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MR. GERALD GARVEY: We have a busy day so I think
we should move directly into the hearing. Our first visitors
for this morning are Mr. Myron Holman of the independent
Gas Pumpers of America and Mr. Frank Edwardi who runs
a Sunoco station in Seabright.

MR. EDWARDI: Sea Isle City.

MR. GARVEY: Our two visitors were literally randomly
selected to get us started in our fact-finding session
today to give us some sense of what the actual gas station
operator and dealer thirk about the current problems in
the State.

The format for the day will be as follows: The
presiding officer at the hearings will be the Chairman of
the New Jersey State Energy Crisis Study Commission, Mrs.
Nina McCall. The principal questioners in addition to
Mrs. McCall will be Dean John Irving of Seton Hall Law
School, Professor Wallace Oates of the Economics Department
of Princeton University, and Professor Irvin Glassman of
the Department of Aeronautical Engineering, also of Princeton
University.

Also present this morning are Senator Alene Ammond
of the New Jersey Senate and Mr. Gordon Haym, one of the
public members cf the Commission. From time to time, I
suppose we may do some kibitzing, but the primary conversation,
we would hope, will proceed between our witnesses who have
come at our invitation and to whom I would like to express
the State's thanks and that of the Commission, and thcse
who have been set up as the principal questioners and
discussicn leaders.

Now I would like to turn over the hearing to
Chairman Nina McCall.

MRS. NINA MC CALL (Acting Chairwoman): My apologies
for being late. I know that the gas situation is a situation
that everyone has. However, I‘'ll tell you what happened

to us. We had arranged to rent a car and were assured we
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would have enough gas to get here. The man from whom we
were going to rent the car did not show up. We ended
up coming down with enough gas to get here. I hope I find
some before the end of the day to get back home. I must
apologize for being late.

Now I want to turn the hearing over to Dean Irving
who is the hearing officer.

MR, JOHN F. X. IRVING: Thank you, Mrs. McCall.

Ladies and gentlemen, good morning and welcome. I
want to introduce, on my right, John Fraeble from Seton
Hall Law School, who will assist me as hearing officer.
I believe the other members of the panel have been intro-
duced. On my immediate left is Professor Wallace Oates,
Economist of Princeton University:; and second on my left is
Professor Irvin Glassman of the Center for Environmental
Studies at Princeton University. He is Chairman of the
Center.

Sir, your name is Mr. Frank Edwardi, and what is

your business address?

FRANK EDWARD I: 4905 Landis Avenue, Sea Isle
City, New Jersey.
BY MR. IRVING:
Q How long have you been a gasoline dealer?
A Almost approximately five years.

Q Before we go into any questions, 1is there
anything you would like to say as a gasoline dealer about
this crisis or can you give us any insights into it from
your perspective? A Not really. I am just here
to learn something to tell my customers what is going on.

Q All right. You are a Sunoco dealer, I take it.
A That's right.

Q Can you tell us how many gallons of gasoline are
delivered to you each week? A It is based on a
monthly allocation which is 80 per cent of 1972's figures.
It could range from 14 to 25 thousand a month.
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Q Are you paying more for that gas than you did
last year? A Yes, sir.

Q What is the difference in the gallon price?

Can you tell us that? A Well, it is about close
to five cents a gallon more than last year's.

Q And have you added that to the price of the gas
per gallon sold to the consumer? A Yes, sir.

Q May I ask you this: Is the profit you now
make on the gas, regular gas, more? A No, sir,
1t is about the same. It is about the same I made last year.

Q Can you tell us approximately what a person
like yourself does make on the sale of a gallon of gasoline?
A Between 6 to 8 cents a gallon.

Q That is constant this year as last year?

A Yes, sir.

Q Do you have any insights as to whether there is
more gasoline available for delivery than ya are now
receiving? A I really don‘t know, sir.

Q You don't know.

MR. IRVING: Let me yield to Professor Oates.

BY MR. OATES:

Q Mr. Edwardi, could you describe for us in
a little more detail the type of contract you have with
ycur supplier. I gather you are getting something like
8C per cent. Do you know anything of the source of this
number? Why is it you are getting 80 per cent and not
90 per cent or 707 A That 1s what our repre-
sentative tells us we are getting. That is what you receive.
BY MR. GLASSMAN:

Q wWho tells you this? A Our repre-
sentative.

Q Who is your representative? A Mr.
Lamanowski.

Q Is he with Sunoco? A Yes, he is a
Sunoco salesman. We are just as much in the dark as anyone
else, I think.



Q I take it then you are limited as a brand
distributor to purchases of gasoline from the sales
representative. Would it be possible for you, say,
even under normal circumstances to purchase gasoline from
another distributor? A No, sir.

Q By the nature of your contract, you purchase
from the sales representative of Sunoco and from no one
else. 1Is that right? A Yes. That is in the contract.

Q Are there any other sort of tie-ins you have
with Sunoco, any other obligations you have in addition
to the purchasing of gasoline solely from the Sunoco
representative? A Well, you must buy their motor
fuel products - that is their oil and gasoline - and you
must run a neat, clean station.

Q Are there other sorts of products besides the
oil that you must buy from Sunoco Company? A No, sir.

Q Essentially oil. How long is this contract
that you have with Sunoco? For what duration is this?

Do you sign it annually? A One year - annually.

Q You sign a new contract each year? A Yes.

Q And presumably, it would be conceivable,
would it, at the end, with the expiration of the contract,
to shift to another distributor? 1Is this a serious
option? A I don'‘t think I'd be able to do some-
thing like that. They own the building on me now. I am
not an owner of the station; I lease it from Sun Oil.

Q In fact, supposing at the end of the year they
decided they wanted to lease the station to someone else,
would you have any legal claim you know of to a renewal of
that lease? A Not really. They have to find fault
with you in order to terminate your contract. They have
to notify you 30 days before your contract runs out and
they have to give you a pretty good reason why they are
terminating the contract. But I will say one thing for

the oil companies - it is pretty hard to get thrown out of
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a leased station. You really have to let i1t run down or
not take care of anything to have them toss you out.

0 Incidentally, I think it would help all of us
1f we could understand a bit better the nature of the
business of running a gasoline station and I think much
of what these hearings is about i1s to clarify for all of
us the nature of the petroleum supply system from the
crude, at one end, to the sale of gasoline products at
the other. There has been some talk recently about the
fact that the gas-pumping part of the operation of a
service station really 1s not the most profitable side:
it is the servicing of automobiles that brings in the major
part of the revenues, of the profits, actually net income,
from renting such a station. Could you shed some light on
this? Is this accurate i1n terms of your own operation?

A Well, it 1s pretty good - it is pretty accurate. My
business in sales is just about four months. It is a
seasonal thing, I'd Say, from the end of May through the
summer months and part of September. And you can make a
good profit on gasoline if you pump a gocd volume of
gas. I1f you pump 100,000 a month - it's a good profit.

Q Right. A Basically the gasoline is
more or less a convenience for a customer, although you
have to pump gas to bring the customers intc your station.
I'd say the gasoline - the profit on gasoline - today
is enough to cover your overhead, pay your electric bill,
pay your help and any other bills you have. The main thing
is to get them inside for the rest of the services.

Q So that after covering essentially the costs of
your operation, the servicing aspect of it is a major
input into the profit of operation. Could you also tell
us how the number, how many cents per gallon you will
charge, 1s determined? Does the supplier indicate to you
what that number ought to lcook like? How much discretion

have you in that? A Well, I think when we receive



a price rise, if it's 2 cents, it's 2 cents more at the
pump. In other words, if the government says you can
raise your gas 2 cents, your oil companies raise the price
2 cents, we raise it to the consumer 2 cents. If the
government says the dealer can make a penny more, we will
raise it 1 cent.

Q This is the way we are operating with the
existence of the pricings; if we were to go back prior to
the time in which there were actual ceilings as a matter
of government policy, how then was that number arrived at?
Again was there a suggested number to you by the supplier,
a sﬁggested price per gallon? A Yes, just what
they raised our price.

Q what would have happened, for example, should
you have decided to charge 2 cents a gallon less than
the suggested price? Would that ever have been a serious
alternative for you? A You'd really lose money
on that. For example, if you are paying 42 cents for a
gallon of gas and the consumer was paying 46 and you
dropped that to 44, you are only making 2 cents a gallon.
It would be ridiculous to drop that price.

Q You might find you were able to sell more
gallons of gasoline, however, for that price. A If
you can sell a lot of gallons of gasoline, if you can get
the gas to sell,

Q I see. Let's hypothetically assume that you
were able to reduce the price of gasoline by a couple of
cents and indeed your quantity of sales started to mount
rapidly; do you think you would have any difficulty getting
the additional gasoline to sell? A Yes, sir.

MR. IRVING: Professor Glassman?
BY MR. GLASSMAN:

Q In your leasing arrangement with Sunoco, does

that require that Sunoco deliver a certain amount of

fuel to you per year or that you pump a certain amount of



fuel per year or per month or any given period? When you

have this lease with the requirements from you that you
purchase a certain amount of gas from Sunoco or, in the
contract do they guarantee they will supply you with a certain
amount of gas during this particular period? A No, sir.

Q There were no such requirements? A No.

Q When the salesman told you you were to receive
80 per cent of last year's allotment -- A DNot last
yvear's allotment.

Q -— '72's allotment - on a monthly basis, I would
assume you have been receiving that 80 per cent.

A Yes, sir.

Q On a regular delivery basis? A Last month
it wasn't the regular delivery basis. T=:2y told us we'd have
deliveries - if you require two loads a month, say, your
allocation is 16,000 gallons a month, they will send you
two loads, say, the 15th and the 30th, for example. If
you require three loads, if your allocation requires three
loads, 21,000 gallons, you will get three deliveries. They
make up the delivery dates. If you wanted gas that month,
they'd tell you when they will deliver the gas to you.

Last month was the only month they did that way.

Q So all in all you would simply state that you
have been receiving this 80 per cent of the '72 allotment
and that you'd have to adjust your customers' sales by
20 per cent. How have you chosen to take care of your
customers or the people who drive into your station, con-
sidering the fact that you have 20 per cent less gasoline
than you sold in '72, which probably is 20 per cent or maybe
25 per cent or maybe even 30 per cent less than you could
sell at the present time, given there weren't shortages
by other stations. Do you understand my question, Mr.
Edwardi? A Yes, sir. I haven't done anything
really. When I receive my allotment of gasoline, I Jjust

sell it.






Q You don't restrict dollar sales, volume sales
or anything like this? A No.

Q Has this made your service station profitable
to you? Can you still stay in business? Has it weakened
your position financially as a businessman? A Yes, sir,
financially.

Q Substantially, I mean. Is it marginal now where
you car stay in business? A Well, yes and no. 1
could work 14 hours a day by myself 7 days a week and
stay in business or I could work 8 hours a day and go out
of business and hire 2 more extra men on duty.

MR. GLASSMAN: I understand. It is very
clear what you are doing.

BY MR. OATES:

Q Essentially what you have to do is make up in
terms of revenues through increased services to make up
for the loss in revenues from pumping gas. A Yes, sir.

Q How many hours a day roughly are you pumping now?
A Well, about 10 hours a day.

Q You have sufficient gas? A Not really.
I'm sorry. It should be 9 hours a day. At one time it
was 10. After September, it was 10. I laid a night man
off and cut an hour out and it is now to about 9 hours
a day, 5 days a week -- 6 days a week.

Q How many hours actually are you finding now
that you are closed down because of no fuels to pump, no
gasoline to pump? A Sixteen hours. Sixteen to
twenty-four hours a day.

Q A week? A In '72 I used to run my business
from 7:00 in the morning until 9 o'clock at night.
That was in the wintertime. Summertime I ran from 7:00 to
11:00 ofclock. Last summer, it ran from 8 o'clock in
the morning until 7 o'clock at night - that's three months,
the summer three months.
BY MR. GLASSMAN:

Q May I pick up this 20 per cent reduction
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in the total amount of gasoline delivered to you. Would
you give me some idea what this amount is per month or on
a yearly basis? How many in total volume? Really I am
asking how much did you pump in a year and how much it 1is
projected you will get less per year. A Last year,
I think I pumped 432,000 gallons. If you take 20 per cent
of that --

Q Go ahead. A The problem is there - the
allocation, the 20 per cent they take off of you, is fine.
They started last summer where it was 10 per cent. They
tock 10 per cent off. I don't think they realized a man's
business would increase. I can truthfully say my business
increased last summer, I'd say, maybe 20 per cent from the
previous year. Now that meant that my allocation actually
was 30 per cent lower. Like I said, I opened from 8:00
to 7:00.

Q We all have friends in the trade. I know 1in
my field of engineering I go to meetings. I am sure you
have your associations and friends also in the business.

It is common nature that a good businessman wants to talk
to other businessmen who are also in the field. I would
assume you would follow the same category. You look like

a good businessman. What do your colleagues say? What

do the people who own the gas stations across the street

or the guy down the street say? I know in Princeton the
two gas stations close together cooperate quite extensively.
The man across the street who sells a different brand.

has he been cut by 20 per cent, by 10 per cent, by 5 per cent?
What does he tell you? A Basically we are all cut
the same 20 per cent. This month he was cut 50 per cent of
his allocation.

Q He was cut 50 per cent? A That's what he
told me. I don't know how true it is, but that's what he
told me. The fellow down the street from him was cut

50 per cent.
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Q Are you afraid you will be cut 50 per cent?

A Not really. I found my allocation to be 20 per cent.

Q He was cut 50 per cent. Has he been told-- again
this 1s sort of speculation - we realize it can be stories
or it can be truth. But did he tell you that his allotment
will now be 50 per cent hereafter, starting next month,
of the '72 allotment or just cut 50 per cent this month and
maybe next month he will be back to his 20 per cent
allotment? A He told me it would be cut 50 per cent
for this month. He didn't say anything about the previous
month.

Q What is the prevailing sentiment amongst your
dealer friends as to the future? What fears have you
generated? I mean, basically what I am trying to do is
get information on how, perhaps, through proper actions
we could be of help to you. What are your present fears
and speculations as to what will happen to your business? And
I agree it can only be speculations. We don't know.

But the purpose of this hearing is to try to find out how
everyone can help each other - from the oil companies
delivering the oil, to the guy who has to make his living
dispensing the gasoline, and, of course, to the consumer
who needs the gas to get to work. The purpose of this
hearing is to try to find out enough information so that
New Jersey, in particular, will not suffer unduly.

That is our objective. How do you think we can help you is
what I am asking. A Our biggest problem is to come.
The summer months are approaching. Ours is a resort area.
with this shortage in the country today, you are not having
pecple travel to the south, not having people going north.
They are coming down to the shore area. Our real estate
people informed us in our town that they are booked solid.
Here 1t is February. I hate to see summer come with an

80 per cent allocation for June, July and August down at

the shore area. I don't know what we'll do. I think people
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will come from the city and just sit, which will hurt a lot
of businesses. They will come down and sit on the beach,
eat home, and won't travel like they used to. That's the
problem we are going to have this summer.

Q Mr. Edwardi, may I ask you this: Would you
recommend the person in business like yourself sell
gasoline on a first-come, first-served basis, as you do?
Should that be the recommended State policy for the sale :
of gasoline? A This is my opinion. I think so.

You are selling a product. You shouldn't have to limit
this product, although there is a shortage, but that is
here and there.

Q May I ask you one question about your lease with
Sunoco? Does it say anything about your obligation to
increase your sales annually, sales of oil or gasoline?

A No, sir.

Q You are not in trouble if your volume does
not increase under ordinary circumstances? A Well,
they'd want to know why.

Q But there is no specific clause in the contract
indicating that your volume should increase under ordinary
conditions? A I don't think so.

BY MR. OATES:

Q Can I follow with a couple of last-round
questions? Following up on Professor Glassman's point,
Mr. Edwardi, have you gotten any feed-back from dealers in
other parts of the country as to what sorts of allotments
they are getting and what their experience is with shortages
relative to the dealers in this area in our State?
A I'd say mainly in New Jersey it's all about the same.
We are all having a hard time receiving gas. I have a
friend of mine who has a gas station in King-of-Prussia.
He put an advertisement in the paper. He'd love to sell more
gas. He has more than enough. v

Q So your sense of it is that the shortage is indeed

more acute in the State of New Jersey than in certain
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other areas? A It seems that way. I had friends
drive to Florida and didn‘t have a bit of trouble. They
got off the ferry at Cape May and had a hard time finding
a station.

Q I'd like to back up, if I might, to be sure I
have this straight. We talked a bit earlier about pricing
on this. The suggestion was earlier that if indeed you
were to charge a price somewhat lower - and this is under
normal times. not under shortage times - somewhat lower
than that that is sort of the standard or suggested posted
price, that you probably could not get sufficient allotment
of fuel actually to meet the increased demand that that
might generate. Am I paraphrasing you correctly on this?
A Now?

Q Yes. A At this time?

Q During normal times, if you were to cut the
price of gasoline a cent or two below the suggested posted
price., this would presumably, I would think, increase
your sales. But you doubt reall& that you could get the
fuel to meet this increase in sales. A Not really.

If there was not a shortage, I think you would receive all
the fuel you could sell, no matter what price you sold it.
Q I see. So during normal times then, if you

were to cut your price, say, a couple of cents per gallon
below the normal posted price, the result being a substantial
increase in volume, you think the supplier would be happy
to provide the additional supply? A Oh, yes.

MR. OATES: O.K. Thank you very much.
BY MR. IRVING:

Q Just one other question, Mr. Edwardi: Can you
tell us how you pay for your monthly allotments of gasoline?
Do you have a credit arrangement with Sunoco or do you pay
cash each month? A Well, the way they require the
payment, you sell what is in the ground. That's their gas.

When your next delivery comes, you pay for the gas you sold.
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They drop that load in the ground and hand you a statement.
And when your next load comes, then you pay for the back
load. It is not required that you pay for the load of
gasoline that has been dropped off. Although some stations,
you have to. I am not sure about the other oil companies.
But that is the way they arrange it.

Q What you are saying to us is that you pay for
it as you use it. A Yes.

MR. IRVING: All right. Thank you.
Are there any other questions from the panel?

MR. GLASSMAN: I have none.

MR. IRVING: Well, I do want to introduce
Senator Barry Parker who is here. We are happy
to have you, Senator, this morning. Senator Frank
Dodd of Essex is here. We are happy to have you.
Senator Ammond is here of Camden. And, Senator
Dodd, would you introduce the gentleman on your
right? I am sorry I do not know him.

SENATOR DODD: Senator McGahn from Atlantic
County.

MR. IRVING: We are appreciative of the
interest of all of you elected officials in this
energy crisis.

Mr. Edwardi, feel free to stay there if you
like. We will now talk to Mr. Holman. You may
have something to offer as the other discussion
projects.

I understand, sir, your name is Myron Holman.

MYRON HOLMA N: That is correct.
BY MR. IRVING:
Q Will you give us your business address, sir?
A We go under the name of Gas Pumpers of America Corp,
#1 Valley Street, Hawthorne, New Jersey.
Q Would you identify that as a trade association, sir?

A We are a distributor, a New Jersey distributor, owned by
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Albert Shotmeyer.
Q The Gas Pumpers of America then is a corporation?
A Yes.
Q The name implied to me that somehow you spoke
for more than yourself and I take it that is not so. You
speak for only your own corporation? A My corporation,
yes.
Q Do you, in fact, have a local outlet for gasoline?
A We have ten outlets.
Q Where are they, sir? A They go under the
name of "You Save." They are located in Bergen and Passaic
Counties, Morris County, Sussex County, and we have one in
New York State.
Q Does that name then identify you as an independent?
A As an independent. We are an independent distributor
and we buy our gasoline -- we have been buying our gasoline
from Cities Service 0Oil Company.
Q How long have you been in this business?
A Well, we have been in the gasoline business —-- Mr. Shotmeyer
has been in the business for about 40 years. But it was
only at the beginning of 1972, February of 1972, that Mr.
Albert Shotmeyer separated from his brother who was running
the Shotmeyer Brothers Petroleum Corporation under the
Mobile brand. And at that time, Mr. Albert Shotmeyer got
a contract from Cities Service 0il Company for 48 million
gallcns of gasoline a year, which ran for three years. We
could buy up tc 48 million gallons of gasoline a year. |
Obviously, we started out at that time with one station
in February of 1972, That month we sold 8,000 gallons of
gasoline. Our purpose and intention was to run these
independent stations, selling to the customers at the lowest
possible prices we could. At that time we started out at
29,9 cents when most everybody else was up to 37 and 38
cents a gallon. Then we continued adding stations to our

chain during 1972. By November lst of 1972, we had eight
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stations. In 1973 we added two stations, and in the meantime
we have supplied other stations which we took over on

a contract basis with gasoline, up to the end of 1973.

So by the end of 1973, we were selling approximately

2 million gallons of gasoline a month. The price was
probably the lowest in Bergen and Passaic Counties.

Q Before we go into that. sir. it is not clear
to me at the moment what your relationship is to the
company. A I am the Executive Vice President.

Q Of the corporation? A Yes., Gas Pumpers
of America.

Q Do I understand that the corporation has a three-

year contract -- A With Cities Service, yes.
Q -— for the purchase of 48 million gallons of
gasoline? A Yes, but that has been reduced downward

since that time.

Q By how much, do you recall? A Right now,
they just signed a new contract. In December they signed a
new contract for 2 million gallons of gasoline a month
from the Cities Service 0il Company. It was 1,800,000 for
the second year, but for the third year. it would be 2,000,000.
The first year it was 48.

Q Was that a contract that was voluntarily entered
into by your corporation and Cities Service? A Oh, yes.

Q Let me ask about the eight outlets that you have
briefly. Are those eight outlets on leased property?

A No, they are owned by our corporation.

Q I see. So that the corporation owns eight --
A Ten.

Q I'm sorry. Thank you -- owns ten local outlets
and sells gas under an independent name "You Save" through
a contract for 2 million gallons of gas per month from
Sunoco? A Cities Service.

Q Cities Service. Before we go any further do
you have any basic statement you want to make about your

role as an independent in this gas crisis? A The
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only thing I can say, I can say right now before we go
further that with the Federal energy regulations, Cities
Service will no longer supply us. They will not honor
the contract.

Q Do they say why they will not? A Because
of the Federal regulations. They can sell us only what they
sold us during the same month of 1972,

Q But in 1972, you --- A We were just starting
out. We didn't buy any gasoline from them until July of
1972,

Q Well then, what future is there for your ten
stations? A That is what we would like to know.

Q The State of New Jersey hopes to find some
information that will be helpful to you. A Very
good. I hope so. We are working with the Federal Energy
Office in New York, trying to get a base supplier, a new
supplier, and a new base amount for the year of 1974.

Q How much gasoline do you now have? A We
are out of gasoline now.

Q So that the ten outlets are not functioning?

A They are closed now.

Q Do you have any impressions, sir, as to whether
the amount of gasoline available to the distributor is
being distributed on an equal basis? I don't mean to put
words in your mouth. But do you feel that the termination
of the contract is avoidable? A I think it is avoidable
1f they get the directive from the Federal Energy Office, if
they will direct them to supply us or continue supplying
us with some gasoline anyway.

Q Has your impression been that your supplier
has been supportive of your efforts to stay in business
as an independent? A Yes, I believe they have.

MR. IRVING: Let me yield to Professor
Oates for the moment.
BY MR. OATES: |
Q Mr. Holman, I think one of the things that might
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be useful for us to explore is in what way the position of
running an independent station differs from that. say. of
Mr. Edwardi who is a branded distributor. Mr. Edwardi
indicated that a substantial part of his operation really
consists of servicing as well as a pumping operation.

Does that apply equally to your operation or are you more
heavily dependent. say. on the pumping aspect?

A We have no repairs. None of our stations do repairs.
We sell only gasoline. It is like the Hess operation.

Q Right. So your operation then really is essentially
100 per cent dependent for income on the pumping?

A On the pumping of gasoline and adding oil occasionally
upon request.

Q Where do you get your oil from? A We have
bought it from two different sources. We just purchased
a large shipment from Cities Service 0il Company and
another independent. Imperial 0il Company.

Q So these are just periodic purchases then?

A Yes, they are.

Q You don't have a long-term contract?
A No. we have no contract to purchase that.

Q Could we go back and explore the nature of the
contract with Cities Service. You said that it was
originally a three-year contract that you signed with them
and this was signed in '72, right? A That was signed
in March of ‘72. 1In fact. it went into effect April lst.
1972.

Q So in principle. other things unchanged. that
should have been in effect at this present moment.

A That's correct.

Q And you should have been able -- from the numbers
you have been providing us, it sounds like you could have
purchased all the gasoline you wanted. That 48 million
number was above what you would have purchased over the
three-year period. A It was 48 million the first year.

We could have purchased 48 million the first year., but then it
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was mutually reduced to 22 million the second year.

Q Right. A Just in December, they mutually
agree and signed the contract for the third year.

Q I thought there was an agreement at the outset of
this three-year period as to a total? A Yes we
adjusted 1it.

Q Why did you "mutually agree’" to a smaller
quantity? A It was to be adjusted each year. The
price and the amount were to be adjusted prior to the
beginning of the next year.

Q I see. So part of the original contract was for
a readijustment of quantity at the beginning of each year.

A Yes, quantity and price.

Q So the real jam, I take it, that you find yourself
in now is that the allocations are based on 1972 supplies and
at this time in 1972 you weren't even pumping gasoline?

A That's right.

Q So in effect, you are technically by the allocation
guidelines eligible for no gasoline, and that's what you are
getting. A That's right.

Q Obviously with these places sitting closed
right now. you have a very difficult situation. How long
do yvou guess that you can ride this thing out before
essentially folding up shop permanently? A I don't know.
We are in hopes we will get it. We are not too glum about
the thing. We feel that we will eventually get some.

If we can't get it from them, we will probably have to buy
some of the real high-priced stuff.

Q How would you go about doing that. could you tell
us? What sorts of other access might you have to other
sources of supply? A We get telephone calls almost
every day from people who want to sell gasoline for about
54 cents a gallon. You have to pick it up some place else,
down in Texas or Oklahoma or some other state. But that's

a problem for us.
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Q I see. They are not local calls. are they?
They are not local suppliers? A No.

Q But there are suppliers in other parts of the
country who were willing to make available to you gasoline
supplies on the order of 50 some odd cents? A I got
a call the other day from somebody who had 5 million
barrels of gasoline in Tunisia for sale. We couldn't handle
that.

Q But he would have been willing to sell some
portion of that to you is that right? A He wanted
to sell the entire 5 million barrels within 4 months.

Q What kind of a price was he talking about?

A Thirty-three cents a gallon. That would be in Tunisia.

Q Presumably an independent survives by being
able to pump gasoline at a price somewhat less than that
of a branded distributor. If you are going to have to
sell gasoline -- Wait a minute. I guess that is not clear
either. At least during this period of shortage. it would
seem that an independent presumably could pump gasoline,
given the lines that I encountered on the way here this
morning, at a price in line with branded distributors. I
am sure you could sell it at 75 cents a gallon right now.
A We were one of the first in our area to have the long
lines. That's when we had the gasoline. Most of the
othersdidn't have it. That was in the latter part of
'73 that lines began to form because we had it and we
had a satisfactory supply. They were doing around 150 to 200
thousand gallons a month. Now that dried up. So you can
see what a big impact that will have on the communities.

Q That's right. But it does sound as though
there are gasoline supplies available at this moment if
you are willing to pay the price.

BY MR. IRVING:

Q May I ask you this. Mr. Holman. by way of

developing that further? Have any of these phone calls
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to you offering you gasoline come from any of the major
companies? A No, they are from brokers.

Q Brokers, do I understand, largely from the
midwest? A Yes.

BY MR. OATES:

Q Could you explain to us what a gasoline broker
is? A He 1is one that negotiates between somebody
who has the gasoline, most likely the refineries. and
some distributor who wants to buy it. He gets a fee for
that.

Q So the broker is not telling you where the source
is. All he is telling you is, "I know of a source."

A The general area.

Q So you wouldn't have any idea then as to who
the supplier is? A No.

Q Actually you must consider the prospects then
for getting some gasoline in the near future not to be
too bad because you could probably pump that stuff at
55 or 60 cents a gallon. A I am in hopes that the
Federal Energy Board will help us.

BY MR. IRVING:

Q Mr. Holman. do you have any impression that
there is gasoline available that is sorely needed in New
Jersey but cannot be brought in here because cf the price
differential? A I do think there might be some
available. Of course, I don't know how much. From these
indications, there might be large quantities of gasoline
some place.

Q Could you estimate in the last month how many
phone calls you have gotten from these brokers?

A Three or four.

Q Do they indicate how much they have available?
A It is always 4 or 5 million barrels. Some of it may
be the same gasoline too - I wouldn't know that - maybe

from different brokers trying to peddle the same gascline.
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Q I think the significant thing for us this morning
is that there is much needed gasoline out there some place.
The problem is to bring it in at a cost that we can
afford to pay for it. A Yes.

Q May I ask you whether the gasoline that you
have pumped under the name "You Save" is any different
in quality from Cities Service gasoline? A It is the
same quality. It comes out of the same tanks in Linden.

Q So for me. as a motorist. there is no incentive

to pay a higher price? A No.
MR. IRVING: Thank you. That may be
helpful.

BY MR. OATES:

Q I wonder also, in line with one of our earlier
questions,in terms of your discussion with other independents
in the industry what is your sense of their situation?

A Well. I have talked to a few of the independents about
our own situation and they thought that perhaps that they
would be in better position with the new regulations than
they were prior to the mandatory allocations. But now they
find that they are not because they are only getting maybe
50 per cent or 75 per cent. whatever it may be. of their
1972 requirements. If they had gotten 100 per cent. then
they would have been in pretty good shape. But with the
cut in allotments, they are not.

Q Where do most independent dealers purchase their
supplies? Do they purchase primarily from majors in most
cases? A Primarily from majors - Cities Service:?
Tenneco. which had a big impact on the area; Atlantic
Richfield - they reduced an awful lot of their stations.
There are a couple of others that have pretty much gone
out of the area. That has further reduced the supply
of gasoline for New Jersey.

Q Is it your sense from talking to other independents

as well as your own experience that independents are. in
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general, having more difficulty getting access to fuel
supplies than branded distributors at this time? A I
think they get their same percentage if they were buyers
in 1972, I think they are all getting the 80 per cent or
60 per cent or 50 per cent, whatever it is, the same as
the branded suppliers.

Q What about the case of someone, however --
suppcesing you had had a contract in 1972 with Atlantic Rich-
field and last year sometime it shifted your contract to
cne of the other major suppliers. What sort of access
would you have at this point -- what sort of access
would an independent distributor have at this point?

A The only thing he could do would be go to the Federal
Enexrgy Office. He could apply to the supplier of record

of 1972 and he is supposed to supply him. If he refuses

to supply him, he can go to the Federal Energy Office

who will send a directive to the old supplier to supply him.
However, there is a problem there with brand names.

They might have to change brand names back to what it was
in 1972, _

BY MR. IRVING:

Q I have just one other question, Mr. Holman,
if I may ask it. Since you are purchasing the same
quality gasoline as the branded stations sell, can
you advise us how you are able to sell it traditionally
at so much cheaper a price per gallon? A Because
we sell it on a higher volume. We have low overhead
and high volume. That'‘s the only way we can do it.

BY MR. OATES:

Q From what you hear about the situations of
independent dealers outside of New Jersey, 1s 1t your
sense that independents in New Jersey are having more
difficulty getting access to gasoline supplies than else-
where? A I don't know too many independents outside

the State of New Jersey. So I wouldn't be qualified to
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answer that.
BY MR. IRVING:

Q May I pursue my earlier line of questioning with
just one further question. What is the difference in the
price you pay for the gas and what you sell to the customer?
Are you willing to tell us that figure sir? A We
have been buying some higher-priced stuff on the outside,
but from our major supplier. it is 7 cents.

Q Does that remain constant. sir? I mean to say
if the price you pay goes up then your price would go up
so you would retain a 7-cents-per-gallon differential?

A Yes.
BY MR. OATES:

Q Mr. Edwardi suggested essentially he was charging
something like 6 to 8 cents above the cost to him of a
gallon of gasoline. You are coming in with about the
same number. This would suggest a rather significant
difference in the price at which. I guess. independents
and branded distributors purchase their gasoline.

A Out of that 7 cents, between what we buy it and what
we sell it for 3 cents of that goes to the operator.

Q I see. A The operator gets 3 cents.

That leaves us about 4 cents a gallon.

Q O.K. So it is 4 cents as compared to 6 or 8
then. A Yes.

Q We are extremely interested in the position of
New Jersey. naturally. in these hearings. relative to
other states. But you really have no sense at all of the
situation outside the State. 1Is that right? A I
don't know. As far as the independents are concerned,

I don't know. The only thing I have heard too is that
once you get out of the State of New Jersey there is
plenty of gasoline. In Ohio - I have telephone conver-
sations with people in Ohio - they have no problem with

gasoline out there.
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Q Are these independents in Ohio? A No, my
relatives.

Q They can buy gasoline? A Yes.

BY MR. IRVING: .

Q Mr. Holman, I asked Mr. Edwardi a question
and I would like to pose the same to you. Would you
make any recommendations to the State of New Jersey as to
whether the local service station ought to sell gasoline
on a first-come, first-served basis or whether the local
perscr: ought to have some discretion in predetermining
prior customers for preferential treatment, or limiting
the amount of gasoline he should sell to each customer?
A I believe that he should sell to everyone who comes
along. If his supply is limited and he is not going to
be able to keep his station open very long if he just
fills it up, I think that it should be limited, say, to
$3 if the supplies warrant that.

Q Do you think it would be helpful for the State
to try to develop a uniform policy in this matter?

A I think it would be very helpful because everybody
would know when they go into a station what they are
geing to be able to get.
MR. IRVING: Mr. Fraeble, do you have
any questions?
BY MR. FRAEBLE:

Q Mr. Holman, I understand that Citco has abandoned
its stations on the Parkway and the Turnpike. 1Is that
correct? A That's correct.

Q Do you know where this extra gallonage goes
today? Apparently 1t doesn't go to you. A There was
about 90 million gallons that went some place from those
two sources.

Q You are not aware it goes into the State of
New Jersey to any independent dealers? A No.

Q I would like to pose a question to both gentlemen.
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Do you have any storage facilities on your station
property? A No.
BY MR. IRVING:
Q The 90 million gallons - is that per year. sir?
A Yes.
BY MR. OATES:
Q In terms of storage facilities. how often
do you need to have the tanks refilled at the station?
In other words, how many days' supply can you hold in
a station. Mr. Edwardi?

MR- EDWARDI: About ten days.

MR. OATES: About every ten days you get
refilled?

MR. EDWARDI: Yes depending what season
you are in. In the summer. it is every other
day.

MR. OATES: It is every other day. Is
your experience similar, Mr. Holman?

MR. HOLMAN: It depends on the amount of
storage facilities. But during the latter part
of 1973. we were getting a load every day at
every one of our stations.

MR. OATES: So a station itself typically,
really has very limited capacity in terms of its
ability to store.

MR. HOLMAN: Yes., ours usually hold from
12 to 15 or 16 thousand gallons.

MR. IRVING: I don't know that there are
any further questions. I want to thank you both
for coming on behalf of the State and its citizens.
It seems clear to me that the very fact that the
State Senate is so well represented this morning
indicates that the Senate - and I am sure also
the Assembly - are determined to find what the

problems are in this State and develop some
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mechanism for alleviating the problem in so far
as we can control it within our own State.
MR. FRAEBLE: May I ask one further question?
MR. IRVING: Yes.
BY MR. FRAEBLE:

Q You mentioned the failure of Tenneco, that that
left the State. What effect did that have on the gas
distribution in New Jersey, the Tenneco leaving?

A That had quite a -- I don't know what the percentage is,
but some of the independents that I know of, of course,
are not able to get that gasoline now. They were getting it.
Q Most independents were dependent upon Tenneco?
A Yes, to a certain extent. Some of them had agreements
with others as well, but Tenneco was one of the major
suppliers to some of the independents that I know. It
did have quite an impact on the independents.
MR. IRVING: Mrs. McCall, did you want to
ask something?
MRS. MC CALL: No.
MR. IRVING: Again, gentlemen, thank you
very much.
Now I will turn the microphone over to
Mrs. McCall.
MRS. MC CALL: I just want to announce that
Assemblyman John Froude has come in and is sitting
at the end of the table.
MR. IRVING: Thank you.
We are now prepared to hear from the fuel
dealers. I will call Mr. Clinton Dunham and
Mr. John Fairclough. (Messrs. Dunham and Fairclough
come to the front.)
Thank you. You saw the first go-around,
gentlemen, so you know generally how we want to
proceed. We are interested in gathering information

at this point.
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Mr. Dunham. may we talk to you first. sir.

CLINTON L. DUNHA M: Yes.
BY MR. IRVING:
Q What is your business address? A 51 Broad
Avenue Fairview New Jersey. It s in Bergen County.
Q That is the address of L. B. Dunham and Scoas.
is it? A That s right.

Q What kind of business are you in sir?

A Retail fuel dealers. It's a small business. We deal
in number 2 fuel. a small quantity of kerosene and number
4 fuel.

Q Is this fuel. Mr. Dunham. used largely for
heating of homes and business offices? A Mostly homes
and small industries.

Q Are you set up as a corporation, Mr Dunham?

A No. sir as a company a partnership.

Q As a partnership. How long. may I ask. has the
partnership been in existence? A Well actually the
business was established in 1898. It has been a family
business and the fuel o0il end of it. I believe we went into
in 1935

Q You have a long history of experience in the
retailing of fuel oil in New Jersey. Is that right, sir?
A Actually I am one of the sons and we tried to follow
through. It has been a family business.

Q What I am trying to do is establish you as an
expert you see. —-- A I wouldn't say that.

Q (Continuing) -- at least expert in terms of
your experience in this phase of the fuel oil industry.
May I ask you this Mr. Dunham: Where do you get the
fuel that you sell? A We have four suppliers.
mainly Hess and Atlantic are the larger suppliers. and we
have Coastal and Paragon.

Q Can yocu tell us what the contractual arrangement

is with those suppliers” By that I mean. is it an annual
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contract? A It is an annual contract. As I just
said, we work from year to year with a new contract.

Q Does the contract spell out an escalating scale
for the price that you will pay for the fuel that you
purchase? A 'No. The price varies from time to
time depending on the company's price to us.

Q So that although you have an existing contract --
A It is only on gallonage.

Q -— on gallonage. And the contract is broad
enough so that the price varies with each transfer of fuel.
A Well, it varies through the year;we never know. Right
at the present time, 1t seems to vary every month.

Q Do you know where your suppliers receive the fuel
that they sell to you? A Well, Hess, for instance,
they have their own refineries, and Atlantic too. The other
two companies, I really couldn't say.

Q I mean by that question to ask, do you know
whether it is foreign or domestic? A I couldn't tell
yOou.

Q Are you paying more for the fuel that you
purchase this year than you did last year? A Definitely.

Q Can you tell us what the price differential is?
A Well, I was trying to think myself. Our retail prices
have varied from - I believe it was one time last year
19 point something up to today's price of 34 cents. We
are working on a margin and the differential is in the
margin. The thing of it is that this year we are paying
different prices to each one of these wholesalers and we
have to work our price according to the percentage we buy
from each one and according to the price that they sell
i1t to us for.

Q I am not sure that all of us understand the
price that you pay. You said 19 cents. A That was our
selling price, say, a year ago.

Q Nineteen cents -- A -- per gallon. That

was number 2 fuel.
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Q That was the retail price? A Right.

Q What would the wholesale price of that have been?
A I believe at that time -- the margin has varied -- and
if I remember. it was something like maybe a 6-cent margin
at that time. Now we just had an increase this past
month back. We work on, I believe an 8-cent margin now.

Q So it is fair to say then that the business is
returning a better profit to you now than it did last
year. A I wouldn't say that. no sir. The expenses
have gone up overwhelmingly. I think actually the profit is
lower than it was a year ago.

Q So then the 8-cent per gallon differential ---

A The 8 cents just went into effect.

Q I take it that is gross rather than net.

A Right. Operating costs have gone up considerably.

Q Are you experencing difficulty in getting the
amount of fuel from the wholesaler that you need for
your customers? A Well. up to this point. being that
we have had more or less a warm year. you might say. our
allocation has been sufficient to take care of our customers.

MR. IRVING: Let me yield to Professor Oates
for the moment.
BY MR. OATES:

Q Mr. Dunham. one thing I am a little curious about
is why you have contracts with four suppliers. Does that
provide some sort of advantages rather than getting your
supplies say. from a single supplier? A Actually,

I think when we really went into the additional suppliers. it
was because they had outlets in different parts of Hudson

and Bergen Counties such as pickups for our trucks. and

by having this. it cut down our expense as far as having

to run back to a certain spot

Q So you are able really to reduce your transportation
costs by buying from different dealers at different points.
A Different areas vyes. But that has changed too now

because most of these wholesalers now more or less tell us
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where we can pick up and how much we can pick up at each
one of these places, whereas we used to be able to use
almost any one of their facilities. We can’'t do that today.

Q I see. You made reference to your allocation.
Could you tell us about what that is, what the size of
it is, and what the nature of the arrangement is?

A As I said., they go back to the 1972 allocation. They
have given us a certain percentage of that allocation.

Q What is that percentage? A Well, it varies
actually with the different companies. We don't really know
our allocation from month to month. It seems like around
about the first of the month we get a telephone call or a
telegram or something and they tell us what it is going to
be for that month.

Q Could you tell us what yours is for this month,
say: do you know? A I believe it was in the
neighborhood of like 390 thousand gallons -- or 290 thousand
gallons.

Q How would that compare to the base period of
*727? Are you getting about the same amount you got them?

A It will be less than '72.

Q You actually are getting less? A It will
be less. One company might be closer to 100 per cent and
another one down. As I say, it varies with the different
companies.

Q Do you have any sense of why the allocation varies
among companies? A I couldn't say.

Q You are told what your allocation is and some-
body else's allocation may be different. A Well, I
made the most of companies in that area, more or less on
the same basis.

Q But to your knowledge, there are some suppliers
who are getting different allocations than you, isn't that
right, or have been over the last couple of months? A I

imagine it is all based on what they bought in '72.
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Q I see. So the fraction of '72 is the same?
A It should be the same for each of the dealers.

Q As far as you know. A Right.

Q Could I ask again to help us understand a bit
better the nature of the operation, what sort of supply capacity
have you? Do you have any? A We do have a little
over 200,000-gallon storage.

Q Two-hundred-thousand-gallon storage. And what
are your monthly deliveries roughly? A It is hard
to say. I really haven't checked it out myself. but. say
300 000.

Q So your storage capacity comes close to being
something like three weeks. something on that order.

A Yes.

Q Although some of your trucks. you indicate, pick
up directly. Is that right? Some of your trucks might
be picking up directly from suppliers rather than going to
your own storage facilities? A Wherever they are - at
the nearest point,

Q Has your storage capacity been pretty fully
utilized over the last couple of months? A Yes.
Actually the month of January, we have had to use a good
portion of the storage.

Q It sounds like your inventories are a bit above
normal right now. Is that true? A I wouldn't say
that because we have been using storage.

Q You have been using storage? A Right.

Q But is the stuff that you have actually got
stored away in storage facilities at this point roughly
the same amount you had last year. would you guess?

A I would say very close with the weather conditions.
Actually what we do is we will use the storage and refill
the storage and then we keep taking in and out besides
picking up what we can.

Q Could you explain for us just briefly the
mechanics of how you service a particular household?

A It is all based on the degree-day system. depending on
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the weather from day to day. If an individual house comes
up eon, say 400-degree days, when that delivery comes, we
avtomatically do it.

Q Do you have a card on each house indicating the
size of its --- A The size of its tank, the "K"
factor 1nvolved in the degree-day system.

Q So you have a pretty accurate indication, an
intimate knowledge, of when each house's tank needs to
be refilled. A That's right.

Q How does the number of gallons delivered
over the last couple of months compare with that. say,
last year? A I believe January was above and
December was below.

Q December was below and this January has been
above so far. A Last January was more or less a warm
month a year ago.

Q That's right. You would attribute most of this
then to climatic factors. A All based on climate
right now.

Q We have all been urged to turn our thermostats
down 5 or 6 degrees. Can you have any sense at all as
to whether this may be helping? A I think in a lot
of cases, people have gone overboard. A lot of people
have really cut down. We can see it on deliveries. The
"K" factors actually haven't changed.

Q I would suspect that you see a lot of differences
in terms of individual households. A It can be a
small industry where they would leave the heat on at night:
they have cut the heat off at night, especially with
the warm weather we have had. They have been able actually
to cut it cff completely. It has made quite a difference
in a good many of the places that we deliver to.

Q Have some households, for example, been able
to cut their consumption by as much as, say, a quarter?

A I wouldn't say that much.
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Q Not that much. A A good percentage. but
that's about it.

Q You mentioned that you signed contracts with each
of four suppliers and these are annual contracts based on
gallonage. I am sort of curious about this. How long have
you been dealing with these same suppliers? Does it have a long
history? A Well two of the suppliers we have been
dealing with fairly long. that would be Hess and Atlantic. and
Coastal and Paragon are fairly new suppliers in the last
ten years or so

Q wWhy did you expand the suppliers to include
the latter two? A For facilities.

Q Because of facilities. A Price was no
item.

Q was the price the same? A More or less.

It was fairly close. I mean, you are talking mills you
know. It actually didn t amount to that much on delivery.

Q Do you ever get approached by a supplier who can
offer you number 2 at a considerably reduced price?

A We haven't had anybody approach us at all.

Q Even over the last 5 to 10 years? A Oh,
over the last 5 to 10 years, you had salesmen looking for
business.

Q When they are looking. are they talking lower
price terms? A No.

Q On what grounds are they then able to offer their
supplies to you? A Well T guess, as I said before.
more or less facilities. That would be the main reason.

Q But your experience has not been much in the
way of competition in terms of price among these people,
among the different suppliers. What is your sense at this
juncture of our ability to ride out the winer? Can you
offer us any thoughts you have on this? A Well 1
suppose. the area involved is going to be the main factor.

You take these growth areas: I guess they more or less
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have problems because if they are getting 1972 allotments
and they have taken on a lot of business in '73. which

I suppose they have, they have problems and I don't know
just how it is going to work out for them. In the area
we are in, there is very little change from year to year.
and it has beert that way for a good many vyears.

Q Do you know of any retail dealers today who have
not been able to service, for example, residential customers?
A Nct in our area, I haven't heard of any.

Q In other areas, have you heard of any?

A Well, I have heard down here in the Camden area -

I heard of no particular dealers - but different friends of
mine have mentioned it - they have cut them back quite
considerably on deliveries.

Q They have cut back residential users? A Right.

Q In the camden area? A I would say Camden,
Mount Holly, that section there. I imagine it would take
in probably Bricktown and the Toms River area, down in
that area. They have had a lot of building in that section
down there.

Q Do you know any dealers outside the State at
all, any people with whom you communicate at all?

(No respcnse. )

Q One other issue with which we are all somewhat
concerned 1s - in the event that a severe shortage did
set in on the fuel o0il scene, as we seem to be experiencing
on the gasoline scene right now, what sorts of allocation
procedures would you follow in distributing what supplies
you did have? A I imagine you would have to cut a
percentage on every delivery. I wouldn't see any other
way out. In other words, according to the usage that
they would have through each month, you would have to work
1t out so that your supply would last you through the
season.

Q What you'd do is go back to your records,
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house by house essentially. A In other words., instead
of filling a tank. you would probably have to cut them a
percentage of each tankful

Q Is your sense of it that your records are adequate
at this juncture to do such a thing? A Well with
the degree-day system. you know when your deliveries are
due - are coming up on the degree days. Naturally we
always fill our tanks or we try in most cases to fill
our tanks. By having this delivery setup that we have we
automatically would be able to cut a percentage.

Q So this strikes you as a feasible way to operate.
at any rate, should it come to that? A Yes.

BY MR. IRVING:

Q Mr Dunham may I ask whether Atlantic and Hess
have their own jobbers, their own retail outlets for
number 2 fuel? A They do.

Q Are you aware of any preferential treatment?

A I haven't heard of any.

Q We are not too familiar with Coastal and Paragon.
A Paragon is Texaco.

Q Is Coastal an independent? A That's right

Q Do you know where Coastal receives its fuel
from? A I really couldn’t say. sir.

Q You don 't know whether it is domestic or foreign?
A They have big storage facilities in Port Newark. I
really don't know where their supply comes from.

Q Is there a significant price differential on
what you were required to pay in purchasing number 2 fuel
from each of these four? A Well, there has been a
big differential up until the first of the year. It
was, I believe. as high as 8 cents difference in some of
the dealers.

BY MR. OATES:
Q Going back to an earlier question. this is a

recent phenomenon due to the shortage? A Right.
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Q Because when we were talking earlier, it was all
the same essentially, say, a year ago. A This just
happened since this problem arose.

BY MR. IRVING:

Q. By that, do I understand that to mean that you have
over the years that you had the contract with the four
companies paid approximately the same price per gallon from
each of the fouxr? A Right - more or less.

Q There is no differential on what you buy from
Coastal compared with what you buy from Hess? A There
hasn't been that much of a differential.

Q Is there anything else you would like to tell
us, Mr. Dunham, this morning that might be of help to us
as we deal with this energy crisis? A No, I can‘t think
of anything offhand.

BY MR. OATES:

Q I would just like to explore one other phase of
the operation if I might. Are there other retail fuel
dealers servicing the same areas in which you are working?
A There are quite a few dealers.

Q A dozen roughly? A At least - eaéily,

Q How often in your experience do purchasers,
say, households, change from one supplier of number 2 to
another? Is there much of this that goes on? A I'd
say there is a percentage every year. Just what that
percentage would be, I wouldn't have the figures offhand.
It seems like every year you have a certain amount of
changeover - turnover.

Q Would 10 per cent be a ball-park number, do you
think? A It would be fairly high, I would say-

Q I guess that would be my sense of it tooc. I am
thinking in terms of my own contract. I think pretty much
one doesn't shop around too much. A As long as they
are satisfied, they don't change.

Q You don't shop around where you have some posted
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prices of gasoline., for example, —-- A There are
dealers that cut on price and they do pick up a certain
amount of business that way. especially bigger business.

Q I see. So there are people from time to time
coming in offering number 2 to households at a lower price?
A I would say not as much on household as on small
industries.

MR. IRVING: Mr. Fraeble has a question
or two.
BY MR. FRAEBLE:

Q Mr. Dunham, how much do the brand-named company
jobbers pay for their number 2 fuel? A You mean,
for instance. ourselves?

Q No. You said Hess has their own outlet, their
own distributors. Would they pay more or less than you?

A Well., they were more or less on the same basis as we
were up until this energy crisis.

Q Since the crisis., you have been paying more?

A You see, where we have four different suppliers, we have
four different prices coming to us and we have to figure
our prices according to the percentage we buy from each
one. And that's going to vary our price now. For instance,
if Atlantic's price is higher than Hess's price, and we buy
a percentage from Atlantic, we have to figure our price
accordingly. We more or less would be above Hess's price
because Atlantic was higher. For instance. right now I
believe our selling price is 34 cents a gallon and Hess
right now, I believe. is selling for 33.5 or something of
that sort.

Q About 4 cents difference. A That's not
cents; that’'s mills.

Q Excuse me. The company jobbers. the brand-named
jobbers., have their own distributors. Are they supplied
with the same amount of o0il they had in 1972 or have they

been reduced also? A TI couldn't say.
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Q You don't know. Do you find that any of these
company brand-named jobbers are going into your area and
offering maybe to your potential customers oil at a lower
price? A I haven't heard of that.

MR. FRAEBLE: Thank you.
BY MR. OATES:

Q One last question: There has been some
indication in the papers that the supply of fuel oil seems
reascnably adequate at this point and that there are
likely to be, if anything, some downward movements in
price of fuel oil in the coming weeks or months. Have you seen
any indication of this? A We heard here at the end
of January they were talking about price decreases. It
seemed like the lst of January, everybody went up in price.

Q Everybody went up the lst of January.

A Right.

Q You haven't seen anything in the form of a price
decrease to date on anything that you have purchased?

A We just got an increase from Hess on January lst. We
had a 3-cent increase from Atlantic on January lst. It is
definitely up. not down.

Q And there have been no further changes since
the January lst announcements? A No. Actually
these companies, one thing they should do, they should be
made to set up one price at the beginning of a month. It
is really confusing the way it is now because a company
can go up in the middle of the month and we can't change
our price. We are only allowed to make one established
price at the beginning of each month or sometime during the
month, depending on when it might be. You take January
lst, we had two companies go up. Now, for instance., Paragon
had no change. If Paragon should go up in the middle
of the month, we have to carry this load and then refigure
that into our price for the following month, which is

sort of confusing.
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Q Yes. that is hard So you really don't know until
you essentially get the invoice. along with the delivery.
what the price is to you. 1Is that right? A That's right.
Actually. we sent the trucks out on January lst and called
them back in -- I should say February lst -- we called them
back in because we had to change all the prices. We didn't
know about the increases. We didn t get the word ourselves

until after we started work the morning of the 1lst.

Q I see. And you have gotten no new February prices
vet? A We have the two prices, We had to change it.
Q I'm sorry. You indicated the prices went up
8 cents and 3 cents as of the first of January. A Februaary.

I meant to say.

Q I'm sorry. Those were lst of February price changes.
So the most recent experience you have with all of these
is upward change or in one case. Paragon. no change. in the
price to you. A Right.

BY MR. IRVING:

Q Mr. Dunham. when the price changes in the middle
of the month, is that change made effective also for the
suppliers' own Jjobbers? Do they pay a difference?

A I really couldn't say because I have no way of knowing.

Q You have no way of knowing that

MR IRVING: If there is nothing further.
what we would like to do is take a five-minute
recess.

Mr. Fairclough. can you just be patient
for five minutes while we recess and then we will
reconvene.

(Five-Minute Recess)

MR. IRVING: Shall we reconvene ladies
and gentlemen.

We are ready to reconvene with the first
day of public hearings called for by the Energy
Crisis Commission. Those of you who have arrived

recently perhaps do not know that I am Dean Irving
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of Seton Hall Law School. On my left is Professor
Wallace Oates, Economist of Princeton University
faculty. On my right is Mr. John Fraeble of
Seton Hall Law School, and many of the distinguished
members of the Energy Crisis Commission are at
the table to our right.

I have a message from Senator Ray Bateman,
who is a new member of the Energy Crisis Commission,
expressing his regrets to you all this morning.
He was on his way to the meeting, but ran out of
gas, and the phone call says he is unable to be
here. We are hopeful that maybe one of you
independents can alleviate that situation.

Now we are about to talk with Mr. John

Fairclough.
Will you indicate your business address,
sir.
J OHN H, FAIRCLOUGH: 800 East 27th

Street, Paterson.
BY MR. IRVING:

Q And you are identified as being with Albert Martin,
Inc. Will you tell us what Albert Martin. Inc. is and
what your relationship is? A Actually. it is Fairclough
Fuel in Paterson and we acquired Robert Martin a year and
a half ago.

Q What is Albert Martin? A That was an oil
business. Originally it was coal and oil the same as we
still are. We are still coal and oil. It is just one of
our subsidiaries.

Q Are you the President of this Company, sir?

A Yes, sir.

Q Will you tell us the general nature of your
business? A Well, we have been in business since 1882
for three generations, coal and oil and service heating.

We haven't been in the oil that long, maybe only 25 years.
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It is something that came later. We were too busy with
the coal when the coal was king. However, now we have
built up a nice little oil business.

Q Am I right in assuming. sir. that your company
is independent and you purchase the oil that you sell?

A That's right. We buy it from the majors.

Q Will you tell us something about the contractual
arrangement you have with the majors? Do you have. for
example. more than one contract? A We have four
contracts and there isn t much to them. It is just that
you will agree to buy so many gallons and they hope you will
buy it. If you don't buy it or if they run out or have
problems you don‘t get it. So it isn 't really worth that

much unless they want to force it from their end.

Q Is each contract with a different company?
A Right.
Q Can you identify the companies for us?
A I have Hess. American Exxon. and Coastal -- Continental.
Q Is there a reason for dealing with four companies?
I am sure there is. A There are several reasons.

The prices vary all the time. They always have varied a few
mills. You keep in touch with the pulse of the whole

thing and our trucks are able to pick up in the different
areas they are closer to. Then different times. it is

to your advantage pricewise to be with one so you can

switch over and have more from one than another. I am
talking about normal ---

Q Yes  Can you tell us something about the change
in the price that you werepaying last year before this
crisis began and the present time? A It is just double.

Q The wholesale price is double? A It's double
what it was vyes.

Q Does that mean then the retail price is doubled?
A Well. we have a margin that we are allowed to add on our

cost. So roughly we haven t been doubled till now. Our



retail price, our particular price, has been 30.7.
Fortunately we have been with companies that have been
lower in price. However, we have had a differential of
9 cents from cur lowest to our highest in our cost.

Q Mr. Dunham earlier talked about the fact that
some of the wholesalers have changed their prices in the
middle of the month. Have you experienced that?

A Yes, they have changed their price in the middle of the
month and we are only allowed one change. Since the lst

of this month, I have had one company go up 8 cents;

another company went up 2 1/2 cents. And I just found out

one company went down 1 cent, and the other stayed the same.

So I don't know whether to change today or tomorrow. I

mean, if some others go down. we don't want to be in violation.
So what do we do? Right now I haven'‘t moved my price vyet.

I have had one company go up 8 cents. So 1 am working for
nothing for that company.

Q Do you know the reason for these varieties
in change of price? A I am not told a thing. We
just get a telephone call, and they say your price went
up yesterday and we don't even know it. You don't change
the price until the next day. We lose 8 cents a gallon
for the day. We don't have any control over it.

Q I assume you would agree with Mr. Dunham then
that there ought to be a policy that would indicate
before the beginning of the month what the wholesale
price will be for the entire month. A Very definitely.
Because we are allowed one change a month. We don't know
until the end of the month what our costs are. There is
no way we can figure it really.

Q And your flexibility in the price you can charge
to your customer is restricted. is it not? A Oh,
definitely.

Q Can you give us any idea as to whether you are
buying the same amount of fuel now as you did last year

at this time? A One company has given me 100 per cent,
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and I think this is general with all their customers.

When I say one company gives me 100 per cent. I think they
give all their customers the same. the way it is set up.
Another company has given us an 8 per cent cut. Another
company has given us a 10 per cent cut. And another company
has given us a 15 per cent cut.

Q Here again, do you see any reason for all of
this? A The only reason I get is from the
salesmen. I don't know how much they know. They tell
me the oil is being held by the bigger companies in a pool
to help out the large independents that have bought all
this cheap o0il over the years and that we have lost business
to Now they are taking our quota of oil and giving it to
these big independents. and it s not right.

Q You get this from the salesmen? A If we
have 15 per cent more. let us sell it to the people.

Q Can you further identify for us the big independents?
Who are the big independents? A Metropolitan, Eastern,
Howard. They tried to sell us oil the last few years
cheap. I wouldn't go with them because I know the
situation. Now they are going to take our oil and give
it to them. That's not right.

Q But I cannot understand why a company like yours
which has been in business dealing with these wholesalers
for so many years would be discriminated against at this
point in time in favor of these big independents. I
take it you have no idea either. (No response. )

Q Do you have any idea as to whether the customers
you are selling fuel to have a greater inventory K greater
supplies on hand. than they did last year at this time?

A People I'm selling to?

Q Yes. A No. we are able to give them
their quota because our weather has been off 10 per cent.

So if I have an average cut in supply of 10 per cent I'm
all right - my people are all right. I am able to take care

of my customers.
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Q Then you do not have the impression that
some of your customers, perhaps those who have large
apartment buildings or businesses, are hoarding oil
in preparation for hard times ahead? A Not really.
We can't give them that extra. However, we are in a
birnd as far as our quota system. I am allowed this month,
say, 150,000, I think as my quota. I have to pull that
0il whether I need it or not. Unfortunately I don't have
that storage. I only have 70,000 gallons of storage
with 850,000 gallcons of home heating oil. I have no
flexibility here. If it is a mild month, I have to dump
the o0il, push it ahead, which doesn't make sense. But
if I get a real cold month, I am going to be in trouble.

Q At the moment, are you able to supply your
regular customers with the amount of fuel that they need? A
till now, because of the weather, we have been able to.

Q Do you have any insights you can share with us,
Mr., Fairclough, in terms of the energy crisis? 1In other
words, is there a real shortage coming? Is it a shortage
brought about by artificial and unnecessary regulations on
the Federal level? A Well, I will give you one
example of one of my larger accounts, not my largest.

I sold them 200,000 gallons of oil. This summer, they cut
me down to practically buying nothing. In the meantime,

I was cut 15 per cent by one company on my oil supply, a
major. This major oil company went in and took that account
cheaper than I was selling to them.

Q You are saying that the major cut out the middle-
man? A That's right.

Q You, being the middleman? A They cut me
15 per cent on my oil and they took the account away from
me.

Q And do you know whether that giant is giving to
that customer 100 per cent of what it needs? A Until
the quota system came in, they would have. But they
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were forced by law to give them what they got in '72,
which meant they had to drop the account now.

Q Why would the giant do that? 1Is there a difference
in profit for the giant to cut you out? A I only make
money on the retail level. They make money at the well,
the transport and the wholesale.

MR. IRVING: Let me yield to Professor Oates.
BY MR. OATES:

Q Mr. Fairclough, I take it, like Mr. Dunham, you
sell essentially to households and small businesses and sO
forth. 1Is that correct? A Right.

Q I gather that unlike Mr. Dunham's operation,
however, your storage capacity is a good bit less than his.
You talked about a 70,000-gallon storage. What 1s that
roughly as a fraction of your monthly sales? A I could
pull that in 2 days.

Q In 2 days. So you really only have a couple
of days' storage capacity, whereas Mr. Dunham has something
more on the order of 3 weeks. This means that if you
don't use up your quota and your storage facilities are
full, what happens to that? Do you lose it? A Wwhat
they tell us is if we don't pull it this year, we won't
get it next year.

Q I see. In other words, if you don't use what
your quota is now, this in effect cuts down the potential
scale of your operation in the future then. I sense
a good deal of dissatisfaction on your part with the
quota system. Is this your primary objection? Perhaps
you could clarify this for us a bit. My sense was that
you were very unhappy about the quota system as it operates.
A We had quotas during World War II with the coal and we
just cut 15 per cent right down the line. That's fine.

If everybody is going to be cut 15 per cent, let everybody
be cut 15 per cent. Let it be that way.

Q But your sense is that everybody is not being
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cut 15 per cent. 1Is that right? A Well, I am being
cut with one company 15 and I am not being cut at all
with another one. Now if there is going to be an average
cut, 1 think maybe it should be all the way with everybody.
In other words, if a dealer has this one supplier 100 per cent,
he has 100 per cent of his supply. But then if this other
large company i1s forced to decrease their customers as
well as us for our customers, then I don't think this is
right.

Q Essentially this would imply from the standpoint
of a dealer how much fuel you are getting depends on what
particular supplier you are hooked up with. A That's
right.

Q So some dealers are probably in much better shape
than others, I would guess. A Yes. If you happen
to be with a dealer like one I know which has been 8 or 9
cents higher than any of the others - I am talking about
legitimate dealers now, not these large independents -
even in that category, they have been as high as 8 and 9
per cent higher, with an 8 per cent cut - this kind of
throws you out of the ballpark.

Q Could we come back to the problem with the
large independents here. I am not sure I am quite clear what
your concern is here. In other words, somehow you felt
there are some fuel oil supplies being directed there at
your expense and at the expense of certain other dealers.
A I have been talking about one of my suppliers, that
I am being cut because the oil is being held for big outfits
in New York State - Cirillo, Metropolitan - you name them -
this type of account. They have been allocated our gallonage,
so to speak. We are being cut and they are getting it from
a company they never bought it from. They are getting our
oil.,

Q Any explanation of this that you know of? A I
say, 1f these people want to buy oil, let them buy 1t directly
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from us, the customers. We have had it. We have dealt
with these people. If we have to cut our customers
10 per cent, why shouldn't we service these other accounts?.

Q Do you have any insight into how it is that these
independents are getting access to the supplies?

A There must be some law that is making the larger
companies keep the oil or turn it over to them and take
it from us.

BY MR. IRVING:

Q May I ask this question along the same lines.
Are you willing to identify to this Commission later on
the name of the supplier in case we want to talk to him --
the name of the supplier who indicates that some of the
0il which heretofore had come to New Jersey is now being
sent to the independents in New York? A Yes.

Q Can you give us that name later? A Yes,
sure.

MR. IRVING: Thank you.
BY MR. OATES:

Q Following up the line suggested by Dean Irving
here, in your associations with other people in the
business, do they suggest that the situation in New Jersey
is much different from that elsewhere in terms of avail-
ability of supplies? Are the cuts taking place in other
parts of the country in their buying areas? Is there any
difference? A In fuel oil, I am not acquainted
with any other area but my own.

Q I see. So there don‘t seem to be the kinds
of differences which at least seem to be appearing as
far as gasoline is concerned at any rate? A Right.

BY MR. IRVING:

Q May I ask you this, Mr. Fairclough: Do you have
any idea where companies like Hess and Exxon get the oil
that they sell to you? A No, sir.

Q You don't know whether it is foreign or domestic?
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A No.

Q Do you know the reason for the apparently enormous

increase in the price you are forced to pay for this fuel?

A Only what I am told from the companies that I buy

from, that there is oil that stays out in the harbor until
they bid it up like these large independents used to bid

it down and get 1t as cheap as they could. Now the oil

stays there until the highest bidder comes along and

it goes 70 or 80 cents and they have to buy this o0il at

this price and then average out their costs the same as we do.

Q In other words, Mr. Fairclough, you are telling
the State of New Jersey some of the fuel shortage is a
contrived shortage, that in a calculated way suppliers
are keeping oil out of New Jersey which is needed here.

Is that what you are saying? A I don't know specifically
New Jersey, but this is what the salesmen tell me.

Q These are salesmen for the giants in the industry?
A Right.

Q Let me just repeat that. I think it is significant
and I think we will want to verify it. The giants do have
fuel in tankers, which fuel is not being released because
it can be sold at a higher price later. Is that the
information you are receiving? A That's what I under-
stand.

Q Of course, 1 would caution the audience that
this is hearsay, that we are not in a court of law, and
we would want in fairness to the companies to verify this
kind of information before we procced. So we will refrain
from making any conclusions, but we will appreciate
whatever information you can give us.

MR. IRVING: I think I have no further
dquestions.
BY MR. OATES:
Q I would like to address this question to both

Mr. Dunham and Mr. Fairclough. Have you,like one of the
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gasoline dealers we talked to earlier in the morning, been
approached at any point recently by any brokers who
offered to you fuel supplies perhaps at a somewhat higher
price than you are paying for the oil you are currently
getting? A No.

Q This seems then in terms of the experience
of people we have talked with here to primarily be
something at the level of gasoline, at least in terms of
brokers contacting dealers with supplies that do seem
to be available somewhere, if a sufficient price is forth-
coming. Also, Mr. Fairclough, you mentioned in terms of
some of your own historical experience some opportunities
at various points to buy substantial quantities of number 2
at a reduced price from other than your normal supply
channels, and you said you hadn't done that. I was curious
why you did not. A This was a few years ago.

Q Why didn't you? A Having been brought up in
this business - we were in the coal business for years - we
stayed with the better companies in coal all during the
shortages as long as I can remember and we were always
taken care of. But, of course, don't forget these coal
companies were not in the retail business and they had
to put their coal through a retailer. So., therefore, they
never had the whole market all the way. They needed us.
Today the price is controlled by the dealers that only
control the majors' 20 per cent of the retail business, but
they still control the price.

Q At any rate, before we got into this period
of shortages and ceilings, you would have been reluctant
to deviate from, say, your usual suppliers to pick
up oil from an independent supplier at a lower price.

Is that right? A That's right because when things
got tight we wouldn't get it, and that is exactly what
has happened.

MR. OAKES: O.K. Thank you.
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MR. IRVING: Mr. Fairclough, I understand
that Senator Ammond has a question that she would
like to pose. I would yield to Senator Ammond
for this question. \

BY SENATOR AMMOND:

Q Mr., Fairclough, the oil companies are vertically
integrated. As you have mentioned before, they control every
phase of production from the well to the pump. Do you feel
that this gives them an unfair competitive advantage

over the independents in controlling not only the flow

of production but also the rates and the price? A Very
definitely.
Q In your own words, could you give us some advice

as to what you think can be done by the government, by the
Federal or State government, to stop it? A That's a
very difficult question to answer. All I can say is the
way the coal companies ran it years ago, they needed the
fuel dealer to distribute their products. They were not
in the retail business. We went out and we served the
people and we cut each other's throat. If we could make

a dollar, we made a dollar. But when we had to cut it, we
cut it. And everybody profited; the people all profited.
However, this will never be the case as long as you have

8 or 10 major companies cohtrolling the whole industry.

Q You feel then that there should be a major trust-
busting in the United States in the oil companies, separating
production at every level? A Well, they can make
it on the apples and lose it in bananas, as they say, and
we only can make it on the apples. It is as simple as that.

SENATOR AMMOND: Thank you.
BY MR. IRVING:

Q Mr. Fairclough, one of the members of the
Commission asked me to review with you some comments you
made earlier so that it is clear to us what you have told

us. We understood you to say that you are required under
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your four contracts to take a certain quantity of fuel
every year. Am I right on that? A Every month - monthly.
Q Every month. Then you resell that? A Yes.
Q You can refuse to take some of it, can you not?
A Oh, we can refuse to take it, vyes.

Q But do I understand that,if you do refuse, the allo-

cation awarded you next year may be reduced? A That's
right.

Q Will you answer one other question for me which
I should know. Is fuel oil fair-traded? A TI wouldn'‘t
say so.

MR. IRVING: Mr. Dunham, that is your
impression as well, that it is not fair-traded?

MR. DUNHAM: I will tell you the way I feel
about it. Today if there was some way of coming
up with a stabilized price for all the dealers,
with the exception of increased expenses in dif-
ferent areas, it would be a big help. Take, for
instance, Bergen and Hudson Counties; there is
such a big differential in prices in that area
right now that somebody is always getting hurt,
The people are screaming. One dealer sometime
back here was something like 36 or 37 cents a
gallon and there were other dealers at 20-some
cents a gallon. There is quite a differential.
This is hurting business and it is going to hurt
a lot of people in the future.

MR. IRVING: Thank you.

Mr. Fraeble, do you have a question?

BY MR. FRAEBLE:

Q Mr. Fairclough, could you give us the percentage
of how much more you pay than the companies' own jobbers
pay for number 2 fuel o0il? Oneper cent, two per cent more?
How much more do you pay? A The companies' own jobbers?

Q The brand-named jobbers. A I think they are
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all practically out the window now.

Q There is no competition. You mentioned before
you were selling fuel oil to an apartment house and the
company went in there, itself, and sold that fuel at a
reduced price. A That wasn't an independent jobber working
as a branded dealer. That was the company itself.

Q That was the company itself? A Right.

Q Can you give us any other examples of this?
A That happened to be a big one that would come right to
the surface, you know. This is like the cream and then the
milk is left for everybody else. This happened to be one
that you couldn't miss. We don't know. A little customer
called up. I pursued this to find out where they went because
of the fact that I was cut and I stayed right there and I
had one of my men find out who pulled the oil 1in there and
where it came from. They denied it right down the line, but
I happened to know the purchasing agent and I know where
1t came from.

Q Do you know whether this is widespread on the
part of the oil companies, to go in and undercut you, the
middleman? You don't have any other examples that you can
give us? A No.

MR. IRVING: Mr.Fairclough, I do want to
thank you and Mr. Dunham, on behalf of the members
of the Commission.

I see Assemblyman Tom Kean has come in. We
are happy to have you here, Mr. Assemblyman.

We appreciate your interest in helping this
Commission find out what the facts are 1n terms
of the fuel shortage in New Jersey so that we
can intelligently respond as citizens, and some
of us as elected officials, with a legislative
response that will help solve the problem in so
far as New Jersey can solve something that clearly
extends beyond our own borders. Again we are

very grateful to you both., Thank you.
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I yield to Mrs. McCall.

MRS. MC CALL: For the record, Assemblyman
Tom Kean, a member of the Commission, has arrived.

MR. IRVING: Thank you. I understand we will
now have a presentation by Dr. Richard Howe of
Exxon. Dr. Howe, please come forward. I understand
you have some advisors with you., They are most
welcome and I would think that New Jersey could
provide a chair to all of your aides.

Is not your attorney present at the moment,
Mr. Stone?

MR. HOWE: Yes, he is present. I think who
I would like to have come up here is Mr. Sam
Charlton, who is our Region Manager, who could
help answer some of the New Jersey questions.

MR. GARVEY: Mr. Chairman, may I ask a
question on a point of order or point of personal
privilege. Must we have this read? 1Is that the
intention?

MR. IRVING: I was going to suggest to our
guest that he give us an abbreviated statement. We
will all be able to read this in detail and care-
fully later on. Since our time is limited this
morning, if you are willing to do that, it would
be helpful.

MR, HOWE: I will just make several summary
comments from the prepared text so we can get into
the questions. I know you are interested in the
dquestions.

MR. IRVING: Let us first identify your
advisor.

MR. HOWE: Mr. Charlton.

MR. IRVING: First, let me say preliminarily,
as you know, we are engaged in the process of
finding out what the facts are and that is all

we are trying to do this morning. Dr. Howe,
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would you identify yourself?

RICHARD J. HOWE: Yes. I am Dr. Richard J.
Howe. I am Manager of Energy Communications for Exxon,
USA, in Houston. Our address is Box 2180, Houston, 77001.

MR. IRVING: May I ask how long you have been with
Exxon, Dr. Howe.

DR, HOWE: I have been with Exxon 15 years and
I have been in the petroleum business over 20 years. My
primary specialty has been in the producing side of the
business, both here and abroad. However, in recent years, I
have been inour logistics area and corporate planning.

MR. IRVING: So I take it from that impressive back-
ground that you are quite familiar with the Exxon position,
policy and experience in terms of the fuel shortage and
can speak to us with some authority about this crisis from
the company perspective. Am I right?

DR. HOWE: Yes, sir. My remarks and answers would
be primarily in the international and national scope. Mr.
Charlton will concentrate on the local issues, in which
I know you are very interested.

MR. IRVING: Yes. I wonder if you would give us
some identify for Mr. Charlton so we will have that for
the record.

MR. CHARLTON: My name is Samuel E. Charlton and
I am the Regional Manager for Exxon Company, USA, which
encompasses New Jersey, New York, and the six New England
states. I have been with the company for 41 years.

MR. IRVING: Dr. Howe, then we are prepared to hear
some comments from you, and, again, we would appreciate it
if you could abbreviate your statement.

DR. HOWE: I will give you a much abbreviated
statement as requested.

I think it is very important before we talk about
local issues to put this whole situation in the proper

international and national framework.
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I will talk briefly about the fundamental causes,
the near-term supply situation, including the o0il embargo
by the Arabs, and what needs to be done in the future.

Now the causes of the nation's energy situation
is the result of a complex series of events. These events
are well known and they are listed in my prepared statement.

I think the point to remember is that we got here
today where we are through this sequence of events that
datesback more than 20 years now. Particularly in recent
years, there has been a sharply-increased demand for petroleum
while as a result of the environmental movement, the develop-
ment of domestic energy resources has been delayed, so it
has been a double-edged effect - much higher demand, much
lower supply.

I would like to touch briefly on these charges that
somehow the whole energy situation was contrived. These
charges are simply not true. The fact of the matter is
that we and other companies did everything we could within
reason to keep it from happening,

I heard several days ago this likened to a classic
Greek tragedy. During the past three or four years we
have seen this thing coming. We have been telling the
government we needed to do something about it. We have
had the Trans-Alaskan pipeline bottled up. offshore explor-
ation and development delayed. We were concerned about the
rising imports and what that meant for us later on. Now
suddenly. we have had this embargo. And the tragedy, if
you will, has now been played out, and we find ourselves
in a very difficult situation.

I would like to comment on the extent of the Arab
oil embargo. This is approximately - at least our figures
now are about 2.6 million barrels a day that have been
deprived, both crude and products, to this country. This
is about 13 per cent of what we were estimating and the

government was estimating as the demand level during the first
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quarter of 1974. So this is an extremely significant matter.
You can multiply 2.6 times 42 to find out how many gallons a
day this is costing this country. So it is an extremely
serilous matter. It is extremely significant. I think the
important thing now is - there has been a lot of talk about
leakage around the embargo, whether the embargo was really
being felt - but I think our company and the Federal Energy
Office of the government feel that we are now seeing the
predicted impact. It is now being felt in the range of,
say, two and one-half million barrels a day. Of course,
this 1s what is causing all of these problems.

There has been a lot of talk about inventory levels.
Lately inventory, say, of heating oil has been higher than
normal because we have had a warmer than normal winter.
Gasoline inventories are down, etc. The inventory situation,
except for distillates, heating oil and those sorts of
products, 1s extremely serious. Crude o0il inventories have
been falling, etc. Even though there are very big numbers
of barrels in inventory, we are down toward the minimal
levels on several key products, such as gasoline.

I think it is important that not only have we seen
the imports turn down, but we are getting downtrends in
inventories, which cause us some pause.

We have seen a very tremendous response by the
public in this area of conservation, not only in turning
down thermostats, but also cutting down on gasoline
consumption. If we had not seen this, we would be in
very dire circumstances today. The amount of conservation
has been approaching the shortfalls, and this is very
fortunate, but it is hurting at a lot of places, particularly
at the gasoline pump.

I would like to also point out that if the embargo
ends tomorrow, we will still find ourselves in a difficult,
tight situation here for a fairly long period of time. And

I hope that we don't forget about this lesson that we are
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being taught today by the Arabs. I personally feel that
they have done us a big favor by imposing this embargo

at this time rather than. say., five years from now when
instead of having a 2%-million-barrel-a-day cutoff, we
perhaps would have a 6 or 7-million-barrel. I hope we have
learned our lesson and we will move forward as a nation

to improve our self-sufficiency in domestic energy resources.

Just looking down here in my statement, I have said
what needs to be done in the future in the nation and I
will let the statement speak for itself if I might. The
important thing is that we do need action today. We are
seeing some of this action being taken. Offshore lease-'
sales are being accelerated. The Trans-Alaskan pipeline
hopefully will start being built sometime this summer
as quickly as possible. We are seeing steps being taken
to cut down the licensing time and the delay times on
the nuclear power plants. Hopefully we will see a resurgence
of coal and also other improvements where we can have an
environmentally-acceptable solution.

I do comment in here about the consumption of energy
in New Jersey. The figure I have is that the per capita
consumption in the State is about 30 per cent below the
national average. This is sort of an interesting figure.
New Jersey 1s somewhat unusual in that oil supplies about
three-quarters of your needs versus, say, 45 per cent for
the nation as a whole. But., on the other hand. you use a
somewhat lower percentage of natural gas than the rest
of the country.

In the future. we see the percentage supplied by
nuclear power increasing very rapidly on up into the 1980's
and beyond,of course.

In closing, I would like to re-emphasize that our
energy problems are immediate and severe and we need to
continue to conserve energy. What we really urgently need

to do is develop our domestic energy resources.

58



I would like to just say as an aside here to set
the stage for the questions, in today's environment we
have to remember that prices have been controlled for
several years now. Any price increases have to be
cost justified and the Internal Revenue Service is checking
these increases very carefully.

The other major factor is that we now have a mandatory
allocation program which is being put into effect this
month and the oil companies have very little leeway to do
anything within this. In other words, our hands are
tied with this allocation program, this Federal law, and
we are also price controlled. So these things set sort of
the environment in which we are operating today. Thank
yOu.

(Written statement submitted by Dr. Howe
can be found, beginning on page 99 A.)

MR. IRVING: Thank you for that frank statement.

Let me say to you, Dr. Howe and Mr. Charlton, that I
recognize that the questions may be somewhat pointed. I
feel you are in a position this morning analagous to that
of a Law School Dean at a faculty meeting. It may be

the kind of event that you would like to avoid entirely
and we recognize the human sensitivity here.

Let me begin the questions, if I may, with the
question which really should come last, but which is
really the most aimportant, I think, in terms of New Jersey,
which it appears from everything we read and see is the
State perhaps most critically affected and jeopardized
by the energy crisis. 1Is there anything you could say
tc us this morning that would indicate that Exxon because
of its magnificent technology and managerial skills --
that Exxon could make available to New Jersey over the
next several days an amount of gasoline that would get us
through this chaotic situation which we now find ourselves in?
Is there something you could do immediately through your

company for New Jersey today?
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DR. HOWE: Well, Dean Irving, as I said, our hands
are tied by Federal law. I regret to have to give ycu
that answer, but that's the way it is. There are other
states that are having difficulties. If we gave preferential
treatment to one over the other, then we would be in trouble
across the state borders. This is a very difficult situation.
We regret it, but that's the way it 1is.

MR. OATES: I think all of us have been struck by
the fact that New Jersey, a state with a considerable
concentration of refining capacities, is indeed a state
which, as has been suggested through the morning, is hurting
very badly. Perhaps Mr. Charlton can help us on this one
too. I think we shouldn't leave the question quite so
quickly.

Does much, for example, of the gasoline that is

produced at the large Exxon refinery here in New Jersey
go out of the state? What sort of distribution problem do
we face locally here?

MR. CHARLTON: I think that either Dr. Howe or myself
could answer, the supply distribution complex which ties
in the Atlantic Coast area with the Gulf Coast refining and
producing area. and the refining area and the New Jersey
area, the Delaware Valley area, 1is all tied in to supply
this entire area. In addition to the supplies that come
from the refineries in those areas, we have had imports to
supplement. So to say that a refinery in New Jersey supplies
New Jersey is not entirely correct. It supplies tributary
to New Jersey, which is within an economic range. For
example, you might be able to bring up from Texas a tanker
at a lower transportation cost, if the tanker is big enocugh,
and supply Boston cheaper than you could taking a small
tanker out of Bayway. So the system is based on the most
economic distribution system so that the price 1is kept at
the lowest price.

DR. HOWE: I might add I don't have up-to-date figures
on this. I just didn't have time to put them together.
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But in 1971, the State consumption was about 650 thousand
barrels a day of products and in the State at that time
the refineries were putting out 500,000 barrels a day.

MR. OATES: This was the Exxon Refinery?

DR. HOWE: No.

MR. OATES: This is the refineries in the State?

DR. HOWE: This 1s the total state figures as
of that time. 1In other words, there was a net inflow,
if my figures are correct, of products into the State over
what was being refined here.

I might add that the crude that was flowing in to
be refined, the 500,000 barrels a day, at that time was
about 50-50 domestic - this would be crude moving up from
Texas and Louisiana - and 50 per cent foreign imports.

I would doubt that this has changed much. I doubt the ratio
has changed much. Of course, the foreign crude has changed
drastically. But the fact that the State is using more

than it is refining -1 just don't have the very latest figures.

MR. OATES: I really find that rather striking. From
Delaware Bay up to North Jersey, there are essentially 11
refineries,as I understand it. You are suggesting that
these produce less in the way of output than is consumed
within the State?

DR. HOWE: Yes, the refineries that are located
within the State. Of course, there are refineries in
Pennsylvania.

MR. OATES: -- on the Delaware.

DR. HOWE: Yes.

MR. IRVING: Thank you, Profesor Oates.

I would like to go back now to the flow of fuel
in and out of New Jersey., 1f we may, so we can get some
sense of that. I understand, Dr. Howe, what you are
saying is - and please correct me if I am wrong - that
the amount of fuel that Exxon has made available to the
State of New Jersey over recent years has, in effect,

instituticnalized what New Jersey has available to itself
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because the Federal regulations preclude you from changing
that. Is that what you are saying to us?

DR. HOWE: Yes. Within the realm of the current
regulations. there are certain base periods for different
products. There is a very rigid set of rules under which
we have to distribute our fuel.

MR. IRVING: Who in Exxon, at what level for example
is the determination made as to the amount of fuel that
is shipped into New Jersey as opposed to an adjoining state
and on what basis? For example. if Pennsylvania and New
Jersey both have needs, who would determine in Exxon how
much fuel New Jersey would get? 1Is the question a rational
one?

DR. HOWE: Yes.

MR. IRVING: We are trying to determine who sets
policy and on what basis the policy is set for this now
disadvantaged state.

MR. CHARLTON: I assume you are talking now basically
of gasoline.

MR. IRVING: Yes. gasoline.

MR. CHARLTON: I think it would be worthwhile for us
to understand the system under which gasoline is allocated
to various locations.

The current Federal Energy Office regulations say that
you first take the individual service station and you compare
the annual volume in 1972 with the annual volume in 1973,

If he has, for example. a growth of 10 per cent. the regulations
require that he get no growth consideration. If his growth

is 20 per cent. then the regulations provide that the

individual oil company can allot to this individual service
station a growth factor based on the second 10 per cent.

No one gets the first 10 per cent.

Now we have done that automatically in our computation
of allocations. Every one of our dealers who is allocated

anywhere in the United States gets the second 10 per cent.
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not the first, because the law says we can‘t. If he gets
over a 20 per cent growth, then he can apply, as an
individual service station, to the Federal Energy Office

for this additional growth which he experienced because

of maybe peculiar circumstances. Maybe he stayed open
longer. Maybe he had a better price. Maybe he served his
customers better. But he had a larger growth. So provision
is made that he can get a Form FEO 17 from the Federal
Energy Office. Our sales representatives have been instructed
by me to work with each of these people who have this
particular situation, show them how the form is to be filled
out. The form is then submitted to our company and,as long
as the figures are correct, we certify it and send it to

the Federal Energy Office. They make the decisicn. We
don't make it on anything over the second 10 per cent.

This is how the gasoline flows into any particular
market under this system. We have no further control over
it,

MR. IRVING: What I understand you to say, Mr. Charlton,
is that the experience that New Jersey built up over the
last few years in terms of what was sold at the local
level to the individual customer really set a pattern that
controls us today.

MR. CHARLTON: It is the same in the United States.

MR. IRVING: Exxon's hands are tied in terms of the
fact that New Jersey finds itself now in a deplorable sit-
uation with regard to the gas shortage?

MR. CHARLTON: New Jersey's growth in the gasoline
business has not been great. Let's say it has probably
been in the 3 to 4 per cent range annually. The national
growth last year was 7 per cent,I understand.

MR. IRVING: Then let me try it from a different
perspective.:. This question may be based on misinformation.
My understanding is that the pipelines are bringing into

New Jersey 100 per cent of what they have brought in over
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the last two or three or four years. And. if that is so.
then it is difficult for me. as a lowly lawyer. to understand
why there is now such a shortage even allowing. Mr. Charlton
for lack of growth. Lack of growth presumably existed

over the last ten years and yet it is just now that we

have the great crisis. If the pipelines into New Jersey are
flowing fully does it mean that tankers are not coming

that heretofore came or does it mean something else?

MR. CHARLTON: The East Coast is basically a water-
supplied area. You are dependent upon tanker movements
and barge movements either for crude or finished product
As a matter of fact we were talking about the Bayway
Refinery and the refineries in New Jersey. but product
for Paulsboro for our terminal comes up from Baytown Texas.
We can deliver it in there more economically than we can
from Bayway.

Now the fact that product is delivered into an
area. I think is a different situation from what the Federal
regulations say that each station can get. Any gquarrel
with that is with the Federal Energy Office and not with
any supplier.

MR. IRVING: O K. Then., Mr. Carlton, do I understand
you to say - I don't mean to put words in your mouth - that
there has really been no change in the amount of fuel that
Exxon has been bringing into New Jersey by way of tanker.
which is where the gasoline comes from into New Jersey.
but that the reason for the crisis is the Federal regulation
that somehow has interfered with the flow of fuel to the
local customer?

MR. CHARLTON: About two years ago. as I think Dr. Howe
mentioned there was about a 500 000-barrel spare capacity
in refining. Then that was used up. Aand we in our company
were producing in our refineries at full capacity in 1973.
New Jersey fared well from Exxon in 1973. When you see the
tax-paid figures vyou will see a tremendous increase in
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