and if, 

with that common control, retail margins were increased 

with increased gas prices to consumers, A-1411 would 

prohibit any distributor, major or minor, from entering 

that market to compete and bid down those retail margins. 

In that regard, A-1411, far from increasing the openness 

of competition in petroleum retailing within the state, 

could, and in my judgment, would reduce it. 

A-14J..J. is a restraint of trade. It restrains -

notice - any person from importing and selling at retail 

any motor fuel in the State of New Jersey. 

In my judgment, it should not be enacted. 

I h~ve, Mr. Baer, some comments with respect to 

A-159 as well. It is short. Would you like me to continue? 

ASS'I!:MBLYMAN BAER: Certainly. 

MR. BERRY: I have, interestigly enough, much the 

same reaction to some of the provisions of A-159 but, un­

fori_unately, my understanding is that those provisions are 

alr·~ady contained in the statute A-159 seeks to amend and 

when this material was sent to me, a copy of the original 

statute was not included, so I did not have an opportunity 

to compare A-159 with the statute whick it seeks to amend. 

But let me comment on the provisions of the 

amendment as it stands anyway. A-159 would continue to 

restrict, by section 201 (c), the right of any retailer 

of motor fuel to advertise on his premises the price at 

which motor f'..lel is sold,uother than by display on the 

pum;J or dispeusing equipment itself. 

Whom does that adversely affect? Clearly, those 

who would seek ·co compete through lower prices and lower 

retail margin:J. Once again, the effect, if any, is to 

lessen the effectiveness of price competition in the 
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retailing of petroleum products. 

Although I hold no brief for the aesthetics of 

games of chance in the retailing of any product, it seems 

clear that the same thing can be said of section 201, 

paragraph (f) that prohibits that form of inducement in the 

retailing of petroleum products. 

Paragraph (h), as I understand it, requires any 

buyer of gasoline on the spot market to carry the sign 

"no brand" on his pumps. Such a requirement further 

strengthens the market position of the retailers of 

branded products of the major refiners. 

The stated purpose of the bill - A-159 - is, 

"To permit greater competition among motor fuel dealers, 

thereby gaining an advantage for the public through a 
• 

decrease in the cost of motor fuel." 

These provisions- section 201, paragraphs (c), 

(d)} (f) and (h), in combination with A-1411, would appear 

to rre to be designed to accomplish just the reverse. 

A-159 could be improved. 

As a final comment, Mr. Coairrnan, it may be noted 

that my comments have focused on competition among gasoline 

retailers and not on competition among gasoline producer­

refiners. And ~hat is correct. But that is because, 

for the reasons that I hope I have indicated, the State of 

New Jersey can importantly affect the former, whereas I am 

afraid the reality of the matter is that the structure of 

the national industry of petroleum production and refining 

is a matter of federal, rather than state, jurisdiction. 

I do not mean to imply that at that level I like every­

thing I see, for, indeed, I do not. But as I have indicated, 

I do not believ€ that enactment of A-1411, in particular, 

will help. 

I would be happy, sir, to answer any questions 

that you or the committee may have. 

I wo~ld also like to apologize, Mr. Baer, for 
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those errors. This was prepared very quickly at the 

last minute and I did not get a chance to proof read it. 

ASSEMBLYMAN BAER: First of all, no apology is 

necessary. WE:! appreciate the fact that you prepared this 

testimony for us and that you did not come here on behalf 

of any special interest or economic group, or business, or 

industry. This is a public spirited effort on your part. 

So, we certainly appreciate that. 

I did want to ask if there was anything further 

you could add? By the way, I certainly, heartily, agree 

with you that a large part of this problem is beyond the 

capacity of this State to deal with. Certainly, I also 

agree that the ~1estion of competition among retailers 

is somethin·g that we can properly address. 

I wondered if you had any more specific thoughts 

as to what you would recommend, in terms of legislative 

action to increase that competition and, through that, 

presumably, help to keep prices at the lowest level that 

would be possible, given the other circumstances? 

MR. BERRY: Well, I think, Mr. Baer, that I can 

best address myself to that by going to what is clearly 

the theme that runs through the statement itself and that 

is that it is very important that any restrictions which 

are ~laced on access to the retailing business itself 
must be very carefully thought out and must be designed 

to accomplish some particular goal which is in the interest 
of the people of the State. 

I think the real danger is, too quickly we jump 

at the imposition of a restriction without having care­

fully thought through what all the implications are,with 

the effect that we protect one group and deny access to another 

group to the detriment, ultimately, of the consumers of the 

product. 

ASSEMBLYMAN BAER: That is, in a large part, the 
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purpose of this hearing; so that we don't move so quickly 

and so thdt we can get that input. 

MR. BERRY: I appreciate that and, as I say, 

I ar,. pleased to be able to come here and testify. 

ASSEMBLYMAN BAER: I hope we will hear "do" in 

addition to rrdon't". 

MR. BERRY: There are some do's that are implicit 

in my comments with respect to A-159, which are: It might 

be wise to cone:ider deleting some of the provisions of the 

original statute, with respect to competitive techniques 

that individual operators may employ. 

I ~hink there are problems with some tie-in's. 

There is a tie-in implici·t with respect to the use of 

lotteries as an inducement to sell the product. I think 

the real problem there is the matter of the degree 

to which consumers have accurate information with respect 

to the terms of "the lotteries they play. I think, again, 

there,the notion ought to be to have free information with 

respect to what the terms of the purchase are, but not to 

restrict the right of any individual service station to 

offer inducements through price or other means to his 

customers. 

What has concerned me with respect to Al411 is 

that it appears to me to be restricting the market for 

the product. It is, in fact, saying, we are going to con­

sider New Jersey a closed state, with respect to the 

retailing of ·.Jasoline. I think that is a mistake. I would 

draw an analogy to a corresponding mistake at the federal 

level. For example, if we were to say, "no company - or no 

one-is going to be permitted to import oil from outside 

the United States and sell it at retail within the United 

States", that would be a restraint of trade which would 

decrease the effectiveness of the functioning of those markets 

within the national economy. 
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I am afraid that what we are trying to do here 

is to do the same thing within the state economy, and I 

think that iEI a mistake for exactly the same reasons. 

ASSEMBLYMAN BAER: If this legislation were 

modified so that rather than prohibiting one type of 

operation - which, it can be argued, reduces competition 

in that type of peration - it would prevent that type 

of operation from narrowing the competition - or reducing 

the competition - from other types of operations and have 

effectiveness in preventing dealers being put out of opera­

tion, would ~rou feel that would be a constructive· goal? 

MR. B~RRY: I am not sure that I completely 

followed that;· Mr. Baer. If I could have an illustration, 

perhaps that would help. 

ASSE~mLYMAN BAER: I was saying, if this legis­

lation were modified so that rather than preventing one 

type of operation - company operation - if it were to restrict 

and prevent company efforts to put out of businesss - or 

take over - other types of operations, which are presently 

competing dealer operations, preventing, in other words, 

any attrition of dealers by company action, would you think 

that would be a desirable legislative goal? 

MR. BERRY: I think it well might be. The real 

issue is: Why iEI this take-over occurring, if it is occurr­

ing? If a take-over is occurring, to restrict access to a 

particular line of business - whether the entities that are 
being taken ever are more efficient or not - then it is 

clear that something has broken down within the system and we 

should attempt to find out why and rectify the matter. 

The real problem, you see, is that some of the 

effort in that direction recently may have been a consequence 

of what, I hope, was an unusual situation last year - the 

combination of the particular controls which were applied 

and the shortage of petroleum which was then present. 

If that has resulted in a distortion of the way 
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in which a co1npany views the options of a company-run 

service statior1 and independent deal(~rship, such that the 

company, bec&use of the controls and the way that they 

operate, is better off now retailing itself and is moving 

in that direction for that reason, then I would say, what 

we ought to do ~s worry about the distortion which is 

implicit in those controls and get rid of the controls 

and improve that system, so that, ult:imately, the company 

is neutral and will choose either company-owned businesses 

or independent dealers, depending upon which is the most 

efficient way of doing the job. Because we do want these 

companys to be efficient~ we do want the retailing process 

to be efficient. We don't want to, in fact, impose a 

particular form of organization without carefully deciding 

why it is that we want to do that. 

So, I guess what I am saying, sir, is that I am 

conr~erned about restricting the right of a firm to do some­

thing without understanding exactly why it is that they 

are doing it. 

ASSEMBLYMAN BAER: Let me ask you another thing. 

Are you concerned about the freedom that companies have 

to eliminate competition by putting deed restrictions on 

pro_r:erty that.they sell that otherwise would be competing 

witt them, by putting those outlets out of business and, 

preEumably, narrowing the market? Do you feel -- Well, 

first of all, please answer that. 

MR. BERRY: I am not really familiar with the 

practice and my exposure to it has only been in listening 

to some earlier witnesses this afternoon comment on this 

practice, and in hearing you question a witness about the 

practice. 

It is clear that I would be opposed, given ~he way 

in which my thoughts have been expressed here earlier, to a 

restriction whjch is a restraint of trade, and it sounds 

to me as though some of those may have been an unreasonable 
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restraint of trade. But, again, I don't think I can pose 

as an expert with respect to deed restrictions because 

I don't know anything about them. 

ASSEMBLYMAN BAER: Well, I do want to thank you 

very much for having come here with this prepared testimony 

and for answering questions. We very much appreciate it 

and if you have anything further you want to comment on 

or any afterthoughts, or any further reflections on any of 

the other testimony, we certainly would appreciate any 

communication from you on that. 

MR. BERRY: If you would like me to look at the 

deed restriction question - if there is information you 

could send to me - I would be happy to comment on that and 

send you my comments. 

ASSEMBLYMAN BAER: I would be most appreciative 

if you would look into that. I presently have no specific 

information beyond what has been presented in testimony 

here. 

If any of the people here submit any information 

to me, I will see it is sent to you. But.if you can develop 

any information on your own I would certainly appreciate it. 

Thank you very much. 

MR. BERRY: Thank you. (statement on page 124A ) 

ASSEMBLYMAN BAER: This is the last witness of the 
day so I am going to bring the hearing to a conclusion. 

I just wanted to say that we have heard from many parties 

and we very much appreciate thethoroughness and the diversity 

of the testimony before the committee. 

Certainly on my behalf - and I am sure it is true 

on behalf of all the members of the committee - our interest, 

as we hear a cross-current of testimony between various 

economic segments of the oil industry, is to see ultimately 

that no special interests are served, except through fair­

ness but to see that the public interest is served through 
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enhancing competition and eliminating any practices that 

Inay exist that are restricting competition. 

A period of intensive study is going to be needed 

following this hearing to review all of this testimony 

and follow up some of the leads suggested by it. 

I do want to say on my behalf that I have 

become, qs a result of the testimony here, particularly 

interested in this question of deed restrictions. It 

seems to me thrtt if, in fact, as has been testified to, 

there is not presently legislation that provides jurisdiction 

to deal with this problem, that it is something that should 

be studied to see if legislative action can be taken. 

It seems to me that where a company places deed 

restrictions on property that would be otherwise in competi­

tion with it, this is certainly a violation of the principle 

of fair competition. If, in fact, statutes do not cover 

that, I think it should be our purpose to explore this 

to see if sta~utes for that purpose can be developed. If 

so, I certainly intend to develop such and introduce such. 

Anybody here who has any information that would 

be helpful ir. that regard, I would certainly welcome them 

passing it on to me. 

The hearing is I did want to mention, specifically, 

that since the copies of 2096 were available only after the 

hearing began, that certainly any testimony - particularly 

in regard to the fact that some people communicated with me 

and told me that they could only give testimony later on 

that, after studying it - during the period of the next two 

weeks would be welcomed. We would certainly welcome any 

information or comments that anyone would want to submit 

on that bill. 

The hearing is adjourned. 

(hearing concluded) 
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STATEMENT 

BY 

BP OIL INC. 

TO 

THE ASSEMBLY COMMERCE, INDUSTRY 
AND PROFESSIONS COMMITTEE 

.· · S:TA'TE OF NEW JERSEY 

Mr. Chairman and members of the Committee, I am 

J.D. Campbell,. Jr., General Manager of Retail Sales for BP 

Oil Inc., headquartered in Wilmington, Delaware. As a wholly­

.. ,,,. . .. ,:,?_wned subsidiary of The Standard Oil Company of Ohio, BP is 

engaged in the Retail Marketing of motor fuels in 12 North-

eastern Seaboard States including New Jersey. 

We appreciate the opportunity to express to you the 

reasons for our opposition to Assembly Bill 1411. This statement 

covers the following points: 

1. Background on our operations in New Jersey and surrounding states1 

2. Marketing Divorcement (required divestment of all marketing 

properties) is an unproven solution to a non-existent problem: 

3. The elimination of company-operated service stations from the 

State will reduce competition thereby probably causing prices 

to increase, stifle evolution in petroleum marketing to the 

detriment of ·the consumer and will not provide the independent 
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dealer any additional protection. The prevention of the 

future development of company-operated service stations 

will, at best, seriously hamper the ability of new or small 

competitors to becoming viable in the New Jersey Market. 

BP's situation today exemplifies this point. 

BACKGROUND 

As part of a merger with British Petroleum Company 

Limited, effectiv~ at the beginning of 1970, Sohio acquired a 

substantial number of marketing outlets in 16 East Coast states 

and refineries at Marcus Hook, Pennsylvania, and Port Arthur, 

Texas. Prior to our deal with BP, the BP Oil Corporation, now 

a Sohio subsidiary, had bought these properties from Atlantic 

Richfield. Atlantic sold them in order to satisfy certain anti-

trust requirements in connection with its purchase of Sinclair 

Oil Corporation. All of the properties, except the Port Arthur 

Refinery, had been Sinclair properties. 

Sohio knew at the time of the negotiations with BP 

were carried ou~ that this marketing and refining business was a 

loss operation. We also knew, from experience in planning, or-

ganiz~ng, and conducting our corporate affairs, that the BP 

operation was not being conducted in a manner that would permit 

survival in the marketing and refining business. We would have 

preferred not to acquire these properties. However, the Alaskan 

68A 



• 

- 3 -

oil field leases which were Sohio's prime objective in:this 

transaction could not be acquired unless these refining and 

marketing properties were included. In order to get the crude 

oil which will be provided by the Alaskan leases, Sohio accepted 

the refining-ma:t·keting properties and even entered into a consent 

decree requiring divesture of a substantial portion of its Ohio 

marketing business to facilitate the acquisition. 

Immediately after the BP acquisition was closed, Sohio 

initiated studies of its new·marketing-refining operations to see 

what had to be done to turn the loss operation into a profitable 
' 

one and make BP an effective competitor on the East Coast. We 

found that site selection had been poor and expenditur~s had not 

been made to maintain and upgrade the marketing properties. There 

were a large number of widely dispersed retail outlets, most of 

which had very small gallonage sales when compared to ~odern 

industry standards. Costs of transporting products to these 

outlets in many cases were very high. 

It soon became apparent that.we faced even greater 

problems than we had anticipated and that large infusions of 

capital would be needed. Sohio had to keep its capita~ expen-

diture priorities in mind since it was faced with outlays in 

connection with· the Alaskan operation that can be considered 

massive for a company its size. Nevertheless, sizable. capital 
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and advertising p~ograms were initiated on the East Coast. 

Unfortunately, operating losses continued to increase. There-

fore, decisions were reached to withdraw from certain areas and 

to stay in those locations which were considered most promising. 
-

Total losses before taxes from the BP marketing and refining 

operations through the end of 1973 have exceeded $150 million 

and they are continuing. In addition, about $50 million had 

been spent on marketing capital outlays alone. 

During 1972 withdrawals were made from western New 

York, New York City, and most of North and South Carolina. Pro-

perties were sold to numerous regional and local marketers and 

jobbers whose investment priorities were different from ours. We 

honored all supply contracts to their expiration but allowed any 

persons to terminate their contracts if they wished to do so 

following a public announcement in mid-September 1971 of our intent 

to withdraw. 

On July 1, 1973 we sold to American Petrofina all 

marketing properties in Georgia and Florida, the remaining pro-

perties in North and South Carolina, the Port Arthur Refinery and 

related terminals and pipeline facilities. We believe our former 

associates in these states will be in a better position with 

Petrofina as their supplier than they were with us. Petrofina 

will be able to make investments that are needed. It has already 

increased the output of the refinery. 
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After these withdrawals, BP's marketing operations 

remain in the middle Atlantic states and the New England states. 

New England is entirely a jobber operation.* The mid-Atlantic 

area is a mixture of jobber and direct marketing extending from 

Long Island (exclusive of New York City) through the Baltimore-

Washington area. The entire BP operation is still in a stage of 

transition, with the immediate job being the making of a profitable 

business. We are trying to do this through development of new, 

high-volume gasoline-only ou~lets in the major metropolitan areas. 

Since the operation of such ~mtlets is more cost efficient than 

that of conventional stations, this program should be beneficial 

to us and to the consuming public as well. 

DIVORCEMENT 

The oil industry can be categorized into 4 segments -

production, transportation, refining and marketing. Some companies 

take part in all of these activities. Although these integrated 

companies as they are called operate with a degree of cost-efficiency 

not otherwise possible, it is fashionable these days to criticize 

them as being responsible for many of our ills in the energy field. 

Some people are calling for a complete breakup of the industry • 

*A jobber is a petroleum products marketer who buys branded and/or 
unbranded products and resells them to consumers directly or to 
dealers who resell. Jobbers market gasoline through dealer-owned 
and operated service stations, stations on which the jobber controls 
the real estate but are operated by lessee dealers, and stations 
operated by employees of the jobber. 
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We believe that forced divorcement of any of the 

segments of the industry or a complete breakup of the industry 

w~uld accomplish nothing but chaos in the near term and would 

be a tragic miRtake in the long term. 

The petroleum industry is large, complex, and is made 

up of thousands of individuals, partnerships, and corporations of 

various sizes. Just like any complicated machine, it doesn't 

function perfectly all of the time. However, we believe that any 

objective person will agree 'that it has generally ser~ed our society 

well over the long term. Therefore, its imperfections should be 

recognized but ought to be put in proper perspective with its 

accomplishments. 

At this time the industry is faced with these great 

challenges--find additional oil supplies, develop the means of 

moving this oil, and prepare this oil for use by customers. These 

types of activities have always been expensive and risky and will 

be even more so in the future. Unless it can be demonstrated to 

The General Assembly with virtual certainty that proposed re­

structure or disnemberment of the oil industry will better serve 

the p·lblic than the system we now have, we submit that the critics 

of th'~ industry will have failed to establish their case. To date, 

this case appears to be couched only in theory and rhetoric. 
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We believe the forced divestiture of marketing would 

destroy a natural economic relationship between Refining and 

Marketing. We do not believe separating refining and marketing 

·is conducive to a strong, up-to-date refining sector, nor do we 

believe divorcement of marketing would particularly help the 

independent marketer. 

Refining is a capital-intensive industry with indi-

vidual refineries costing $200 to $300 million and with fixed 

costs representing three-fourths of on-going operating costs. 

Therefore, a prudent operator would not consider such an invest-

ment without an assured supply of crude oil or ar. assured outlet 

for product. Nor would a financial institution make money avail-

able for such a project unless the owner could give evidence that 

he has such a supply of crude oil and an assured outlet. Long-term 

supply contracts for crude oil have been the exception rather than 

the rule in the past. Likewise, long-term product purchase con­

tracts have been the exception rather than the rule for independent 

marketers who have generally preferred to buy on a spot basis. 

In the case of marketing, we believe it is unrealistic 

to expect divestment by large companies to result in thousands of 

small marketers across the land. The financial requirements of 

the business are such that in the ~st many dealers bought their 
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own st<l.tions with financial assistance from a large company. 

Tharefore it is far from clear to us who would buy the.marketing 

p~operties in New Jersey if the refiners were forced to sell them. 

If dealers were able to find the resources with which 

to buy their stations, the cost of land and interest rates today 

are such that their operating costs would be substantially increased. 

o meet these demands, the dealer would undoubtedly be forced to 

increase gasolin~ prices, since gasoline is typically the source 

of 75 - 80% of dealers' sales revenue. The result would be an 

increased financial burden on the consumer as well as the dealer. 

In view of the historically rapid turnover of dealers 

in the industry, we conclude that, if every dealer bought his station 

now, it would not be many years until stations·would end up being 

owned by large nationwide chains. At that point, all that would 

have been accompli-:;hed is a change in the companies whom the dealers 

represent. In the process, the dealer may have lost the advantages 

of being associated with a well-known branded product •. 

In summary, as we said at the outset, we believe that 

divor~ement is no answer and we have seen no critic of the industry 

meet the heavy burden of proof which should rest with those who 

propose far-reaching and novel changes in fundamental business 

relationships. 
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ELIMINA·riON OF COMPANY-OPERATED STATIONS 

The elimination of company operated stations would 

remove one source of competition from the marketplace. Generally, 

the elimination of any competitor in the marketplace in favor of 

tlte special int~rests of another competitor increases the consumer's 

exposure to higher prices at the hands of the remaining competitors. 

For many years we have had antitrust legislation which is designed 

to preserve and stimulate competition. Thus, any legislation 

which would restrict competition should be approached with extreme 

caution. 

Only by satisfying customers can any marketer generate 

a high enough sales volume to produce a reasonable return on invest­

ment. Customers can be satisfied if they are provided with con­

venience, service and low prices. Through experimentation, the 

service stations operated by the companies can better determine 

what the consumer really desires than can the individual dealer. 

With a large number of outlets, the companies can incur more risks 

by varying individual outlet hours of operation or types of services 

offered than can the dealer with only one station. With regard to 

prices, the history of Sohio's company operated stations in Ohio 

should demonstrate the advantages to the customer of this kind of 

marketing. The attached Table 1 lists gasoline price data for the 

State of Ohio from June 1967 through July 1974. In 1973, Sohio 

had 2805 servica stations in the State of Ohio, 29.2% of which were 

company run. We believe the Ohio experience is translatable to New 

Jersey as both states have industrialized urban centers and rural 

agricultural regions. If so, the expansion of company operated stations 
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would benefit the New Jersey gasoline consumer by from 1/2¢ to 3¢ 

per gallon. 

The elimination of company operated retail gasoline 

outlet.s will ha·""e a long term adverse impact on the New Jersey 

motorists. Our industry is undergoing a retailing evolution 

mucn like the grocery industry did some years ago. Mass mer­

chandising is becoming popular but personalized service and 

neighborhood convenience are still in demand. The result in the 

grocery business was supermarkets selling high volumes of mer­

chandise at low profit margins, and neighborhood convenience stores 

selling low volumes at high profit margins. 

Gasoline supermarkets are evolving, providing the 

consumer with fast service and economical prices. The two or 

three bay service station, where conventional station pro-

vides highly personalized service, is comparable to the convenience 

store. There is a demand for both types of outlet in the grocery 

business or tha gasoline business, and one need not threaten the 

other. 

The gasoline supermarket must sell high volumes if it 

is to achieve operating economics which permit low prices. Low 

prices, in turn, stimulate high volumes. This is the cycle which 
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has enabled private brand marketers to capture 20 .percent of the 

New Jersey gasoline market. To start the cycle, however, ·and to 

keap it working, lower consumer prices are a necessity. We have 

found in the operation of our Gas & Go stations in the Philadelphja­

Camden area that t.his high volume-low margin method of operation 

can be best achieved through company operated outlets. Dealers 

hnve been much more concerned with high margins and have paid 

l:.ttle, if any, attention to volume. Bill 1411 would drive many 

h~gh volume-low margin marketers out of the State. This would 

hurt the consumer. 

BP's situation today is an outstanding example of how 

the bill before you will curb competition and slow the growth of 

the gasoline supply to the detriment of the New Jersey consumer • 

• 

The BP sources of product supply have been a combina­

tion of refinery outputs, purchases from other refiners and product 

received in exchange from product delivered from our Ohio refineries. 

Such exchanges are used since no facilities are available to move 

products from Ohio to the East Coast. We are now in the final 

stages of comple·~ing a revamp of our Marcus Hook, Pennsylvania 

refinery so that its gasoline-making capacity will go up about 

60 percent. Since the pipeline system flows north and our largest 

terminal is at Tremley Point, New Jersey will be a logical and 

economic market for this new supply. 
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BP supplies only 1.7% of the New Jersey gasoline 

demand today. Our results in the State must be improved if 

we are to become a viable competitor. This, we believe, can 

best be accomplished by the addition of a relatively small 

number of high volume, low-priced gasoline-only retail outlets 

in the metropolitan areas of the State. At the same time we 

expect to continue to supply the rural areas of the State 

exclusively through independent jobbers who today supply about 

one-half of our 216 branded retail outlets in New Jersey 

The prohibition of company-operated stations would 

make it much more difficult for us to become a viable competitor 

in Ne'/1 Jersey. Total divorcement makes it impossible. It is 

our opinion that if Al411 becomes law, marketing innovation 

will be hampered, competition will be seriously reduced, and 

consumer gasoline prices will most probably increase. 
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TABLE 1. AVERAGE PRICES OF REGULAR GRADE 

GASOLINE BY BRAND IN OHIO 

June Sept. July Sept. March April Sept. 
1967 1967 1968 1969 1970 1970 1970 

All Majors 33.62 34.32 35.32 36.34 36.29 37.24 36.63 

Sohio Company 32.90 33.90 34.90 35.92 35.80 36.90 35.76 

Sohio Dealer 33.70 34.38 35.44 36.49 36.48 37.43 36.97 

Sohio Total 33.61 34.33 35.38 36.40 36.36 37.30 36.73 

Private Brand 31·48 32.03 31.56 33.39 33.10 33.70 33.28 

All Majors 
Ex. Sohio N.A. 34.34 35.28 36.33 36.28 36.38 36.60 

Sohio Dealer vs 
Company +.80 +.48 +.54 +.57 +.68 +.53 +1.21 

All Majors (Ex 
Sohio vs Compan~ N.A. +.44 +.38 +.41 +.48 -.52 +.84 

N.A. - Not Available 
Source: Statewide Price Surveys 

• 

Jan. June Sept. 
1971 1973 1973 --
37.19 38.69 38.54 

35.44 37.90 37.90 

37.61 38.76 38.53 

37.19 38.51 38.34 

33.28 36.59 36.31 

37.18 38.74 38.62 

+2.17 +.86 +.63 

+1.74 +.84 +.72 

March 
1974 

53.83 

51.80 

55.04 

54.00 

53.22 

53.74 

+3.24 

+1.94 

July 
1974 

56.90 

55.80 

59.00 

57.80 

54.20 

56.57 

+3.20 

+.77 
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MY NAME IS JOSEPH R. MARINIELLO, ESQ. , I AM AN ATTORNEY AT 

LAW OF 'DliS STATE vffiO HAS BEEN ENGAGED ON MANY OCCASIONS IN 

LITIGATION INVOLVING DEALER'S RIGHTS VIZ-A-VEE, MAJOR OIL 

COMPANIES. I WISH TO THANK YOU FOR THE INVITATION TO SPEAK 

BEFORE THIS LEGISLATIVE BODY. 

THE PROTECTION OF DEALERS OF PETROLEUM PRODUCTS FROM THEIR 

SUPPLIER IS A THOUGHT OF OLD VINTAGE. THE THOUGHT, HOWEVER, 

ALTHOUGH EXISTING FOR SOME TIME HAD NEVER REALLY BEEN PUT 

INTO ACTION UNTIL RECENTLY. COURTS AND LEGISLATURES OF THIS 

STATE AND OTHERS AND OF THE FEDERAL GOVERNMENT HAVE LONG 

RECOGNIZED THE ABUSES HEAPED UPON FRANCHISE DEALERS OF PETROLEUH 

PRODUCTS. NO ONE MORE VIVIDLY STATED THE POSITION OF A 

FRANCHISE DEALER OF PETROLEUM PRODUCTS THEN JUDGE WI SOOM IN 

1966 IN DELIVERING AN OPINION REGARDING SHELL OIL COMPANY. 

JUDGE WISDOM FOUND AND DESCRIBED THE RELATIONSHIP. HE SAID: 
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'THE RELATIONSHIP OF A MAJOR OIL COMPANY TO ITS 

SERVICE STATION DEALER GOES BEYOND THE BIGNESS-­

LITTLENESS ANTITHESIS THAT EXISTS IN INNUMERABLE 

CONTRACT NEGOTIATION AND IN THE OPERATION OF A MODERN 

LARGE BUS !NESS. THE INHERENT LEVERAGE A MAJOR OIL 

COMPANY HAS OVER ITS DEALERS RESULTS IN THE LIMITED 

STRUCTURE OF THE INDUSTRY AND THE POSITION DEPENDENT 

ON THE C<MPANY OF THE SERVICE STATION DEALER. A MAN 

OPERATING A GAS STATION IS BOUND TO BE OVER-AWED BY 

THE GREAT CORPORATION WHO IS HIS SUPPLIER, HIS BANKEF , 

AND HIS LANDLORD. THE RUN OF THE MILL SERVICE STATION 

DEALER IS A MAN OF LIMITED MEANS WHO HAS FOR HIM A 

SIZABLE INVESTMENT IN HIS STATION. MUCH OF THE 

VALUE OF THAT INVESTMENT IS IN GOOD WILL ATTACHED 

TO THE GASOLINE HE SELLS, THE TBA 'S HE STOCKS, AND 

THE LOCATION OF THE STATION WHERE HE SELLS THESE 

PRODUCTS ••• " 

THE EVILS WHICH GOVERNMENTAL BODIES HAVE ATTE't-IPTED TO CORRECT 

COMMENCE AT THE VERY OUTSET OF THE RELATIONSHIP BETWEEN AN 

OIL COMPANY AND A PROSPECTIVE DEALER. THE APPLICANT IS 

NORMALLY TOLD THAT THE PARTICULAR LOCATION IN WHICH HE WOULD 

GET COULD GIVE HIM A FUTURE FOR LIFE IF HE WORKED HARD AND MADE 
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A LIMITED INVESTMENT. Tl-IE ''FAMILY-POLICY" OF THE MAJOR OIL 

COMPANY IS NORMALLY EXPLAINED TO HIM. THIS FAMILY POLICY 

TRANSLATES TO THE DEALER INTO THE FOLLOWING: THAT AS LONG 

AS HE CONFO'ID-IS TO THAT COMPANY'S POLICIES AND OPERATES A GOOD 

STATION HE WILL HAVE A THRIVING BUSINESS WITH THE COMPANY. 

AFTER THESE INITIAL CONTACTS, THE APPLICANT MUST MAKE AN 

INVESTMENT, NORMALLY BETWEEN $5,000 and $20,000 DEPENDING ON 

THE SIZE OF THE STATION AND INVENTORY REQUIRED. OF COURSE, 

SOME OIL COMPANIES WILL EVEN HELP THE APPLICANT IN THIS AREA 

BY LENDING HIM MONEY, AT SUBSTANTIAL INTEREST, OF COURSE, AND 

WitK FULL SECURITY. THE APPLICANT THEN SIGNS A LEASE AND 

DEALER AGREEMENT FOR THE STATION WHICH IN THE PAST WAS LIMITED 

GENERALLY 'tO ONE YEAR DURATION. THE LEASE AND DEALER AGREEMENT 

ARE PREPARED BY THE OIL COMPANY, CONTAINS THE CLAUSES IN WHICH 

1 THE OIL COMPANY WISH TO INSERT, AND ARE NOT SUB.JECT TO ANY 

NEGOTIATION. THERE IS NO WORRY ABOUT THE ONE YEAR DURATION OF 
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THE LEASE AND DEALER AGREEMENT BECAUSE ASSURANCES HAVE 

ALREADY BIEN MADE THAT AS LONG AS HE WORKS HARD AND OPERATES 

THE STATION HE loJILL HAVE THE BUSINESS. ONCE THE BUSINESS 

COMMENCES THE SALESMAN OF THE OIL COMPANY OR DEALER REPRESENTATIVE, 

WHATEVER THEIR DESIGNATION, CALLS UPON THE DEALER. THE DEALER 

REPRESENTATIVE IS THE MAN FROM WHOM THE DEALER ORDERS HIS 

TIRES, BATTERIES, AND ACCESSORIES AND .ALSO THE MAN WHO HAS 

PRIMARY SAY IN WI£ THER OR NOT THE LEASE AND DEALER AGREEMENT 

WILL BE RENEWED EACH YEAR. THE SALESMAN IS ALSO THE ONE 

WHO "ADVISES" THE DEALER ON THE MARKET PRICES. OF COURSE, 

ANY OIL COMPANY REPRESENTATIVE WILL TELL YOU THAT THEY DO NOT 

CONTROL PRICES. THE LEGISLATURE OF THIS STATE AND THE COURTS 

OF THIS STATE HAVE RECOGNIZED THIS RELATIONSHIP FOR WHAT IT IS 

AND HAVE TAKEN AFFIRMATIVE ACTION IN ATTEMPTING TO EQUALIZE THE 

RElATIONSHIP. IN THE ENACTMENT OF THE NEW JERSEY FRANCHISE 

PRACTICES ACT, THE LEGISLATURE IN EFFECT DEMANDED THAT THE OIL 

COMPANIES LIVE UP TO THEIR INITIAL REPRESENTATION 83A 
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TO THEIR DEALERS. THAT IS, THAT 

THEY WILL NOT BE CANCELLED OR TERMINATED UNLESS THEY FAIL TO 

RUN A GOOD STATION OR AS EXPRESSED IN THE ACT " UNLESS THERE 

IS SUBSTANTIAL NON-COMPLIANCE WITH THE TERMS OF THE AGREEMENT. " 

THIS ACT WAS ONE OF THE FIRST MAJOR LEGISlATIVE STATEMENTS ON 

THE SUBJECT AND HAS BEEN AND IS CONTINUING TO BE STRONGLY 

ATTACKED BY THE OIL COMPANIES IN MAJOR LITIGATION. 

IN MY OPINION THE OIL COMPANIES FEEL IF THEY CAN OVER TURN 

THIS ACT ON CONSTITUTIONAL GROUNDS THEY WILL HAVE SUCCESSFULLY 

VICIATE THE EFFECT OF ALL OTHER STATE FRANCHISE ACTS. THE 

SECOND METHOD OF PROTECTION TO THE PUBLIC AND TO THE DEALER 

HAS COME THROUGH VARIOUS JUDICIAL DECISIONS AND LEGISLATIVE 

ACTS AIMED AT BREAKING UP THE HUGENESS AND MONOPOLISTIC 

TENDENCIES OF THE OIL COMPANIES. THIS ATTEMPT CAN BE 

BASICALLY DESCRIBED AS AN ATTEMPT TO REORGANIZE THE OIL 

INDUSTRY INTO COMPETING UNITS OF MENABLE SIZE . IT HAS BEEN 
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A CONTINUING CHALLENGE TO THE FEDERAL GOVERNMENT EVER SINCE 

1890 WHEN .THE SHERMAN ANTI-TRUST ACT WAS PASSED. FIRST THE 

STANDARD OIL TRUST WAS BROKEN UP INTO A NUMBER OF UNITS, MANY 

OF WHICH NOW. FAR EXCEED IN SIZE AND FINANCIAL STRENGTH._, 

THE ORIGINAL TRUST ITSELF. THE UNITS THAT WERE BROKEN UP 

TODAY SURVIVE AS EXXON, STANDARD OIL OF THE VARIOUS STATES, 

AND MOBILE·, TO NAME BUT A FEW. OF COURSE, THE POWER OF THE ~ JOR 

OIL COMPANIES ECONOMICALLY AND POLITICALLY IS STAGGERING AND 

THEY HAVE SUCCESSFULLY FRUSTRATED ATTEMPTS TO EFFECTIVELY 

ACCOMPLISH THE RESTRUCTING OF THEIR INDUSTRY. BILLS HAVE BEEN 

INTRODUCED IN THE FEDERAL LEGISLATURE NOT UNLIKE THOSE WHICH 

ARE BEING CONSIDERED OR WILL BE CONSIDERED IN THIS BODY. 

'lH EY HAVE BEEN DESCRIBED AS DIVESTMENT BILLS. THAT IS, THE 

ATTEMPT TO TAKE FkOM THE OIL COMPANIES THEIR POWER OVER THE 

PROPERTY ON WHICH GAS STATIONS ARE LOCATED. FORMER JUSTICE 

WEINTRAUB OF OUR SUPREME COURT POSED A QUESTION AS TO WHETHER 

OR NOT DIVESTMENT IS REALLY THE ONLY MEANS TO EFFECTIVELY 
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LIMIT THE OIL COMPANIES CONTROL OVER THE GAS STATIONS 

OPERATOR, F'OR CONTROL OVER THE DEALER THROUGH SHORT TERM 

LEASES AND DEALER AGREEMENTS AND THREATS OF WITHDRAWAL OF 

A COMPANY FROM THE AREA AND FURTHER THREATS OF TURNING THE 

STATION INTO A COMPANY OPERATED STATION ARE THE TOOLS IN WHICH 

TilE OIL COMPANY CONTROL PRICES AND BEND THE GOVERNMENT TO DO 

THEIR COLLECTIVE WILL. THE LEGISLATION BEFORE YOU HAS TWO 

MAJOR OBJECTIVES. FIRST, TO ESTABLISH COMPETITION IN THE 

INDUSTRY SO THAT PRICES ARE DETERMINED BY THE FREE INTERPLAY 

OF MARKET FORCES RATHER THAN THE EXECUTIVE DECISION EITHER 

GOVERNMENTAL OR PRIVATE. SECONDLY, TO REALLOCATE THE 

ECONOMICAL At-TD POLITICAL POWER OF THIS INDUSTRY SO THAT THIS 

POWER WILL BE DISTRIBUTED INTO A GREAT MANY SMALLER UNITS 

INSTEAD OF BEING CONCENTRATED IN A FEW GIANTS. IT WILL MAKE 

THE OIL I~USTRY GOVERNABLE AND CREATE FAIR MARKET PRICES. 

IT CANNOT BE DISPUTED THAT THE PUBLIC INTEREST IN THIS MATTER 

IS PARAMOUNT. THERE IS EVEN A MORE COMPELLING ARGUMENT FOR 



- 8-

THE PASSAGE OF LEGISLATION AIMED AT PROTECTING THE INDEPENDr~NT 

DEALER. IN otrrLINING WHAT HE THOUGHT WOULD END CAOTIC AND 

' 
EPISODIC ~ISCUSSION OF PUBLIC POLICY BY CLASSIFYING INTEREST 

WHICH MUST BE PROTECTED BY THE COURTS AND LEGISLATURE, ROSCO 

POUND INCLUDED AS ONE OF THE FOREMOST INTEREST THAT OF INDIVIDUAL 

LIFE, INDIVIDUAL ASSERTION AND INDIVIDUAL OPPORTUNITY. THE COURTS, 

LEGISLATURE AND LEARNED MEN OF THE LAW HAVE ACCEPTED AND 

INTERGRATl!:D THIS INTEREST OF INDIVIDUAL LIFE CONSTANTLY. THE 

DECLARATION OF INDEPENDENCE OF THE UNITED STATES EMBODIES THE 

VAWE OF iNDIVIDUAL ASSERTION AND OPPORTUNITY. THE ECONOMICAL 

BACK BONE OF OUR COUNTRY IS FORTIFIED BY IT. IS THERE A MORE 

FUNDAMENTAL ECONOMIC AND INDIVIDUAL INTEREST WHICH MUST BE 

PROTECTED THEN A MAN'S RIGHT TO SACRIFICE, WORK, WORRY, AND 

WAIT IN ORDER TO ACHIEVE HIS SUCCESS. IS NOT INDIVIDUAL FREE 

ENTERPRISE THROUGH INDIVIDUAL ACHIEVEMENT AND OPPORTUNITY TO 

BE ADVANCED. ARE THESE DEALERS TO BE TOLD NOW THAT DESPITE 
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THEIR YEARS OF WORK, THEIR EXPECTATIONS, THEIR FIRM BELIEF 

IN THE REPRESENTATIONS OF THEIR OIL COMPANIES THAT NOW THEY 

HAVE NOTHING. WOULD INDIVIDUALS SUCH AS THIS CONTINUE TO 

BUILD A BUSINESS AND COMMUNITY RELATION ON SUCH A CONTINGENCY? 

ROBERT KENNEDY REAFFIRMED THIS INTEREST WHEN HE SAID: 

''WITHOUT WORK AND COMMUNITY AND TRUE OPPORTUNITY 

TO STAND AS MEN AND CITIZENS, THE BASIC RIGHT, THE 

RIGHT TO BE ~N, CANNOT BE FULFILLED. 11 
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Mr. Chairman, I am Harold J. Vaughn, District Marketing 

Manager for Sun Oil Company of Pennsylvania. My office is in 

Newark, New Jersey. My territory covers the northern half of 

the state. 

Before I begin my remarks on specific points contained in 

Ass.embly Bill 1411, I want to say at the outset that my company 

believes that the primary intent of this bill is to prevent 

companies from operating their own retail service stations on a 

direct basis in the state. As such, you should be aware that 

presently sun Oil does not have any company-operated service 

stations in New Jersey. 

The sponsors' Statement of Legislative Intent addresses 

itself to a number of allegations against the major oil companies 

which are not true. In addition, we_ believe_ that this legislation 

rather than being in the best interest of the consuming public 

and dealers, is in fact anti-consumer and anti-dealer in nature. 

The bill,· \'Thich was hastily introduced more than seven months 

ago at the height of the emotion-charged energy supply shortage 

and makes reference to "gas lines and a daily concern over whether •.. 

they (the public) can obtain enough gas ••• ," is a clear attempt to 

attribute a lion's share of the blame to the oil companies for 

last winter's crisis. 
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My company will neither accept responsibility for the energy 

crisis nor dignify any attempt by the legislature to find a likely 

scapegoat, namely the oil industry. 

As you know, the supply situation has improved, in part, 

because of conservation measures on the part of the consuming 

public and because of an end to the Middle East embargo. The 

succer;s of the allocation program also has been very helpful. 

A major effort continues today on the part of the oil industry 

and others to balance the national supply and demand position. 

However, recent developments at the OPEC meeting in Vienna should 

indicate that as long as much of the world's oil supply is owned 

by the Arab nations, the supply and price of oil products at the 

retail level in this country will be, to a major extent, beyond 

the control of hmerican oil companies. 

Through this legislative smokescreen of trying to help 

prevent future supply shortages evolves an attempt to make oil 

companies divorce themselves from retail marketing operations. 

We believe the economics of operating a fully integrated 

oil company--the control of oil from the exploration and production 

stages and through the intermediate stages leading to the retail 

marketing stage--is consumer-oriented because of the expertise 

and efficiencies learned and practiced by experienced oil firms 

over the years. By this I mean that companies like minecan draw 

on the expertise of many departments in the achievement of goals. 

For example, we have our own planning department, our own trans­

portation department, our own financial department, to name a few. 

These disciplines generally are located within close proximity to 

each ot_her to ass llre coordination. The intercession or formation 
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of private firms to coordinate the acquisition and movement of 

petroleum products would have the effect of adding another 

middleman to the picture, thus forcing the retail price much 

higher than it is now. 

As proposed, the bill could be interpreted as requiring 

companies to rid themselves of retail marketing, and also to 

divest the real estate on which these stations are situated. 

This brings up an interesting question: Who will buy them? 

We estimate that a very small percentage of our dealers would 

be·able to purchase our properties. The value of many of these 

properties is ·about $250,000 or more per location. In this 

period of high interest rates and tight mortgage money, we 

suspect that a prospective dealer-owner would have much difficulty 

trying to come up with a satisfactory financing arrangement. On 

some of our higher priced properties, financing for a station's 

inventory alone might be difficult to arrange. 

Needless to say, passage of this legislation would create a 

substa~tial financial'burden and be a severe injustice to today's 

average service station dealer. 

Let me take a moment to illustrate my point. Let's say that 

a dealer would like to purchase the service station property where 

he has been operating previously as a lessee-dealer. The property 

value is $250,000, and a buyer needs to come up with a ten percent 

down payment, or $25,000, with the balance to be financed through 

a bank, assuming the money is available and the bank is willing 

to handle the financing. At a reasonable annual interest rate of 
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ten percent, payable over a twenty-year period, the prospective 

buyer's mortgag~ payment alone would come to about $2,271.71 a 

month. This would be about twice his current monthly rental. 

Additionally, if companies like Sun are forced to sell off 

their properties, the climate of the circumstances would probably 

dictate that they would have to be sold at a lower market value 

because buyers would realize the problem and take advantage of 

the situation. In such an artifically created buyer's market, 

the buying price would bring the value of these properties 

down to a fraction of their true value. In effect this would 

amount to taking without just compensation. 

In addition, many dealers would not find owning their own 

station outright as attractive as the company-dealer lease 

arrangement. This is because we handle many of the annoyances 

which accompany the operation of a service station, such as 

credit card problems, liability, tax, insurance, maintenance and 

financing. 

We are convj_nced that if these facts were fully understood 

by the dealers, many of them too would oppose the bill. As for 

the consumers, when a company like Sun loses its ability to 

oversee the way its service stations are run, its customers will 

be the big losers. This is because the company loses the right 

to represent the consumer in the maintenance of service station 

performance and appearance. Afterall, it is generally the oil 

company salesman who intercedes for the consumer in complaints 

against a service station. 
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Presumably, the sponsors of the bill also think that by 

separating companies from their retail marketing operations, 

competition in the marketplace will be enhanced. We strongly 

disagree. 

This bill in no way encourages competition. By definition, 

a "Distributor" is one "who produces, refines, manufacturers ... 

or imports fuels for sale or distribution within the state." 

Therefore, while we interpret the bill to include companies like 

Sun, it also indicates that wholesale distributors/jobbers in the 

state would be excluded from coverage because they do not "produce, 

refine or manufacture." We believe this would allow one class of 

marketer an unfair advanta.ge over others and would be anti­

competitive in and of itself. 

Furthermore, we believe that this bill will forge another 

potentially anti-competitive atmosphere by allowing the creation 

of large retail chain operators. Chain operators would be in 

the position of establishing control of the marketplace through 

pricing by undercutting the independent-dealer class which does 

not have the same flexibility to lower prices and which, in many 

cases, would eventually be driven out of business. As such, 

competition in the state would drop significantly, thus reducing 

choices available to the consumer who would be at the whim of a 

single class of marketer. 

The free enterprise/free market system encompasses a 

situation where manufacturers and distributors of products have 

the ability to sell and distribute their products in many ways. 

Some may choose to sell through wholesalers, some through retailers, 

and some directly to the public. Therefore, it follows that this 
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legislation would serve to foreclose the state of New Jersey to 

those manufacturers of petroleum products who wish to market at 

retail, thus reduc~ng competition. 

It can also be argued that while systematically reducing 

competition in the state, this legislation would impose a stagnant 

method of distribution of petroleum products by locking in 

distributor structures and channels which in time may become 

archaic, expensive and unworkable. 

A check of the facts will reveal that New Jersey is probably 

one of the most competitive states in the marketplace, with a 

good blend of major companies and small independents competing 

against each other, and quite successfully. Our records show 

that there are more than 60 oil companies (all marketers) doing 

business in the state. In addition, I also want to point out 

that historically New Jersey has been nationally known for price 

competition. This has been caused in part by the vast number of 

large and small oil companies competing for the motoring public's 

business. 

As for Sun, we sell gasoline and other petroleum products 

in New Jersey directly or through distributors to more than 792 

Sunoco-brand ser;rice stations. All of these stations are operated 

by independent businessmen-dealers and distributors. In addition, 

we operate products terminals in Newark, in Paulsboro and in 

Piscataway, and a fuel oil terminal in Hackensack. We also lease 

a fuel oil terminal to an independent distributor in Atlantic City. 

As you can.see, my company has a big stake in the fortunes of the 

business climate of New Jersey. Measuring the holdings I have 
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just described,-~e would appear to be a significant factor in 

the marketplace. We are not. Our share of the marketplace i~ 

no more than eight percent. 

Another important factor implied in the language of the bilL 

is that no supplying company will be able to directly operate any 

retail outlet in the state. As I mentioned previously, Sun does 

not have any company-operated stations here, but we are vigorously 

oppose to the concept that precludes us from doing so if we feel 

it necessary. 

Sun wants to be in a position to implement change in its mar­

keting practices through company-operated outlets for the benefit 

of our customers. We regard any attempt by the legislature to 

take away this freedom as an unjust taking and as discriminatory 

The following are some of the reasons why a company should 

be free to operate a station directly if it so chooses: 

-To serve as a training source for new dealers. Assembly 

Bill 1411 would prevent us from doing so and, instead, we would 

be forced to either put untrained dealers in our outletsor find 

an alternative training ground for them. 

-To provide uninterrupted service to the community in the 

event of a dealer's death, or the cancellation of a lease by the 

dealer. 

-To comply with certain local zoning laws which may prohibit 

the shutdown of a business for a long period of time. 

We assume that the "threat" of company-operated service 

stations in New Jersey is the reason for the sponsors' charge 

that "Many independent service stations, garages and other retail 

95A 



8 

dealers of motor fuels have been forced out of business (Page 3 

Statement)." If this is so, I would like to remind the committee 

that the New Jersey Franchise Practices Act is one of the most 

stringent in thG country. 

The protection afforded franchise dealers under the act 

precludes any frivolous "takeovers" or "cancellations" on the 

part of the major oil companies. The act requires "good cause~" 

before a dealer can be terminated. And believe me, this provision 

is taken literally by my company. 

Considering the relatively insignificant number of company­

operated stations operating in the state as well as the legal 

protection already working on behalf of the dealers, I question 

the need or rationale for another law of this type. 

In concluding my comments on company-operated stations, I 

would like to pose a question to the committee: In what way can 

it be proven that this type of legislation is good for the consumer? 

Another objection we have is the discriminatory nature of 

the legislation. If the state deems it necessary to have such a 

law, why must it only apply to the oil industry. Why single out 

one class of manufacutrer? We suspect the sponsors have not 

given enough thought to this point. 

As to the allegations on "soaring" profits of the major oil 

companies, I want to point out that Sun's profit on petroleum 

products was held to 1-2/3 cents per gallon in 1972, and 2-1/3 

cents per gallon in 1973. For every $1 profit in 1974, Sun plans 

to invest about $3 in exploring for new sources of energy. 
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Our attornays are of the further opinion that because of 

the way the legislation is drafted, with its many possible 

interpretations, the bill may well be adjudged void and unenforceable 

because of the ambiguities contained therein, particularly in 

regard to the definition of "Distributor" and implications that 

• would effect the sale of real estate properties. 

We would be pleased to answer any questions you may have. 
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KAYO OIL COMPANY 

TELEPHONE e1111aee.a1N e 1221 EAST MAIN STREET e CHATTANOOGA, TllNNEUIEE 37AI~ 

JACK W. CHANDLER, PMSIDII:NT 
WILLIAM ~. KISLING, IXII:CUTIVC YICIE PltiESIDII:NT 
WADE L. HOLEN, \liCit Pltii:SIDII:NT-of'll:ltATIONS 
DOCK GRAY, YIC'E Pltii:SIDII:N"''--II:YII:LOPMI\NT 
WILLIAM N. MCMAHAN, CONTitDLLllt-'fltii:ASUitll:lt 

FOR IMMEDIATE RELEASE 

TRENTON, NEW JERSEY, SEPTEMBER 25--A petroleum marketing 

specialist today said a proposed New Jersey law prohibiting distributors from operat-

ing service stations would raise gasoline prices and reduce competition. 

Jack Chandler, president of Kayo Oil Company, said Assembly Bill 

1411 unintentionally strikes at the most effective regulator of gasoline price 

competition available to New Jersey--the price differential between low-cost 

marketers and major brand· service stations. 

11 Without the benefit of direct (saiaried) operations, the low-priced 

marketers will be unable to maintain past levels of operating efficiency which are 

essential to their continuance as a strong competitive force in the industry, 11 Chandler 

said. 

At best, he said, low-priced marketers would be forced to raise 

their prices. At worst, they will be forced to withdraw from the State. 

Aimed at preserving dealer or lessee-type station operations, AB 1411 

prohibits any distributor who produces or refines petroleum or imports gasoline from 

ownin:~ and operating =etail stations. 

. ................ More . .... . 
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CHANDLER 
KAYO OIL COMPANY 
PAGE Z 

Kayo, a subsidiary of Continental Oil Company, has marketed in 

New Jersey since 1958, Chandler said, and has Z3 stations in the State. All are 

operated by Kayo employees and always have been. 

Chandler said the Bill would _cause New Jersey residents to pay 

more for gasoline, restrict their choice of station outlets and place low-price 

marketers, many of whom are small businessmen, in jeopardy. 
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ASSEMBLY BILL 1411 

COMMITTEE ON COMMERCE, 
INDUSTRY and PROFESSIONS 

Statement of JACK W. CHANDLER 

My name is Jack W. Chandler. I am President of KAYO OIL 

COMPANY, located at 1221 East Main Street, Chattanooga, 

Tennessee. Thank you for the opportunity of appearing today 

to present views of my company concerning Assembly Bill 1411 

which, if enacted, will restrict the direct· operation of 

retail service stations. 

KAYO is a wholly--owned subsidiary of Continental Oil Company, 

High Ridge Park, Stamford, Connecticut. KAYO currently 

operates some 650 retail gasoline outlets in the eastern 

United States. The company has marketed in New Jersey since 

1968 and sold twenty million gallons of gasoline in New Jersey 

in 1973. (Current number of KAYO outlets - 23. Market share: 

About one-half of one percent (1/2%) of the New Jersey 

gasoline market.) 

In terms of gasoline marketing method, KAYO represents the 

segment of the industry characterized by "low cost" or "low 

price" marketing, as contrasted to major brand or full price 

type marketing. Historically, low price marketing represents 

the fastest growing segment of the gasoline retailing industry 

and has attained approximately a one-third share of the 

retail market in the United States. My brief statement 

pertains primarily to this segment and the point I will be 
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making is that the proposed legislation, which is aimed at 

major brands, will have a harmful effect on low price marketers, 

and will do a disservice to the New Jersey gasoline consumer. 

The typical low price marketer emphasizes minimum investment 

in land and facilities, primary emphasis on gasoline sales, 

limited services, limited advertising and sales promotion, 

and operating control of the station. Common to all these 

marketers is a retail pump price which is below that charged 

at major brand stations. This differential varies from brand 

to brand. and from time to time but for KAYO has averaged 

approximately three cents (3¢) per gallon of regular grade 

gasoline and approximately four cents (4¢) per gallon of 

premium gasoline in recent years. The ability of the low 

price marketer to charge a lower price is attributable to a 

low cost of operation and high gallonage throughput per 

outlet. One of the keys to low cost operation is direct 

operating control of the outlet. Salaried or quasi-salaried 

operations have characterized this type of marketing for 

many years. Such methods provide the means of attaining 

maximum productivity per dollar of expenses and minimum 

operating costs per station hour. In short, the low price 

marketers have found it advantageous to operate where they 

have control of everything that goes on in the station. 

The cost savings attained in a direct operation, i.e., 

without intervening distribution levels between the supply 
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source and customer's gasoline tank, are passed on to the 

consumer in the form of a price savings. Without the 

benefit of direct operations the low price marketers will 

be unable to maintain past levels of operatingefficiency, 

which are essential to their continuance as a strong 

competitive force in the industry. 

The fact that KAYO is a subsidiary of Continental Oil 

Company, which in other sections of the United States 

operates as a major style marketer under the CONOCO brand, 

has in no w~y interfered with KAYO's performance as a low 

cost, low price marketer in which the benefits of realized 

efficiencies in operations are passed on to the New Jersey 

consumer in the form of a lower price at the station pump. 

In fact, the affiliation with Continental Oil Comppany has, 

through access to investment capital not otherwise available, 

permitted KAYO to expand its operations in accordance with 

the desires of and to the benefit of the gasoline consumer. 

I am sure that KAYO's many customers in New Jersey who buy 

KAYO gasoline at a lower price than at major stations would 

agree with this view. 

The proposed legislation, while aimed at preserving lessee-type 

service station operations by the major companies, in reality 

forces a change in long-established marketing methods of the 

low cost, low price marketers. The bill thus strikes at what 
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in my opinion i~ the most effective regulator of gasoline 

price competition available to New Jersey motorists -- the 

price differential charged by the independents under the 

majors. 

The proposed legislation will therefore bring about an 

unintended result -- the lessening of competition, loss of 

efficiency in marketing gasoline, and an increase in cost 

of gasoline to the New Jersey consumer. 

Further, it appears that such a bill, which purportedly is 

for the welfare of the State's residents, is actually an 

unreasonable and unnecessary extension of the State's police 

power, which will be creating an invalid regulatory scheme. 

Such regulation is highly discriminatory and, if implemented, 

surely will be challenged in courts. This legislation appears 

also to raise serious constitutional problems in that it will 

operate in a manner which would deprive persons and companies 

of their business and property values without due process of 

law. 

At best, low price marketers will be forced to raise prices 

to offset having to adopt a method of doing business that is 

for them less efficient than their current method. At worst, 

low price marketers will be forced to withdraw from the 
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marketplace. In summary, the residents of New Jersey are 

poorly served rather th•n benefited by the proposed bill by 

(a) paying more for gasoline than they otherwise would pay, 

and (b) having their choice restricted in terms of type of 

gasoline purchase available. In addition, the bill places 

the low price marketers, many of whom are small businesses 

operating a limited number of outlets, in jeopardy. Gentlemen, 

I urge you not to support Assembly Bill 1411. 

Again, thank you for your time • • . 
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STATEMENT IN OPPOSITION TO 

NEW JERSEY ASSEMBLY BILL 1411 

Shell Oil Ccmpauy is opposed to the enactment of Assembly 

Bill 1411 tor three basic reasons: 

1. The bill addresses itself to a nonexistent problem. The 

charge that majol' oil companies are engaged in an ettort to drive service 

station dealers out ot business and take over their stations on a company-

operated basis is false. It is just not happening, so there is no need 

for this legislation. 

2. Assembly Bill 1411 would actually be against the interest 

ot consumers -- the motoring public -- who constitute virtually the entire 

adult population ot the state. on the other hand, the avowed purpose ot 

~;he legislation is to beneti t certai.n individuals engaged in gasoline 

retailing by removing a class ot competition. These individuals represent 

only a tiny traction ot the people ot the state. 

3. The proposed legislation is fundamentally discriminatory and 

possibly unconstitutional. It would prohibit one class ot enterprise in 

the oil industry trom engaging in retail gasoline marketing, which would 

still·be permitted tor other classes ot enterprise both within and outside 

the oil industry. This type ot restriction would apply only to the oil 

industry but not to other industries in which suppliers operate their own 

retai 1 outlets • 

Let us consider each ot these points in detail. 

105A 



2 

First, th~ relationship between the major supplier oil companies 

and their branded dealers. Vague and unsubtantiated charges have been made 

by a rev individl.ials purportedly speaking on behalf of dealers that major 

oil companies are attempting to switch the operation of a substantial number 

of stations from independent dealers to company salary personnel, 

Shell denies categorically that it is doing so, or plans to do 

so. Nationwide, Shell operates 9,149 branded ~ervice stations in territories 

where leases are arranged directly with dealers. In addition, Shell jobbers 

operate approximately 9,800 Shell-branded stations. Ot the 9,149 stations in 

direct marketing territory, only 332 or 3.6 percent are operated by company­

salaried personnel. In New Jersey Shell has 361 stations or which only one 

is company-operated. or the 332 stations operated by the company throughout 

the country ju.st 25 are conventional type service stations and the remainder 

are special types or stations, such as car wash, self serve and gasoline only 

units. These kinds or stations are operated with salaried personnel because 

of the very high ~nvestment required -- upwards of $300,000 -- which is 

beyond the financia~ capacity of virtually all dealers or potential dealers 

and because the nature of their operation does not lend itself to normal 

dealer operation. 

As to the future, Shell will continue to consider the various 

operating options available to it as opportunities arise. But it cannot 

be emphasized too strongly that Shell will n2i terminate a dealer's lease 

or fail to renew that lease tor the specific purpose of establishing a 

salary operation. It, however, a dealer should voluntarily decide to leave 
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the business 9 Shell vill evaluate that station against stringent cri t~ria 

to determine whether to obtain another dealer or convert it to salary. 

It is believed that the potential tor this sort or conversion will be ex-

tremely limited tor the foreseeable future. Shell also regularly' evaluates 

the performance or existing sala17 units. to make sure that they meet the 

high standards required. 

On the basis or this policy, it c~ot be predicted exactly' how 

many salary units Shell will have in the course or the next rev years. 

But at the present time we are tirm in our beliet that Shell's retail 

gasoline marketing will continue to be strongly oriented toward independent 

dealers and Jobbers. 

These are the tacts vi th regard to Shell. While ve would not 

presume to speak tor other oil companies, available statistics indicate 

that charges or dealer takeovers by the major oil companies are as groundless 
: 

.tor the whole group as they are tor Shell. 

The American Petroleum Institute completed last month a survey 

ot service station operations by 22 or the nation's leading oil companies. 

This showed that on J'une 30 they operated ~irectl.y', either through personnel 

who are either on company p~oll or vho receive a commission on sales, 

7,375 or 3.5 percent or the nation's estimated 212,000 service stations. 

The survey also showed there bas been little change in the ratio 

ot salaried and commission stations to the total or all service stations. 

Directly operated stations totaled 7,239 at the end or 1973 and 7,641 at 

the end or 1972. 
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Furthermore, halt again as many' stations were converted last 

year from company to dealer operation as were converted fran dealer to com­

PB.DY' operation. The actual numbers are 965 to 608. This should be quite 

concl\.1sive evidence that dealers are not being squeezed out of business. 

Let us now consider Why there is a real need tor having some 

stations operated by the maJor companies which supply dealers with their 

products and why this kind of operation has benefits tor the consumer -­

and tor dealers, themselves. 

First, salary station operation is often necessary to prevent 

interruption of service when a dealer dies or leaves the business unexpectedly. 

In most instances, it the station could not be operated by the company 

temporarily until a new dealer could be found it would have to be closed, 

with resulting inconvenience to regular customers. In some instances this 

would severely curtail petroleum product availability in a fairly large 

~ea or' along a JU.j or highway. Such temporary canpany operation sometimes 

must of necessJty continue for several months before a satisfactory nev 

dealer can be found. Another important consideration is that under the 

federal allocation program now in existence, the closing of a station 

reduces the ~ount of gaso~ine available in the state. Furthermore, 

keeping the station open through company operation benefits the incoming 

dealer by maintaining customer continuity. 

Second, during these unusual times of product allocation and 

I ossible shortages because of uncert.U,n crude oil and product supply from 

o'l'erseas and view of the existence of numerous local, state and federal 

controls over petroleum marketing, a limited number of compaey-operat~d 
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service stati~ns provides Shell a direct opportunity to evaluate the . 

impact of the many rules and regulations and to directly experience the 

effects ot such regulations on both the independent dealer and service 

station customers in general. Through Shell's direct experience in 

service station oneration, it is then in a better tirst-hand ~osition to 

mak~ recommendations and guide the various levels ot ~overnment in modifYing 

existing legislation or in considering ~rooos~d legislation to be sure it 

is not counte~roductive. 

Third, at a time when retail ~asoline marketin~ is in a state 

of rapid transition, company-onerated stations ~ovide a basis tor comparing 

performance by customers and by the CCI'Il'Dan.Y in terms of quality or service, 

hours or operation, and so forth. One ot the most obvious develo'DIIlents in 

the past year, ot which eve~ motorist is acutely aware, is thRt dealers 

are in general st,vin~ open fever hours during the week and in many instances 

zemaining closed entirely from Frid'v afternoon to Mond'v morning. In 

many areas the only stations which can be round open during night-time hours 

and over the weekend are company-onerated stations. The need tor such 

stations for the motoring public need not be belabored. 

Fourth, company-(JJ)erated stations are. essential to ~rovide the 

proper facilities and conditions tor·training prospective dealers. These 

stations provide ideal conditions in a laboratory-type environment that 

·~an be maintained only through the control obtainable vi th salaried personnel. 
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They permit the installation ot permanent classroom facilities and th~ 

utilization ot professional instruction. They also allow Shell to 

eTaluate its dealer training courses and other programs • Furthermore, 

since many prospective dealers come to Shell with little or no background 

in the service station business, a salary unit gives them an opportunity 

to oecome exposed to the business before they invest their money. It also 

helps Shell weed out applicants who seem unsuited for the business. 

Altogether, individual failure is reduced, dealer turnover is diminished 

and the public benefits through improved service. 

Firth, salary operation provides the most effective means of 

testing new service station products, new services and new approaches 

and techniques to improve customer service. In a salary service station 

the supplier can implement such various proposals trom time to time and 

give them laboratory-type testing under rigidly controlled conditions • 

. our objective is that this type ot operation will result in many effective 

innovations that can subsequently be made available to Shell dealers as 

a means ot expanding the product and merchandising lines in the difficult 

years ahead. 

Sixth, as alluded to earlier, Shell operates certain types of 

service stations because the amount of money involved in the facility -­

$300,000 and more -- virtually precludes investment by a dealer. These 

are known in the industry as innovative stations and include car washes, 

selt service stations and stations that provide facilities tor car repair 

b7 the customer. Aside trcm the high initial investment, another important 
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consideration is the need to ensure that expensive equipment is safel~ 

operated and efficiently maintained. In addition, salary operation is 

7 

the most efficient method ot serving our custcmers at these types or outlets. 

There is strict control over personnel, hours or operation, standards of 

service and appeare.nce. Overall, supervision ot several such units can 

be more easily accomplished by company field representatives. 

Finally, let us consider the discriminatory nature of A.B. 1411, 

and the possibility of its unconstitutionality. 

This proposed legislation singles out a segment of the oil 

industry which it would bar from engaging in retail gasoline marketing. 

At the same time, it would not prevent any other enterprise from having 

company-operated gasoline retail outlets. These could be companies 

engaged solely in this business, obtaining their supply through contracts 

with distributors, and having numerous stations. It does not cover such 

very large merchandising outfits as Penney's and Sears. 

Ot course, it does not apply the same kind or restriction to 

companies in other lines of business who have both dealers or franchises 

and their own company-operated retail outlets. Among these types of 

enterprises are tire companies, fast food franchisers, paint manufacturers, 

and many others. 

It is patently unfair to pass legislation which is so narrovly 

discriminatory. It is also probably in violation of the United States 

Constitution by denying oil companies equal protection of the law. 
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We also believe that A.B. 1411 clearly contravenes the New 

Jersey Constitution. Article 1, Section 1, ot the New Jersey Constitution 

staten that it is a "natural and inalienable right" to acquire and possess 

property. Yet A.B. 1411 would have the practical result of requiring 

"any distributor", that is to say "any person who produces, refines, 

manutact.ures, blends, compounds or imports motor fuels for sale or distri-

bution within the state" to put his property int~ some one else's hands. 

Suits challenging its constitutionality are certain if A.B. 1411 

becomes law. Suits have already been brought against a similar prohibition 

ot company stations in Maryland. One suit alleges that Maryland's prohibition 

violates Maryland's declaration of rights, singles out refiners and 

producers and denies them the equal protection of the laws, and constitutes 

a taking of the plaintiff's substantial investment in retail stations in -
that state. Another suit alleges that the prohibition exceeds the police 

power, unduly burdeus interstate cOJIIIIlerce, restricts tree and open competition, 

denies the owners the right to earn a reasonable rate of return on their 

property and will affect the public adversely by restricting the opportunity 

for normal and law:ful competition. 

At a·minimum, Shell would ask that A.B. 1411 be referred to the 

· Attorney General for his opinion ot the bill's constitutionality. Beyond 

that, it well might be fair and a practical thing for this legislature to 

await the results of these suits and or similar suits in Delaware and 

Florida before running the same constitutional risks in this state. 
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STATEMENT 
of 

GULF OIL COMPANY - U,S. 
on 

STATE OF NEW JERSEY ASSEMBLY BILL NO. 1411 
AN ACT concerning the retail sale of motor 
fuels and prohibiting distributors from 
engaging therein 

and 

STATE OF NEW JERSEY ASSEMBLY BILL NO. 159 
AN ACT to amend "An Act to Regulate the 
Retail Sale of Motor Fuels, and Providing 
Penalties for Violation". 

Presented to the Assembly Committee on 
Commerce, Industry and Professions of the 
New Jersey State Legislature at the Public 
Hearing on September 25, 1974. 

My name is D. G. Linn. I am Eastern Regional Vice 

President for Marketing of Gulf Oil Company- u.s., and I 

wish to offer the following comments on Assembly Bills No. 

1411 and No. 159. 

We are opposed to the enactment of Assembly Bill No. 

1411 since it discriminates against refiners of gasoline in 

their ability to sell their products to the motorists of 

New Jersey. 

The provision of the bill which prohibits a distributor 

as defined from engaging in the retail sale of motor fuel will 

preclude Gulf from exercising its right to conduct a retail 

business in New Jersey. Your"committee should note that no 

such restraints are applied to the sellers of milk, foodstuffs, 

tires, furniture or any other of the needs of the public. 

For gasoline to he singled out is clearly an unwarranted dis-

crimination. 
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Gulf has supplied some of the gasoline needs of the 

motoring public in New Jersey since prior to 1920. In recent 

years the supply of these needs has been conducted through Gulf 

service stations operated by independent business persons. 

These persons sometimes own the real estate and improvements 

and sometimes lease the realty from Gulf. During the period 

preceding 1935 much of the gasoline sold in New Jersey was 

through stations operated by Company employees. It is not 

Gulf's intention to return to primarily that type of operation 

but rather to meet the challenges of modern retail marketing 

with· a flexibl(~ response that will best serve the nef'!ds of 

the motoring public. 

The most ominous result of the proposed legislation will 

be its effect upon the constimers of the State of New Jersey. 

I am sure that this Committee considers the motoring public 

and the consumers of New Jersey as their constituents rather 

than any narrow special interest groups such as those who spon­

sored this restrictive and discriminatory legislation. In order 

for you to properly evaluate the effect on the consumers certain 

facts concerning the number of service stations and the method 

of operation of said stations should be brought to your attention. 

There are 632 automotive gasoline outlets which bear the 

Gulf logo in New Jersey. Out of that total only three are 

operated on what is referred to as an "agency basis" directly 

for Gulf: this method of retailing would be the type of opera­

tion which the special interest group would seek to outlaw. 

The remaining 629 stations are all opex;ated by private business 

persons: some 50 of these are jobber operated. These 629 sta­

tions have a mix between those locations where Gulf ow~s the 
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real estate and improvements and leases it to dealers and others 

where the dealer owns the real estate. 

The bill also would make it unlawful for a "distributor" 

(as defined this would include Gulf) "to engage in the retail 

sale of motor fuel or to have any ownership or controlling 

interest whatsoever in any person engaged in the retail sale 

of motor fuel, except as hereinafter provided. 

The result of this prohibition would appear to preclude 

,Gulf from owning the real estate any place where gasoline is 

sold to the public. That provision would affect 343 of the 

stations that now display the Gulf lo~ro. In order to stay in 

business after the effective date of the act, those 343 dealers 

would either have to purchase the real estate which at the fair 

market value would range in cost from $125,000 to $300,000 per 

station or locate a real estate investor who would be willing 

to purchase the real estate to lease to them. As you are no 

doubt aware, financing for any capital acqu~sitions today is 

extremely difficult. It is unlikely that many service station 

deale~s could raise the necessary capital to purchase a piece 

of re~l estate worth between $100,000 and $300,000; a total 

capital requirement for Gulf dealers in New Jersey of from 

$25,000,000 to $ 50,000,000. The impact to consumers of 

financing this cost is obvious. 

The result of this horrendous displacement of the market­

place on the consumer would be significant. It would appear 

that the consumer '17ould be able to purchase motor fuel in sub­

stantially fewer locations than are now available to him. 

These fewer existing locations may prove less desirable to the 

consumer from the point of view of providing the services to 
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the motorist that he needs and now has. You should also be 

aware that the price of gasoline at the retail level is a 

direct function of the marketplace. The ready ~vailability 

of g~soline sold in a free and open marketplace should result 

in lower prices to the public. 

At least some of the direct effects of the enactment of 

this legislation on the dealers who do not own the real estate 

and, therefore, on the public·will be a requirement which would 

significantly reduce the cash flow of the dealers operations 

since the dealer would be forced to capitalize the real proper­

ty investment and naturally would have to allocate much of the 

income to the amortization of the debt. 

Additionally the ownership risk which is now assumed 

by the "distributor" would be transferred to the dealer. 

In certain cases this ownership may be of significant consequence 

to the very small businessman if unfortunate circumstances of 

road condemnation or foreclosure were to deteriorate the value 

of his investment. The consumer in the long run would be the 

greatest victim of this proposed special interest legislation 

since he would have to bear the costs in the form of higher 

payments for the goods and services he purchases. 

If a survey were to be made of those 239 Gulf service 

station locations where the improvements are owned by the dealer 

or leased by dealers from persons other than Gulf and then a 

comparison of those stations with the existing supply arrange­

ments for the public were made, the results would no doubt 

indicate to you that in addition to a prospective financial 

burden Gulf customers would also be seriously deprived of 
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their gasoline supplies and automotive services by the proposed 

legislation. Since under the Act only those 239 stations plus 

those that could raise the necessary capital to purchase the 

stations or make other arrangements as noted above would con­

tinue to operate. 

This Committee should also note that the rentals that 

are currently paid by the dealers to the oil companies for the 

use of the real property owned by those oil companies are much 

less than would be paid for comparable real estate. A review 

of the Gulf files indicates that a range of rentals between 

$5,040 and $15,000 per year are now being paid for properties 

worth between $25,000 and $300,000. These rental costs compare 

most favorably with the normal rental in other business fields 

that would be charged on such properties of from $15,000 to 

$36,000 per year. 

In the statement which accompanied the bill certain points 

were made concerning the hazards of vertical integration which 

the proponents indicate would occur should this legislation not 

be passed. As we have noted above in the New Jersey case .for Guli 

the percentage of direct operations is less than 1%. A recent 

national survey has noted that not over 3.5% of the nation's 

212,000 service stations are directly operated by the leading 

oil companies. This data includes those stations that are oper­

ated as a resul: of the contractual requirements of various state, 

turnpike and fr·~eway authorities. Gulf's one per cent in New 

Jersey or the national service station average of 3.5% could 

hardly be called a predominating control in retail sales of motor 

fuel. 
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The control of marketing techniques of companies engaged 

in interstate commerce when said marketing is carried on in ac­

cordance with the laws of the United States does not appear to 

be a proper function for the New Jersey Legislature. It would 

seem that for this le~islature to attempt to outlaw flexible 

approaches to the marketing of gasoline is tantamount to having 

a legislature dictate that supermarkets will no longer be per­

mitted in New Jersey and that all food sales must be through 

convenience stores or corner "Mom and Pop" type operat:i.o ns. 

This improper control is even more serious when the negative 

effects on the consumer are reviewed. 

The statement that the legislation will check the " ••• 

strong, if not monopolistic influence of the major oil companies 

on the retail sale of motor fuels and to restore a competitive 

balance in this area for the consumers ••• " is a most improper 

statement of fact. A historical analysis of the retail gasoline 

marketplace will show that most consumers at one time acquired 

most of their fuel needs directly from a gasoline company. 

Even further such a survey would show that the percentage of 

gasoline now supplied to the public by what is often termed 

independent marketirg outlets (other than major brand identified) 

is now about 26% which is an increase during five years from the 

19% formerly furnished by independent marketing outlets. 

This trend hardly indicates monopolistic domination particularly 

when these percentages reflect the total retail sales operations 

including dealer operated service stations. 
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Gulf would also like to comment on Assembly Bill No. 159 

which has also been introduced and sch~duled for hearing today. 

Gulf feels that the provisions of Asse nbly Bill No. 159 are 

appropriate and therefore does not oppose the passage of these 

amendments. It is suggested, however, that if the legislature 

is sincerely interested in the benefit~' that might accrue to the 

motoring public by a more realistic approach to the' marketplace, 

that it should immediately review prohibition of the sale of 

gasoline a.t the self-service service station pumps. Whereas the 

provision of Assembly Bill No. 159 might affect the retail pricing 

of gasoline at a few locations, history has shown that in states 

where no prohibition against self-serve pumps exists customers 

find that they save an additional two to three cents per gallon 

through the use of this modern marketing technique. 

Thank you very much for your kind attention to these 

comments. If any amplification is desired, please let me know 

and we will be happy to do so. 

9/25/74 
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PREPARED STATENENT OF PAUL A. HANKINS 
RETAIL GASOLINE DEALER 

RE: ASf,EMBLY BILL 1411 

MR. CHAIR..~ AND N~MBERS OF THE COMMITTEE: 

I AM APPEARIN•; HERE TODAY TO PRESENT MY VIEWS AND OPINIONS REGARDING 

ASSEMBLY BILL 1411. MY INTEREST IN THIS PARTICULAR LEGISLATION DERIVES 

FROM THE FACT THAT I AM THE OPERATOR OF TWO GASOLINE SERVICE STATIONS 

WHICH ARE OWNED BY MY SUPPLIER AND WHICH I OPERATE UNDER A LEASE CONTRACT. 

AS I UNDERSTAND THE WORDING OF THIS PROPOSED STATUTE 1HE EXISTING CONTRACTUAL 

RELATIONSHIP BETWEEN MYSELF AND MY SUPPLIER WOULD BE MATERIALLY ALTERED 

BY PASSAGE OF 1411. IN MY OPINION, THE ONLY POSSIBLE JUSTIFICATION FOR 

THE GOVERNMENT TO INTERVENE OR INJECT ITSELF INTO THE CONTRACTUAL RELATION-

SHIP BETWEEN TWO PRIVATE PARTIES WOULD BE A COMPELLING NEED TO PROTECT 

THE CONSUMING PUBLIC AGAINST UNFAIR TRADE PRACTICES. THE ADDENDUM 

STATEMENT TO THE BILL SEEMS TO REINFORCE THIS OPINION BY RELYING UPON 

CONSUMER PROTECTION AS JUSTIFICATION FOR TilE BILL. 

EARLIER TODAY YOU HAVE HEARD FROM A RECOGNIZED CONSUMER ADVOCATE, 

MR. CHARLES IRWIN, WHO EXPRESSED THE OPINION THAT THIS BILL IN NO WAY 

SERVES THE INTEREST OF THE CONSUMER PUBLIC. I WOULD LIKE TO EMPHATICALLY 

ENDORSE THE POINTS MADE BY MR. IRWIN IN HIS PREPARED STATEMENT. FURTHER, 

I SHOULD LIKE TO EXPLAIN WHY I FEEL THIS PARTICULAR LEGISLATION IS NOT IN 

THE INTEREST OF EITHER THE GENERAL PUBLIC OR THE INDEPENDENT SERVICE 

STATION OPERATOR, PARTICUlARLY THE MANY WHO OPERATE LINDER LEASING CONTRACTS 

WITH THEIR MAJOR OIL COMPANY SUPPLIERS. 

FIRST, IF THIS BILL BE ENACTED, I AND OTHERS LIKE MYSELF, WHO ARE 

l,.ESSEE/OPERATORS OF SUPPLIER OWNED PREMISES WILL BE FORCED INTO THE POSITION 

OF EITHER PURCHASING THE PROPERTY FROM OUR SUPPLIER, OR NEGOTIATING A 

LL\SE CONTRACT WITH A THIRD PARTY WHO WOULD PURCHASE THE PROPERTY. EITHER 
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0F THESE ALTERNATIVES MUST INEVITABLY RESULT IN INCREASED COSTS TO THE 

CONSUMER~ 

WERE I TO OPT FOR 1HE FIRST ALTERNATIVE, PURCHA:;E OF THE PROPERTY 

FROt1 MY SUPPLIER, I WOULD o;·· NECESSITY BE FORCED INTO A FINr"NICAL ARRANGJ MENT 

INVOLVING A SUBSTANTIAL MOR1'GAGE COMMITNENT. IN TODAY 1 S MONEY MARKET 

WITH THE HIGH RATES OF INTEREST BEING IMPOSED UPON SUCH LONG TERM LOANS, 

~~ OPERATING COSTS WOULD BE SO MATERIALLY INCREASED THAT I WOULD BE 

REQUIRED TO INCREASE PRICES TO THE CONSUMER IN ORDER TO ABSORB THESE 

CC)TS. 

ON THE OTHER HAND, WERE I TO OPT FOR THE SECOND ALTERNATIVE, 

LE~SING FROM A THIRD PARTY, MY RENT EXPENSES WOULD BE FIXED AT A FIGURE 

CALCUlATED BY MY LANDLORD TO PROVIDE HIM WITH A REASONABLE RENT ON HIS 

IN!ESTMENT. SUCH A FIXED RENTAL, AS OPPOSED TO A FLEXIBLE RENT BASED 

ON BUSINESS VOLUNE AS I NOW ENJOY UNDER MY LEASE ARRANGEMENT WITH MY 

Sl.f?PLIER, WOULD TEND TO INCREASE MY OPERATING EXPENSES TO THE POINT WHERL 

I dOULD HAVE TO AGAIN INCREASE COSTS TO THE CONSUMER IN ORDER TO ABSORB 

TIOSE ADDED EXPENSES. 

AT THE PRESENT TIME, UNDER OUR EXISTING LEASE CONTRACT THERE IS 

A ·IDTUALITY OF INTEREST IN THE OPERATION OF MY STATIONS BETWEEN MYSELF 

AN) MY LANDLORD WHEREIN IT IS IN BOTH OF OUR BEST INTEREST TO RElATE 

TH ~ AMOUNT OF MY RENT TO BUSINESS VOLUME, THIS AR.Rlu'iGEMENT MAKES IT 

MU 1'UALY ADVANTAGEOUS TO MAINTAIN LOWER COSTS TO THE CONSUMER FOR THE 

Pl! ~_POSE OF INCREASING TIIAT VOLUME. THIS GIVE AND TAKE FACTOR WOULD 

NC' EXIST WERE I L~SING FROM A DISINTERESTED THIRD PARTY WHOSE SELF-

If l'EREST COULD VER'" WELL FORCE ME INTO THE POSITION OF INCREASING COSTS 

TO THE CONSUNER. 
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THERE IS ANOTHER ADVANTAGE TO THE CONSUMER WHICH DERIVES FROM 

MY r~ONTRACTUAL RELATIONSHIP WITH MY SUPPLIER, AND THAT IS THE PROTECTION 

AFFORDED TO THE CONSUMER BY A BRAND NAHE BEING ATTACHED TO MY STATIONS. 

IF MY SUPPLIER IS FORCED TO DIVORCE HIMSELF FROM ANY INTEREST IN THE 

OPERATION OF MY STATIONS ITS AXIONATIC THEN THAT I WOULD BE FREE TO 

PRC CURE MY MERCHANDISE SUCH AS GASOLINE, MOTOR OIL, BATTERIES, TIRES, 

FILTERS , ETC. FROM THE MOST ECONONICAL SOURCES I COULD FIND. UNDER 

SUCl AN ARRANGEMENT, I WOULD CERTAINLY EXPECT MY SUPPLIER, A NATIONAL 

BRA :ID MAJOR OIL COMPANY TO DISASSOCIATE ITS NAME FROM MY OPERATION IN 

ORDER TO PRESERVE AND PROTECT ITS OWN REPUTATION. THUS, IN THE LONG 

RUN I CAN SEE THAT ENACT}mNT OF THIS PARTICULAR PIECE OF LEGISLATION 

WOULD SERVE TO ABOLISH A TIE IN BETWEEN THE RETAIL ESTABLISHMENT AND 

THE ESTABLISHED NATIONAL BRAND NAMES. 

IN THESE TIMES WHEN THE AUTOMOBILE REPAIR AND SERVICE 

INDUSTRY IS GENERALLY SUFFERING FROM A TARNISHED REPUTATION RESULT-

ING FROM MUCH NATIONAL PUBLICITY ABOUT REPAIR SHOP UNETHICAL PRACTICES 

I B ~LIEVE THAT THE BEST INTEREST OF THE CONSUMING PUBLIC WOULD BE 

MOI E LIKELY PRESERVED BY MAINTAINING RATHER THAN DESTROYING THE 

RELATIONSHIP BETWEEN THE SERVICE STATION OPERATOR AND THE BRAND NAME 

DISTRI~UTOR. 

IF THIS RELATIONSHIP IS DESTROYED A CONSUMER WfO FEELS HE HAS 

BEl :N MISTREATED BY A RETAILER HAS NO VIABLE RECOURSE aTHER 
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THAN THE COURTS WHEREAS WITH THE BRAND NAME ASSOCIATION BETIV:EEN THE 

RETAILER AND SUPPLIER A CONSUMER MAY APPEAL TO THE HAJOR COHPANIES 

FOR REDRESS. 

THE FRANCHISE LA\~ PASSED IN 1971 ADEQUATELY PROTECTS THE 

RETAIL DEALER AGAINST UNFAIR AND UNDO PRESSURES FROM HIS SUPPLIER/ 

LANDLORD SO THAT IN THE ABSENCE OF THE GROSSEST KIND OF MALPRACTICE 

ON THE PART OF THE RETAILER THE WEDDING BETWEEN RETAILER AND SUPPLIER 

IS MORE OR LESS PERMANENT AND TERMINABLE ONLY AT THE OPTION OF THE 

RETAILER. r 

THIS IS NOT TO SAY THAT THE MAJOR BRAND NAME SUPPLIERS CAt;NOT 

PREVAIL UPON THE RETAILER THROUGH FRIENDLY PERSUASION TACTICS TO 

REMEDY A CONSUMER'S GRIEVANCE FILED WITH THE COMPANY. THE FRANCHISE 

ACT HAS IN EFFECT MADE NEGOTIATION AND CONCILLATION AS BETWEEN 

THE SUPPLIER AID RETAILER A NECESSARY FACT OF LIFE AS IT HAS 

STRIPPED THE SUPPLIER OF THE DICTATORIAL POHERS HE ONCE HELD. 

IT IS MY CONSIDERED OPINION THAT SINCE ENACTMENT OF THE 

FRANCHISE ACT DEALER COMPLAINTS AGAINST SUPPLIERS ARE FOR THE 

MOST PART THE RESULT OF A FAILURE OF THE DEALER TO APPRECIATE 

THE VALUE OF THE NATIONAL BRAND PRODUCT NA~ffi WHICH BACKS HIS 

OPERATION COUPLED WITH A FAILURE TO PERCIEVE THE NEEDS FOR 

NEGOTIATION AND CONCILIATION IN ANY CONTRACTUAL RELATIONSHIP. 

THEY SEEH TO \olANT A ONE WAY STREET WITH ALL BENEFITS FLOWING TO 

THEMSELVES. I SUGGEST THAT MORE CONSUHER:ORIENTATION ON THE PART 

OF DEALERS WOUB GO A LONG WAY TO RESOLVING THEIR DIFFERENCES WITH 

THE SUPPLIER AS WELL AS TO IMPROVE THE IMAGE OF THE BUSINESS. 

THE SPECTRE OF COMPANY OPERATED RETAIL OUTLETS FORCING THE 
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DOWN TRODDEN INDEPENDENT BUSINESSMAN OUT OF THE RETAIL ~~RKET IS 

FOR THE NOST PART UNREAL AND WITHOUT SUBSTANCE. THE THOUGHT 

THAT MY SUPPLIER COULD, AND EVEN MIGHT, ESTABLISH A COMPANY 

OPERATION IN DIRECT COMPETITION WITH ME DOES NOT CAUSE ANY GREAT 

CONCERN ON MY PART BECAUSE OURS IS A SERVICE INDUSTRY AND AS 

SUCH, DEPENDS HEAVILY ON THE PERSONAL RELATIONSHIP AND CONFIDENCES 

THAT ARE ESTABLISHED BETWEEN THE OPERATOR OF THE SERVICE BUSINESS 

AND HIS CUSTOMERS. AS AN INDEPENDENT BUSINESSMAN OPERATING WITHIN 

A COMMUNITY, I AM CONFIDENT THAT I CAN ESTABLISH STRONGER AND 

BETTF.R RELATIONSHIP THAT CAN THE REPRESENTATIVE OF A MAJOR OIL 

COMPJ,NY OPERATING ITS RETAIL OUTLET IN THE SAME COMMUNITY, BIGNESS 

ITSELF REQUIRES CERTAIN RIGIDITY IN ORGANIZATION AND BUSINESS 

PROCEDURE. AS AN INDEPENDANT BUSINESSMAN I ENJOY THE FLEXIBILITY 

.. NECESSARY FOR ESTABLISHING AND MAINTAINING GOOD PERSONAL AND BUSINESS 

RELATIONSHIPS. FOR THEIR OWN INTEREST I SINCERELY HOPE THAT 

MY SUPPLIER WOULD NOT BE SO FOOLISH AS TO RISK SUCH A VENTURE, 

IN WHICH HE COULD ONLY LOSE. 

IN CONCLUSION, LET ME STATE THAT ENACTMENT OF ASSEMBLY BILL 

1411 WOULD RESULT IN INCREASED COSTS TO THE CONSUMER, THE EVENTUAL 
i 

DETERIORATION OF PUBLIC CONFIDENCE IN NATIONAL BRAND PRODUCTS AND 
! 

HENCE A DECLINE IN THE BENEFITS DERIVED BY THE RETAILER FROM THE 

REPUTATION OF THE NATIONAL BRANDS AND LINIT THE CONSUMERS RECOURSE 

WHEN HE FEELS HE HAS BEEN VICTIMIZED BY POOR BUSINESS PRACTICES. 

I CANNOT SEE HOW ANY OF THESE RESULTS \o/OULD SERVE TO BENEFIT THE 

GENERAL PUBLIC NOR DO I BELIEVE THAT BUSINESSMEN SHOULD LOOK TO 

GOVERNMENT TO SOLVE ANY OF THE PROBLEMS WHICH THEY HAVE CREATED 

THROUGH THEIR O'.VN BUSINESS INEPTITUDE. 
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STATEMENT OF CHARLES H. BERRY BEFORE THE ASSEMBLY COMMERCE, INDUSTRY AND 

PROFESSIONS C~ITTEE, STATE HOUSE, TRENTON, NEW JERSEY, SEPTEMBER 25, 1974, 

IN REGARD TO ASSEMBLY BD.LS 159 and 1411 

Mr. Chairman, it is a pleasure to have the opportunity to appear before the 

Committee today. I do so in response to your invitation, but for the record 

let me identify myself. I am Professor of Economics and Public Affairs at 

Princeton University, and I live at 47 MacLean Circle in Princeton Township. 

I have degrees from McGill University and the University of Connecticut, 

and received a Ph.D. in Economi~from the University of Chicago in 1956. From 

1955 until 1963 I was instructor. in Economics and then Assistant Professor of 

Economics at Yale Un.versity. From 1963 to 1966 I was a member of the senior 

staff of the Brookings Institution in Washington. I came to Princeton as .. 
Associate Professor of Economics and Public Affairs in 1966. I have been a 

full Professor since 1971. 

For the past eighteen years, I have taught and worked in the area of 

economics called Industrial Organization. Industrial Organization involves 

analysis of the ~plications of the structure -- things like concentration or 

the vertical integration we are talking about today -- for the behavior and 

performance of industrial markets. At Princeton I teach the basic graduate 

course that prepares our students for the ·Ph.D. general examination in this 

field. I also teach the basic price theory required of graduate students in 

the Woodrow Wilson School of Public and International Affairs. That course is 

also designed to train students in the analysis of this kind of problem -- the 

implications of structure for the economic performance of industrial markets. 

Both courses include - though the coverage is much more extensive in the in-

dustrial organization course- consideration of the impact of antitrust as.well 

as direct regulation on the behavior of industrial markets. 
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I am or have been a consultant to the U.S. Department of Treasury, the 

Internal Revenue Service, the Department of Justice, the White House, the State 

of Connecticut, and, indirectly through work with Mathematica, Inc., ir. 

Princeton Junction, for the U.S. Department of Health, Education, and Welfare. 

I have also been, at one time or another, a consultant to a number of private 

corporations, including - again for the record, an oil company. 

I am the author of two books - the second scheduled to appear in late 

November titled Corporate Growth and Diversification - and a number of articles 

both in law journals and professional journals in economics. I am a Director 

of the National Bureau of Economic Research. 

Let me diseuss A-1411 - which I take it is the major bill - first. Let 

me also stresss that I speak as a professional economist in response to an 

invitation from the Chairman of this Committee, and not of a representative of 

any special interest group, or in the interests of any group other than the 

people of New Je:sey and the people of the United States. 

I would oppose the enactment of A-1411. I would oppose it for two reasons. 

First it would not accomplish what it seeks to accomplish. Second it would 

carry with it restrictions capable, in my judgment, of Unpairing, not improving 

the functioning of those markets that bring to us the motor fuel whose avail-

ability - or recent lack thereof - has apparently stUnulated the drafting of 

this Bill. 

Let me be more specific. The STATEMENT accompanying the Bill indicates 

the cause of co~cern in the following way: 

Ma::ty independent service stations, garages and other retail 
dealers of motor fuels have already been forced out of business. 
Consumers have been subjected to gas lines, higher prices, 
and a daily concern over whether or not they can obtain 
enough gas to carry out essential regular activities. Yet, 
the profits of the major oil companies have soared upward. 
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Looking at the recent past, and apart from minor quibbles over the mean-

ing of words like "many 1 11 I would not dispute any of those statements. Ser-

vice stations have closed, gas lines and gas anxiety were present, gas prices 

and oil company profits have soared. That is clearly true. The issue is why. 

A-1411 appears to be premised by the assumption that vertical integration 

between distributors and retailers in New Jersey was responsible -- at least 

in part for those consequences in New Jersey. And that is just not so. 

Every last one of New Jersey's retail service stations could have been totally 

independent and under the conditions of the last year and a half we would still 

have seen gas lines, station closings, rising prices and 1ots more profits for 

the major oil producers. Certainly three of those were a straightforward 

consequence of the reduced availability of foreign oil combined with price 

controls. Initially we had a shortage. Mare oil was demanded than was supplied. 

Normally, under those circumstances, prices go up. Price controls held them 

down. We rationed by gas lines rather than by higher prices. As the controls 

were relaxed, prices went up. We rationed by higher prices and the lines went 

aw~. The higher prices meant hi~her profits .for petroleum producers - not Itt "i '(' t\A.( t) ~ i~c 1' 'r V~ '1"~\e .. \ \ 0'\ tes.\~ t1 Otl\ =\ () ".(.-\(A I\,.:.; ~ "'-"\-
f by virtue of their ownership of production facilities here or elsewhere. Arab 

profits went up too, and there are, for example, no OPEC operated stations in 

New Jersey so far as I know. 

The question of station closings is more complex. Let me say at the out-

set that I have no pat answer on this one. There are a number of factors. First, 

with shortages, there would be no incentive for major refiners to offer discounts 

or other inducements to independent distributors - in other words, to sell in 

the spot market at less then the tank wagon price. When you sell all you can at 

the prevailing price you don't cut your price. The effect would be to dry up 

the spot market, and that would put a squeeze on the independents. But notice 

that the reason for the squeeze is the.system of price control, not the system 

of integration. 
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But second, those controls would hurt in another way too. The controls 

caused lines, shortened hours, congestion, and may have severely cut back in 

the ability of some stations to carry on the normal pit work that is also an 

Lmportant source of service station income. fhat can cause closings too, and 

remember in addition that the total quantity of gas pumped decreased as well. 

Thirdly, while I do not know the extent to which the allocation rules, 

and the behavior of pass-through provisions, have affected profit margins in 

petroleum retailing, it is entirely possible that retail margins are higher 

than they would be in the absence of controls, and if so there would be 

another distinct incentive to refiners to enter retailing to the detriment of 

independent marketers. But again the source of the problem is the controls, 

not the structure of the oil industry. As the controls come off - as I think 

they should - these distortions will disappear. And in the meantime, higher 

prices -- or gas lines if the controls are re-tightened -- will not disappear 

with enactment of A-1411. 

What would enactment of A-1411 accomplish? That is a little unclear. 

For example, paragraph 2 would prohibit " •.• any ownership or controlling in­

terest whatsoever in any person engaged in the retail sale of motor fuel •••. " 

If that is interpreted to prohibit only the direct ownership of service station 

outlets by distributors, and to permit the leasing or franchising of service 

stations by distributors (major producers), the effect in terms of the in­

centives mentioned earlier is presumably not much. One can accomplish almost 

as much with an appropriate lease agreement as with direct ownership. The 

major effect I should think would be to make it a little more difficult for 

small independent marketers (for many of those would be "distributors" within 

the terms of A-1411) to compete successfully with the retailers of branded 

gasoline. The result of that, of course, would be somewhat higher margins on 

average for the retailers of branded gas. 
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But suppose A-1411 were also to prohibit, as it may, or with amendment 

as it certainly could, even the leasing of service station facilities by 

distributors or the sale of franchise agreements. What then? That is a 

little more frightening. For if, for example, large segments of the retailing 

of gasoline within the State, or within areas of the State, were to come under 

common ownership, and if, with that common control retail margins were in­

creased with increased gas prices to consumers, A-1411 would prohibit any 

distributor, major or minor, from entering that market to compete and bid 

down those retail margins. In that regard, A-1411 far from increasing the 

openness of competition in petroleum retailing with the State could, and in 

my judgment would, rEduce it. 

A-1411 is a restraint of trade. It restrains, notice, any person from 

importing and selling at retail any motor fuel in the State of New Jersey. 

It should not be enacted. 

Interestingly enough, I have the same reaction to some of the provisions 

of A-159. Unfortunately, my understanding is that those provisions are already 

contained in thE~ statute A-159 seeks to amend. But let me comment on those 

provisions anyway. A-159 would continue to restrict, by section 201 (c), the 

right of any retailer of motor fuel to advertise on his premises the price at 

which motor fuel is sold other than by display on the pump or dispensing equip­

ment itself. Whom does that adversely affect? Clearly those who would seek 

to compete through lower prices and lower retail margins. Once again the 

effect, if any, is to lessen the effectiveness of price competiton in the 

retailing of petroleum products. 

Although I hold no brief for the aesthetics of games of chance in the 

retai~ing of any product, it seems clear that the same thing can be said of 

section 201, paragraph (f) that prohibits that form of inducement in the 

retailing of petroleum products. 
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Paragraph (h), as I understand it, requires any buyer of gasoline on the 

spot market to carry the sign NO BRAND on his pumps. Such a requirement 

further strengthens the market position of the retailers of the branded 

products of the major refiners. 

The stated purpose of the bill - A-159 - is 

To permit greater competition among motor fuel dealers, 
thereby gaining an advantage for the public through a 
decrease in the cost of motor fuel. 

These provisions- section 201, paragraphs (c), (d), (f) and (h) -in com-

bination with A-1411, would appear to be designed to accomplish just the 

reverse. A-159 could be improved 

As a final comment, Mr. Chairman, it may be noted that my comments have 

focussed on competition among gasoline retailers and not on competition 

among gasoline producer-refiners. And that is correct. But that is because, 

for reasons that I have indicated, the State of New Jersey can importantly 

affect the former, whereas I am afraid the reality ~ the matter is that the 

structure of the national industry of petroleum production and refining is a 

matter of federal rather than State jurisdiction. I do not mean to imply that 

at that level I like everything I see, for indeed, I do not. But as I have 

indicated, I do not believe that enactment of A-1411, in particular, will help. 

I would be happy, Mr. Chairman, to try to answer any questions the Committee 

may have. 
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Mobil Oil Corporation 

September 23, 197 4 

Members 
Committee on Commerce, Industry • Professions 
New Jersey Assembly 
Trenton, New Jersey 

Honorable Sir: 

P.O. BOX 839 

VALLEY FORGE, PENNSYLVANIA 19482 

Enclosed please find statement on behalf of Mobil Oil Corporation 

in opposition to Assembly Bill 1411. We appreciate the opportunity to 

express our views on this bill. 

/A;;· 
H. Hokamp, 

Regional General Manager 
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Statement 

of 

Mobil Oil Corporation 

in opposition to 

Assembly Bill 1411 

Submitted to the 
Committee on Conunerce, Indu.3try 

and the Professions 

New Jersey Assembly 
Trenton, N. J. 

September 25, 1974 
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Assembly Bill 1411, as we read it, will prohibit a company, 

such as Mobil, from engaging in the retail sale of motor fuels. 

Simply put, it will prohibit Mobil from operating a. service station 

which it owns with salaried managers. 

Mobil is strongly opposed to Assembly Bill 1411, since it 

. firmly b~lieves tha.t no business entity should be singled out and 

rrohibiJed from operating its own retail facility when, 1n it> 

;udgment, sound buEiness reasons warrant such policy. At the present 

time Mobil has a number of salary manager service stations in 

~ew Jersey. This is a paradoxical situation, for it is contrary 

1o Mobil's previous marketing policy 1n New Jersey. 

What caused Mobil to change its. ma.rketL1g policy in New Jersey? 

''ery simply, it wa.s enactment of the New Jersey Franchise Practices 

;.ct in 1971. This act forced Mobil to reevaluate its previous 

practice of ma.rketing its motor fuels principally through independent 

dealers. When Assembly Bill 2063, the bill enacting the Franchise 

Practices Act, was before the Governor, Mobil said in a statement 

to the Governor, in opposition to the bill, that "Mobil's investment 

in a single service station property, together with improvements, 

may amount to a quarter of a million dollars or more in today's 

market. By operating through independent businessmen this facility 

is thereafter leased to a dealer . • • Prudent management requires 

that :tl::obil retain the right to make basic marketing decisions with 

:·espect to this substantial investment. It must, therefore, retain 
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the right to discontinue doing business with a dealer who, through 

lack of business acumen or unwise business practices, jeopardizes that 

investment, or adversely reflects on Mobil's reputation and the 

reputation of the thousands of other Mobil dealers across the 

country." 

We further stated that the New Jersey Franchise Practices Act 

would "deprive Mobil of this basic and legitimate right by granting 

the dealers a 'vested right' in this investment. This {Act) will 

convert a leasehoJd interest for a fixed period into a perp8tual 

lease. Under these circumstances, (the Act) compels Mobil to 

completely reevaluate its practice of marketing product through owned 

facilities by independent lessee dealers. Two obvious alternatives 

suggest themselves: (1) terminate all existing relationships 

with lessee dealers in New Jersey and operate these service sta.tion 

outlets with Mobil employees; (2) drastically modify Mobil's 

present lease and supply contracts to provide for additional controls 

and defined standards of dea.ler performance. " 

Continuing, Mobil said that "eithdr of these actions will 

obviously severely affect present lessee dealers and paradoxically 

this negative effect will accrue because of a legislative enactment 

designed to protect the service station dealer." 

After th13 Franchise Practices Act became law in New Jersey, 

Mobil reasses3ed its marketing policy for New Jersey and determined 

that in order to pro-tect its substantia.! investments in commercial 

properties in New Jersey, certain locations should be operated 

by salaried managers .• 
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This policy decision was thereafter implemented and now 

~ecomes the focal point of criticism prompting the proposal of 

additional legislation which, in our judgment, will merely further 

compound the drastic anti-consumer and anti-competitive implications 

irmerent in the New Jersey Franchise Practices Act. 

In Mobil's statement in opposition to the Franchise Practice.·; 

Act, Mobil further stated: 

."(The Act) is self-interest legislation, which will ultimately 

prove to be detrimental to the consumer. It will encourage a frar.chisee 

to render poorer service at higher prices, secure in the knowledge 

-~hat his supplier clannot terminate or otherwise fail to renew his 

~ranchise without risking lengthy litigation under a statute 

couched in vague and imprecise language. It will reward ineffi-

ciency. A market place popula.ted with complacent or inefficient 

dealers will become devoid of competitive pressures characteristic 

of the free enterprise system, all to the distinct disadvantage of 

the consuming public." 

We firmly believe this earlier prediction to be sound. It will 

become doubly so if oil companies are denied the right to elect to 

company-operate retail facilities. The restrictive Franchise Practices 

Act, coupled with a prohibition against company-operation, will 

stagnate the maintenance and upgrading of existing retail outlets, 

and foreclose development of new and modern facilities to ser~ce the 

motoring public of New Jersey. 

134A 



- 4 -

In order to provide a service station facility that will economi­

~ally support an independent lessee dealer, it is generally necessary 

to invest a quarter of a million dollars or more for key locations 

1n today 1 s market. Through the years it has proven extremely 

difficult, if not impossible, for an individual dealer or small 

businessman to make such a huge investment. Therefore, oil 

companies have done so with a view towards leasing the completed 

facility to an independent dealer. Destroying oil company incentives 

to continue to make these substantial investments will foreclose 

prospective dealers from the attractive small business opportunities 

historically afforded them by the oil industry. 

ln short, Mobil respectfully suggests that the public interest 

of the citizens of New Jersey would be better served if the 

New Jersey Legislature reconsidered the basic anti-consumer and 

anti-competitive features of the present New Jersey Franchise 

Practices Act, with a view towards making corrective amendments to 

it, rather than by further compoundint: the present situation by 

enactment of Assembly Bill 1411. 

# # # 

September 25, 1974 
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Summit Service Cent<lr 
105 Spring Valley Road 
Montvale, 
New Jersey 07645 

September 19, 1974 

Mr. Jerry M. Ferrara, Jo:xecutive Director 
N~w Jersey Gasoline netailers Association 
6') Morris Avenue 
Snringfield, New Jersey 07081 

Dear Mr. Ferrara: 

Persuant to our last conversation, I am sending you the·- following 
b2.ckground information regarding my experiences with Mobil Oil. 

I spent thirteen years as an employee of the Nobil Corporation. 
During this time I had sales territories on Irong I;=~la.nd, in The 
Bronx and in New Jersey. At one point I was assigned to Division 
HGadquarters in New York on special assignment and then I returned 
to New Jersey as this area's Training Instructor. As·Training 
Instructor, I was responsible for teaching all aspects of Idle: 
fervice station business to new Mobil employees and potential 
lealer personnel in the area. · 

Jt became apparent to me before long that a stunning dichotomy 
_exists between the levels of management in the Mobil Corporation. 
Vihile top management 'Has bestowing its blessing on "how-to-be­
effective-concerned-constructive-creative etc." sales persons 
emphasizing dealer motivation to increase sales, local management. 
was concerned only with the end result - not the means of e.chieving 
it. With district management it was simply a case of "making the' 
rmnbers". Salesmen were told, "TEI1L them- don't sell them" (and1 
1 ·e sure to taJ::e the dealer outside so he can't tape you:). If 
[ n attempt wan made to present the dealer's side of a problem 
the response •vas always, "Trying to run some kind of a pop~:tlari ty 
(:ontest? Whose SIDE n:-:-e you on?" The reali t:r of life was not 
-:;he Dale Carnegie-I.'~'PM3 approach but rather the savagery of' a 
1>attleground. In sales· meetings dealers were frequently referred 
to as "the animals". Quote.s were to be made at any cost. As a 
f:alesman, I could not in good conscience dump a load of tires 
on a man who really wasn't going to be able to move that many 
in the context of the time terms. Mana,c;ement•s response was that 
~. f he folded he could be replnced and that they were covered 
:1'or any losses. Hany of these dealers never had a chance and 
many had the potential. 

I started out as a Training Instructor pre:ctching that the good 
dealer builds his o\vn security. Eventually, after watching some 
i.op dealers forced out beca.use they dicln 't knuckle under to 
the demands of a neophyte salesman, I realized the fallacy of 
":his belief. 

::n 1968 I deci<led to go into busines~0myself. Since m; training 
md experience were in the area of service station management, 
C acquired a y ~a.r' s le::.tsc on a Mobil station in Montvale. This 
outlet had beet producing 480,000 gallons a year. By personally 
vtorking this s·cation close to fifteen ·hours· a day seven days a 
v·eek, I built gallonage in that first to 980,000 gall1onS> - fat,.. 
cxcee'ling 1\lobil's TWENTIETH year projection of 750,000 galloner• 
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I v; 1.s the hie:rhest volume producer in that area. This was achieved 
by Gremendous pernonal sacrifice. 

Dur:' ng this time I was apnroached by the Dea.ler' s Association as a 
pot( ntial member. Secure in my belief that Mobil would deal w:i th 
me J LOnorably as a fermer employee and as a ton product retailEr for 
the: 11 I didn't feel that membershi n v1ould be of value to me. 
Obv.ously, I made a serious error. 

In :.972 the T\Iobil Oil Corporation began ·\;o acauire complete contro""O 
over their major outlets in the 1'{ew Jerst)y-l'ietropoli tan area 
thrc~ugh their mandatory contract plan. A' lear::cs ca.me due for 
renr vval, compet~nt, award winning dealer.>, son<e of whom had 
represented Tilob·~l for decades, were faced v1i tl· a choice - sign as 
a contract dealr;r or get out. Under the Contr< ct Plan Mobil had 
complete contra·.. l"'rice and profit were theirf - a very fortuitous 
arrangement whe:1 the so called .. gDs shortage occurred last February. 

When Mobil first annroached ml"l regardinr their Contract Plan, 
the7.r inferred tlu'tt of course ;_n my case it v101. lcl just be a for-mality 
if [ signed and that nothing v'ould chanr,e. I have supportive 
mem)s regarding this attitude. \Vhen my lease terminated and I 
rem otined: opposed to the Contr£:ct I was told finally that if I didn't 
sig 1 my re8i::;ts.rce would be met with evir.tion and legal sanctions:. 
I a ')pealed to I-IPrry Bade, Vice Presid.BRt-Harkcting to make ar1 

. exc ~ption and cl·J.sn roe in the hi{dwmy station group, wij.ich waTe' 
to ~emnin independent, on the basis that my o~eratiq~ like theirs 
war. r;asoline oriented rather than service oriented. My letter was 
ref;rred to locol manngement hut to no svail. · 

I have a wife and four chiJ.drE'n to suppoc-t • .At this,time my older 
sor. was just about to start crllege. I an a mnn who has poured 
hir life's bloocl into buildinr- a really good husiness. It is: hard 
to turn your back on somethinr· that is a part of you especially 
wh<'n you have to consider the needs of a fe.mily. I was finally 
corrsed - e..nd I do not use that term li{"htly-into si5J.'ling the 
Cor tract· largely on the basis of certain conc·3ssions that made it 
son ewhat more' p8li table. I noted under my sie'nature that I was 
sif: :1.ing the Coni ract under duress. I never received an executed 
cory of the con1ract althouKh I made numerous requests for one. 
Thf concessions noted above were forthcoming during the first 
si:; months that the contract was in force but then they were 
sui rlenly termin~'ted. './hen I had an attorneyc make inquiries,_ I was' 
informed that the cont;ract couldn't be found and it was basic~tlly 
my vortl against their:3 .. 
One of the factors th.,_t influenced my si ")'ling the Contract was, 
Mobil's assur-=1nce that all dealer holdouts would be in court 
within three mor ths p,nd would be stripped of their locations. 
It became annarent tha-:; Mobil had no int(jntion of prosecuting 
thEse dealers and in one case the corporation avoided confrontation 
vd-' h one dealer who \!Vas in a position to create organized opposition 
by "forgetting" to get his lei::tSe cancel1ation notice to him in 
thr legally con~1ti tuted period., 

OvEr and over m<>bil h:-: s abused its dealers. An acquaintance, a 
mort respected ·~lergynan in his com.muni t:v, became a contract 
de<ler during the surmner of 1972. He was continually- harassed 
an( intimidated by the Corporation end CQIDe away from the exper­
ierce appalled by Mobil's inhumanity to man. He would be delighted 

to testify regarding his experiences •. 
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I have been subjected to continual harassment - constant audits,. 
mplied threats, gasoline shortage (restored only when I started 
proceedings aimed at an injunction). At one point over thirtJ 
lftters were sent to the Corporation regarding my e xtended 
h( urs of service in response to the gas shortage. I opened m~r 
station at 4:00 A.r11. to take care of customers making it pos:dble 
fer them to get to work on time. The company did not mention 
this to me but a complaint regarding repair work on a car that had 
be(:>n done over a. ye;1.r ago - a car ovmed and operated by a known 
teenage dragster - 11as made an issue. Again it was implied that 
thia could serve as grounds for termination if I caused any 
trouble. 
During -~he gas shortage when the FEO authorized that sec.ond in­
arease of three cents fo:r dealers not under the refinery code, 
Mobil picked up that three cents in their Contract outlets ... 
Net one cent went to the dealers and there was no reduction in 
tre base price of gas. Considering the spiriling profit profi~ 
of this corporation this only substantiates my contention that 
it has only the most aallousr indifferer.ce: for the man in the 
street. 
That is why I am willing to testify. This self-perpetuating giant 
i$- in spite of its honeyed public in~erest ads in the New York 
Times'- totiall~ indifferent to the plight of the little·man. 
When I asked what more they could aslt of me, one of··-their le.rgest 
producing dealers the response was, "How high is up?" The.attitude 
of "If you don't like it - get' out!" has caused good men who-· 
have invested many years of their lives building a business to 
bow out. 
Tte Mobil Corporation debauches its own employees. It attempts 
tc strip them of ~,.moral sensitivity •. The incredibly high turn 
O"er of sales· personnel may reflect the salesman's distaste for 
this mode of doing business. In truth, the salesman is as 
harassed and as intimidated by local management as the dealer. 
Mobil has succeeded in stripping the small independent business· 
m~m of any chance at free· enterprise. The dealer is regarded as 
just another piece of equipment in, the outlet and is ~ven no 
opportunity for independent decision making. I am presently and 
heve consistantly p~ped 10-15% over allocation yet I have just 
received an ORDER to maintain hours of operation from 6:00 A.M. 
tc 12:00 Midnight. I am in a relatively isolated location. My 
hcurs are until 10:00 P.M. when The Garden State Farms outlet 
across the street closr~s. When I remained open after this in the 
p: .st, this location was subjected to armed ro>·bery on several 
0' cas ions. Itiraculously, no one was seriously injured·. It is 
o' 1Viously of no conseq"lence to Mobil that this policy could 
e: Ldanger lives-. This t1vo extra hours certainly are not going to 
b · profitable. Inciden·'ially, I am responsible for any losses due 
t , theft. 
I feel that the buck h:1.s to stop here with me. I know that by testi­
f.·ing Mobil will never rest until I'm out. I am a person of 
s.ncere religious and noral convictions and these convictions cry 
out against Mobil's es~~ential inhumanity. 

Y·>Urs tru~,- · , ~· 
' 1 L-u. ;z-~.---,,~ ·~ Thomas G. Noyes· -w._., ··· 7 ..... -· 

~ 
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Statement of Qr. M. Marcus on Assembly 8i11 1411 

My name is Matityahu Marcus and I reside at 771 Cranford 

A•lenue, Westfield, N.J. I hold a Ph.D. degree in Economics from Brown 

University. I am Professor and Chairman of the ~epartment of Economics, 

Director of Graduate Studies, and Director of the Bureau of Economic 

Hesearch at Rutgers University. l have been teaching courses In 

ndustrial organization, price theory, financial theory and the economics 

nf regulated utilities. I have long been concerned with aspects of 

industry structure and behavior, and have published in various economic 

journals including The Review of Economics and Statistics, The Journal 

of the American Institute of Planners, Land Economics, The Journal of 

lndustrial Econornics, The Canadian Journal of Economics, The Southern 

fconpmic Jourpal, The Antitrust Bulletin, Bulletin of the Oxford Univer­

sity lnst!tyte of Ecopomics and Statistics, Public Utility Fortnightly. 

I have testified on rate structure and financing of several utilities 

before the Alabama Public Service Commission, the New Jersey Public 

!ltilities Commission, the New York State Public Service Commission 

dOd the Federal Communications Commission. 

I would like to thank you Mr. Chairman and members of the Assembly 

Commerce and Professions Committee for writing me to present my views 

on the proposed bill. The statement which follows represents my own 

views and does not of course necessarily reflect the views of any of 

the institutions at Rutgers with which I am associated. would however 

like to acknowledge the research assistance provided by the Bureau of 

Economic Research at·Rutgers. 
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Because of the limited time and the desire of many Individuals 

and organizations to have an opportunity to present their views before 

this Committee, my statement wl11 be brief. I will be happy, of course, 

to answer any questions and to elaborate on the rationale underlying 

my position at the pleasure of the Committee. 

Recent developments have justifiably focused attention upon the 

organization and behavior of the oil industry at all levels of Its 

operations. However, because of the pervasiveness, size,and comple~ity 

of the Industry it is understandable that the primary thrust of the con­

cern of government should be channeled through federal agencies such 1s 

the Federal Energy Administration, the Federal Trade Commission, and 

the Antitrust Division of ~-he Justice Department. The concern of this 

Committee and other state agencies with the plight of consumers is 

laudable. 

In my evaluation of the desirability of this bill I have sought 

to focus exclusively on the interests of consumers. Although the Committee 

and the Assembly may also wish to consider the interests of gasoline 

retailers and of oil companies, I am of the opinion that legislation 

with substantial economic impact •• and Bill 1411 certainly falls in 

this category should primarily if not entirely reflect the interests 

of consumers. This is particularly true In the consideration of a bill 

dealing with the oil industry; for it Is fairly common knowledge that 

both oil companies and the average gasoline d~ler have benefitted 

financially from the sharply higher retail prices of gasoline now paid 

by the public. 
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It would be fairly simple to offer a broad definition of what 

are the interests of consumers; few would dispute the proposition that 

It is in the Interests of New Jersey gasoline consumers to h~e a choice 

of service arrangements and that these be readily available-- In 

different locations and at all times of day-- at the lowest possible 

cost consistent with the quality of service offered. Thus, it would 

seem to me that the deslrabl11ty of this bill should be assessed in 

terms of its effects on: 

a. Retail gasoline prices. 

b. Ready end converient availability of gasoline station services. 

c. Diversity of service and marketing op~ions offered to the 
public. 

It would be Impossible nor necessary to consider in the present frame-

work !ll the factors which determine the final retail price of fuel. 

For simplicity, let me assume that the price to the consumer is deter-

mined by the Company 1 s tank wagon price to the dealer and the added 

dea1er•s margin. Very little can, unfortunately, be done at the 

individual state level about the company 1 s tank wagon price with one 

major qualification. State authorities may want to encourage the 

maximum possible competition by ensuring that potential entry of inde-

pendents is not made even more difficult and risky than it is at present. 

return to this subject below. 

It should be recognized that high dealer•s margins are not in 

the interest of the oil companies. While obviously interested In 

increasing their revenues and profits, oil companies are aware that a 

high dealer•s margin may restrict sales, and hence the companies 1 

profitability. The arrangement of company owned/leased stations whic1 
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are operated by dealers Is consistent with this view. Such a structure 

permits competition which would tend to check the rise in dealers' 

margins while at the same time encourages dealers towards greater 

efficiency and cost reduction efforts. In contrast, company-operated 

stattons would not appear to be as desirable to the major companies; 

salaried managers lack Incentives and the pricing flexibility of these 

stations Is further reduced due to fear of antitrust difficulties 

if they were to reduce prices below those charged by Independent 

dealers. The table which follows supports this analysis. Company-owned 

and operated stations are hardly a factor of importance for the•tnajors". 

The competitive pressures at the retail level --most important 

for restraining price Increases and for service quality improvements -­

are obviously dependent on the number of gasoline stations in the market 

and on the assumption that they behave non-collusively. strongly 

fear that, if enacted, the bill may result in a significant reduction 

of the number of gasoline stations; it is very questionable whether 

dealers will be able to finance the purchase of stations currently owned 

by oil companies. It is quite ;1ike1y· that not only will there 

be fewer stations, but that ownership patterr&after divestiture will 

be far more concentrated. Such developments could adversely affect 

the levels of competition among retailers. 

The importance I a: tach to the number of reta i I stations Is of 

course consistent with the concern of the proponents of the bill that 

. the practices of oil companies·.haYe forced some dealers out·of business. 

Certainly, discriminatory marketing practices of oil companies which 

have these effects should not be allowed and the long run interests of 
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Ownership and Operation Patterns for Various Major Oil Companies 
in New Jersey, 1974 

Company Owned Retai Jer 
or leased Company Owned Jobber 
Dealer Operated Operated or leased Stations Total 

E>xon(2) 788 42(3) 397 55 J ,282 

S•moco 504 (I) 167 122(4) 793 

T•:xaco 250 0 140 270 660 

G··tty 194 (I ) 161 6o<4> 415 

A1 !antic Richfield 240 ( 1 ) 156 (1) 396 

s~ e J l 319 39 (1) 359 

Gulf 343 3 (l) 50 632 

Amoco 383 289 6]2 
Chevron 175 12 187 

Source: Correspondence with companies. 

(1) presumably none; no specific reference was made by the Company to 
this category. 

(2) Data for 1973. 

(3) Of these, 16 are "Turnpike" stat Ions acquired by competitive bids. 

(4) The 122 Sunoco stations served by jobbers and the 60 Getty stations 
are served by 5 jobbers each; other companies did not specify the 
number of jobbers. 
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consumers require that retailer owned/leased stations and jobber stations 

continue to be supplied at non-discriminatory rates. Although I am told 

that FEA allocation rules bar such discrimination, this matter must 

be kept under continuing surveillance of the appropriate state agency. 

However, 1 do not consider the proposed bill to be the appropriate in­

strument for meeting the objectives of non-discriminatory marketing. 

Where supplies are tight divestiture would not necessarily remove the 

in~@ntivoc fnr rllcr.rlminotion. On the other hand, when supplies are 

plentiful It is not in the interest of any individual oil company to 

withhold supplies from independent retailers or jobber-owned stations. 

Furthermore, ensuring non-discriminatory supply arrangements probably 

can be more efficiently achieved through specific directives, and would 

not justify as far-reaching a bill as 1411. 

Lower retail prices, better service quality, and variety are not, 

however, merely a result of a large number of stations. Major produc-

tivity gains and the subsequent cost savings and price reductions have 

historically resulted from the introduction of technological and 

managerial innovations. No one can, of course, foresee when, where, 

and who will Introduce such innovations In any particular industry. 

Rigid ownership restrictions tend to impede the flow of innovations 

and should not be undertaken without clear demonstration that they will 

significantly benefit the public. In my view, the evidence does not 

suggest that the benefits of the proposed bill will offset its potential 

harmful effects on competition through Innovation and new entry. A case 

in point is the successful retailing operations of Hess in this state. 

Hess presently enjoys a share of about 8% of the market. This has been 
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achieved through a marketing innovation which called for company-op!rated 

stations. As previously noted, I do not believe that the Hess operating 

model would suit most of the "majors11 • However a firm seeking to retail 

a~ brand faces considerable risks. In order to reduce these risks 

new entrants may pool these risks by spreading them among the various 

vertical stages of the industry • 

In conclusion, Mr. Chainman, a bill requiring major restructuring 

of the Industry should be undertaken only as a last resort and only if 

its potential benefits are clearly demonstrated. I do not believe that 

B i 11 1411 meets these requirements, and I would hope that it not be 

enacted at this time • 

145A 



• 

• 

• 



I 

• 

AUG 14 1985 
,/ 

/ 
I 

J 



• 


