OSBORN, MARSLAND & HARGROVE
ATTORNEYS AT LAW
515 CONGRESS AVENUE, SUITE 2450
AUSTIN, TEXAS 7870l

WILLIAM S. OSBORN
ELMER F. PATMAN
ANA MARIA MARSLAND (512) 476-3529 PN
ROBERT G. HARGROVE FACSIMILE:
PHILIP F. PATMAN

(512) 476-8310
(1937-2005)

April 8, 2020

Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton

Re: Statewide Market Demand Hearing Request
of Pioneer Natural Resources U.S.A. Inc. and
Parsley Energy Inc.

Commissioners,

You are familiar with our firm’s Christmas oilfield photohistory images and writeups, which we
have published for more than 25 years. Several of these discussing the history of Railroad Commission
prorationing and the recent drilling boom are electronically attached. As will be seen from review, we
have speculated that the Great Depression was made far worse than would have been the case merely
from the stock market crash of 1929, because of the discovery of the East Texas Oilfield in 1930. The
price of il plunged quickly from $1.00 a barrel to thirteen cents a barrel because there was no place
to store it. This had a huge deflationary impact on the national economy; evidencing the old maxim,
there can be too much of a good thing. The Railroad Commission is now in a unique position to help
avoid a repetition of this unfortunate history.

Conditions now thought beyond the realm of possibility a month ago are upon us, and the same
may be true again in another month. The Commission might presently consider it premature to order
statewide market demand prorationing, but in the meantime, a middle ground seems provident. Many
oil and gas leases and contracts have provisions for relief in emergencies which could be relied upon
with more certainty if the Commission were to enter a general order in the nature of a declaration of
statewide emergency. Such an Declaration or Order could include findings of fact that extraordinary
conditions causing a collapse in consumer demand for gasoline relating to governmental quarantines
to address the Covid pandemic were impeding the ability to market oil, thereby preventing production.
The Commission could make a conclusion of law that any producers who decide to curtail or shut-in
production as a result must do so in order to comply with Tex. Nat. Res Code 85.046 (10), which defines
waste as “production of oil in excess of transportation or market facilities or reasonable market
demand.” TNRC 85.042(b) and 85.051 provide that when the Commission finds wasteful production is
occurring or is imminent the Commission may issue such orders needed to “correct, prevent, or lessen
the waste.” This is a very broad power and would support a Declaration of Emergency.

Respectfully Submitted,

William Osborn, Attorney for
Sinclair Oil & Gas Company

www.texasenergylaw.com







The Texas Legislature first acted regarding conservation of oil and gas in 1919, when it required the
Railroad Commission to “make and enforce rules and regulations for the conservation of oil and gas...” The
Legislature selected the Commission as the best agency for this purpose because oil and gas were transported in
common carrier pipelines, and the Commission had been successfully regulating other common carriers (the
railroad companies operating in Texas) for over 25 years. Questions immediately arose, however, about the
breadth of authority which had been delegated to the agency.

On July 16, 1919, the Texas Attorney General issued an opinion responding to an inquiry from
Commissioner Allison Mayfield asking “what extent the powers of the Commission are with respect to the
defining of ‘waste’ in the absence of the Act failing to prescribe or define in specific terms what constitutes
‘waste’.” The question arose because the Commission had been presented with a petition “by interested parties
setting forth that in a certain oil field within this state, to-wit: the Northwest Extension of the Burkburnett oil
field, there is an excessive production of oil, in so far as transportation facilities for the movement thereof from
the oil field, such as storage tanks, pipe lines and tank cars, that a greater or less amount of oil will go to waste,
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The Burkburnett field, discovered on July 29, 1918, was one of the first large fields found outside of the
Gulf Coast area in Texas. Production greatly exceeded demand and tremendous inventories of oil were placed
in above ground storage, provoking fears of loss due to fire, spillage or seepage into earthen storage pits. The
profligacy of producers in this field was one of the primary factors motivating the legislature to action in the
spring of 1919. All fears were justified when, within months, fire swept the field on November 9, 1919,
destroying an estimated one million barrels of oil in storage. This catastrophic loss of oil, which in 1997
adjusted equivalent would be worth about fifty million dollars, greatly strengthened the resolve of the Railroad
Commission to implement and enforce rules to reduce fire hazards. But the agency did not begin to order
reductions in the volumes of oil produced by operators until after discovery of the East Texas Oil Field in 1930.

Sources: Attorney General Opinion 2118, Bk. 53, P. 263, June 16, 1919.
Annual Report of the Railroad Commission of Texas for 1919, Appendix N.
Railroad Commission Telegram: Texas State Archives, RG 455 Box 2-10/539.

Photograph: Collection of Patman & Osborn, Austin, Texas - Number five in an annual Christmas series (1997).



IDEA
JAC/T NoOLAN

i i

£
23
ME
S
0
Z -4
O,
mo
om
pat
qr
=
Mn
e
i
W
nd
WS
: g
<
Wi
Q0

w
2
o)
"
>
)
>
W
=
C
-~
=
x4
E 3
-




1306 AT

| i e (N . §
/SLASS OF SERVICE ZESIRES CRESK
JomEITIC caBLT \ ) ™ p " . bt »
TELZSRAM | FULL RATE W | l t ! l \
- W j ; N i J R
SATLETTER| DEFERRED P 4 ACCTG INFMN
NIGHT NIGHT . o o .
MESSAGE LETER || : .
NIGHT . l w“ﬂ: I l %
LETER LETE
Patrens aboaid check Casm ol service { } g TIME FiL=d

donred: etberwise message wiil be
TN\ Teammitred 80 & fziiaca
commaniaanes.
NEWCOME CAALTON, sexsioust Jo G- WRLEVER, maeT vicr.ronsiment \“_f

Send the folloving message, subject to the tesms an beek hereof, which are hereby agreed to .
AUSTIN' TEXAS

- MAY 3, 1635

FHREST F THE UNITE
WEITE HOUSE TATES
WASHINGTON D C

TiZ RAILFOAD COMMISSION OF TEXAS IS TAKING ACTIVE ACCRESS

ST=PS 10 CURTAIL ILLSGAL PRODUGTION OF OIL IN EAST Torid al

A AME HAPPY 10 INFORM YOU. THAT TODAY WE HAVE TiE FRODUOTION

STATUTES We K USTLESS SIGN AND fiE :

JILL SECOMR A'LAW TWMEDIATELY ' TSE THREE JUGE FEDBRAL NODSEoR

A28 TWENTYSIX OF MAY SUSTATNED OUR LAST FRORATION ORDER TOR-EioT

TEXAS _ THS ATTORNaY GENERAL OF THE STATE 15 ACTIVE L oG

ACGIESSIVALY COOFERATING WITH THE COMMISSION BIGATESN ABCETVERSHIES
.INST V1 FAVE SEEN OBTAINED IN THE SAiE TIVE. EIGAT .

CONTEMFT SOCE=DINGS HAVE BEEN FTizD GITH TH0. GONYEAISAE AND - -

FUSTiER THAN THIS THz COMMISSION HAS CALLED A HEARTNG POR The - |

THLETH OF JUNE FOR [H: PURFOSE OF DETEIMANING EXACTLY BiETieR

XCESSIVE FREVENIABLE WASTE OF ReSERVOIR CHESSURES IS Goine on

PAGE 72

AND IF SAME IS FOUND TO BE TRUE THIS WILL BE STOFFED 5Y CUSTAILL
FPODUCTION  THE RAILROAD COMMISSION OF TEXAS 1o oninGesyeumiiiilG
AEE of e PARSofl CEUUF, OF SECTATORY BODY GO0t 00 eNoW Jave
L OF THE Laj : N IN THE FIELD AZR
AGGRESSIVE AND DETREMINED TQ STOP EVERY SARREL OF Traihr ail s
COMMISSION IS TEOROUGHLY COGNIZANT OF THE NEESS OF Tha SITUARION
20D IS AILLING 1O COOFERATE WITH YCUR FURFOSES AS WE HAVE ALHAC

rest=1

RAILROAD COMMISSION OF FEXAS,

The East Texas Field was discovered on September 5, 1930, by Columbus Marion (Dad) Joiner with completion
of the No. 3 Daisy Bradford well near the southeast edge of the reservoir. Ultimately, a total of 30,460 wells would be
successfully completed in the field, which was found to extend about 42 miles in length along a north-south axis, with a
maximum width of about 9 miles. The immediate economic impact of this discovery was disastrous for producers.
Crude oil was selling for about a dollar a barrel in mid-1930, but within a year had fallen in price to 13 cents a barrel as
operators produced with abandon. The Railroad Commission issued its first proration order for the field on April 4,
1931, but this and subsequent orders were widely ignored. On August 17, 1931, Governor Ross Sterling declared martial
law in the field, ordering the Texas National Guard and Texas Rangers to shut down every well. A limited volume of
production was allowed to resume on September 5th under oversight by military forces, which would occupy the field for
a total of ten months. With the end of martial law in 1932, abusive production practices quickly resurfaced, and Federal
authorities began to conclude that the State of Texas lacked either the will or the power to prevent the wanton waste of
oil. The telegram reproduced above was part of a campaign by the Commission to fight the efforts of some in the
Roosevelt administration who advocated the imposition of federal control over the field in an effort to restrict its
production as a part of government efforts to fight this and other commodity surpluses being suffered during the
Depression. On July 14, 1933, the Commission’s worst fears were realized when President Roosevelt signed an
Executive Order asserting national control over the field. His Order created the Federal Tender Board, supervised by
Secretary of the Interior Harold L. Ickes, to enforce proration. This regulatory development stiffened the Commission’s
resolve and motivated passage of the Connally Hot Oil Act by the U. S. Congress in 1935 and the Texas Hot Oil Statute
by the Texas Legislature later that year, the latter giving the Railroad Commission a much firmer statutory basis for
proration. The alternative of continued Washington oversight by the reviled Secretary Ickes was so unpalatable that in
the end the Texas operators somewhat resignedly consigned their fate to Austin authorities. By the end of the 1930s, the

Commission was actively and effectively prosecuting violators of the new statute, and its jurisdiction over Texas
producers was assured. To date the field has produced more than 5 billion barrels of oil.

Sources:  Telegram - Oil and Gas Division Records, Railroad Commission of Texas (RG 455, Box 4-3/335). Texas State Library and Archives Commission
Discussion - The New Handbook of Texas, Texas State Historical Association, Austin, 1996.
Photograph - Collection of Patman & Qsborn, Austin, Texas. Number seven in an annual Christmas series (1999)






James C. Judge had a knack for numbers. Born to a Tyler, Texas family in 1889, he
became a CPA. He and his wife, Anna Lee, had two sons; James B. Judge in 1912 and Walter
Eugene Judge in 1919. The family moved from Tyler to Dallas, where James became an IRS
agent. James and Anna Lee missed East Texas, and by the time he was 40 years old they
began to think about retirement there. Anna Lee was from the Starrville area of Gregg County
(southwest of Gladewater) and the couple decided to buy a farm near there. They closed on the
purchase of a 1080 acre tract of land for the sum of $6.00 an acre in July 1929, and started
thinking about farming. But destiny birthed a different child.

On September 12, 1930 James and Anna Lee signed an oil and gas lease covering the
farm for a bonus of $2.00/acre with a group of promoters named Cranfill-Reynolds. This was
exactly one week after Columbus Marion (“Dad”) Joiner brought in the discovery well for the
giant East Texas oil field, his Daisy Bradford Number 3. That well was located about 20 miles
south of the Judge farm, and set off a speculative orgy of leasing in the area. The field was
ultimately found to be a Woodbine Sand reservoir about 42 miles long and 9 miles wide,
developed by the drilling of more than 30,000 wells. The Judge acreage was right in the middle
of the northern end of the field, and all thoughts of farming the ground quickly ceased. Cranfill-
Reynolds almost immediately flipped the lease to the Gulf Production Company, which would
drill more than 100 wells on the lease.

Our image this year shows the roughneck crew and a young lady on the platform of the
rig being used by Gulf to drill the J. C. Judge No. 2. It is December 18, 1931, and the jovial
mood probably results from their completion results a few days earlier. The report filed by Gulf
with the Railroad Commission indicates that the well was completed to a depth of 3541 feet at
2:00 p.m. on December 6™, flowing naturally at a rate of 2880 barrels of oil per day. The crew
seen horsing around in this scene are equipping the wellhead with permanent production valves
before moving on to their next job. Amazingly, this is one of six wells still producing on the
lease at the end of 2008. The J. C. Judge lease has produced more than 4.5 million barrels of
oil, and is now operated by Gulf's successor Chevron USA Inc. The longevity of well no. 2 and
of the lease can be attributed to severe production restrictions imposed by the Railroad
Commission in an effort to slow wasteful depletion of reservoir drive energy. A 1941 proration
schedule, for instance, indicates that the production rate for Well No. 2 was then capped at 21
barrels a day, i.e. less than one per cent of its initial potential test rate.

James and Anna Lee Judge used the first of their royalty proceeds to buy a new house
in Dallas and a large tract of land about six miles east of Mineola, safely out of way of the East
Texas oilfield, where James could farm and run livestock in peace. They had their East Texas
retirement there and died in the 1970s. Their youngest son, Walter Judge, is now 89 years old
and lives near Mineola. He was 12 years old when Gulf completed its first wells on the lease,
and when shown this photograph he vividly recollected the East Texas boom, remarking that
there were suddenly silver dollars in circulation throughout the territory.

Ironically, this boom may have contributed to the economic pain of the Great
Depression. As a result of the East Texas field discovery, the market price of oil fell rapidly from
about $1.00 a barrel to about 13 cents a barrel, giving a tremendous deflationary shock to the
national economy. The Railroad Commission of Texas struggled for several years before
succeeding in enforcement of proration orders which drastically reduced allowable production
rates. The State of Texas was driven at one point to declare martial law in the field in order to
enforce civil order and the obedience of Commission mandates. At the time, this was the
largest oil field in the world.

Our photographic image is one of a batch purchased from a dealer’s scrap bin at the Austin Book & Paper Collector’s
Show years ago. Bearing only the name of the well and a date, this picture provoked considerable detective work by
our research assistants Ron Pearson, Patricia Nowak and Jeanine Caraway.

Photograph: Collection of Osborn & Griffith, Austin, Texas; wiliam@texasenergylaw.com
Number sixteen in an annual Christmas oilfield photo series (2008).






This marks the 215! year of our Christmas oilfield photo series, and in fitting with the custom for
that birthday we celebrate exuberantly, selecting a modern image, in color, rather than the typical
historic image, to which we will return next year.

On October 28, 2011 NASA launched its Suomi NPP satellite from Vandenberg Air Force
Base in California, positioning it in orbit at an elevation of 512 miles, where it circles the earth every
102 minutes. The satellite is equipped to capture earth imagery in many different wavelengths, and
has rendered some unexpectedly vivid nighttime images of the planet. We have selected a portion of
one of these, which is a composite image captured in April and October of 2012 so as to avoid cloudy
skies. We cropped the image to capture Texas, and the Gulf of Mexico (almost completely dark,
except for light from ships and offshore oil and gas production platforms) in the lower right corner.

Dallas is the bright spot of light near the center of the image, and south of it the lights of
Austin, and below it, San Antonio. To the south of San Antonio you will see a huge and diffuse
crescent of light, running all the way to the border of Mexico. This light would not have been there
even five years ago — you are looking at the Eagle Ford Shale drilling boom, in progress. So large is
the scope of this industrial activity that it is clearly visible from outer space, in a combination of flaring
from wells not yet connected to pipelines, and nighttime lights on a virtual sea of drilling rigs. This
area was once, of course, an actual sea, 90 million years ago, when a low-energy depositional
environment at a depth of about 300 feet enabled the slow accumulation of thick layers of organic rich
muds and silts which would later lithify into shale. Past generations of explorers could see that there
were hydrocarbons in the shale, which would light up as “hot” in electric logs, but these kinds of
formation rock lacked the permeability and porosity necessary for production of oil and gas by then
conventional means. As many have noted, Texas oilman George Mitchell “cracked the code”, literally,
pioneering the use of new fracture stimulation technology in combination with horizontal drilling to
make these shales productive. Multi-stage fracture stimulation techniques first used on a wide scale
in the Barnett Shale play in the Dallas/Fort Worth area have in the last few years been brought to bear
on a wide swath of Texas south and west of San Antonio, where the Eagle Ford Shale is found at a
depth of about 4000 feet. As 2013 draws to a close, the field is producing at a rate of more than 1
million barrels of oil per day equivalent, and the technology has spread to the Permian and Delaware
Basins, East Texas and the far northeast Texas Panhandle.

About 250 new horizontal well drilling permits are now being issued statewide every week by
the Railroad Commission, and the state’s oil production rate has risen to 2.7 million barrels per day. If
current trends continue, by 2015 Texas will exceed its historic high of 3.4 million barrels a day,
reached in 1972. In the hearts of these areas now being developed, motel rooms and restaurant
seats have become precious commodities. Road traffic is so heavy that TxDOT has proposed to let
some oilfield highways return to gravel, since the paving cannot be easily maintained under the weight
of the traffic it is bearing. Fresh water has become ever more precious, since these wells need up to
five million gallons for fracture stimulation treatment. And lots of new pickups are being sold in oilfield
town dealerships, as the paychecks and royalties arrive!

Sources: Railroad Commission of Texas; drillinginfo.com; fuelfix.com/blog/2013; Wikipedia.org

Photograph: National Aeronautics & Space Administration
www.earthobservatory.nasa.gov/IOTD/view.php?id=79800
For many other amazing views, see www.flickr.com/photos/gsfc/sets/72157627439487497/

Number twenty-one in an annual Christmas oilfield series (2013).
Osborn & Griffith, 515 Congress Suite 2450, Austin, Texas. william@texasenergylaw.com
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