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 BEFORE

‘The Public Service Commission

Com‘;nonwe‘alth of PénnSyl,vanib,

Application of Pure 0il Company, §
Producers and Refiners Pipe Line |

Company, and National Transit
Company for a certificate of Pub-
lic Convenience under Article 3,

Section 3-C, Article 5, Sections

18-19, of the Public Service Com- |  Application

pany law for the approval of the T
sale of that portion of the pipe line ¢~ Docket,

owned by Producers and Refiners File A-17525-217,

Pipe Line Company in the Com-
monwealth of Pennsylvania north |
of the southerly line of ‘Butler
County, to the National Transit
Company, a Pennsylvania Corp-
oration. :

«

The pipe lines agreed to be sold under contracts

of the Pure Oil Company extend from. the south--

westerly limits of the state of Pennsylvania to a point
near Warren in said state, and in the contracts of
purchase it was provided that that portion of the pipe

line system extending from the southwest limits of

the State of Pennsylvania to a point called Netzsky's

Station at or near the southern limits of Butler
County; should be sold to the Southwest Pennsylvania - -
Pipe Lines, and that portion of said pipe line system

extending northeast from Netzsky’s Station to a point

at or near Warren, Pennsylvania, should be sold to S

the National Transit Company..
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Two petitions for certificates of approval were
filed, one at File A-17524-27 which involved the con-
tract for sale to the Southwest Pennsylvanis Pipe
Lines, and the other at File A-17625-27 which involved
the sale to the National Transit Company.

Tn view of the fact that there was no protest to
the approval of the contract for the sale of that por-
tion of the pipe line system to the Southwest Pennsyl-
vania Pipe Line Company, it was agreed as shown by
the record on page 133 that the application at File
A-17524-27 should be submitted on the record, and
that as to application at File A-17525-27 oral argu- '
- ments were Walved but brlefs were to be’ flled

 Therefore, this brief is flled on behalf of the ap-f
phcanf;s at the above number ey

STATEMENT OF THE‘ CASE.

Under date of the 10th day of August 1927, the
Pure Oil Company which controlled either directly or
through subsidiaries, all of the capital stock of the
Pure Oil Pipe Line Company, an Ohio Corporation,

Pure Oil Pipe Line Company, a Pennsylvama Corpora- -

tion, and Producers and Refiners Pipe Line Company,
a Pennsylvania Corporation, entered into a contract
with the National Transit Company, a Pennsylvania
' Corporation, wherein and whereby it was agreed, sub-
ject to the approval of this Commission, that the Pure
0il Pipe Line Company would gell'and convey all that
“portion of its pipe line system and equipment lying and
situate north of the southern boundary line of Butler -
County, Pennsylvama, for the price or sum of $660 “ i

- '000.00. It was further provided that the contract to
sell ‘and purchase this portlon,‘of‘ the,plkp‘e line. system .




was conditional upon the sale and purchase of the re-‘f
maining portions of the Pure Oil Pipe Line sy‘stems '

located in the state of Pennsvlvama

Pursuant to this contract a petition for the ap-' e
ploval of the contract by this honorable Commission =
ras filed. Thereupon a hearing was fixed to be held -

on the 28th day of September, 1927, at the City County

Ruilding, Pittsburgh, Pennsylvania, of which hearing

due notice was given by publication and otherwise ag
required by the ordel of f:he Gomm1ssmn.

At the time ﬁxed %or the heari ing, certam reﬁnersj- :

appeared and entered a formal protest to the petition.

At the same time certain minority stockholders ap--
peared by counsel and while not filing any formal pro-
test, gave verbal notice that they intended to file a pro- -
test to the petition. . Thereupon the hearing was con-
tinued until the 27th day of October, 1927, at the same
place. On that date fixed for the adjourned hearing
the protesting refineries appeared before the Commis-

sion by counsel stating that they desired to withdraw
their protest for the vreason that a satisfactory under-

gtanding had been arrived at between them and the

pipe line companies which had been reduced to writ-
ing and which writing was filed as a stlpulatmn on
the record '

The minority stockholders who had appearbd at
the first hearing then filed a written protest and per-

sisted in their protest throughout the hearing. .

The petition fora Cer%’iﬁcaté of public convenience
sets forth and alleges that the portion of the system
of the Pure Oil Company proposed to be sold had been

operated at a loss for several years; that it is no longer

_necessary for the accommodation and convenience of =
the public that this pipe line system be maintained;
that the National Transit Company has oﬁ?ered to buy |




it, that the two sYsﬁems‘ can be operated ag 6,Iié mote
“economically; and that it would be to the benefit and

advantage of the public that the National Transit Com-

pany be permitted to buy that portion of the said pipe
line company embodied in the contraet.

A reading of the protest filed by the minority
stockholders clearly shows that their sole and main
objection is not that the public interest will not be ad-
vanced, but that, in their judgment as stockholders
of the National Transit Company, it is not a wise in-
vestment for the National Transit Company to make.

‘The hearing was proceeded with before the Hon-
orable Samuel Walker, Commissioner. -

 ABSTRACT OF THE EVIDENCE.

In support of the application the mﬁ’cioners

called a number of witnesses, an abstract of the fes- - ‘

timony given by such witnesses is as follows i—

M. I. DEUEL:

T reside at Wilkinsburg, Penngylvania. Am gen-
eral superintendent of the Southern Pipe Line system
of the Pure Oil Company. Have held such position
for nine years. Been in the pipe line business prac-
tically all my life. (Record page 11). Made an inyen-
tory of the portion of the line of the Pure Oil Company
system proposed to be sold to the National Transit
Cempany. Furnished the same to Mr. Hagensh for
valuation purposes. (Record page 12). Pure Oil Pipe
Line system through its gathering lines gathers oil
along its lines from Oil City on southwesterly to the
Woest Virginia line. Its system takes oil from 4,780
wells with a combined daily production of 1,055.98 bar-
rvels. This oil is known as Pennsylvania grade oil and
~ comes from approximately 1,200 leases scattered over

an area in length of about 120 miles. (Record pages
'18-14). That the Pure Oil Pipe Line system involved
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in the purchase has been opéerating at a loss for geveral
years, which loss was occasioned by the fact that the
amount of tonnage is'so small compared with the ex-
pense in handling the system, and the rate received

for such tonnage as fixed by the tariffs do ot provide .
enough funds to make a profit.  (Record page 14). -

That there is no reasonable probability of any increase
in the production of -oil in the Appalachian region
reachable by the Pure Oil Pipe Line systerni and that

as a matter-of fact the production and amount of oil'

iz graduslly decreasing. (Record page 15). -That on

account of the inability to operate the system at a
profit and on account of the decreasing amount of ton-

nage the Pure Oil Company has been seriously con-
gidering the abandonment of that portion of its pipe
iine system involved in the purchase by the National
Transit Company and the Southwest Pennsylvania
Pipe Line Companies. - (Record page 15). That inthe
event of the purchase by the National Transit Com-
pany of the Pure Qil Pipe Line system, it could operate
the two systems without any addititonal increase in

its present working force, thereby eliminating prac-

tically all of the working force of the Pure Oil Com-
pany system. (Record page 21). That the purchase
and consolidation of the Pure Oil Pipe Line system
with the National Transit Company and the South-
west Pennsylvania Pipe Line Company would be bene-
ficial o the public service for the reasons that it would
give the producer of ¢il a broader market for his pro-

ducts; it would enable the small producers in various

parts of the fields to retain pipe line connections for
the transportation of their oil. - (Record pages 23-24-
25). That the pipe line system of the Pure Oil Com-
pany proposed to be sold to the National Trangit Com-
pany and the Southwest Pennsylvania Pipe Line Com-
pany has been maintained in good condition of re-
pair. That their main six inch line operates under a
pressure from 425 pounds to 800 pounds. That in
{he opinion of the witness a depreciation against the

present day veplacement value of 40 per cent. would -

be reasonable. (Record pages 80-81). .

' .'Invenfofy and "app'raiSal of ‘~‘~‘1‘>31m:;ér'by by M1 L

Hagenali offered in evidence and received. . (Record

page 28).
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NORTON H. WEBER:

~Am vice president and member of the Board of
Directors of the Pure Oil Company and reside in
Chicago.  Have been with the present Pure Oil Com-
pany since 1917, and with the old Pure Oil Company,
a corporation of New Jersey which was taken over by
the present company, in various capacities since 1899.
Am familiar with the pipe line system involved in the
purchase. (Record page 8i). The Pure Oil Company
has been operating the pipe line system involved in
the purchase at a loss for several years due to the
gradual decrease in the volume of oil transported over
the lines and the increased cost of salaries and fuel
and other items of operation and that the question of
disposition of that portion of the pipe line system of
the company had been under discussion by the Board
of Directors for several years. (Record page 32). That
no method has been devised whereby the system could
be operated at a profit and that it is no longer possible
for them to operate the system, and if they can not sell
it they will be forced to abandon it. (Record pages
32-33).  That the public service would be benefited by
the sale of the Pure Oil Pipe Line Company system to
the Southwest Pennsylvania Pipe Line and the Na-
tional Transit Companies for the reasons that if the
Pure 01l was unable to sell its system and obliged to
abandon it, a great many of the outlying producing
districts which are now furnished an outlet to the
market by the present gathering line system of the
Pure Oil Company, in the event of the lines being taken
up, the production is 8o small that the National
Transit Company or any other ¢ompany would not be
justified in laying new lines to the tanks, and in that
event a great many producers would be left with no
market for their oil and the oil would be lost to the
trade; that all of the oil produced, gathered and trans-
ported by the two pipe line systems could be handled
by one pipe line company with very little, if any, ad-
ditional expense except possibly for fuel and a small
expense for connection of the two systems, and this

would enable the purchasing pipe line company to -

-operate at a reasonable profit without having to in-
crease its pipeage rates, which rates if increased -
would impose an additional cost on the crude oil = -
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to the vrefineries, thereby increasing eost of the
products to the publie. (Record pages 84-35-36). That
the purchase and consolidation of the two pipe line
systems under one management and eontrol would also
afford better facilities to the various refiners in that it
would afford them better transportation facilities and
a wider area for their crude supply, and betber facili-
ties for keeping the different grades of oil separated.
(Record pages 37-38). - That the pipe line system pro-
posed to be sold by the Pure Qil Company includes
that portion of its system-in West Virginia, south-
eastern Ohio and all of its system in Pennsylvama
That the purchase of that portion of its system in Ohio
by the Buckeye Pipe Line Company has been approved
by the Public Service Commission of Ohio, and that
the Public Service Commission of West Virginia has
made no objection to the purchase by the Eureka Pipe
Line system of that portion of the Pure Oil Company
system to be sold i in West Virginia, (Recc)rd page 39)

FREDRICK WRIGHT 4

Am general sunerhntendent of the Natlonal Tran—
sit Company. Have been acting in that capacity for
about a year. Have been connected with the National
Transit Company for 23 years, having charge and

supervision of the pipe line system for the transpm- o

tation of oil. (Record page 41). Am familiar with
the location of the Pure Oil pipe line system proposed

to be purchased by the National Transit Company, the -
extent thereof and its general condition having made

an investigation of it for the purpose of figuring ils
value.  (Record page 42). That the cost. or replace-
ment value of that portion of the Pure Oil Pipe Line
svstem proposed to be purchased by the National Tran-
sit Company is $2,500,000.00. - (Record page 44). The
National Transit Company has agreed to pay $660,-
000.00 for the same (Record page 44). 'That the Pure

Oil system transports about 2,700 barrels of oil per

day through this system. This includes oil gathered
in the system and inter-state oil shipment. That the
National Transit Company transports about 10,000

barrels of oil per day through ity system, composged of
about 5,000 barrels gathered production and 5,000 bar- = .
rels mter-s’ca’c_e shipments. (Record page 45) That =




by the purchase and acquigition of the Pure Oil sys-
tem, the National Trangit Company would be enabled
to eliminate all of the present pumping stations of the
Pure Oil Company with the exception of three or four
which would mean the elimination of the expense and
“ maintenance of about 15 pumping stations. That in
a great many places where there i a present duplica-
tion of the lines, they could be taken up and the oil
iransported through one set of lines. That with very
small additional expense in the event of the National
Transit Company buying the Pure Qil system, the
National Transit Company could take care of the pro-
ducers’ oil by its present force of gaugers, thereby do-
ing away with the force now maintained by the Pure
0il Company. (Record page 46). . That the repair
or construction force of the National Transit Com-
pany would be sufficient to take care of the repairs
and construction incident to both systems. (Record
page 47). That the National Transit Company by the
purchase of this system and the acquisition of the ad-
ditional amount of oil for transportation and the op-
eration of the same without any particular increase in
expense aside from fuel and extra labor could pay the
purchase price in five or six years based upon the -
present rates as fixed by the tariffs filed with this
Commission.  (Record page 47). That the public
service would be benefited by the purchase and con-
solidation of the two systems in that it would increase
the line facilities for deliverinig the oil to the refineries
and would benefit the producers. (Record page 47).
That it would thereby enable the refineries to obtain
different grades of oil with very little contamination.
(Record page 48). That the National Transit Com-
pany is at present connected with and taking oil in its
ierritory from 81,783 wells and the average produc--
tion of such wells is about one-sixth of a barrel. - That
their system is connected to 5,600 stock tanks of the
-producers and that they have 5,863 producers’ accounts
on their books. (Record page 49). That if the Pure
0Oil Pipe Line system were abandoned or taken up it
- would mean that a great many producers would be
deprived of a meansg of getting their oil to the market’

“for the reasous that the wells are o small and are lo--

- cated at such a distance from the Iines of the National -
~Transit Company that it would not be profitable fo




extenid the lines that distance for a small amount of

production.. The result would be that producers would
lose their wells and the oil itself, valuable to the trade
of Pennsylvania and elsewhere, would be lost to the
market. (Record page 50). That Pennsylvania
crude oil is produced from thousands of small wells
and if the National Transit Company should take over
the Pure Oil system, by the combining of the two

systems and doing away with the extra pumping sta-

tions and curtailing of the working force and the do-
ing away with the duplications in the operation of the
gystem and the oil which is now being transported
through the two systems being combined in one, that
the National Transit Company could operate the sys-
tem at a profit and thereby postpone the time for any
increase in the transportation rafes which increase in
the transportation rates would have to be paid by
the refiner and reffect back on the price of crude

oil and the price of the refined products to the pub-

lic.  (Record page 51). That in the event of the
purchase by the National Transit Company of that
portion of the Pure Oil system, it could operate
the combined system at the same expense that it now
operates its own system, with an additional expense
of about $10,000.00 for fuel and $10,000.00 for labor;
that the estimated cost for making ty-in connections
between the two systems would be $25,000.00. That
the National Transit Company would be able to pay
for the system purchased in about five years. (Record
~ page 53). That a fair allowance for depreciation

against the present day replacement value of the Pure -

Qil Pipe Line system proposed to be purchased by the
National Transit Company would be 40 per cent. (Rec-
ord page 66). : , Lo

VICTOR A. DORSEY:

Reside in Chicago and am associated with William
*J. Hagenah. Am an engineer by profession and have
been engaged constantly in my profession since 1908.

Have inventoried and appraised natural gas and oil =
transmission lines in West Virginia, Kentucky, Okla- -
homa, Wyoming, Texas and Pennsylvania. Have been .
associated with Mr. Hagenah for 17 years. (Record

page 70). Made a personal inspection and examina- .
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tion of all of the physical assets and equipment of that

- portion of the Pure Oil Company system proposed to

be sold, including that portion proposed fo be sold
to the National Transit Company.  (Record page
71).  That the fair present day reproduction cost
of that portion of the system to be acquired by the
National Transit Company is $2,758,417.00. That
the system was well maintained and that the current
repairs and renewals were carefully made. Record
page 72). That a fair allowance for depreciation
against the present day value of the system to be taken
over by the National Transit Company would be 25 per
cent. (Record page 73). That he assisted Mr. Hagenah

in making the record report filed in the case as Exhibit -

Two, and that the report is correct. (Record pages
713-74). Coe T S

‘5. N. MOYAR:

Resides at Rousevu‘llew(Noted ineorrectly ~in »

k transcript as Riceville). Has been in the oil business 2

50 years. Is a producer of Pennsylvania grade oil.
Also interested as a stockholder in a refinery at Rouse-
ville.  (Record page 83). This refinery is served by
the pipe line system of the National Transit Company
and the Pure Oil pipe line system, and the pipe line
systems of the Pure Oil Company and the National

Transit Company also are connected to many of his -
producing wells to run the oil therefrom. (Record
page 84). In my opinion the public service would be
benefited by the consolidation of the two lines and
thereby enable one of them to operate at a profit which -
would tend to keep down the rates for the transporta-
tion of oil. (Record page 85). By a congolidation of
the two lines it would enable the small producers of
Pennsylvania grade oil to always have pipe line con-
nectionss.) to transport their oil to the market. (Record
page 85). - k ‘

LUTHER FULTON: S
T am general superintendent of the Pennzoil Com-~
pany which operates a refinery with a present capacity -

of 125,000 barrels per month of Pennsylvania grade -

oil and the improvements now going on will increase
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the capacity to around 6,000 barrels per day, at Rouse-
ville and Oil City, Pennsylvania. (Record page 89

90). This refinery is served by the lines of the
Pure Oil Company and the National Transit Com-
pany. (Record page 90). In my opinion the public
service would be benefited by the consolidation or ac-
quisition by the National Transit Company of the Pure
Oil Pipe Line Company system. (Record page 90).
Such consolidation would tend to reduce the cost of the
operation of the pipe line system. It would reduce the
cost of looking after the delivery of oils to the refin-
eries; it would tend to keep down any increase in the
rates charged by the pipe line systems for the trans-

portation of oil which increase in rate is detrimental

not only to the producer of Pennsylvania grade oil but
to the refiner thereof and to the consuming public in
that it adds to the cost. (Record pages 91-92).

F. D. WILLIAMS.

Am now and have been president of the National
Transit Company since January 8, 1920. Have been
engaged in the pipe line business for 51 years. (Rec-
ord page 94). Am familiar with the cost of installa-
tion of pipe lines and the cost of maintenance and of
the up-keep-and operation of the same.  Am familiar
with the location of the pipe line system proposed to
be purchased by the National Transit Company. Have
been investigating this system and considering the
purchase of the same on behalf of the National Transit
Company for upwards of two years. (Record page

95). That the Pure Oil Pipe Line system is in-good -

condition of repair and maintenance. (Record pbage
96). That the National Transit Company can pay
the purchase price of $660,000.00 for the Pure Oil
Company system without in any way impairing its
ability to carry on its pipe line business. (Record
pages 97-98). That the purchase of the Pure Oil sys-

tem by the National Transit Company is a good pur-
chase from the standpoint of the Natitonal Transit -

Company and that thereby the National Transit Com-
pany will be able to operate the system in conjunction
with its own with practically the same gauging force
and field force that it now has to operate its own sys-
tem. That it will be enabled to do away with a great
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many of the pumping stations, thereby eliminating
considerable expense. That by tying-in connections it
will be enabled to do away with the present duplica-
tion of lines. (Record pages 98-99). That the in-
creased cost of fuel and labor to operate the new sys-
tem in conjunction with the present system of the Na-
tional Transit Company would only amount to about
$20,000.00 per year. (Record page 99). That the
Board of Directors of the National Transit Company
felt that it was for the best interest of the company
that the Pure Oil Pipe Line systern should be pur-
chased by the National Transit Company and have
taken official action to that effect. (Record page 100).
That the purchase of the Pure Oil system by the Na-
tional Transit Company and consolidation of that
system with the National Transit Company system
would be of benefit to the public service. It would give
the producer who now runs his oil through the pipe
line system of the Pure Oil Company a broader market
for his oil in that there are more buyers of oil located
and connected with the lines of the National Transit
‘Company. (Record page 100). That if the Pure Oil
system should be discontinned a great many producers -
would be ¢ut off from the market because there are a
great many wells, the production of which is so small
and scattered over such a large area of territory, that
it would not pay the pipe line company, in the event
of the present system being taken up, to lay new lines
in to the tanks. (Record page 101). That the capital
stock of the National Transit Company is $6,368,350.00
divided in 509,000 shares of stock, the par value of
which is $12.50 per share. That the National Transit
Company on account of the decreased amount of oil be~
ing transported over its lines has operated at a loss
during the last year. That if it can acqguire the Pure
Qil system and combine the amount of oil carried in
one system with the elimination of the expense now
necessary to maintain two system, that the National
Transit Company can make a profit at the present
rates for the transportation of oil and that the said
combination would tend to keep down any inerease of
rates for the transportation of oil; thereby benefiting
the public because the increage in cost of the trangpor--
tation of oil would be added to the cost of the products
to the public. (Record page 102). That a fair al-
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loWa’nc,é for depreciation -against thé presanf, day re- -
placement value of the Pure Oil Pipe Line Company
is 40 per cent. -~ . . _ ‘ R
CHARLES E. KINDER:

1 am manager of the Crew Levick Refining Com-

pany at Titusville, Pennsylvania, which refines Penn- =

sylvania grade crude oil exclusively. Our refinery is
served by the Pure Oil Pipe Line Company system and
the National Transit Company system. (Record page
114). In my opinion thé public service would be bene-
fited by the consolidation of these systems resulting in
the purchasing of the Pure Oil Company system by
the National Transit Company .and the Southwest
Pennsylvania Pipe Line Company for the reason that
a reduction of the cost of operation both in the produc-
tion and piping of crude as well as in refining it has
bheen made necessary by the reduction in the volume
of crude that there is to be handled in this territory,
(Record pages 114-115). A consolidation of this kind
would tend to keep down the rates of the transporta-
tion of oil which effects the cost of the products to the
public.  (Record page 115). That the one pipe line

system could serve the refineries just as well, if not -

better, than they are now being served by the two
pipe line systems. (Record page 115). e :

THEODORE TOWL:

Have been superintendent of the Southwest Penn-
sylvania Pipe Line'Company for about 6 years. (Rec-
ord page 117. I have made an investigation of the-
pipe line system of the Pure Oil Company proposed
to be taken over by the Southwest Pennsylvania Pipe
Line Company and have submitted the same to my
{ather, Forest M. Towl. (Record pages 117-118).
In my opinion the public service would be benefited by
the consolidation of the Pure Oil system with the
Southwest Pennsylvania Pipe Lines and the National
Transit Company pipe line system because it would
give better service to the refineries in the handling and
transportation of the oil and by the ecoriomies that
would enure by virtue of the consolidation of the two
system it would tend to greatly reduce the expense
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of operating the two systems (Record page 118).

Under the contract of the Pure OQil Company, the
Southwest Pennsylvania Pipe Line Company is to pay
$165,000.00 for that portion of the system which ex-
tends from the south line of Butler county to the West
Virginia line. (Record page 120). The public service
would be benefited by the purchase and consolidation
in that it will enable the pipe line company to handle
the oil to a better advantage for the refineries making
more oil available to the refiners and give 4 wider

_ market to the producers who are niow connected on

the Pure Oil Company system for their products.
(Record page 121).

FOREST M. TOWL:

I reside in Brooklyn New York. I am president
of the Southwest Pennsylvama Pipe Line Company
and the Eureka Pipe Line Company I have béen en-
gaged in the pipe line business since 1886, I am fam-
iliar in & general way with the extent and character
of the Pure Oil Company pipe line system involved
in the purchase by the Southwest Pennsylvania Pipe
Line Company and the National Transit Company ‘
I am familiar with the cost of installing the pipe line
systems. (Record page 122), I think a fair allow-
ance for depreciation against the present day replace-
ment value of that portion of the Pure Oil Pipe Line
system proposed to be sold to the Southwest Penn-
sylvama Pipe Line Company and the National Tran-
sit Company will be from 25 per cent. to 40 per cent.
(Record page 125). 1 am of the opinion that the

- publie service would be benefited by the purchase

of the Pure OQil Pipe Line system as contemplat-
ed. That by the consolidation and operation of the
two pipe line systems as one instead of two as now op-
erated, the ¢ost and expense to the refineries would be
less. The trouble in selhng and purchasing credit
balances of oil in the pipe lines by the producers and
purchasers would be considerably simplified. That the
pmducexs of the Pure Qil Pipe Line system would be
given a broader market for their oils. ‘That by a con-
solidation of the two systems, they could be operated
as one system much more economically than two, and
thereby otie company would be enabled to- operate, :
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with the combined tonnage of the twu systems and the

elimination -of & considerable part of the expense in

operating the two systems, at a profit and thereby the
rate for the transportation of oil would be kept down;~
which rate enters into the cost of the oil $o the reﬁners s

and the cost of the products to the pubhc (Record
pages 126-127). . ;

D. F. YOUNG:

I am shipping agent and asmstant seeretary of

the National Transit Company. I have char ge of the
reeords which show the amount of oil that is run by

the producers into the pipe line system of the Na--

tional Transit Company, and "who the producers of
gaid oil are. That as shown by the records for the first

eight months of the year 1927, there have been 23 sep-
arate purchasers of Pennsylvama grade oil in our pipe
line system. That during said tlme, there was oil in
our pipe line system belonging to various producers to

the amount of 935,211.24 barrels purchased by 22 in- -
dependent purchase1s purchasing for the various re-

fineries. (Record page 131). When a producer has z
tank of oil ready to run from his lease, he notifies our

gauger and the gauger then runs the oil from the pro-

ducer’s tank into our pipe line system. "That oil, when
it comes into the pipe line system loses its 1dent1’cy and
becomes nuxed with the oils of other producers. The
producer is given credit on our books for the amount
of oil that we run from his fank from time to time. At

any time he is at liberty to sell that oil to Whomeven

he pleases, and if he desires to sell it we glve him an
order showing the amount of oil ‘we have to his credit

in the pipe line, and then he endorses that over to his -

purchasep—somewhat similar to a checking {transac-
tion through a bank, and then we deliver the “oil -out
of the pipe , Tine system to the purchaser. This is what

is known as- a credit balance system.  (Record pages

132-133).

' "ARGUME’NT i

The apphcatlon ﬁled in thls case requests the ap-i “

proval by thls Honox able Commxssmn of the purchase
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by the National Transit Company of that portion of
the pipe line system of the Pure Oil Company located
in this state and lying north of the southerly line of
Butler County for the principal reason that owing to
the decreased production of oil in the territory through
which the pipe line system passes that the continued
operation of this system is not economical. To this
petition, protest was filed by various refiners, based
largely on the fear that there might in the future be
some discrimination practiced by the National Transit
Company if it became the purchaser of the Pure Oil
system. This protest was filed at the time set for the
first hearing of the application. The petitioners felt
at the time that the fears of these refiners were not
well based and if a conference could be had, they could
satisfy the refiners that no such unlawful thlngs were
even in contemplation. The National Transit Com-
pany and the Southwest Pennsylvania Pipe Line Com-
pany were perfectly willing to reduce to writing an
agreement not to discriminate in any way in the hand-
ling or distribution of the oil, either as to quantlty or
quality. Because of the fact that there are a great
many other interested refineries and producers of oil
in the district served by these pipe line companies who
had not filed any protest it was deemed advisable to
file this stipulation of record. It was not filed with
the understanding that it was to be any part of the
certificate of approval and our position in this respect
was outlined at the time of the filing of the paper be-
fore Commissioner Walker, and appears in the record,
and therefore we need not here repeat it.

At the time of the preliminary hearing certain
minority stockholders appeared by counsel and indi-
cated that they desired to file a protest against the
approval of the application. No formal protest was
filed by them until a short time before the date set for
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the adjourned hearing when stockholders residing in

or near New York City and claiming to own between

17,000 .and 18,000 shares of the capital stock of the
National Transit Company, filed a written protest.

From an examination of the protest filed, it is appar-

ent that the position of these stockholders is based hot
on the question of public service but rather on in-

ternal policy in the management of the corporation.

The protestants in. paragraph three of their protest

denied that the granting or approval of the application

is necessary or proper for the service, accommodation,

convenience or safety of the public. All the other por-

tions of their protest are confined to allegations which

concern alone the internal management and control of
the affairs of the National Transit Company, and do

not directly or indirectly affect the main issue before
this Commission. In addition to their position set

forth in their protest, we think that the attitude of
these protestants is more clearly set forth on page 110
of the record wherein Mr. White, counsel appearing
for the protestants, stated as follows in the course of
the examination of Mr. Williams, President of the

National Transit Company :—“Our clients feel that if

this company is to be engaged in manufacturing busi-
ness and also in this transporting business, it is not
favorable to their interests and that the two should
be segregated; and while that has not anything to do
with the decision that you may reach I mention zt as
one of the reasons why we are ke're

We may say at this point to this Honorable Com- -
missien that with due respect to the able counsel who
appeared for these protesting stockholders, not one
word of testimony was produced by them that might
enable this Honorable Commission to determine the
question whether or not from the standpoint of the
public interest, this proposed sale or consolidation
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should be approved. They were not concerned \“zv'ithi
the public rights or interests. These stockholders were -

before the Commission for their own personal inter-
ests, as they conceived them. They represented be-
tween three and four per cent. of the stockholders of
the National Transit Company. It is Hornbook law
~and needs the citation of no authority to this Commis-
sion, that when the stockholders of a corporation have
committed the management of its affairs to its direc-
tors, that in the administration of its business poliey,
in the absence of fraud or negligence, minority
stockholders canmot interfere with the judgment or
decision of the Board. Likewise it is true that the
Public Service Commission was not established for
the purpose of supervising and controlling the internal
management of corporations. If there is anything
wrong with the internal management of the National
Transit Company, a court of equity is the forum for
these stockholders. s i
The Pure Oil Company on one hand as the seller
and the National Transit Company on the other hand
as the purchaser, have the right under the laws of the

State of Pennsylvania to purchase and sell the pipe

line system in question. The exercising of this right
was made subject to the approval of the Public Service
Commiission. : '

“The legislation existing prior to the enact-
ment of the Public Service Company Law renders
lawful such sales of property and franchises as
that which the Mountain Gas Company petitioned
the Public Service Commission to approve. The
Public Service Company Liaw did not take away
from such corporations the right to make such a
sale. It merely made that right subject to the
regulation that the contract must be approved by
the Public Service Commission. The powers and
duty of the Commission with regard to such ap-

proval are defined by Section 18, Article 5, of the =
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statute: “Such approval, in each and every such
case, or kind of apphca’mon, shall be given only
if and when the said Commission shall find or de-.
termine that the granting or approval of such
apphcatxon is necessary or proper for the serv-
- ice, accommodation, convenience, or safety of the
public.” Zhig is the only barrier which the
statute raises to the approval of such contracts,
It does mot provide that the corporations shall
be called upon to establish any specific facts. The
Commission is by the statute made the guardian
of the interests of the public, and the burden upon
the corporation is to present a case which war-
rants the Public Service Commission in exercising
the discretion with which it is by law invested.”
V. & 8. Bottle Company, Appellant, vs. Public
Serviee Comm1ss1on 70 Pa. Sup. Ct., p. 308. :

In view of the law, we could not see at the hear-
ing and we do not now see the 1eleVancy of the posmon
of these protesting stockholders

From the uncon{:radmﬁed evidence produced in
this case, it appears that 30 or 40 years ago when the
production of Pennsylvania oil was much larger and
conditions in the district much different than at pres-
ent, there was a justification and a necessity for two
pipe line systems such as the Pure Oil Pipe Line sys-
tem and the National Transit Company system. As
the years went by and the production gradually de-
clined, new laws going into effect, labor costs of
maintenance increasing, the necessity for the main-
tenance and operation of two separate and independent
pipe line systems no longer existed. For the last sev-
eral years, the Pure Oil pipe line system has been op-
erafed at a loss. The situation that confronts the Pure
0il Company and its subsidiary companies owning
these lines is either to go before the Public Service
Commission and obtain a sufficient increase in rates .

that will enable them to operate ata proﬁt, or sell or e
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abandon their system. The National Trangit Com-
pany durmg the last year on account of the amount
of oil transported and the expenses which were not
unusual, and the cost of maintenance, has not been
able to make any profit on the present rate of carriage.
The National Transit Company is transporting over
its system about 10,000 barrels of oil per day. The
Pure Oil Company is transporting over its system -
about 2,700 barrels per day. The Pure Oil Company
in order to transport this oil over that portion of the
system proposed to be sold under the agreement to
the National Transit Company maintains about 18
pumping stations, which is one of the large items of
cost entering into the operating of the pipe line sys- -
tem. Tt is shown conclusively by the evidence in the
case, by experienced witnesses who know, that the
consolidation of these two pipe line systems will pro- -
duce such an economy in the operation thereof, which
taken in connection with one company having the
benefit of a combined shipment would enable the pur-‘
chasing or consolidating company to operate and main-
tain the systems at a 1easaonable proﬁt thereby post-
poning the date when an increase in the rates for the
transportation of oil will be requested from this Hon-
orable Commission. Certainly any combination that
- is permitted by statute, that is not detrimental to the
public interest, but brings about economy in operation
is to be sanetioned rather than condemned. ,

Some of the members of thls Honorable Com-
mission are familiar from pezsonal experience and ob-
servation with the conditions that now prevaﬂ in the.
oil mdustry in this sectlon compared Wlth What they
were 30 years ago.

There is no law that we know of that Would pre-
‘vent the Producers and Refiners Pipe’ Line Company, -
- which owns the pipe line system involved in "bhls pur=

20




chase extending from a point at or near Corapolis,
Pennsylvania, to Warren, Pennsylvania, from surren-
dering its charter, abandoning its franchises and tak-
ing up and disposing of its pipe line gystem. - If this
were done, it would spell disaster to .a great many
small producers who are now connected to the gath-
ering lines of the Pure Oil system. While the pro-
duction in the aggregate is considerable, yet it is made
up of so many small, widely scattered units that in
event of renewal it would not justify any other pipe
line company in laying or extending its lines thereto.
The preservation of this oil to the consuming trade as
well as the preservation of the wells from abandon- -
ment is of vital interest, not only to the owners there- -
of but to the public generally. The various refiners
of Pennsylvania grade oil located along the lines of
these two systems and at present being furnished by
them with their supply of crude, could better be ac- -
commodated by the system if combined under one
management and operation. This is the opinion of
the refiners and men not interested financially in any
of the pipe line companies involved in this applica-
tion, but alone concerned with proper service and
gconomy in the delivery and receipt of the crude oil.
These men voiced the opinion that if this sale is al-
lowed to go through, that the National Transit Com-
pany and the Southwest Pennsylvania Pipe Line Com- -
pany by reason of the economies which they can in-
aungurate will benefit the service in the delivery and
transportation of the oil from the wells to the refin-
eries. It will also give a broader market fo the pro-
ducer for the sale and distribution of this oil and will
tend to keep down any increase in the rates for the
transportation of oil, which necessarily involves an
additional cost to the public of petroleum products.

It is a significant and a very interesting fact,
under the so called credit balance system which has
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existed in this state for upwards of 40 years and in
our opinion will exist as long as pipe lines are common
carriers of crude, that the producer of oil can sell
his oil in the pipe line to whomever he pleases. When
the oil is run into the pipe line by the producer, it
looses its identity and becomes mixed with the com-
mon mass of oil therein. The producer is given credit
on the books of the pipe line company for the amount
of oil that is run from his tank from time to time. At
any time he is at liberty to sell that oil to whomever
he pleases and if he desires to sell it, the pipe line com-
pany gives him a written order showing the amount
of oil o his credit in the pipe line, and then he endorses
it over to his purchaser—somewhat similar to a check-
ing transaction through a bank, and then the pipe line
company delivers the oil to the purchaser. This, in
short, is the way the credit balance system operates.

The evidence showed that during the last year
that of the nine hundred thousand and odd barrels
of oil run into the system of the National Transit
Company by the producers there were 23 mﬁependent
purchasers for the same.

In conclusion and at the expense of repetition, the
evidence produced in this case conclugively demon-
strates that in the interest of economy, service and
benefit to the producers, refiners and the consummg
public, the consummation of this contract of sale and
pur chase should be approved by this I-Ionorable Com-
mission.

Respectfully Subnntted

CHARLES A. KrEps, .
RucENE MACKEY,
JouN W. DUNKLE,
HueH C. DORWORTH, =~ :
E. C. BREENE, of Breene & Jobson, ‘

- Attorneys far Petitioners. '
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* BEFORE

The Public Service Commission

Commonwealth of Pennsylvania |

Application of Pure Oil Company, }
Producers and Refiners Pipe Lire |
Company; and National Transit |
Company for a certificate of Pub-
lic Convenience under Article 3, |
Section 8-C, Axticle 5, Sections | = =~
18-19, of the Public Service Com- |  Application
pany law for the approval of the | Docket,
sale of that portion of the pipe line { oo
owned by Producers and Refiners | File A-17525-27.
Pipe Line Company in the Com-
monwealth of Pennsylvania morth
of the southerly line of ‘Butler
County, to the National Transit
Comipany, a Pennsylvanta Corp-
oration. , ]

The pipe lines agreed to be sold under contracts
of the Pure Oil Company extend from the south-
westerly limits of the state of Pennsylvania to a point
near Warren in said state, and in the contracts of

purchase it was provided that that portion of the pipe

line system extending from the southwest limits of
the State of Pennsylvania to a point called Netzsky’s
Station. at or mnear. the southern limits of Butler

County, should be sold to the Southwest Pennsylvania
Pipe Lines, and that portion of said pipe line system
extending northeast from Netzsky’s Stationi to a point
at or near Warren, Penmsylvania, should be sold to

the National Transit Company. - =
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Two petitions for certificates of appxoval Were |

filed, one at File A-17524-27 which involved the con-

tract for sale to the Southwest Pennsylvania Pipe

Lines, and the other at File A-17525-27 which involved
the gale to the Natlonal Transit Company.

In view of the fact that there was no protesf: to
the approval of the contract for the gale of that por-
tion of the pipe line system to the Southwest Pennsyl-

vania Pipe Line Company, it was agreed as shown by

the record on page 133 that the application at File
A-17524-27 should be submitted on the record, and

that as to application at File A-17525-27 oral argu— :

ments were Walved but bnefs Were to be flled

Therefore, this brief is filed on behalf of the ap- ‘

plicants at the above mumber,

STATEMENT OF THE CASE.

Under date of the 10th day of August, 1927, the
Pure Qil Company which controlled either directly or
through subsidiaries, all of the capital stock of the
Pure Oil Pipe Line Company, an Ohio Corporation,
Pure Oil Pipe Line Company, a Pennsylvania Corpora-
tion, and Producers and Refiners Pipe Line Company,
a Pennsylvania Corporation, entered into a contract
with the National Transit Company, a Pennsylvania
Corporation, wherein and whereby it was agreed, sub-~
ject to the approval of this Commission, that the Pure
0il Pipe Line Company would sell and convey all that
portion of its pipe line system and equipment lying and
situate north of the southern boundary line of Butler
County, Pennsylvania, for the price or sum of §660,-
000.00. - It was further provided that the contract to

sell and purchase this portion of the pipe line system -
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* was conditional upon the sale and purchase of fhé re-

maining portions of the Pure Oil Pipe Line systems:
jocated in the state of Pennsylvama

Pursuant to this contract a petition for the ap-f
praval of the contract by this honorable Commzssxon.
 was filed. Thereupon a hearing was fixed to be held
on the 28th day of September, 1927, at the City County
Building, Pittsburgh, Pennsylvania, of which hearing
due notice was given by publication and Othelmse as
required by the order of the Commission. :

At the ’mme fixed for the hezu mg, certam refiners
appeared and entered a formal protest to the petition.
At the same time certain minority stockholders ap-
peared by counsel and while not filing any formal pro-

test, gave verbal notice that they intended to file 2 pro- -

test to the petition. Thereupon the,he'ar’ing was. con-
tinued until the 27th day of October, 1927, at the same
place. On that date fixed for the adjourned hearing
the protesting refineries appeared before the Commis-
sion by counsel stating that they desired to withdraw
their protest for the reason that a satisfactory under-
standing had been arrived at between them and the
pzpe line companies which had been reduced to writ-
ing and which writing was ﬁled as a stlpulatlon on
the record. :

The minority stockholders who had. appeared at
the first hearing then filed a written protest and per-
gigted in their protest throughout the hearmg

The petition for a certificate of public convenience
sets forth and alleges that the portion of the system
of the Pure 0Oil Company proposed to be sold had been.
operated at a loss for several years; that it is no longer
necessary for the sccommodation and convenience of
the public that this pipe line system be maintained;
that the National Transit Company has offered to buy
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it, that the two systems can be operated as one more
economically; and that it would be'to the benefit and
advantage of the public that the National Transit Com-
pany be permitted to buy that portion of the said pipe
line company embodied in the contract.

A reading of the protest filed by the minority
stockholders clearly shows that their sole and main
objection is not that the public interest will not be ad-
vanced, but that, in their judgment as stockholders
of the National Transit Company, it is not a wise in-
vestment for the National Transit Company to make.

The hearing was proceeded with before the Hon-
orable Samuel Walker, Commissioner. -

ABSTRACT OF THE EVIDENCE,

In support of the application the petitioners
called a number of witnesses, an abstract of the tes-
timony given by such witnesses is as follows:—

M. I. DEUEL:

I reside at Wilkinsburg, Pennsylvania. Am gen-
eral superintendent of the Southern Pipe Line system
of the Pure Oil Company. Have held such position
for nine years. Been in the pipe line business prac-
tically all my life. (Record page 11). Made an inven-
tory of the portion of the line of the Pure Oil Company
system proposed to be sold to the National Transit
Company. Furnished the same to Mr. Hagenah for
valuation purposes. (Record page 12). Pure Oil Pipe
Line system through its gathering lines gathers oil
along its lines from Oil City on southwesterly o the
West Virginia line. Its system takes oil from 4,780
wells with a combined daily production of 1,055.98 bar-
rels. This oil is known as Pennsylvania grade oil and
comes from approximately 1,200 leases scattered over
an area in length of about 120 miles. (Record pages
18-14). That the Pure Oil Pipe Line system involved .
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in the purchase has been operating at a loss for several

years, which loss was occasioned by the fact that the
amount of tonnage is so small compared with the ex-
pense in handling the system, and the rate received -

for such tonnage as fixed by the tariffs do not provide

enough funds to make g profit. (Record page 14).

That there is no reasonable probability of any increase
in the production of oil in.the Appalachian rvegion

veachable by the Pure Oil Pipe Line system and that

as a matter of fact the production and amount of oil

- is gradually decreasing. (Record page 15). Thaton s
account of the inability to operate the system at a
profit and on account of the decreasing amount of ton-

nage the Pure Oil Company has been seriously con-
sidering the abandonment of that portion of its pipe

tine system involved in the purchase by the National

Transit Company -and the Southwest Pennsylvania

Pipe Line Companies. (Record page 15). That inthe -

event of the purchase by the National Transit Com-
pany of the Pure Oil Pipe Line system, it could operate
the two systems without any addititonal increase in
its present working force, thereby eliminating prac-
tically all of the ‘working force of the Pure Oil Com-
pany system. (Record page 21).  That the purchase
and consolidation of the Pure Oil Pipe Line systeni
with the National Traunsit Company and the South-
west Pennsylvania Pipe Line Company would be bene-
ficial to the public service for the reasons that it would
give the producer of oil a broader market for his pro-
ducts; it would enable the small producers in various
parts of the fields' to retain pipe line connections for
the transportation of their oil.  (Record pages 23-24-

25). That the pipe line system of the Pure Oil Com-

pany proposed to be sold to the National Transit Com-
pany and the Southwest Pennsylvania Pipe Line Com-
pany has been maintained in good condition of re-
pair.  That their main six inch line operates under-a
nressure from 425 pounds fo 800 pounds. That in
the opinion of the witness a depreciation against the

present day replacement value of 40 per cent. would ;e

be reasonable. (Record pages 80-81). = §

 Inventory and a,ppraisalf of prqbe’rﬁy var
Hagenah offered in evidence and received. (Record

page 28).
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' NORTON H. WEBER:

Am vice president and ‘member of the: Board of
Directors of the Pure Oil Company and reside in
Chicago. Have been with the present Pure Oil Com-
pany since 1917, and with the old Pure Oil Company,
a corporation of New Jersey which was taken over by
the present company, in various capacities since 1899.
Am familiar with the pipe line system involved in the
purchase, . (Record page 31). The Pure Oil Company
has been operating the pipe line system involved in
the purchase at a loss for several years due to the
gradual deerease in the volume of oil transported over
the lines and the increased cost of salaries and fuel
and other items of operation and that the question of
disposition of that portion of the pipe line system of
the company had been under discussion by the Board
of Directors for several years. (Record page 32). That
no method has been devised whereby the system could
be operated at a profit and that it is no longer possible
for them to operate the system, and if they can not sell -
it they will be forced to abandon it. (Record pages
32-33). That the public service would be benefited by
the sale of the Pure Oil Pipe Line Company system to
the Southwest Pennsylvania Pipe Line and the Na-
tional Transit Companies for the reasons that if the
Pure Oil was unable to sell its system and obliged to
abandon it, a great many of the outlying producing
districts which are now furnished an outlet to the
market by the present gathering line system of the
Pure Qil Company, in the event of the lineg being taken
up, the production is so small that the National
Transit Company or any other company would not be
justified in laying new lines to the tanks, and in that
event a great many producers would be left with no
market for their oil and the oil would be lost fo the
trade; that all of the oil produced, gathered and trans-
ported by the two pipe line systems could be handled
by one pipe line company with very little, if any, ad-
ditional expense except possibly for fuel and a small
expense for connection of the two systems, and thig
would enable the purchasing pipe line company to
operate at a reasonable profit without having to in-
crease its Pipeage rates, which rates if ‘increased
would impose an additional cost on the crude oil
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to the refineries, thereby increasing cost of  the
products to the public. (Record pages 34-35-38). That
the purchase and consolidation of the two pipe line
systems under one management and control would also
afford better facilities to the various refiners in that it
would afford them hetter transportation facilities and
a wider area for their crude supply, and better facili-
ties for keeping the different grades of oil separated.
(Record pages 37-38). That the pipe line system pro-
posed to be sold by the Pure 0il Company includes
that portion of its system in West Virginia, south-
eastern Ohio and all of its system in Pennsylvania. .
That the purchase of that portion of its system in Ohio
by the Buckeye Pipe Line Company has been approved
by the Public Service Commission of Ohio, and that
the Public' Service Commission of West Virginia has
made no objection to the purchase by the Eureka Pipe
Line system of that portion of the Pure 0Oil Company
system to be sold in West Virginia. (Record page 39).

FREDRICK WRIGHT:

Am general superintendent of the National Tran-
sit Company. Have been acting in that capacity for
about a year. Have been connected with the National
Transit Company for 28 years, having charge and
supervision of the pipe line system for the franspor-
tation of oil.  (Record page 41). Am familiay with
ihe location of the Pure Oil pipe line system proposed
to be purchased by the National Transit Company, the
extent thereof and its general condition having made
an investigation of it for the purpose of figuring ils
value. (Record page 42). That the cost or replace-
ment value of that portion of the Pure Oil Pipe Line
svstem proposed to be purchased by the National Tran-
sit Company is $2,500,000.00. (Record page 44). The
National Transit Company has agreed to pay $660,-
600.00 for the same {Record page 44). That the Pure
0il system transports about 2,700 barrels of oil per
day through this system. This includes oil gathered
in the svstem and inter-state oil shipment. That the
National Transit Company transports about 10,000
barrels of oil per day through its system, comnosed of
about 5,000 barrels gathered production and 5,000 bar-
rels inter-state shipments.  (Record page 45). That
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by the purchase and acquisition of the Pure Oil sys-
tem, the National Transit Company would be enabled
to eliminate all of the present pumping stations of the
Pure Oil Company with the exception of three or four
which would mean the elimination of the expense and
maintenance of about 15 pumping stations.  That in
a great many places where there is a present duplica-
tion of the lines, they could be taken up and the oil
iransported through one set of lines. That with very
small additional expense in the event of the National
Transit Company buying the Pure Qil system, the
National Transit Company could take care of the pro-
ducers’ oil by its present force of gaugers, thereby do-
ing away with the force now maintained by the Pure
Oil Company. - (Record page 46). . That the repair
or construction force of the National Trangit Com-
pany would be-sufficient to take care of the repairs
and construction incident to both systems. (Record
page 47). That the National Transit Company by the
purchase of this system and the acquisition of the ad-
ditional amount of oil for transportation and the op-
eration of the same without any particular increase in
expense aside from fuel and extira labor could pay the
purchage price in five or six years based upon the
present rates as fixed by the tariffs filed with this
Commission. (Record page 47). That the public
service would be benefited by the purchase and con-
solidation of the two systems in that it would inerease
the Jine facilities for delivering the oil to the refineries
and would benefit the producers, (Record page 47).
That it would thereby enable the refineries to obtain
different grades of oil with very little contamination. -
(Record page 48). That the National Transit Com-
pany is at present connected with and taking oil in its
ierritory from 81,733 wells and the average produc-
tion of such wells is about one-sixth of a barrel. That
their system is connected to 5,600 stock tanks of the

~ producers and that they have 5,863 producers’ secounts

on their books. - (Record page 49). That if the Pure
Oil Pipe Line system were abandoned or taken up it -
would mean that a great many producers would -be
deprived of a means of getting their oil to the market

for the reasons that the wells are o gmall and are lo-

cated at such a distance from the lines of the National =
Transit Company that it would not be proﬁ“gable~t0»
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extend the lines that distance for a small amount of

production. The result would be that producers would
lose their wells and the oil itself, valudble to the trade
of Pennsylvania and elsewhere, would he lost to the

market. (Record opage 50). That Pennsylvania

ernde oil is produced from thousands of small wells
and if the National Transit Company should take over

the Pure Oil system, by the combining of the two

systems and doing away with the extra pumping sta~

tions and curtailing of the working force and the do-

ing away with the duplications in the operation of the

system and the oil which is now being transported

through the two systems being combined in one, that

the National Transit Company could operate the sys-

tem at a profit and thereby postpone the time for any

increase in the transportation rates which inerease in
the transportation rates would have to be paid by

the refiner and reffeet back on the price of crude

oil and the price of the refined products to the pub-

lic. (Record page 51). That in the event of the

purchase by the National Transit Company of that

portion of the Pure Oil system, it could operate

the combined system at the same expense that it now

operates its own system, with an additional expense

of about $10,000.00 for fuel and $10,000.00 for labor;

that the estimated cost for making ty-in ‘connections

between the two systems would be $25,000.00. That

the National Transit Company would he able to pay

{or the system purchased in about five years. (Record

page 58). That a fair allowance for depreciation
against the present day replacement value of the Pure
0il Pipe Line system proposed to be purchased by the
National Transit Company would be 40 per cent. (Rec-
ord page 66). B

VICTOR A. DORSEY:

Reside in Chicago and am associated with William
J. Hagenah. Am an engineer by profession and have
been engaged constantly in my profession since 1908.-
Have inventoried and appraised natural gas and oil
transmission lines in West Virginia, Kentucky, Okla-
homa, Wyoming, Texas and Pennsylvania, Have been -
associated with Mr. Hagenah for 17 years. (Record
page 70). Made a personal inspection and examina-
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tion of all of the physical assets and equipment of that
portion of the Pure Oil Company system proposed to
be sold, including that portion proposed to be sold
to the National Transit Company.  (Record page
71).  That the fair present day reproduction cost
of that portion of the system to be acquired by the

‘National Transit Company is $2,753,417.00. That

the system was well maintained and that the current
repairs and renewals were carefully made. Record
page 72). - That a fair allowance for deptreciation
against the present day value of the system to be taken
over by the National Transit Company would be 25 per
cent. (Record page 78). That he assisted Mr. Hagenah
in making the record report filed in the case as Exhibit
Two, and that the report is. correct. (Record pages
78-74). - v . e
S. N. MOYAR:

Resides at Rouseville—(Noted incorrectly in
transcript as Riceville). Has been in the oil business
50 years. Is a producer of Pennsylvania grade oil.
Also interested as a stockholder in a refinery at Rouse-
ville.  (Record page 83). This refinery is served by
the pipe line system of the National Transit Company
and the Pure Oil pipe line system, and the pipe line
systems of the Pure Oil Company and the National
Transit Company also are connected to many of his
producing wells to run the oil therefrom. (Record
page 84). In my opinion the public service would be
benefited by the consolidation of the two lines and
thereby enable one of them to operate at a profit which
would tend to keep down the rates for the fransporta-
tion of oil.  (Record page 85). By a consolidation of
the two lines it would enable the small producers of
Pennsylvania grade oil to always have pipe line con-
nectiosnss) to transport their oil to the market. (Record
page 85). _ - o .

LUTHER FULTON:

T am general ‘supefi‘riteﬂdenﬁ of the Pennzoil Com-
pany which operates a refinery with a present capacity
of 125,000 barrels per month of Pennsylvania grade

- oil and the improvements now going on will increase
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the capacity to around 6,000 barrels per day, at Rouse
ville and Oil City, Pennsylvania.  (Record page 89
90). This refinery is served by the lines of the ;
Pure Oil Company and the National Transit Com-
pany. (Record page 90). In my opinion the public
service would be benefited by the consolidation or ac-
quisition by the National Transit Company of the Pure
Oil Pipe Line Company system.  (Record page 90).
Such consolidation would tend to reduce the cost of the
operation of the pipe line system. It would reduce the
cost of looking after the delivery of -oils to the refin-
eries; it would tend to keep down any increase in the
rates charged by the plpe line systems for the trans-
portation of oil which increase in rate is detrimental. -
not only to the producer of Pennsylvania grade oil but
to the refiner thereof and to the consuming pubhc in
that it adds to ’che cost. (Recoxd pages 91-92)

F.D. WILLIAMS

Am now and have been president of the Natlonal
Transit Company since January 8, 1920. Have been
engaged in the pipe line business for 51 years (Ree-
ord page 94). Am familiar with the cost of installa-
tion of pipe lines and the cost of maintenance and of
the up-keep and operation of the same. Am familiar
with the location of the pipe line system proposed to
be purchased by the National Transit Company. Have
been investigating this system and considering the
purchase of the same on behalf of the National Transit
Company for upwards of two_years. (Record page
95). That the Pure Oil Pipe Line system is in good
condition of repair and maintenance. - (Record page
98). ‘That the National Transit Company can pay
the purchase price of $660,000.00 for the Pure Oil
Company system without in any way impairing its
ability to earry on its pipe line business. (Record
pages 97-98). That the purchase of the Pure Oil sys-
tem by the National Transit Company is a good pur~
chase from the standpoint of the Natifonal Transit

Company and that thereby the National Trangit Com-

pany will be able to operate the system in conjunction -

with its own with practically the same gauging force

- and field force that it now bhas to operate its own sys- -
tem. That it VVlH be enabled to do aWay wﬁ;h a greab




many of the pumping stations, thereby eliminating
considerable expense. That by tying-in connections it
will be enabled to do away with the present duplica-
tion of lines. (Record pages 98-99).  That the in-
creased “cost of fuel and Iabor to operate the new sys-
tem in conjunction with the Present system of the Na-
tional Transit Company would only amount to about
$20,000.00 per year. (Record page 99).- That the
Board of Directors of the National Transit Company
felt that it was for the best interest of the company
that the Pure Oil Pipe Line System should be pur-
chased by the National Transit Company and have
taken official action to that effect. (Record page 100).
That the purchase of the Pure Oil system by the Na-
tional Transit Comfpany and consolidation of that
System with the National Transit Company system
would be of benefit to the public serviee. It would give
the producer who now runs his oil through the pipe
line system of the Pure 0il Company a broader market
for his oil in that there are more buyers of oil located
and connected with the lines of the National Transit
Company. (Record page 100). That if the Pure Oil
system should be discontinu'ec} a great many producers
would be cut off from the market because there are a
great many wells, the production of which is so small
and scattered over such a large area of territory, that
1t would not pay the pipe line company, in the event
of the present system being taken up, to lay new lines -
in to the tanks. (Record page 101).  That the capital
stock of the National Transit Company is $6,368,350.00
divided in 509,000 shares of stoek, the par value of
which is $12.50 per share. That the National Transit
Company on account, of the decreased amount of oil be=
ing transported over its lines has operated at a loss
during the last year. . That if it can acquire the Pure
Oil system and combine the amotnt of oil carried in
one system with the elimination of the expense now
Decessary to maintain two system, that the National ,
Transit Company can make 2 profit at the present
rates for the transportation of oil and that the said
combination would tend to keep down any inerease of
rates for the transportation of oil, thereby: benefiting.
the public because the increase in cost of the transpor-
tation of oil would be added to the cost of the products
to the public. (Record page 102). That a fair al-




lowance for deprec:latlon against the present dayr re-‘ :
placement value of the Pure 0il Plpe Line Company ‘
is 40 per cent. SR ‘

CHARLES B. KINDER:

T am manager of the Crew Levick Refining Com-
pany at Titusville, Pennsylvania, which refines Penn-
sylvania grade crude oil exelusively. Our-refinery is
served by the Pure Oil Pipe Line Company system and
the National Tr ansﬂ: Company system -(Record page
114). In my opinion the public service would be bene-
fited by the consolidation of these systems resulting in
the purchasing of the Pure Oil Company system by
the National Transit Company .and the Southwest
Pennsylvania Pipe Line Company for the reason that
a reduction of the cost of operation both in the produc-
tion and piping of crude.as well as in refining it has
been made necessary by the reductlon in the volume
of erude that there is to be handled in this territory:
(Record pages 114-115). A congolidation of this kind -
would tend to keep down the rates of the transporta-
tion of oil which effects the cost of the products to the
public.  (Record page 115). That the one pipe line
system could serve-the vefineries just as well, if not
better, than they are now ‘being served: by the two' '
pxpe line systems (Record page 115) «

THDODORE TOWL:

Have been supermtendent of the Southwest Penn—
sylvania Pipe Line Company for about 6 years. (Rec-
ord page 117. -1 have made an investigation of the
pipe line system of the Pure Oil Company proposed
to be taken over by the Southwest Pennsylvania Pipe
Line Company and have submitted the same to my
father, Forest M, TowL (Recoxd pages 117-118),
In my opinion the public service would be benefited by
the consolidation of the Pure Oil system  with the
Southwest Pennsylvania Pipe Lines and the National -
Transit Company pipe line system because. it would
give better service to the refineries in the handhng and
transportation of the oil and by the economies that
would enure by virtue of the consolidation of the two

system it would tend to greatly reduce the expense - s




of operating the two systems. (Record page 118).
Under the contract of the Pure Oil Company, the
Southwest Pennsylvania Pipe Line Company is to pay
$165,000.00 for that portion of the system which ex.-
tends from the south line of Butler county to the West
Virginia line. (Record page 120). The public service
would be benefited by the purchase and consolidation
in that it will enable the pipe line company to handle
the oil to a better advantage for the refineries making
more oil available to the refiners and give a wider
market to the producers who are now connected on
the Pure Oil Company system for their products.
(Record page 121). - B S

- FOREST M. TOWL:

I reside in Brooklyn, New York. T am president

of the Southwest Pennsylvania Pipe Line Company
and the Eureka Pipe Line Company. I have been en-
gaged in the pipe line business since 1886. I am fam-
‘iliar in a general way with the extent and character
of the Pure Oil Company pipe line system involved
in the purchase by the Southwest Pennsylvania Pipe
Line Company and the National Transit Company.
I am familiar with the cost of installing the pipe line
systems. ~ (Record page 122), I think a fair allow-
ance for depreciation against the present day replace-~
ment value of that portion of the Pure Oil Pipe Line
system proposed to be sold to the Southwest Perin-
sylvania Pipe Line Company and the National Tran-
sit Company will be from 25 per cent. to 40 per cent.
(Record page 125). I am of the opinion that the
public service would be benefited by the purchase
of the Pure Oil Pipe Line system as contemplat-
ed. That by the consolidation and operation of the
two pipe line systems as one instead of two as now op---
erated, the cost and expense to the refineries would be
less. The trouble in selling and purchasing credit
balances of oil in the pipe lines by the producers and
purchasers would be considerably simplified. That the
producers of the Pure Qil Pipe Line system would be
given a broader market for their oils. That by a con-
- solidation of the two systems, they could be operated
as one system much more economically than two, and
thereby one company would be enabled to operate,
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with the combined tonnage of the two systems and the
elimination of a considerable part of the expense in
operating the two systems, at a profit and thereby the -
rate for the transportation of oil would be kept down,
which rate enters into the cost of the oil to the refiners
and the cost of the products to the public. (Record
pages 126-127). - v : ; o

D. F. YOUNG:

I am shipping agent and assistant secretary of
the National Transit Company. I have charge of the
records which show the amount of oil that is run by
the producers into the pipe line system of the Na-
tional Transit Company, and who the producers of
zaid oil are. That as shown by the records for the first
eight months of the year 1927, there have been 23 sep- .
arate purchasers of Pennsylvania grade oil in our pipe
line system. That during said time, there was oil in
our pipe line system belonging to various producers to
the amount of 935,211.24 barrels purchased by 22 in-
dependent purchasers purchasing for the various re-
fineries. (Record page 181).  When a producer has a
tank of oil ready to run from his lease, he notifies our
gauger and the gauger then runs the oil from the pro-
ducer’s tank into our pipe line system. That oil, when
it comes into the pipe line system loses its identity and
becomes mixed with the oils of other producers. The
producer is given credit on our books for the amount;
of oil that we run from his tank from time to time. At
any time he is at liberty to sell that oil to whomever
he pleases, and if he desires to sell it we give him an
order showing the amount of oil we have to hig credit
in the pipe line, and then he endorses that over to his
purchaser—somewhat similar to a checking transac-
tion through a bank, and then we deliver the oil out
of the pipe line system to the purchaser. This is what -
ils Im%xg)n as a credit balance system. (Record pages

32-133). ' ’ ‘

ARGUMENT. |

The aﬁph‘caﬁon filed in this case *requests%ﬁ'e ap- i o .

proval by this Honorable Commission of the purchase
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by the National Transit Company of that portion of
‘the pipe line system of the Pure Oil Company located
~in this state and lying north of the southerly line of
Butler County for the principal reason that owing to
the decreased production of oil in the territory through
which. the pipe line system passes that the continued
operation of this system is not economical. To this
petition, protest was filed by various refiners, based
largely on the fear that there might in the future be
some discrimination practiced by the National Transit
Company if it became the purchaser of the Pure Oil
system. This protest was filed at the time set for the
first hearing of the application. The petitioners felt -
at the time that the fears of these refiners were not
well based and if a conference could be had, they could
satisfy the refiners that no such unlawful things were
even in contemplation. The National Transit Com-
pany and the Southwest Pennsylvania Pipe Line Com-~
pany were perfectly willing to reduce to writing an
agreement not to discriminate in any way in the hand-
ling or distribution of the oil, either as to quantlty or
quality. Because of the fact that there ave a great
many other interested refineries and producers:of oil
in the district served by these pipe line companies who
had not filed any protest it was deemed advisable to
file this stipulation of record. It was not filed with
the understanding that it was to be any part of the
certificate of approval and our position in this respect
was outlined at the time of the filing of the paper be-
fore Commissioner Walker, and appears in the recmd
and therefore we need not here repeat it. '

At the time of the preliminary hearmg, certain
minority stockholders appeared by counsel and indi-
cated that they desired to file a protest against the
approval of the application.  No formal protest was
filed by them until a short time before the date set for




the adjourned hearing when stockholders residing in
or near New York City and claiming to own between
17,000 and 18,000 shares of the capital stock of the
National Transit Company, filed a written protest.
From an examination of the protest filed, it is appar-
ent that the position of these stockholders is based not
on the question of public service but rather on in-
ternal policy in the management of the corporation.
The protestants in paragraph three of their protest
denied that the granting or approval of the application
is necessary or proper for the service, accommodation,
convenience or safety of the public. All the other por-
tions of their protest are eonfined to allegations which

concern alone the internal management and control of

the affairs of the National Transit Company, and do
not directly or indirectly affect the main issue before
this Commission, In addition to their position set
forth in their protest, we think that the attitude of
these protestants is more clearly set forth on page 110
of the record wherein Mr. White, counsel appearing
for the protestants, stated as follows in the course of
the examination of Mr. Williams, President of the
National Transit Company :—“Our clients feel that if -

* this company is to be engaged in manufacturing busi-

ness and also in this transporting business, it is not
favorable to their interests and that the two should
be segregated; and while that has not anything to do
with the. decision that you may reach I mention it as
one of the reasons why we are here.”

We may say at this point to this Honorable Com-
mission that with due respect to the able counsel who
appeared for these protesting stockholders, not one
word of testimony was produced by them that might
enable this Honorable Commission to determine the

question whether or not from- the standpomt of the
‘public interest, this ,proposed sale‘ or consohdatxon -
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should be épproved; They Wefe not concerned wﬂ;h

the public rights or interests. These stockholders-were

before the Commission for their own personal inter-
ests, as they conceived them. They represented be-
tween three and four per cent. of the stockholders of
the National Transit Company. It is Hornbook law
and needs the citation of no authority to this Commis-
sion, that when the stockholders of a corporation have
committed the management of its affairs to its direc-
tors, that in the administration of its business policy,
in the absence of fraud or negligence, minority
stockholders cannot interfere with the judgment or
decision of the Board. Likewise it is true that the
Public Service Commission was not established for
the purpose of supervising and controlling the internal
management of corporations. If there is anything
wrong with the internal management of the National '
Transit Company, a court of equity is the forum for
these stockholders.. ‘ ‘ :

The Pure 0il Company on one hand as the seller
and the National Transit Company on the other hand
as the purchaser, have the right under the laws of the
State of Pennsylvania to purchase and sell the pipe
line system in question. - The exercising of this right
was made subject to the approval of the Public Service
Commission. ‘ ' ' -

“The legislation existing prior to the enact-
ment of the Public Service Corapany Law renders
lawful such sales of property and franchises as
that which the Mountain Gas Company petitioned
the Public Service Commission to approve. The
Public Service Company Law did not take away
from such corporations the right to make such a
sale. It merely made that right subject to the
regulation that the contract must be approved by -

" the Public Service Commission. The powers and
duty of the Commission with regard to such ap-
proval are defined by Section 18, Article 5, of the -




statute: ‘Such approval, in each and every such :

case, or kind of application, shall be given only
if and when the said Commission shall find or de-
termine that the granting or approval of such
application is necessary or proper for the serv-
ice, accommodation, convenience, or safety of the
public.’ Zhis is the only barrier which the

statute raises to the approval of such contracts.

It does not provide that the corporations shall

be called upon to establish any specific facts. The

Commission is by the statute made the guardian
of the interests of the public, and the burden upon

the corporation is to present a case which war-

rants the Public Service Commission in exercising
the discretion with which it is by law invested.”
V. & S. Bottle Company, Appellant, vs. Public

Service Commission. 70 Pa. Sup. Ct., p. 808, -

In view of the law, we could not see at the hear.
ing and we do not now see the relevancy of the position
of these protesting stockholders." ’ ‘

. From the uncontradicted evidence produced in
this case, it appears that 80 or 40 years ago when the

production of Pennsylvania oil was much larger and

conditions in the district much different than at preg-
ent, there was a justification and a necessity for two
pipe line systems such as the Pure Oil Pipe Line sys-
tem and the National Transit Company system. As
the years went by and the production gradually de-
clined, new laws going into effect, labor costs of
maintenance increasing, the mecessity for the main-
tenance and operation of two separate and independent
pipe line systems no longer existed. For the last sev-

eral years, the Pure Oil pipe line system has been op- -

_erated at a loss. The situation that confronts the Pure
Oil Company and its subsidiary companies owning

these lines is either to go before the Public Service -

Commission and obtain a sufficient increase in rates

that will enable them to operate at a profit, or sell or
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abandon their system. The National Transit Com-
pany during the last year on account of the amount
of oil transported and the expenses which were not
unusual, and the cost of maintenance, has not been
able to make any profit on the present rate of carriage.
The National Transit Company is transporting over
its system about 10,000 barrels of oil per day. The
Pure Oil Company is transporting over its system
about 2,700 barrels per day. The Pure Oil Company
in order to transport this oil over that portion of the
system proposed to -be sold under the agreement to
the National Transit Company maintains about 18
pumping stations, which is one of the large items of
cost entering into the operating of the pipe line sys-
tem. It is shown conclusively by the evidence in the
case, by experienced witnesses who know, that the
consolidation of these two pipe line systems will pro-
duce such an economy in the operation thereof, which
taken in connection with one company having the
benefit of a combined shipment would enable the pur-
chasing or consolidating company to operate and main-
tain the systems at a reasaonable profit, thereby post-
poning the date when an increase in the rates for the
transportation of oil will be requested from this Hon-
orable Commission. Certainly any combination that
is permitted by statute, that is not detrimental to the
public interest, but brings about economy in operatlon»
is to be sanctioned rather than-condemned.:

Some of the members of this Honorable Com-
mission are familiar from personal experience and ob-
servation with the conditions that now prevail in the
oil industry in this sectlon compared Wlth What fhey
were 30 years ago. '

Theré is no law thit we know of that Would pre-
vent the Producers and Refiners Pipe Line Company,
whiech owns the pipe line system mvolvedm this pur-
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chase extending from a point at or mear Corapolis,
Pennsylvania, to Warren, Pennsylvania, from surren-
dering its charter, abandoning its franchises and tak-
ing up and disposing of its pipe line system. If this -
were done, it would spell disaster to a great many
small producers who are now connected to the gath-
ering lines of the Pure Oil system. While the pro-
duction in the aggregate is considerable, yet it is made
up of so many small, widely scattered units that in
event of renewal it would not justify any other pipe
line company in laying or extending its lines thereto.
The preservation of this oil to.the consuthing trade as
“well as the preservation of the wells from abandon-
ment is of vital interest, not only to the owners there-
of but to the public generally. The various refiners
of Pennsylvania grade oil located along the lines of
these two systems and at present being furnished by
them with their supply of crude, could better be ac-
_commodated by the system if combined under one
management and operation. This is the opinion of
the refiners and men not interested finanecially in any
of the pipe line companies involved in this applica-
tion, but alone concerned with proper service and
economy in the delivery and receipt of the crude oil.
" These men voiced the opmlon that if this sale is al-
fowed to go through, that the National Transit Com-
pany and the Southwest Pennsylvania Pipe Line Com-
pany by reason of the economies which they can in-
augurate will benefit the service in the delivery and .

transportation of the oil from the wells to the refin-

eries. It will also give a broader market to the pro-
ducer for the sale and distribution of this oil and will
tend to keep down any increase in the rates for the

_ transportation of oil, which necessamly involves an

additional cost to the public of petroleum products

It is a significant and a very interesting fact; ey
under the s0 called credlt Balance system whlch has*zﬂ :




“existed in this.state for upwards of 40 years and in-
our opinion will exist as long as pipe lines are common
carriers -of erude, that the producer of oil can sell
his oil in the pipe line to whomever he pleases. When
the oil is run into the pipe line by the producer, it
looses its identity and becomes mixed with the com-
mon mass of oil therein. The producer is given eredit’
on the books of the pipe line company for the amount -
of oil that is run from his tank from time to time. At
any time he is at liberty to sell that oil to whomever
he pleases and if he desires to sell it, the pipe line com-
pany gives him a written order showing the amount
of oil to his eredit in the pipe line, and then he endorses
it over to his purchaser—somewhat similar to a check-
ing transaction through a bank, and then the pipe line
company delivers the oil to the purchaser. This, in
short, is the way the credit balance system operates.

The evidence showed that during the last year
that of the nine hundred thousand and odd barrels
of oil run into the system of the National Transit
Company by the producers there were 28 independent
purchasers for the same. ‘ :

In conclusion and at the expense of repetition, the
evidence produced in this case conclusively demon-
strates that in the interest of economy, service and
benefit to the producers, refiners and the consuming
public, the consummation of this contract of sale and
purchase should be approved by this Hon01able Com- ;
nussmn

Respectfully Submltted,

CHARLES A. KREPS, .
EUGENE MACKEY,
JOEN W. DUNKLE,
"HueH C. DORWORTH, .
B, C. BREENE, of Breene & Jobson,

Attomeys , fqr ;Petztzoners. ;
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