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Prorationing Will Reduce Texas State Revenue
Summary
The Texas constitution provides for one estimator of state revenue, and that is the Texas
Comptroller. This report is not intended nor would it be acceptable as a substitute for the
judgment of the Texas Comptroller. The information presented herein represents a plausible
revenue scenario of a reduction in oil production if mandated by the state to a level below what the
free market would otherwise provide.
A mandatory reduction, or prorationing, of Texas oil that resulted in a 10% cut in production will
cause a reduction in state revenue of at least $236 million per year during which it was in place
under current conditions. Assuming a linear relationship, a 20% prorationing will cut state revenue
by at least $472 million.
A full measure of the cost to the state would be considerably larger, as it would encompass the
losses to school tax bases that the state would be required to pay for through the Foundation
School Program, lost income and the resulting loss of taxable purchases by Texas employees and
royalty owners, the loss of state sales tax paid on oil well purchases, the loss of revenue from the
Oil Well Servicing Gross Receipts Tax, and reductions in the myriad of other taxes and fees paid
by the industry.
Losses would also accrue to Texas’ local governments who receive sales and property taxes from
industry activity.
Taxes Paid by the Texas Oil and Natural Gas Industry
The major forms of tax revenue imposed by Texas state and local governments tend to fall heavily
on the oil and natural gas industry, owing largely to the age of the Texas tax structure. For
example, the oil production (“severance”) tax was first imposed in 1905, the business franchise tax
in 1907, the gas utility pipeline tax in 1920, the natural gas production tax in 1936, the oil well
servicing tax in 1941, and the sales tax in 1961. Property tax has been imposed in Texas even
before statehood. Each new tax has been layered on top of the last, making for a thick tax
sandwich through which the industry must bite to comply with law.
Because of the stacking effect of the tax sandwich and because of the successful growth of the
industry in Texas over the past 120 years, state and local government in Texas have become
dependent on the oil and natural gas industry to provide a substantial amount of revenue. The
cyclical nature of the industry causes large fluctuations in the amount of that revenue, but in no
year is it insubstantial. In state fiscal year 2019, ended August 31, 2019, the industry paid, directly,
an all-time high in state and local taxes and state royalties of $16.3 billion. This was 72% higher
than just three years prior (2016), which in turn was 40% lower than two years before that (2014).
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Direct Taxes and State Royalties Paid to Texas State and Local Governments
by Oil & Gas Industry by Fiscal Year
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The oil and natural gas industry, for the purposes of this analysis, is made up of 14 NAICS sectors
that comprise upstream, midstream, and downstream activities. The industry employed, directly,
over 428,000 Texans during state fiscal year 2019. There are also an estimated 600,000 individual
Texas royalty owners.1 Of the 14 business sectors, upstream activities provided the most jobs and
paid the most in taxes and state royalties. Upstream activities – mainly oil and natural gas
production itself – are subject to peculiar charges that are not generally imposed on Texas
businesses. The taxes on the mere production of hydrocarbons are the best example, being
without counterpart across the entire Texas tax structure. Upstream oil and gas activities are also
the sole source of fresh capital – in the form of royalties – to the state’s Permanent University Fund
and Permanent School Fund.
Of the numerous state revenue sources borne by the industry, severance taxes and the royalties
paid on state minerals are the most directly and immediately responsive to changes in production.
Other taxes, especially local property taxes imposed on producing mineral properties and sales
taxes paid on purchases made for drilling and completing wells, are roughly comparable in size to
the sum of severance taxes and royalties, but their response may lag, or even precede, changes in
production. For that reason, this analysis focuses only on severance taxes and royalties to state
funds.

1

SOURCE: Texas Royalty Council.
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Texas Oil-Sourced Revenues
The ingenuity and success of Texas oil producers is now legend. Through advanced technology
developed largely in Texas, producers quintupled production from 1 million barrels per day as
recently as 2009 to 5 million a decade later.
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However, it has not been an entirely
smooth trajectory. In response to the price
declines beginning June 2014, Texas oil
production fell almost as steadily as it had
risen. The average WTI spot price from
April 2011 through June 2014 had been
$97. From March 2015 through August
2017, it was $47. The resulting decline in
production was 14%. Price had fallen in
half, similar to what has happened in 2020.
For this analysis, a 14% reduction in Texas
production – and for the taxes and state
royalties based thereon – is therefore
assumed for this analysis to occur for the
reduction in price.

Assuming this market-driven reduction in production will occur, naturally occurring reductions in
state revenue will follow, based both on production and the lower price that caused it.

Market-Driven Reductions in Selected State Oil Revenues*
$ millions
Base Fiscal Year: 2019 Actual
Oil Production Tax
Oil Royalties to State Funds
Total, Fiscal 2019

$
$
$

3,887
1,599
5,486

Annual revenue (loss) if price falls 50%:
Additional annual (loss) if production falls 14%:
Total Annual Market-Driven Revenue (Loss)

$
$
$

(2,743)
(384)
(3,127)

Remaining Annual Oil Revenues:

$

2,359

* This is an example only. It is not an official estimate of state revenue.
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Taxes and royalties based on oil production are large and important in Texas but are
comparatively volatile. The table above depicts a falloff scenario of $3.2 billion driven by market
forces alone. Under that circumstance, using fiscal year 2019 collections as a baseline, the state will
still be receiving an estimated $2.3 billion annually in oil revenues. It is from that level that a
policy-generated reduction from prorationing would be taken. If prorationing reduced oil
production by 10%, the loss of revenue will be 10% of $2.3 billion, or $236 million per year. At
20% prorationing, the loss will be $472 million per year.

Prorationing-Driven Reductions in Selected State Oil Revenues*
$ millions
Annual Oil Revenues After Market-Driven Reductions
Oil Production Tax
Oil Royalties to State Funds
Total

$
$
$

1,671
688
2,359

Annual revenue (loss) due if prorationing reduces production 10%:
Annual revenue (loss) due if prorationing reduces production 20%:

$
$

236
472

* This is an example only. It is not an official estimate of state revenue.

Texas in a World Oil Market
The calculations above are based on assumptions of
Texas not necessarily as we like to think of it, but as
it probably is. The calculations are simple and so is
the logic.

Texas As We Like to Think of It

Texas is a large oil producer, but not so large that it
commands monopoly pricing power. A monopoly
provider of any highly demanded product for which
there were no ready and competitive substitute, be it
petroleum or platinum, would be in a strong position
to name its price to the world. Perhaps not even a
monopoly would be required – controlling 40% of
world supply might be enough to influence the price.
That is roughly the share of production provided by
OPEC members. And yet even at that percentage of
“control,” the price of oil has descended to very low
levels. Agreements to limit production regularly fail to deliver, and the beneficiaries have been
those producers who remained outside of the agreements.
April 8, 2020
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Texas’ share of world production is not 40%, but 5%. In the graphic below, Texas’ oil production
is shown in its comparative scale to the global market in which it competes. Prorationing at 20%
would remove 1% of oil from world production. Prorationing at 10% would remove 0.5% of oil
from world production.
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Prorationing at 10% would be so small it does not even show up on the graphic. Such small
changes in production cannot cause a detectable upward movement in price, especially when it
could easily be replaced by non-Texas production. And at the same time, the loss in state revenue
that is driven by oil production is unavoidable. The market will respond to price, as it always has,
without government intervention. And a decision to intervene where there is already a market
mechanism may be a decision that proves very hard to un-make.
The loss of state revenue in the hundreds of millions of dollars per year for a venture on
prorationing does not appear to be a wise trade for Texas’ fiscal condition.
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From:
Sent:
To:
Subject:

James Mccown <jmac@suddenlinkmail.com>
Saturday, March 21, 2020 7:14 PM
Publicassist
Re: Notice to Oil and Gas Operators: Notice from Chairman on Federal Solicitation to
Purchase American-Made Crude Oil

Follow Up Flag:
Flag Status:

Follow up
Flagged

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do NOT click links or open
attachments from unknown sources without first confirming the message is legitimate. If you believe this to be a
malicious and/or phishing email, please contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the
email, click on any links or open any attachments without guidance from the Help Desk
Why sell at these prices except to stay alive need 60-70 oil
James McCown
Jmac@suddenlinkmail.com
James@energininc.com

On Mar 20, 2020, at 11:47 AM, Railroad Commission of Texas <communications@rrc.texas.gov> wrote:

To help protect y ou r priv acy , Microsoft O ffice prev ented automatic download of this picture from the Internet.

Notice to Oil and Gas Operators:
Notice from Chairman on Federal Solicitation to Purchase AmericanMade Crude Oil
Railroad Commission of Texas Chairman Wayne Christian is issuing this Notice to Operators to make
Texas oil and gas operators aware of an important opportunity to help maintain production and
employment levels in Texas.
The U.S. Department of Energy (DOE) has issued a solicitation to purchase an initial 30 million barrels of
American-made crude oil to fill the Strategic Petroleum Reserve. The solicitation can be found on the
DOE website at https://www.spr.doe.gov/doeec/OilPurchase.htm.
The DOE’s focus on the initial purchase is small to midsize producers, and the Chairman strongly
encourages Texas producers to consider this opportunity.
To view the full notice, visit the RRC website at https://rrc.texas.gov/covid19/notices-of-state-of-disasterin-texas-waiver-requests/.
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To view oil and gas-related information, visit the the Railroad Commission of Texas
website.
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From:
To:
Cc:
Subject:
Date:

Haley Cochran
Travis McCormick; Jeremy Hagen; Bill Black; Jason Modglin; Jared Craighead; Bryan Preston; Wei Wang; Alex
Schoch; Danny Sorrells
Kellie Martinec
FW: Limit oil production and manage the transition to a clean economy
Wednesday, April 8, 2020 2:51:05 PM

From: Jessica Eskew <Jessica.Eskew.300360080@p2a.co>
Sent: Wednesday, April 8, 2020 10:37 AM
To: RRC Conference <RRCConference@rrc.texas.gov>
Subject: Limit oil production and manage the transition to a clean economy

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do
NOT click links or open attachments from unknown sources without first confirming the
message is legitimate. If you believe this to be a malicious and/or phishing email, please
contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the email, click on
any links or open any attachments without guidance from the Help Desk
Dear Comments Clerk Texas Railroad Commission,
Firstly, I would like to introduce myself as an engineer for a big oil company. The larger companies
are stepping up where possible to reduce flaring and reinject gas, but smaller companies that want
to have larger profits are not prioritizing the pressure of oil wells by reinjecting gas. Ultimately, this
decreases overall oil production from the well, and also is a waste of fuel that can be used later
(natural gas) once the market returns. Natural gas is a great source of clean burning energy that is
unfortunately currently uneconomic to produce, but should be increased in value by our society in
the future and therefore not wasted now.
In the wake of the collapse of oil prices, I support prioritizing production cuts for oil companies with
the worst records of excessive flaring at drilling sites. This is a waste of resources and harmful to our
climate.
I want to see a plan to downsize the production of oil and gas throughout the next decade and
manage the just transition to a cleaner economy for Texas.
Regards,
Jessica Eskew
1407 Nagle St
Houston, TX 77003

Publicassist
From:
Sent:
To:
Subject:

Jim Bryant <JBryant@producersmidstreamlp.com>
Thursday, April 9, 2020 2:56 PM
Publicassist
Proration of Texas Oil

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do NOT click links or open
attachments from unknown sources without first confirming the message is legitimate. If you believe this to be a
malicious and/or phishing email, please contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the
email, click on any links or open any attachments without guidance from the Help Desk
As a Texas Midstream operator for more than 60 years I would like to voice support for a prorated réduction in Texas oil
production in cooperation with OPEC Plus in order to restore economic pricing for producers and other supportive
industry individuals and companies in Texas and the US. Thanks.
Jim Bryant
214-502-7010
Jbryant@producersmidstreamlp.com
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From:
To:
Subject:
Date:

RRC Conference
Kellie Martinec
FW: Pro-rationing
Friday, April 10, 2020 1:22:09 PM

From: john@jcbcompanies.com <john@jcbcompanies.com>
Sent: Thursday, April 9, 2020 1:57 PM
To: RRC Conference <RRCConference@rrc.texas.gov>
Subject: Pro-rationing

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do
NOT click links or open attachments from unknown sources without first confirming the
message is legitimate. If you believe this to be a malicious and/or phishing email, please
contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the email, click on
any links or open any attachments without guidance from the Help Desk
RE Docket No OG-20=0003167
As a long-time oil and gas producer, I request the opportunity to submit this statement for your
consideration and withhold a request to testify at this time

Commissioners, I am sending this message to respond the letter sent to you by the Texas Royalty
Council in which they speak against the re-starting of statewide pro-rationing by the RRC.
First, no industry person with an understanding the historical actions of the RRC in response to
changing industry conditions would seriously consider some flat percentage with an exemption for
various companies due to their individual size. Such an idea has no basis in history and is obviously
unworkable and contrary to the mandate of the RRC to promote fair trade and justice.
Obviously, the required solution is the re-start of the statewide allowable-pro-rationing system that
served all the citizens of Texas (and the nation) so well for so long.
Each well in Texas ALREADY HAS AN ALLOWABLE. The RRC has never stopped collecting periodic
production capability tests. Using the allowables ALREADY IN PLACE, the RRC can, and must, simply
set the monthly percentage of each individual well’s allowable that that particular well can produce.
Thus, each INDIVIDUAL WELL contributes it’s own fair share to the reduction required, regardless of
who owns the well.
The Royalty Council mentions the “livelihoods” of 600,00 royalty owners in the state while failing to
state that the vast majority of these mineral owners use their royalty payments for only a small part
of their livelihood. In fact, under the allowable system, only the largest producing wells will see any
effect at all. In the case of a new well producing at very high levels, the reduction of royalty

payments, while proportionate and substantial, will still allow for large royalty payments each and
every month. I attended college with funds my grandparents received from pro-rated wells. Those
royalties were a substantial addition to my grandparents income.
The Council mentions “modern leases” as though recent lease were written in a different language
that the leases of the past. The primary difference in modern leases from those of the past is that
the leases now usually contain much higher acreage bonus provisions, much higher royalty
percentages, and restrictions that are much more favorable to the royalty owner that in the past.
None of those provisions would suddenly cease to exist with prorationing. Further, the Council
mentions “continuous drilling provisions”. These same provisions have been a part of leases for
decades. One large lease that comes to mind that contained the continuous drilling provision was
done for the King Ranch many decades ago.
Finally, I ask that the RRC remember their mandate, which is to prevent waste of the natural
resources of this state for the benefit of ALL citizens, be they royalty owners, producers, or
housewives in a suburb. The RRC has allowed physical waste in the form of unrestricted flaring and
economic waste by allowing overproduction. Both of these problems have already contributed to
pollution, loss of reserves in place, and wild swings in the economic activity in the state that has
been proven to work a detriment to all the citizens.
As a royalty owner, Oil & Gas Producer, and, most importantly, a citizen I request that you accept
your responsibility and re-impose pro-rationing immediately
John Bozeman Perryton Texas
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CAUTION: This email originated from outside of the Railroad Commission of Texas. Do NOT click links or open
attachments from unknown sources without first confirming the message is legitimate. If you believe this to be a
malicious and/or phishing email, please contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the
email, click on any links or open any attachments without guidance from the Help Desk
CAUTION: This email originated from outside of the Railroad Commission of Texas. Do NOT click links or open
attachments from unknown sources without first confirming the message is legitimate. If you believe this to be a
malicious and/or phishing email, please contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the
email, click on any links or open any attachments without guidance from the Help Desk
From: John Brecht
Email: johnbrecht@earthlink.net
Phone: 521 791-9179
Hi all, To begin, the Saudis & Russians caused this oil crisis to gain them market share and cripple our oil industry, next,
the CV 19 caused a WW demand drop. These 2 forces converged resulting a perfect storm which is crippling our oil
industry and a large part of our industrial sector and economy that depends on equipment, material and service sales to
supply the oil industry. The Saudis & Russians should live with the problem they created. Keep us out of their problem!
The U.S. should Tariff the 6.5mb/d of imports to a $50/b price point TO SAVE THE U.S. OIL INDUSTRY & ENERGY
INDEPENDENCE AND HELP STABILIZE THAT PART OF THE ECONOMY THAT DEPENDS ON THE OIL INDUSTRY! Exported
petroleum products made from imported oil would be exempt from tariffs by refunding at export! Our economy is
already accustomed to production prices based on $50/b oil. As we learned when oil dropped from $114/b, the savings
on energy and lower priced products, including the gasoline fill at the pump, were not enough to offset the considerable
damage done to the economy by the severely curtailed activity of the oil industry! We need a healthy oil industry as we
transition to cleaner energy and a fleet of EV. A transition that orderly will take at least a decade or two. Rest assured,
WW oil production probably peaked recently with this pumping surge by the Saudis and Russians. Our 13mb/d of
domestic production should meet our needs just fine. Shipping regs should be adjusted to enable better distribution.
Already $3b is authorized for crude purchases into the SPR and could be used to stabilize any current U.S. storage
problems. The SPR‘s considerable current inventory of about 635mb of crude would be available for any domestic supply
short fall. I just saw a Bloomberg TV interview with a Saudi oil official. He was asked directly, twice, what he thought of a
U.S. oil import Tariff! BOTH TIMES HE EVADED THE QUESTION WITH HOW WE ALL NEEDED TO WORK TOGETHER TO
CURTAIL OIL PRODUCTION! Evidently the Saudis are very concerned about a Tariff on their oil we import. I’m sure the
Russians are equally concerned, because if the Saudis don’t sell to the US, the Russians would see that oil competing
with the Russian sales! I didn’t sense the same concern for our feelings when they decided to open there oil spigots.
They need us far more than we need them!
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Filed via e‐mail to: RRCconference@rrc.texas.gov
Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711
April 7, 2020
Dear Chairman Christian, Commissioner Craddick and Commissioner Sitton,
We are writing to submit comments to the Texas Railroad Commission for the upcoming virtual
conference on Tuesday, April 14, 2020, related to the recently filed Verified Complaint of
Pioneer Natural Resources and Parsley Energy. We want to state that we are also available to
answer questions and provide analysis on the data attached hereto if requested by the
commission at the April 14 meeting.
As our remarks below will demonstrate in more detail, we recommend that the Commission
issue a proration order to help remedy the wasteful overproduction of oil and to add certainty
as to how a curtailment of production should occur. Without leadership from the Commission,
waste will occur, and the inevitable shut‐down in the oil fields of Texas will likely be chaotic.
This could result in losing the next generation of petroleum professionals as well as university
research and technology development, both of which are so necessary to our energy
independence.
As requested, our identifying information is:
1. Jon E. Olson, Department Chair, Hildebrand Department of Petroleum and Geosystems
Engineering, Cockrell School of Engineering, The University of Texas at Austin
2. 200 E. Dean Keeton, Mailcode C0200, Austin, TX 78712
3. 512‐587‐3168 (cell, preferred)
4. I represent myself.
1. Jeff Spath, Stephen A. Holditch Department Head Chair, Harold Vance Department of
Petroleum Engineering, Texas A&M University
2. 3116 TAMU, College Station, TX 77843
3. 281‐467‐9276 (cell, preferred)
4. I represent myself.
As the leaders of the #1 and #2 ranked undergraduate and graduate petroleum engineering
programs in the United States, both residing in the great state of Texas, we want to share our
perspectives on the impact of the current COVID‐19 pandemic on the future oil and gas industry
workforce and petroleum technology research. As UT’s Hildebrand Department chair for the
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past 5 years, Dr. Jon Olson has 25 years of academic experience at UT‐Austin preceded by 6
years of industry experience at Mobil Oil Corporation’s Dallas Research Lab. He is a
Distinguished Member of the Society of Petroleum Engineers. Before becoming A&M’s Vance
Department head in 2017, Dr. Jeff Spath spent 35 years in industry ‐ thirty three years with
Schlumberger, retiring as Executive Vice President, and two years as CEO of the Texas Oil and
Gas Institute, a former department of the UT System. He is an Honorary Member of the Society
of Petroleum Engineers, but more importantly, served as president of the society in 2014. He is
an active member of US Secretary of Energy Brouillete’s National Petroleum Council. We hope
this brief recounting of our biographies demonstrates that we are engaged, accomplished and
dedicated members of the oil and gas community, and we freely offer our services for the
betterment of Texas through our energy‐related expertise.
Universities have the responsibility of training engineers for careers of technical service to
society. In the oil business, many engineering disciplines contribute to the workforce, but
petroleum engineering plays a central and leading role in grooming young people for the
technical demands encountered in assuring the safe, reliable, sustainable and affordable
production of oil to satisfy society’s energy needs. Universities are also focal points of
technology development, often in collaboration with industry, looking for new and better ways
to reduce costs, increase recovery factors, and minimize and mitigate environmental impact. A
healthy industry requires a robust and thriving higher education community to provide ideas
and maintain the workforce pipeline for the future.
The current public health crisis is unprecedented in its impact on the personal welfare of each
and every citizen of not just the great state of Texas but also of every American and people
throughout the world. The question for the Railroad Commission, however, is how to prevent
undue harm to the energy infrastructure of Texas caused by the drastic reduction in demand
caused by government imposed stay at home orders intended to protect public health. This
decline in demand, which could last for a prolonged period, has resulted in excess oil
production in Texas and throughout the world, constituting the wasteful production of our
valuable petroleum reserves. This wasteful production threatens the viability of numerous
companies in the industry, through not only historically low prices, but also the uncertainty of
how current production can be curtailed in an organized, efficient process. This negative
impact on industry threatens university petroleum engineering programs by discouraging
students, faculty and researchers from considering careers in a field that is too volatile for long
term occupation. Without a robust influx of new, well‐trained engineers, and innovative
technological ideas, the longevity of the very petroleum industry is threatened.
Action now by the Railroad Commission to prevent wasteful production would demonstrate to
the world the leadership that is needed to encourage acts to preserve our energy
infrastructure. In response to this unprecedented public health calamity, collective action
coordinated by governmental agencies is a necessity to protect the future of all aspects of our
society. Young people watching events unfold in the coming days are being inspired to study
medicine and epidemiology, seeing how these fields are saving lives and protecting the public
good, with collaborations between industry and government. They should also be inspired to
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pursue engineering in energy‐related fields as they watch the petroleum business deliver an
affordable and reliable flow of energy supply for the economic recovery that will certainly
follow this current crisis. The success of that recovery lies partly in effective action and
planning that can best be administered through government‐led stewardship to protect our
energy infrastructure.
Thank you for your time and consideration of these remarks. Attached please find statistics,
facts and figures that demonstrate how prolonged unsustainable oil prices can harm our
university programs and the future or petroleum engineering in Texas.
Sincerely,

Jon E. Olson, Department Chair
Lois K. and Richard D. Folger Leadership Chair
Frank W. Jessen Professor
Hildebrand Department of Petroleum and
Geosystems Engineering
The University of Texas at Austin
jolson@austin.utexas.edu
Cell: (512) 587‐3168

Dr. Jeffrey B. Spath, Department Head
Professor and Holder of the Stephen A. Holditch
Department Head Chair
Harold Vance Petroleum Engineering Department
Texas A&M University
College Station, TX
spath@tamu.edu
Cell: (281) 467‐9276
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Addendum Slides
for Jon E. Olson and Jeffrey B. Spath
1.
2.
3.
4.
5.

Overall BS petroleum engineering enrollment in Texas.
BS petroleum engineering enrollment in Texas by school.
Overall BS petroleum engineer degrees granted in Texas.
BS petroleum engineer degrees granted in Texas by school.
Recent petroleum engineering research funding at UT‐Austin and
Texas A&M, showing increasing dependence on industry funding.
6. List of companies, including majors, independents and service
companies, who hire petroleum engineers and support research are
petroleum engineering departments.

Olson & Spath - 4

BS Petroleum Engineering Enrollment in Texas
Data from US Petroleum Engineering Department Heads Association
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Texas BS Petroleum Engineering Enrollment by School
Data from US Petroleum Engineering Department Heads Association
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BS Petroleum Engineer Degrees Granted in Texas
Data from US Petroleum Engineering Department Heads Association
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Texas BS Petroleum Engineer Degrees Granted by School
Data from US Petroleum Engineering Department Heads Association
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University Research Funding and Increasing
Dependence on Industry
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A list of companies that recently supported our
research and/or hired our students, most of whom
operate in Texas
Baker Hughes
BASF
BP
Cargill
Chevron
CNOOC
ConocoPhillips
DeGolyer & McNaughton
Devon Energy
ENI
Equinor
ExxonMobil
Hilcorp
IHS Markit
Inpex Corporation

Intera
JACOS
Japan Oil, Gas and Metals
JOGMEC
JOGMEC (Japan Oil consortia type)
JXNippon (US division in Houstin)
KAO industries
Kinder Morgan
Kuwait Oil
Messer (formerly Linde)
MOL
NCS Multistage (Canadian)
Nippon Oil & Gas
OMV
Oxy

PDO
Petrobras
Petrochina
Pluspetrol
Repsol
Sasol
Saudi Aramco
Schlumberger
Shell
Sinopec
SNF
Southwestern Energy
Total
Vedanta Limited
YPF
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From:
To:
Cc:
Subject:
Date:

Haley Cochran
Travis McCormick; Jeremy Hagen; Bill Black; Jason Modglin; Jared Craighead; Bryan Preston; Wei Wang; Alex
Schoch; Danny Sorrells
Kellie Martinec
FW: Proration Hearing
Wednesday, April 8, 2020 6:09:17 AM

From: Jonathan Wente <jwente23@hotmail.com>
Sent: Tuesday, April 7, 2020 10:04 PM
To: RRC Conference <RRCConference@rrc.texas.gov>
Subject: Proration Hearing

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do
NOT click links or open attachments from unknown sources without first confirming the
message is legitimate. If you believe this to be a malicious and/or phishing email, please
contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the email, click on
any links or open any attachments without guidance from the Help Desk
Good Afternoon,
I have been working in the Texas oil patch the last 7 years and typically travel to Texas every
three weeks for oil field work. I do not support the Railroad Commission implementing
prorations. Texas has always been a free market state, which makes it such a great place to
work and do business. Market fundamentals will correct the market without Railroad
Commission involvement. Please don't punish the most efficient operators and mandate what
is and is not economic. Operators should be left to manage their business and ensure the
right wells are shut in for the right reasons. I do not wish to testify.
Sincerely,
Jonathan Wente
2620 S Gaylord St.
Denver, CO

The Best and Worst of Times Each Require Competitive Resolve
for the Oil and Gas Industry
8 April 2020
Written testimony submitted for the Railroad Commission of Texas Virtual Meeting
14 April 2020
Prepared by
Kenneth B Medlock III, PhD
James A Baker III and Susan G Baker Fellow in Energy and Resource Economics, and
Senior Director, Center for Energy Studies, Baker Institute for Public Policy
Director, Master of Energy Economics, Economics Department
Rice University
and
Mark Finley
Fellow in Energy and Global Oil
Center for Energy Studies, Baker Institute for Public Policy
Rice University

Rice University, MS40, Baker Hall, PO Box 1892, Houston, TX 77251-1892
+1 713 348 3757 (Dr. Medlock)
Representing the Center for Energy Studies, Baker Institute for Public Policy, Rice University
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Backdrop
Since January, the daily price of WTI has peaked at $63.27/barrel and troughed at
$14.10/barrel. In fact, WTI was at $46.78 on March 2, finishing the month at $20.51 on March
31, representing a decline of just over 56% in a month. The precipitous decline was triggered by
a combination of factors; namely, the dramatic economic collapse induced by the COVID 19
pandemic and the Saudi-Russia price war.
The COVID19 pandemic has had a devastating effect on oil consumption. The International
Energy Agency and other observers have estimated that an unprecedented 20 million b/d or
more of global consumption could be temporarily lost, due to dramatic reductions of
transportation and other sources of oil use. To be clear, the impact of COVID19 on
consumption began to manifest prior to March, as could be seen as price declined from $63.27
on January 6 to $44.28 by February 28, representing just over a 29% decline in the first two
months of 2020. Much of this was evident in the demand drop in China, with a large fraction of
the decline in price occurring after the lockdown in Wuhan on January 23.
Matters were exacerbated significantly heading into March. To begin, COVID19 spread outside
of China, and began to take a significant toll on demand in Europe, the US and elsewhere as
economies moved into a self-induced coma in effort to slow the spread of the disease.
Compounding the issue, at the OPEC+ meeting in early March, where it was largely believed
that a production cut would be agreed, Saudi Arabia and Russia failed to reach an agreement
on production restraint, which resulted in a price war. The rationale for the decision has been
the subject of intense analysis and debate, but the end result has been a sizeable contribution of
additional output (roughly 3 million b/d) to an already massively oversupplied market.
It is useful to disentangle the drivers of the collapse in price to understand how the market, and
price, will adjust. Without doubt, the massive oversupply to the market is threatening the
ability of storage capacity to absorb the excess production. 1 If global storage capacity is
exhausted, there will be continued downward pressure on price, and economic pressures will
ultimately drive the shut-in of higher cost production. Of course, there are regional constraints
that will exert pressures on local prices and production as well. These constraints will emerge
on a case-by-case basis, affecting local pricing and hence the commercial viability of continued
production. Regardless, markets reveal this through pricing signals, which must remain
unimpeded if efficient short run operating and long run investment decisions are desired.
The global liquids supply curve depicted in Figure 1 illustrates the depth and severity of the
COVID19 demand shock. Before the COVID19 virus struck, the global liquids supply curve
indicated full cost recovery market equilibrium in the range of $50-$65/b, depending on the
level of consumption, which fluctuated monthly around the annual average (as indicated)
throughout the year. If Saudi Arabia and Russia boost output as promised (an additional 3 to
3.5 million b/d, that supply would reflect levels in line with a competitive, inframarginal
producer. From Figure 1, we can infer that – if sustained – such an increase in supply from low
cost producers would drive a new long run market equilibrium in the $40-$45/b window,
See, for example, https://www.reuters.com/article/us-oil-prices-kemp-column/column-global-oil-storage-to-fillrapidly-as-consumption-plunges-kemp-idUSKBN21E2BR
1
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although prices would almost certainly dip lower in the short term as higher cost supply is
chased out.
Figure 1. Global liquids market equilibrium in the presence of an extreme demand shock

Sources: Rystad, IEA, JODI, BLS and author calculations
But that’s not the whole story. The dramatic, unexpected collapse in oil consumption has
placed the market in a very different short run situation. The extreme oversupply to the market
is, in fact, largely a demand story. As the chart shows, this will drive price down to a point that
still indicates market clearing, but under very different circumstances. Specifically, the demand
level at which the market clears reflects consumption plus net injections to inventories. In a
“normal” year, net injections roughly balance to meet seasonal demand fluctuations. Today,
however, with so much surplus oil being produced, it’s going into inventories. If storage fills,
prices will fall even more to shut in higher cost production.
Of course, there are regional constraints that will exert pressures on local prices and production,
but Figure 1 is meant to reference the global benchmark equilibrium rather than regional prices.
But, even in the case of regional market clearing, equilibrium will reflect short-run production
costs and the ability of local storage and take-away capacity to soak up excess supply. Lack of
ability to move crude oil either into regional storage or to the broader market will drive local
prices down until production is shut-in so that the market balances.
The overall magnitude of production that shuts in will depend on how far consumption falls
relative to contemporaneous production and how rapidly storage fills. Regardless, the
combined effects of these simultaneous stresses—COVID19 demand destruction and increased
output from Saudi Arabia and Russia—places immense pressure on storage capacity and the
global oil market.
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What is the remedy?
American oil and gas companies and their employees have been hit hard. The federal
government and oil-producing state governments are struggling to find a policy response. The
pain to companies, workers, and families is significant and very real. However, it is important
for the long run health of the industry and the country that first principles not be abandoned.
The system of free enterprise that is a hallmark of the United States is based on open markets
and honest competition. The system is what drove the shale revolution 2 and made the US the
envy of the world. It is what put the US in the position of being the world’s largest oil and gas
producer. It wasn’t a national champion that did that; it was independent companies, working
determinedly for a competitive advantage. It would be profoundly short-sighted and
ultimately counterproductive to abandon that system by colluding with OPEC or propping up
the US oil sector with tariff intervention or other government interdiction. Similarly, prorationing would run counter to competitive market economics by impacting efficient operators
along with less competitive players.
To be clear, there are times in which policy intervention will raise market efficiency, but those
periods typically coincide with the realization of a market failure, or when there is a non-priced
externality associated with the activities of market participants. An oversupply condition is not
such a case. Rather, the condition results in market signals that culminate in a price collapse;
hence the market actually provides the signal that begets a reallocation of resources toward an
efficient outcome. In other words, lower prices will disadvantage higher cost producers and
drive a reduction in output, even without any policy intervention. So, while especially painful
in the short run for producers at the margin, market forces will drive an outcome that is most
efficient, leaving the participants in a position to respond rapidly when the market turns.
In the US system, investors take risks in the hope of earning a profit. As such, owners of
companies have an opportunity to succeed, but also the opportunity to fail. The decision to
enter the market through investment is determined by price and cost, with variation in each
dictating the risk-reward calculus. Risk and reward are two sides of the same coin. Figure 2
indicates the daily price of oil (WTI) from January 2, 1986 through April 1, 2020 along with a
measure of volatility calculated as the standard deviation of the log returns of price over the
previous 30 days multiplied by the square root of 252 (the number of trading days in a year).
As can be seen, the price of crude oil is anything but stable, with several episodes of extremely
high volatility that coincide with periods of heightened oil market and/or economic instability
(such as the collapse of oil price in 1985/86, the events surrounding the Iraqi invasion of Kuwait
in 1990/91, the Global Financial Crisis of 2008/09, and the collapse of oil price in late 2014
through 2016 when OPEC did not come to agreement on quotas, to name a few). However, this
does not indicate a failure of competition; rather, it indicates precisely the opposite.

2

See https://www.bakerinstitute.org/media/files/files/94020ec4/CES-Pub-EnergySecurity-060214.pdf.
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Figure 2. Oil price and annualized oil price volatility (Daily, 1/2/1986 - 4/1/2020)
WTI

WTI Prior 30-Day Annualized Volatility

Source: US Energy Information Administration, Author Calculations
Many factors influence price signals to the global market, which is significantly larger now than
it was in 1986 and 2003. Global petroleum and other liquids consumption has risen from 61.5
million b/d in 1986 to 79.6 million b/d in 2003 to 100.6 million b/d in 2020. The scale of the
increase in demand has required new sources of supply to enter the market, periodically
stressing traditional suppliers. In turn, this has created opportunities for new entrants,
especially over the last decade, which producers in the US have captured with spectacular
success. The competitive nature of the US oil and gas upstream has facilitated the ability to
rapidly capture profit opportunities when they presented themselves, something US policy was
keen to address when the long-standing crude oil export ban was lifted in December 2015.
In general, competition reveals winners and losers, and it is effective at driving, and rewarding,
efficiency and innovation. The rise of US crude oil and natural gas production over the past
decade is emblematic of the US system. Of course, there are also risks, and the reality of the
global market is that the conventional resources in Saudi Arabia and Russia are cheaper to
produce.
5
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Hence, seeking government support to mitigate risks, regardless of how large the black swan
event that precipitates, risks setting a precedent that invites future interventions that may cut
the other way or adversely impact the future investment climate. Of course, it is central to the
US oil and gas industry that we not tolerate anti-competitive behavior at home or abroad any
more than we do for other industries. But there are already well-established processes for
bringing and judging such cases.
This begs the question, are there cases when other factors should be considered? Of course.
Like the hollowing out of US manufacturing capacity a generation ago, the potential damage to
the domestic oil and gas industry has economic, strategic, environmental and military
implications. All of those are fair game for policymakers to consider. For example,
environmental policy may seek to limit greenhouse gas emissions as well as waste by regulating
the excessive flaring of natural gas co-produced with oil. In turn, this could effectively limit oil
production by forcing producers to either develop gathering and take-away capacity, which
raises cost and could be economically prohibitive, or simply not produce those barrels at all.
But other considerations must clearly outweigh the broader benefits of a competitive system
before any government intervention is considered. How would the US look differently today if
the horse-drawn carriage industry had asked for government protection from Henry Ford’s
Model T, with better performance, cost, and environmental impacts, and succeeded? There’s
plenty of experience from our own industry—for example, how coal benefitted in the 1970s and
1980s when the government restricted the use of natural gas in the power sector.
In a changing competitive environment, which the recent events affecting the global oil market
clearly represent, a greater focus on ensuring and maintaining fair and open competition is
critical to the long-term health of the market. Some companies will succeed while others fail,
but overall, firms and investors will adapt to new realities; they – and all of us – will be better
off as cost efficiency and capital discipline will be rewarded. Indeed, the ability to fail is one of
the secret weapons of our system. The geologic conditions that are requisite for production do
not disappear if a producer fails; when the market picks up, surviving companies and/or new
entrants can produce those resources when price warrants it.
But with failure, we need heart. There are lots of things government and companies can do to
help the workers manage in these difficult times. Making sure that affected workers have
access to a social safety net isn’t socialism; it’s how we make sure the benefits of capitalism
work for all of us. And getting the economy back up and running should be the focus of policy
remedies – especially since this is a demand-driven crisis. It is critical to us all, and is germane
to the success of the oil and gas industry.
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From: Kurt Boley
Email: kurtboley@gmail.com
Phone: 4325530518
Russia said a few minutes ago that they will join in a massive OPEC cut if the US will join. The REC can easily accomplish
this with some type of 80% allowable. I remember allowables well in the 80’s. To put it bluntly - we are dying out here in
the Permian with our industry wiped out and the virus. I am 61 year old geologist and I will lose everything if this isn’t
fixed soon. Please join with OPEC to work out a deal that everyone can live with. 80% allowable won’t hurt anyone. In 35 years it won’t be necessary. Please serve Texas and the U.S. by getting over there next week. Again other than a few
rich guys we are dying and more importantly HAVE BEEN FOR 15 MONTHS ALREADY. THE MONEY PULLED OUT OF HERE
IN JANUARY OF 2019 due to persistent low prices. The way forward legally is clear please act. Thank you
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From: Kurt Boley
Email: kurtboley@gmail.com
Phone: 432-553-0518
Allowable must be reinstated until the covid19 crisis passes at least. I’ve been a geologist in this business for 40 years. A
10% cut to save everything shouldn’t have to even be discussed. To not implement a 10% cut in production would make
us fools. Do it, this is what’s right regardless of what EVERYONE does. If the Saudis will do it Russia should too but if the
Saudi’s will cut too we have to do it. EOG’s foolish stance is irrelevant- do what’s needed and right for Texas and the
United States.
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April 14, 2020 Meeting on Oil Market Demand and Possible Responses
By the
Texas Railroad Commission
Via email to RRCconference@rrc.texas.gov
To:

Chairman Wayne Christian
Commissioner Christy Craddick
Commissioner Ryan Sitton

From: Kyle McGraw, President of Trinidad Energy
Oil and Gas Operator of 100 wells and 220 bopd
In District 8A
Dear Commissioners,
We are all painfully aware of the current dire condition facing the oil and gas industry caused by
the “Doubly Whammy” of the COVID-19 Pandemic and the Saudi and Russian conflict. I
applaud the efforts by the Texas Railroad Commission to explore and revisit the concept of
Market Demand and the consideration of what the RRC might do to be helpful to this vital
Industry.
While most oil and gas producers consider themselves free market proponents and usually
resent and resist government intervention, I believe the current world circumstances require a
different line of thinking.
There is no free market in the oil commodity market and there hasn’t been since the formation
of OPEC in the 1970’s. In my 37 years in the business I have experienced 5 severe busts. The
Saudis and OPEC have always had control of the price of crude oil due to their large production
capability.
Many Oil Operators that are in opposition to the RRC taking any action toward “proration”,
state that they feel the industry is “self-regulating” and each Company is making their own cuts.
This may be true, but done in this adhoc fashion we do not get credit as an industry for
cooperating with OPEC+. So, when our President tries to put pressure on the Saudis and the
Russians he really has nothing concrete to pass along other than low prices are really hurting
our domestic industry. If regulated by the RRC and followed by every other producing State we
could agree to a 10% production cut, then the President could communicate something much
more tangible.

When OPEC was formed the US was an inconsequential producer on the world scene. Today
due our scientific ingenuity and our financial risk we have grown to be the largest producer in
the world. How can we now, still expect to be treated like an inconsequential producer. The
US should be a part of the world oil price conversation. Yes, we’re higher cost producers than
many of the other OPEC nations, but we still need to be a part of the conversation. I believe we
can be a part of the conversation and not be a member of OPEC.
Creating a North American producers coalition will not solve all of our problems. OPEC has
been known to cheat on their assigned production quotas and a worldwide pandemic will
always be difficult to navigate but it will be much faster and more efficient than the current
“adhoc” process. I know it will take months to form a coalition among American producers, but
I think it is worth doing for the future decades as balancing world production with world
consumption will be needed as long a there remains a hydrocarbon industry.
I believe the Texas Railroad Commission is the ideal organization to be the leader in this effort.
It will clearly help in the prevention of waist and falls perfectly within the scope of the
organizations mandate.
I believe the details of this type of plan will be very, very important and I would hope that this
would include all other producing states and possibly Canada and Mexico, eventually. I would
also hope there might be exceptions for stripper wells and marginally insignificant sized
producers. I believe special focus could be placed on producers that are choosing to flare at
this time, and therefore environmental improvements can be obtained at the same time.
I write this as the President of a very small independent producer in Texas that employs 6
individuals and is struggling mightily to produce our wells profitably. I am also the current
Chairman of the Permian Basin Petroleum Association representing over 700 member
companies. Members of our organization hold differing views on this subject and therefore I
am only writing in my capacity as the owner of an independent producing company. Thank you
again for your leadership and willingness to investigate the process fully.
May God bless us all and bring physical healing to our country and our world.
Kyle McGraw
President of Trinidad Energy, LLC

M. BRADFORD MOODY

815 WALKER STREET, SUITE 1440
HOUSTON, TEXAS 77002
(713) 955-6071
BMOODY@HENNEMANRAU.COM

April 6, 2020

VIA EMAIL
Chairman Wayne Christian
Commissioner Ryan Sitton
Commissioner Christi Craddick
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711
c/o Callie Farrar, Commission Secretary
Callie.Farrar@rrc.com
Re:

Motion Requesting a Market Demand Hearing and Order by Pioneer Natural
Resources U.S.A. Inc. and Parsley Energy Inc.

Dear Commissioners:
I read with great interest the letter sent to you on March 30, 2020 by Mssrs. Sheffield and
Gallagher asking the Commission to re-institute market demand pro-rationing. As the CEO's of
two companies whose investment decisions have contributed in no small part to the current
problem with uneconomic production, perhaps they should have examined more closely the
history of the oil industry and prorationing before they placed their companies in such a position
that they find themselves asking for government assistance in order to survive.
Market demand prorationing is bad policy and bad economics. It's bad policy because it
attempts to take the balancing of supply and demand away from the businessmen and women
who are supposed to have the most complete basket of knowledge, skills and experience to make
those decisions and gives it to the government. If the former Soviet Union were engaged in such
an exercise, we would call it "central planning" or something worse. It's bad economics because
even with the recent rise of Texas oil production, the state is not in the position that it once was
to control the price of oil by artificially restricting supply.
There is no doubt that the oil industry since its infancy has enjoyed a persistent
exuberance for production without regard to profit. Perhaps more than any other industry,
investment in oil and gas is driven by the fear of missing out on the next big discovery balanced
against the anticipated joy of rich profits if that big discovery actually comes in. Historically,
geology was no help because the oil companies could not know before they dug a well whether
it would be a duster or a discovery of the next supergiant. As a result, companies tend to follow
the herd with their investment decisions. Independents would lead the pack and then the majors
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would follow behind when the risks were thought to be better understood and therefore more
manageable.
More recently, U.S. monetary policy offering extraordinary cheap money has made the
assessment and pricing of risk virtually impossible, allowing unsophisticated investors to enter
the arena seeking higher yet still ostensibly safe returns. Oil companies like Mssrs. Sheffield's
and Gallagher's became adept at tapping into this new pool of investment capital with tales of
"never a dry hole" and "just in time manufacturing" and "the next Ghawar." Even before the
onset of COVID-19 and the Russia/Arab price war, the results have been nothing short of
disastrous, proving that managers of private equity and their pension fund, family office and
university endowment investors are often just as deserving of the "mullet" label as doctors and
dentists in the heyday of West Texas wildcatting.
Mssrs. Sheffield and Gallagher may not like reaping what they have sown but that it
precisely what their responsibilities as CEO's of private sector businesses require them to do.
Market demand prorationing is nothing more than an ill-advised attempt to bail out the oil
companies whose management and boards failed to understand the emotionally and geologically
driven boom and bust cycles that are an essential characteristic of the industry. Oil companies
have been one of the louder voices over the years railing against government regulation as the
bane of their industry. I for one believe that their voices should be heard on this issue: get out
of the way and let industry solve industry's problem.
In the end, I hope you will read your history and listen to your economists when they tell
you that oil markets of the early 21st century are nowhere like the oil markets during the golden
age of prorationing in the mid-20th century. The differences are almost too many to list but to
name a few: (a) loss of control over Middle East supply through nationalizations and the
formation of OPEC, (b) the rise of transparent futures and physicals markets, (c) the artificial
constraint on foreign supply under the Mandatory Oil Import Program, and (d) the existence of
pro-rationing schemes in 17 other producing states besides Texas.
With these vast changes in oil markets, the idea that a Texas-based prorationing scheme
would do anything other than shoot the oil company investors, creditors, royalty owners and
state tax collectors in the foot is simply absurd. In the absence of a coordinated supply
withdrawal from other producers around the world, the lost revenue from withdrawing Texas
production from the market would never equal whatever marginal revenue might be gained by
the likely trivial increase in price resulting from that withdrawal. Ask your experts how much
price benefit Texas oil producers receive for each million barrels of oil that the Commission
prorates. I think the answer will surprise you and not in a way that will help the position
advocated by Mssrs. Sheffield and Gallagher.
In the end, before you act, consider also the effect of prorationing on all of your
constituents who are not employed in the oil business but who depend upon reasonably priced
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energy for their business and home economies. It was not that many years ago that I remember
our political leaders "jawboning" Arab leaders to keep their oil spigots open, especially during an
election year. The price of gasoline at the pump was sometimes even considered a bellwether
for election results because of its impact on the everyday lives of most Americans.
Finally, if you feel that must take the reins away from the private sector and insert
yourselves forcibly into this market, I have a modest proposal for you. According to your website,
at the end of FY2019, there were 6,972 Rule 32 exceptions (i.e. "flaring permits") outstanding in
Texas. Thanks to these permits, uncounted billions of cubic feet of gas are literally going up in
smoke. This extraordinary waste contributes to global warming, air pollution and of course,
allows more oil to flow, contributing to the very problem for which Mssrs. Sheffield and Gallagher
seek relief. If do something you must, revoke these permits and adhere to your statutory mission
to prevent waste. I think you will be much happier dealing with oversupply in this fashion than
diving into a morass that ultimately led your predecessor Judge James C. Langdon to resign from
the Commission in 1977, declaring there "isn't much fun in this thing."
Many thanks for your consideration of the matters set forth in this letter.
Sincerely,

M. Bradford Moody
cc:

Governor Greg Abbott
Lieutenant Governor Dan Patrick
Senator John Cornyn
Senator Ted Cruz
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April 8, 2020
VIA EMAIL: RRCconference@rrc.texas.gov
Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711
RE:
DOCKET NO. OG-20-00003167; IN RE: MOTION FOR COMMISSION
CALLED HEARING ON THE VERIFIED COMPLAINT OF PIONEER NATURAL
RESOURCES U.S.A. INC. AND PARSLEY ENERGY INC. TO DETERMINE
REASONABLE MARKET DEMAND FOR OIL IN THE STATE OF TEXAS

Dear Chairman Wayne Christian and Commissioners Christi Craddick and Ryan Sitton,
Thank you for the opportunity to provide remarks on the issue of oil proration that is
currently before the Railroad Commission of Texas (RRC or Commission).
Marathon Oil is an independent E&P company, proud to be based in Houston, Texas. We
focus on U.S. unconventional resource plays and are active in the Eagle Ford, Bakken,
STACK/SCOOP and Permian.
In short, we support free markets and oppose actions suggested by the petitioners that aim
to prorate domestic production in the great State of Texas.
We urge you to continue to support a free market that enables independent E&P
companies—big and small alike to react to global market conditions. Texas consumers—
and consumers around the world—benefit from a free market system that promotes
efficiency and competition.
As a member of the Texas Oil & Gas Association and the American Petroleum Institute,
we join our trade associations and others in opposing proration in Texas.

We do not believe proration in Texas would have the desired effect—or any meaningful
effect—on global oversupply, and would only serve to disadvantage Texans, for four key
reasons.
(1) The purpose of proration is to regulate or limit production. According to the most
recent data from the EIA, production cuts are already occurring to the extent that
the US will return to being a net importer in 3Q2020. EIA predicts that there will
be a reduction of 1.8 mmbbl/d or 14% between 4th quarter of 2020 as compared
with 4th quarter of 2019 with no assumed proration by the State of Texas. That’s
the free market at work—letting natural forces incentivize producers to cut the least
profitable barrels.
(2) Proration by the RRC will only result in the reduction of production in Texas, and
in a manner not dictated by market economics. As a result, capital will simply be
invested elsewhere, harming the Texas economy in the long term and failing to
impact global oversupply in the short term. While companies are contractually and
commercially committed to many projects that will go ahead, it is the future
investment activity that will be reconsidered. When fiscal or regulatory aspects
impede value delivery or increase risk, capital migrates away to other basins.
(3) Proration by company also helps to shelter inefficient companies, rather than letting
market forces drive behavior. It protects weaker companies from true competition,
increases inefficiency and again, harms the Texas consumers. In essence, it
artificially allows less economic barrels into the supply mix.
(4) The RRC has only ever implemented proration at a lease level, and that was over
40 years ago. Implementation at a producer level—without precedent—would
likely require significant time and resources, making any proration impractical and
untimely to address the current situation. Further, contrary to the assertion that
operators without regulatory oversight will reduce production in an “ad hoc”
manner, we would argue that operators are in fact in the best position to make
determinations about which barrels are and are not economic.
In addition to the practical argument that Texas proration will not reduce global
oversupply, and is therefore an ineffective solution, there are also policy reasons proration
should not be employed.
There have been suggestions that if all the oil producing states act in concert, those states
would be able to actually address more of the global oversupply. However, in reality, not
all states have the ability to implement proration like Texas, and the RRC would have no
ability to ensure other states followed their regulations to prorate.
In the future, proration laws could also be misused by special interest groups as a powerful
weapon to restrict operations for reasons other than preventing waste or protecting
correlative rights.
The shale revolution would not have begun here in Texas without free-market principles.
We are facing a unique set of challenges, but the oil and gas industry will emerge from this

stronger than before. Artificial market manipulation by Texas will not help build this
strength. The best solution to our current crisis is to get the world healthy and back to
work, while not abandoning the free market principles that have created US energy
independence.
Again, I urge you to vote against proration in Texas.
Thank you for the opportunity to comment. I would also like to request the opportunity
to present live testimony before the commission on April 14, 2020.
Respectfully,

Lee M. Tillman
Chairman, President and CEO
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----- Forwarded Message ----From: Marilyn Craaybeek <mcraaybeek@yahoo.com>
To: R.J.Desilva@rrc.texas.gov <r.j.desilva@rrc.texas.gov>
Sent: Friday, March 27, 2020, 05:38:00 PM CDT
Subject: Fw: The screwing of small oil and gas operators

----- Forwarded Message ----From: Marilyn Craaybeek <mcraaybeek@yahoo.com>
To: publibassist@rrc.texas.gov <publibassist@rrc.texas.gov>
Sent: Friday, March 27, 2020, 05:34:59 PM CDT
Subject: The screwing of small oil and gas operators
So, there is no help for the small oil and gas operators in Texas. Is oil going the way of the dodo bird or are you just going
to let Exxon take it all over and we are screwed? I cannot pay my bills right now or even eat and in my whole life I never
though I would vote any way but Republican. But after the screwing we got on this compensation package which helped
everyone but oil and gas I AM VOTING STRAIGHT DEMOCRAT from here on out. What have I got to lose. You just
destroyed my life. I am white, a woman and 75. This was my retirement and I will die poor.
Thanks you traitors.
Marilyn Craaybeed
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To: Texas Railroad Commission
Thank you for giving me the opportunity to voice my thoughts and opinions during this Texas
Railroad Commission (TRCC) hearing. This is a very difficult time for very many Americans and
Texans. The impact of demand destruction in the energy market is having devastating financial
impacts on producing companies, mineral owners, service companies, other businesses that rely on
the energy industry, employees, families and unrelated government agencies that depend on tax
revenues from oil and gas. I believe that government action should be taken to address and correct
many of the inequities and damage that is being done as a result of the covid19 outbreak and the
government intervention on commerce in Texas and the United States to address the spread of the
virus.
I am a believer in free enterprise and markets. However, this current environment is not a
free market. Governmental orders have restricted travel, commerce and issued sheltering in place
orders that affect many people in Texas, the United States and abroad. These actions have had huge
impacts on the energy market. Governmental action should be taken to address the consequential
outcomes of those orders.
The result of these actions began as a collapse in product prices due to the reduction in fuel
use from restricted air traffic, automobile use, and transportation in general. This financial impact of
price reduction has been partially mitigated through hedging by many companies. However it still
leaves many parties vulnerable to the impacts of these artificially imposed demand reductions and
the subsequent collapse in prices. In addition to price collapse, market demand reduction has more
recently resulted in cancellation of product purchase contracts by the downstream purchasers. If

this environment is left unchecked it can and most likely will lead to discriminatory supply purchases
by downstream companies that control the market. For example, integrated oil companies who
control the downstream market and also own production can be in a position to advantage their
companies relative to other companies that are seeking to sell their products. And now it is being
reported that foreign companies, such as Aramco are seeking to increase imports to US markets
which will further damage our domestic producers ability sell products.
Because of these issues, I support Pioneer Natural Resources and Parsley Energy’s petition
for the TRRC to impose market based reduced allowables on a lease basis. I believe the TRRC should
seek to do its part to help restore balance in the marketplace that other government orders have
disrupted. The TRRC has the ability and jurisdiction to do this and has done it in the past. Reduced
allowables should help mitigate discriminatory purchase practices by sharing the burden of this
reduced market across all producers in a non-discriminatory manner. I also believe that the RRC
should seek to ensure that product purchasers are opening markets and making purchases from
producers on a non-discriminatory basis as well.
Although it is probably not within the jurisdiction of the TRRC, I believe that some
governmental action should be taken during this artificial demand restriction period to protect
domestic producer’s ability to access domestic markets. This can be accomplished by imposing
import restrictions on foreign crude. For many years there were restrictions on US producer’s ability
to export oil in order to protect the domestic fuel market. This was only lifted when the US
production level was increased to a point that US supply exceeded the needs of the domestic fuel
market. I believe that similar restrictions should be put on imports to protect domestic producer’s
access to domestic markets just as the opposite was imposed on producers to protect downstream
fuel markets.
The energy industry is critical to the economic stability of the state of Texas and the United
States of America. I believe that Texas being the largest producer of oil in the United States, should
lead this country in fighting the consequential results that this virus outbreak has imposed on the
energy industry and the oil market in particular. Thank you to the TRRC for its continued leadership
and courage to protect all interested parties in the energy business and ensure that the energy
industry is here to serve the state of Texas and the United States of America.
Mark Stanger
Banner Resources LLC
5151 Beltline Rd, Suite 360
Dallas, Texas 75254
Off: 972-934-0081
Cell: 214-802-9777
mark@banner-resources.com
website: banner-resources.net

gas wells should be producing, but it needs to take place in a rational normal market demand
environment. Not in the situation we are in now.
I encourage your continued leadership in the RRC and I am hopeful that other states will
follow the lead of the State of Texas along with you for the good of our country.

Thank You

Mark Stanger
Banner Resources LLC
5151 Beltline Rd, Suite 360
Dallas, Texas 75254

is there any thought of what the outcome will be. By eliminating the flaring component more
prudent business decisions will have to be made. Thus drilling and development of our States natural
resources can and will transpire in a more sensible manner.
Thank for your time and thoughtful consideration,
Marshall Tillman
President
Kornye-Tillman Company
P K Gathering and Oilfield Services, Inc.
KT Services, LLC
817.763.9424 office
817.832.4338 cell
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With the world in a turmoil, and going to effect the petroleum VERY severly I think it is about to begin proration again.
Many years ago the RRCT set allowables for oil and gast, restricting pobuction to 7 or 8 days a month,----We are about
there now.
A petroleum glut is going to be a very hard dilemma to cope with, storage reservoirs are getting full, shipping is getting
close to shutting down, refineries are going to be cut back very severly.
The RRCT used to monitor this very closely, and, should do so again.
My opinion,
texas
Milton G. Bishop
Richardson,
ph: 972 690 6118
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April 8, 2020
Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton
Railroad Commission of Texas
P.O. Box 12967
Austin, Texas 78711-2967
Re:

Motion for Commission Called Hearing on the Verified Complaint of Pioneer
Natural Resources U.S.A. Inc. and Parsley Energy Inc. to Determine
Reasonable Market Demand for Oil in the State of Texas

Dear Chairman Christian, Commissioner Craddick, and Commissioner Sitton:
On behalf of Murchison Oil and Gas, LLC (“Murchison”), thank you for the opportunity
to submit a written response to the subject motion in lieu of testifying. Murchison writes this letter
to respectfully encourage the Texas Railroad Commission (“RRC”) to exercise its authority to
prorate oil production on a short-term, temporary basis to meet reasonable market demand.
We agree that the macro environment created after the breakout of COVID-19 is
unsustainable at all levels, and that it will profoundly damage the US economy, particularly the oil
and gas industry, for years to come unless we take imminent measures. On top of that, international
producers have acted in order to gain market share, triggering a staggering fall in WTI. The
solution is not easy, but there is one.
The shock in the demand for hydrocarbons has created a huge surplus of oil. It is our
understanding that in the aftermath of the virus, there will be a 20% decline in oil demand. If we
do not want to destroy thousands of jobs across the oil patch in Texas and other states, we need to
cut production, in order to recover WTI prices that support the industry by creating an environment
that yields profitable wells across US oil fields. If we do not react quickly, we will see continued
destruction of value in our industry.
We applaud the fact that President Trump and RRC have leaned into the problem and have
spearheaded a very helpful and encouraging, dialogue between the key international producers—
the ones that move the needle. These negotiations will not end up prosperous if US producers do
not participate, cooperate, and cut production, in order to achieve the ultimate goal—to drill wells
in a favorable pricing environment.
Murchison cherishes a free market with few restrictions on production, but in this case, we
understand that we have to be pragmatic as an industry. So, if the proposal is framed, at a high
level, to cut 1mmb/ day of the circa 5mmb/ day that Texas produces (hence, a 20% cut) prorated
equally among all the producers until September 2020—Murchison is in favor and seconds the
motion.

LEGACY TOWER ONE

7250 DALLAS PARKWAY, SUITE 1400

PLANO TX 75024

PHONE: (972) 931-0700

FAX: (972) 931-0701

If these cuts come to fruition, it is our understanding that the cuts should be analyzed on a
case by case basis, since each producer has a unique footprint. Net cuts must be implemented ad
hoc to each individual producer, and any future changes in legislations in other states must also be
taken into consideration on how they affect producers in Texas.
I also want to thank Parsley and Pioneer for being the harbingers of such a helpful exertion,
and for the RRC to listen to my humble opinion.
Respectfully,

J.D. Murchison III
President
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From: Nathan Brown <Nathan.Brown.300198702@p2a.co>
Sent: Tuesday, April 7, 2020 5:26 PM
To: RRC Conference <RRCConference@rrc.texas.gov>
Subject: Say NO to Prorationing!
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Dear Texas Railroad Commission,
Dear RRC,
As a Midland based O&G producer, we oppose prorationing. We believe that the market will take
care of any issues regarding excess supply via pipeline shut in orders, which are already happening,
and increased differentials to index prices, which have already pushed the realized price for oil well
below the WTI index.
Regards,
Nathan Brown
Champion Lone Star Operating, LLC
1030 Andrews Hwy
Midland, TX 79701
--

2850 N. HARWOOD, 19TH FLOOR, DALLAS, TX 75201
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April 7, 2020
Via Email
Chairman Wayne Christian
Commissioner Ryan Sitton
Commissioner Christi Craddick
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711
c/o Callie Farrar, Commission Secretary
Callie.Farrar@rrc.texas.gov

Re:

Oil & Gas Docket No. OG-20-00003167; To Consider the Motion for
Commission Called Hearing on the Verified Complaint of Pioneer Natural
Resources U.S.A. Inc. (665748) and Parsley Energy Inc. (642652) to Determine
Reasonable Market Demand for Oil in the State of Texas

Dear Chairman Christian, Commissioner Craddick, and Commissioner Sitton:
On behalf of the Partners of NGP Energy Capital Management, LLC (“NGP”), we write this
letter to respectfully urge the Railroad Commission to exercise its authority to prorate oil
production on a temporary basis to meet reasonable market demand.
Throughout its more than 30 year history, NGP has organized investment funds with more than
$20 billion in cumulative equity commitments for the purpose of making strategic investments in
the energy industry. We and other energy private equity funds headquartered or with substantial
presences within the State of Texas are currently among the largest sources of equity capital to the
Texas oil and gas industry. Currently investment funds managed by NGP have several investments
in companies with substantial assets within the State of Texas that collectively produce more than
150,000 barrels of oil equivalent per day.
Today the Texas oil and gas industry is suffering from a widespread downturn that has
destroyed billions of dollars of capital and has already had serious repercussions on an industry
that has been the backbone of Texas jobs, growth and success. Given that Texas oil production
represents approximately 42% of the total oil production of the United States, we believe the
Railroad Commission is in a unique position to provide an important leadership role on this issue.
In this environment, we ask that the Railroad Commission exercise its policy and regulatory
leadership to help stabilize current conditions. The Texas oil and gas industry is market driven and

Letter to Railroad Commission of Texas
April 7, 2020
Page Two
has already reacted quickly to cut capital expenditures dramatically. In addition to capital
expenditure cuts of more than 80%, several NGP portfolio companies have already initiated
production curtailments given the current market conditions. However, these are unusual times
that call for unusual measures, and the leadership of the Railroad Commission in combination with
these free market forces would undoubtably have a critical impact on the future of our industry.
We urge the Railroad Commission to issue a temporary proration order that would reduce
production throughout Texas on a fair and equitable basis and to encourage other states to do the
same. Such a proration order should be based upon respective companies’ production prior to the
onset of the current downturn and terminate once the market rebalances within historical norms.
A temporary proration order from the Railroad Commission is a necessary step to combat current
global conditions, which do not reflect a rational, free market. In order to protect the economic
strength and security of Texas and the United States, we respectfully request that the Railroad
Commission utilize its statutory authority to provide needed stability to the oil and gas industry,
related industries, and their employees.

Respectfully submitted,

Tony R. Weber, Co-Managing Partner

Christopher G. Carter, Co-Managing Partner

Cc: Docket Services, Hearings Division
Hearingsdivision.efile@rrc.texas.gov

their capital spending plans in order to slow the growth of production.
Additionally, you may gain some value from the investment-related piece I found on the Internet
today that was produced by The Motley Fool. I hope the RRC security servers allow the link to
function, but I will cut and paste the article which offers anecdotal evidence of corporate decisionmaking taking place ahead of any draconian measures emanating out of an agency such as the Texas
Railroad Commission.
https://www.fool.com/investing/2020/04/07/why-oil-stocks-are-in-rally-mode-today.aspx
Excerpt:
One of the main catalysts for the rise in oil prices and the shares of producers was a report that
U.S. shale drillers are about to start cutting output. Continental Resources executive chairman
Harold Hamm told S&P Global Platts that he believes U.S. producers will voluntarily slash their
production by 30% to 35% in the near term. However, he said that this wasn't in response to a
coordinated effort with OPEC but because there isn't enough demand or storage space.

Hamm's company followed through on those comments by being the first U.S. producer to
reduce its production. Continental expects to slash its output by 30% in April and May.
That's in part because a CVR Refining (NYSE:CVI) facility in Oklahoma asked the company
to reduce the amount of oil it supplies to the refinery by 25% due to lack of demand. Before
voluntarily reducing its output, Continental anticipated that its production would naturally
decline by about 5% this year because it had cut its drilling budget and wouldn't complete
enough new wells to offset the lost output from legacy ones.  
Meanwhile, ExxonMobil joined the growing number of producers that have slashed
spending. The oil giant cut its capital budget by $10 billion, or 30%, and also aims to reduce
its operating expenses by 15%. While Exxon isn't joining Continental in reducing its output,
the budget reduction will affect its production in the coming months because the company
won't complete as many new wells in the Permian Basin as initially expected. It predicts its
output in that region will decline by 15,000 barrels of oil equivalent per day, with an even
deeper cut coming in 2021, given the timing of its well completion program. However, the
company plans to maintain its dividend. That's something Continental isn't doing; it
suspended its payout today.
The Permian production of Diamondback Energy and Apache will also fall this year due to
previously announced spending cuts. Apache has stopped drilling in the region. Meanwhile,
Diamondback expects its oil production to fall by 3.5% this year as it takes a one-to-threemonth break on completing new wells in the region. However, given the industry's storage
issues, it's possible that Apache, Diamondback, and other producers in that Texas oil basin
will reduce their output either voluntarily or by regulatory decree.
Murphy Oil has also cut its spending and activity levels in response to lower oil prices. It
initially slashed its capital budget by 35% by delaying some projects in the Gulf of Mexico as
well as suspending activity in the Eagle Ford Shale. However, it cut capital spending again
this month, reducing it by another 18%, 46% overall. Murphy also slashed its dividend in
half, joining Apache, which cut its payout by 90% last month to conserve cash.  

In conclusion, please stand for conservative principals; let market forces work; and repel the
impulses coming from public or private operators looking for a bailout because there business
models are based on too much debt leverage and too little hedging.
Sincerely yours,

Daryl L. Fowler
De Witt County Judge
361-275-0916 office
361-275-0919 Fax
DUE TO THE HIGH VOLUME OF EMAILS RECEIVED DAILY, PLEASE DO NOT
ASSUME YOUR EMAIL HAS BEEN READ IN A TIMELY MANNER. IF A TIMELY
RESPONSE IS REQUIRED, PLEASE CALL MY OFFICE AND MAKE THE URGENCY
KNOWN TO MY EXECUTIVE SECRETARY.

April 8, 2020
Filed via e-mail to: RRCconference@rrc.texas.gov
Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78701
Re:

Oil & Gas Docket No. OG-20-00003167; To Consider the Motion for
Commission Called Hearing on the Verified Complaint of Pioneer Natural
Resources U.S.A. Inc. (665748) and Parsley Energy Inc. (642652) to Determine
Reasonable Market Demand for Oil in the State of Texas

Dear Chairman Christian, Commissioner Craddick, and Commissioner Sitton:
The Texas Natural Resources Code places a clear duty on the Commission to prevent
physical and economic waste. There is no question that the Commission has the resources and the
staff to successfully and efficiently implement whatever order the Commission finds necessary to
prevent waste.
Much of the conversation to date regarding the need for a proration order has focused on
the order as a mechanism to prevent economic waste. Certainly, the prevention of economic waste
is a critical goal and clearly part of the Commission’s statutory responsibility, but the
Commission’s focus must also be on the prevention of physical waste. The current environment
will cause physical waste, as operators who cannot find a market and cannot store and transport
their oil must prematurely abandon projects, wasting available oil.
This process has already begun. Operators have been told to shut-in production due to lack
of transportation and storage capacity. Without a Commission order, this process will not be well
considered, as operators will respond to short-term pressures and will not consider long-term
development, leading to physical waste. A Commission order would provide the structure for
operators to consider long-term development and life after the present crisis in order to minimize
physical waste.
The Commission is the preeminent oil and gas regulatory agency in the United States and
must take leadership in this uncertain time. A proration order will best position the Texas oil and
gas industry to emerge from the current crisis in a position to continue to grow and supply the
world’s energy needs.
Respectfully submitted,
/s/ David Porter
The Honorable Commissioner David Porter

Honorable Elizabeth Ames Coleman
Post Office Box 309
Rosedale, Mississippi 38769

Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711
Re:

April 13, 2020

Motion for Commission called hearing on the verified complaint of Pioneer Natural
Resources USA INC and Parsley Energy Inc. to determine reasonable market demand
for oil in the state of Texas.

Dear Chairman Christian and Commissioners Craddick and Sitton,
In advance of the hearing tomorrow, we are hoping you will have the chance to read these
comments jointly made by Elizabeth Ames Coleman and Jack Coleman. Elizabeth is a former
Commissioner and Chairman of the Texas Railroad Commission serving from February 2005 to
March 2012, a former member of the Texas House of Representatives from 2001-2005, a
mineral owner, and most importantly, a daughter of the oil patch, the 5th generation of a
family of independent oil and gas producers.
Jack is a former senior environmental and oil and gas regulatory and litigation lawyer at the
U.S. Department of the Interior and then energy counsel and general counsel of the U.S. House
of Representatives Committee on Natural Resources. Jack drafted many parts of the Energy
Policy Act of 2005, including the North American Energy Freedom Act establishing U.S. energy
policy for North America to become energy self-sufficient by 2030, the proposed Deep Ocean
Energy Resources Act of 2006, and many other pieces of energy legislation. In 2009 Jack
founded EnergyNorthAmerica LLC, an energy policy consulting and research firm.
Unlike certain comments submitted by Washington DC-based organizations, such as those
from writers associated with so-called conservative nonprofits offering up opinions on free
markets, or even oil and gas industry trade associations mistakenly claiming to represent a
complex, multi-dimensional industry in its entirety, we hope and believe our perspective based on our unique combination of our various levels of state and federal legislative and
regulatory experience, including, but not limited to, the understanding of the jurisdiction of
the TRC and its statutory mandate to prevent waste and protect correlative rights, the
fiduciary duties of business owners, and the global market and international trade rules, will
be of value as your decision making proceeds. As a supplement to our comments, we
respectfully include a link to a recent article in Forbes written by Elizabeth and cosigned by our
colleague, Phil Bryant, the former Governor of Mississippi.
https://www.forbes.com/sites/steveforbes/2020/04/01/save-americas-oil-and-gasindustry/#1a88e5dd7d98
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We believe that recent comments suggesting that market demand pro-rationing by the Texas
Railroad Commission is contrary to free market principles are based on a misunderstanding of
the functions of the Texas Railroad Commission. With the enforcement of every single
statewide rule, promulgated through due process, ranging from proper signage on gates,
waste storage, water disposal, quality of cement used in casing, even requiring a drilling
permit to drill on one’s own land for one’s privately owned minerals, there is no free market
except that which operates within the confines of the regulatory authority that is the Texas
Railroad Commission. Those rules may have changed over the last 100 years to adapt to
environmental needs and technological advances but the industry is well aware of these rules
when they apply for even the basic permit to operate as an oil and gas producer in the state of
Texas. Industry accepts the rules and the administrative procedures process through which
complaints are adjudicated; and these rules have contributed mightily to the vibrancy of the
industry and to the people of Texas. Companies choose to drill for oil and gas in Texas for
other reasons along with its abundance of hydrocarbons. One of those reasons is the
oversight of the Railroad Commission, that has been finely tuned over decades so as to create
conditions that have made Texas if it were a country the 3rd largest producer of oil in the world
just behind Russia and Saudi Arabia. Producers knowingly enter into a “non free market”
arrangement with the Railroad Commission when they make an application to drill a well. The
Railroad Commission’s evenhandness in applying the rules they promulgate has been a magnet
for oil and gas producers and simply put, industry knows the rules going in. In fact, Elizabeth
can never recall a party claiming ignorance of a rule or law as a defense by a protestant in a
hearing. So, the suggestion that applying an existing rule in the TRC’s toolbox would be antifree market suggests a serious lack of understanding of what and why the Railroad
Commission exists -- its stewardship role on behalf of many stakeholders. Similarly the
allegation that exercising such a tool to protect correlative rights and prevent waste, in this
case market demand prorationing of production - as one commenter said “ gives Saudi Arabia,
Russia and other countries leverage over Texas in perpetuity”, is elementary and a notion not
worth the paper it is printed out on.
Invoking a force majeure during Elizabeth’s tenure on the Commission, the Commission was
requested to temporarily set allowables on natural gas production due to the inability for
certain gathering systems in the coastal regions during a hurricane to accommodate the
supply. It would be a tragedy for the Railroad Commission to forfeit this tool, which protects
all Texas producers equally from demands made from parties up and downstream who may
want to take advantage of an emergency situation. Temporary across-the-board governmentmandated production limits relieves producers of contractual obligation to produce
hydrocarbons, thus ensuring that predatory plaintiffs, predatory lenders, and even predatory
buyers are not able to take unfair advantage of a situation caused by extreme circumstances.
What are the extreme circumstances other than hurricanes? We believe that extreme
conditions started many months before the Coronavirus played havoc on world demand. It is
clear that the new Saudi Crown Prince, Mohammed bin Salman, instigated the dumping of oil
on the world market early in his tenure (and now joined in this by the energy minister, his
brother, Prince Abdulaziz bin Salman), and along with Russia, their trade offences went
unaddressed by US trade regulators. We do not believe that the US domestic producer was
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collateral damage between this competition by Russians and the Saudis to predatorily flood
the world oil market, in fact that they were and will remain a target as US crude gains market
share which will happen thanks to the relatively recent crude oil export policy approved by the
US Congress.
We disagree with the suggestion from those unfamiliar with trade laws, that Saudi Arabia is
not dumping because “the Saudis can just drill cheaper that we can”. Dumping is selling below
the cost that is required to sustain the value of the commodity to the country, in this case
Saudi Arabia. They are and have been backstopping their low-price crude with their sovereign
wealth funds. COVID-19 is their friend in that their effort to illegally flood the market to
recoup market share and reduce their competition was positively affected by the pandemic.
Unfortunately for the perpetrators of unfair trade, the pandemic has destroyed demand when
their goal was simply to destroy supply coming from the United States.
Simply put, companies that operate wells in America, in legal collaboration with their
investors, make binding contractual obligations based on the laws of our nation - laws that
protect American industry from trade offenses by predatory nations. These trade offenses
have gone unpunished for reasons too numerous to mention here. But comments - such as
those made in the editorial of a major newspaper and others suggesting that by letting
companies go broke it is somehow an appropriate way to free up the market for those
companies who “planned better” - are not only un-American, but could be - to some extent aiding and abetting an enemy in a time of crisis. A healthy domestic energy industry is critical
to our national security interests, and allowing our domestic industry to founder due to illegal
machinations of countries that do not respect America’s rule of law cannot possibly be
attributable to free markets, and in fact is anti-free market.
On a macro level, the very notion that assets lost from bankruptcy, due to circumstances
beyond the control of the company, somehow increases efficiencies in productivity are
nothing more than the musings of economic illiterates. In fact, a company’s failure cannot be
attributed to leadership or investors’ decisions when operating under extreme circumstances
beyond their control. The creative destruction of capitalism notwithstanding, to tout
bankruptcy as an acceptable outcome and a reason to avoid the TRC’s statutory authority to
prevent waste, is a sad development in the thinking of the oil and gas industry. It malevolently
implies, with no facts to support, that all companies unable to survive the onslaught of sinister
trade practices, are necessarily mismanaged thus they should get their just rewards, so to
speak. Using tools at your disposal that establish production quotas for all companies in times
of emergencies, will create a level playing field for crude oil producers because all producers
are treated the same.
This issue is purely for the Texas Railroad Commission and applies to operators producing in
Texas for the benefit of Texas mineral owners, companies, and state coffers. Unfortunately for
some pundits singing the siren song of free markets to influence public opinion, there is sound
legal precedent for all the regulations in the Commissioners’ quivers, including the authority to
allocate production limits. We all want free markets, but that is not applicable here. There is
no one rule or regulation that is more “free-market” than another. Commissioners, you will
3

not be condemned as “anti- free marketeers” by people who really know the facts and the law
if you decide to use market demand proration as a tool to stabilize the oil industry operating in
Texas. We believe that a market demand proration in the current circumstances will result in a
balanced, fair result to all who are intended to be protected by this rule.
Thank you,
Elizabeth Ames Coleman

Jack Coleman
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Henry Bonilla
610 E. Market St.
Unit 2918
San Antonio, TX 78205
202-223-8959
(representing self)
April 7, 2020
Railroad Commission of Texas
P.O. Box 12967
Austin, TX 78711-2967
Via email: RRCconference@rrc.texas.gov
Dear Members of the Commission:
It is clear that the Texas Railroad Commission has an important decision to make about whether
or not to set production quotas for the state’s oil producers. But just because the price of oil has
plummeted, and many oil producers are struggling doesn’t mean Texas should team up with
OPEC to try to game the oil market. Not only is that unlikely to work, but it could actually
backfire, hurting the oil industry and the people of Texas in the process. I wish to submit the
following testimony to the Commission where I am representing myself.
During more than a decade representing energy-producing counties in South and West Texas as a
member of Congress, I learned that “two wrongs don’t make a right.” Even though Russia and
OPEC are trying to undermine the U.S. shale industry in the midst of a global pandemic, it does
not mean that the U.S. or Texas should follow suit by curtailing production or invoking other
drastic measures. There are many reasons.
First, free-market principles and honest competition have always been the hallmark of American
oil production. We should stay the course in that regard, leaning into the vast oil supplies that
have made the U.S. the world’s top oil power. In fact, the Commission should recognize that
American dominance in oil production and its continued discovery of massive oil reserves are
why Russia and OPEC are colluding in the first place. More oil production and demand, not less,
is the trajectory that will ultimately benefit the U.S. and its oil producers.
Second, curtailing oil production by regulatory fiat is not likely to work. Mandatory production
cuts in Texas are likely to be met by increased production by domestic producers outside Texas
and outside the country. History has shown this to be true. America’s attempt to game the market
in the 1970s simply led to longer gas lines. A more recent attempt in Alberta, Canada, ended up
raising crude prices to the point where customers looked elsewhere for their energy supplies.
Alberta’s attempt at market manipulation backfired, just as such action in Texas will.
This sentiment was echoed clearly by the Texas Oil & Gas Association, whose president, Todd
Staples, explains that “mandatory limits on the production of oil and gas in the state in an effort

to stabilize the current market turmoil will likely result in other producers replacing curtailed
Texas volumes.”
Third, limits on oil production only hurt the most efficient companies while protecting inefficient
ones. This undermines the competitive dynamics that makes the Texas oil industry the industry
leader that it is today. In the long term, the crude oil sector in Texas will only suffer if mandatory
production quotas distort the market and punish efficiency. As the Wall Street Journal has
opined, oil production quotas “would punish the most efficient producers.”
Finally, mandating production quotas is a high-risk venture. The near- and long-term risks of
choosing this path introduce even more uncertainty into an already volatile marketplace. That’s
one reason why the Commission hasn’t used this approach in almost fifty years. That’s also why
major groups such as the Texas Oil and Gas Association and American Petroleum Institute and
oppose the move. Not only is the approach not likely to work, it comes with significant logistical
and financial hurdles and makes it more difficult for the U.S. to criticize OPEC in the future for
market manipulation.
The Commission historically has avoided trying to game the globe oil market. Now is not the
time to start. Rather than signal to Saudi Arabia and Russia they are winning the price war by
resorting to a drastic, knee-jerk action, the Commission would better serve the Texas oil industry
and its customers by doubling down on the strength and staying power of the U.S. oil supplies.
Free markets have led Texas to become an international leader in oil production and commercial
activity. The Texas Railroad Commission, and the entities it regulates, would be ill served by
retreating from that position.
I recently authored an opinion column in the San Antonio News Express and the Midland
Reporter-Telegram on these matters. I encourage the Commission to consider my views when
reviewing the unprecedented and misguided proposal to impose mandatory curtailment on
Texas’s oil production at this time.
Regards,
Henry Bonilla
Member of the U.S. House of Representatives from Texas's 23rd district, 1993-2007

Addendum:
https://www.mrt.com/opinion/article/Opinion-Steer-clear-of-panic-driven-oil-policies15166669.php

Opinion: Steer clear of panic-driven oil policies
Midland Reporter Telegram, Henry Bonilla, March 30, 2020
I represented a vast swatch of South and West Texas during my 14 years in Congress, including
dozens of energy-producing counties. As energy policies are being developed in these tenuous
times, those in charge must adhere to the class Texas words of wisdom, “two wrongs don’t make
a right.”
Just because Russia and OPEC are using the coronavirus pandemic to undermine the U.S. shale
industry and drive down global oil prices, it does not mean the U.S. should follow suit.
Earlier this month, as Asia’s demand for oil plummeted due to the pandemic, Saudi Arabia
proposed cutting production to boost prices. Russia, a quasi-adjunct OPEC member, surprisingly
balked. If Russia figured flooding the market could put another nail in the coffin of U.S.
producers, Saudi Arabia seemed more than happy to play that game.
For struggling U.S. producers, oil at less than $20 a barrel would force the abandonment of
existing and planned oil exploration and extraction. This is especially true in the Eagle Ford
shale play south and west of San Antonio.
Some industry leaders and elected officials say it is time to put a check on Saudi Arabia’s and
Russia’s latest attempt at economic sabotage.
Ryan Sitton, a member of the Railroad Commission of Texas, surprised industry observers by
announcing plans to meet with OPEC ministers in June to join forces in setting production
quotas to help prices recover. It has been nearly 50 years since the commission adopted quotas. It
has never teamed up with OPEC on market manipulation. This is not the time to start.
With the global economy headed toward recession, there are already signs Russia and Saudi
Arabia fear unintended consequences of their profiteering. As we move forward, the U.S. should
stay the course with free-market principles and honest competition, no matter how tough it can
be.
Let’s remember why Russia and OPEC are colluding in the first place. The United States has
become a net exporter of energy, largely due to advances in hydraulic fracturing. It was the
wildcatter spirit, a drive to innovate, compete, and do the impossible that fueled this revolution
and created thousands of jobs – not price fixing and quotas.
Saudi Arabia’s move to flood the market in 2014 took its expected toll but many domestic
producers were able to weather the storm, cut costs, become more efficient, and thrive.
Production limits and export quotas on Texas crude would punish these producers in order to
protect the less efficient companies. This would undermine the competitive dynamics that made
this country a global energy powerhouse in the first place.
In addition, if the Railroad Commission abandons its long-standing policies and cuts a deal with
OPEC on quotas in a moment of panic, the U.S. will lose forever its ability to criticize OPEC for
doing the same in the future. This would confer upon OPEC new legitimacy as an anti-market
cartel, giving it even more clout going forward. We cannot allow the current distress to
legitimize schemes such as the Russia-OPEC gamble and empower the very players who are
overtly seeking to undermine us.

Economic principles and fortitude must apply as well to proposals coming out of Congress. Sen.
James Inhofe, R-Oklahoma, and other lawmakers want President Trump to invoke a provision in
U.S. trade law to boycott Saudi Arabia and Russian oil. They argue that national security
considerations make it necessary to protect U.S. oil producers and bolster American energy
independence.
To be sure, free and fair trade is more an aspiration than a reality but we should use powerful and
controversial trade remedies judiciously. Oil is a global commodity. It’s pricing and trade is tied
to global financial markets. The near- and long-term risks of unintended consequences of
introducing more uncertainty into an already volatile marketplace are numerous and serious.
However objectionable the actions of Russia and OPEC are, Mike Sommers, the CEO of the
American Petroleum Institute, told the Washington Examiner, a boycott would be “incredibly
damaging.”
Upholding proven market principles will take a lot of discipline as the coronavirus and the
Russia-OPEC machinations compound an already punishing drop in oil prices. Instead of
duplicating bad policies in a moment of crisis, we must stand firm and position U.S. producers
for ultimate success in the years ahead.
Henry Bonilla represented South and West Texas in Congress 1993-20078 and served on the
House Appropriations Committee.

Kent Hance
Founding Partner
khance@hslawmail.com

Via Email
Docket Services
Hearings Division
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711
RRCconference@rrc.texas.gov
Re:

April 8, 2020

Oil & Gas Docket No. OG-20-00003167; To Consider the Motion for
Commission Called Hearing on the Verified Complaint of Pioneer Natural
Resources U.S.A. Inc. (665748) and Parsley Energy Inc. (642652) to Determine
Reasonable Market Demand for Oil in the State of Texas

Dear Chairman Christian, Commissioner Craddick, and Commissioner Sitton:
My name is Kent Hance, and I am representing myself and as former Chairman of the Texas
Railroad Commission. I respectfully urge the Railroad Commission to exercise its authority to
prorate oil production for the near future due to the COVID-19 pandemic. This is to prevent waste
of our natural resources and conserve for the future. Conservation is in effect preventing waste
from taking place.
The State of Texas is not an oil and gas state, it is THE oil and gas state. We have had a rich
history from the days of Spindletop in southeast Texas, to the activity in the Permian Basin at the
present time. One theme that has prevailed within Texas was to conserve our natural resources and
not give them away through unregulated and wasteful overproduction. The Railroad Commission
has shown leadership in this area in the past. “Regulation” at the Railroad Commission is not a
dirty word because the Railroad Commission, by statute, reasonably regulates industry with the
sole purpose of enhancing oil and gas exploration production in ways that also prevent waste of
the resources. I have great confidence in you individually and collectively to continue your role of
regulator in a reasonable, fair and decisive manner to serve those purposes.
Today, the Texas oil industry faces an unprecedented challenge, two unexpected, massive and
opposite shocks. The first, the outbreak of the global COVID-19 pandemic, which has decimated
global oil demand, and, the second, a production dispute between Saudi Arabia and Russia, which
has resulted in a massive surge in the supply of oil. Oil prices have plummeted below $30, with
some grades in the teens. Some producers are seeing oil prices in the single digits. At the current
prices it appears to me that we are certainly not conserving our resources for the future of the State
of Texas. The United States is the largest producer in the world and Texas is by far the largest
producer in the United States, producing over 5 million barrels per day. To not conserve our natural
resources we are encouraging waste.
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The threat to our natural resources is not the only one we face. The Texas oil industry is gravely
threatened and faces widespread collapse, potentially costing the Texas economy millions of jobs.
The jobs that many our Texas families rely on in the oil and gas industry are in severe peril to be
lost now, and for the foreseeable future, without significant leadership from our government.
Further, the taxes that the State of Texas collects, both directly and indirectly, from the oil and gas
industry are in freefall, exacerbating the current economic crisis. During the 2008 recession, Texas
stood strong with the “Texas Miracle” driven largely by the robustness of the oil and gas industry.
That vigor is no longer, and the tax shortfall we face harms the health, safety, and education of our
fellow Texans. The days of sitting on the sidelines have come to a close and we need to take a
strong position in protecting the natural resources of the State of Texas.
Just as in the past, in this current environment the Texas oil industry looks to the Railroad
Commission to provide the policy and regulatory leadership to help stabilize current conditions.
The Railroad Commission has been entrusted by the voters of Texas to conserve the state’s natural
resources through the prevention of waste. The Texas Natural Resources Code specifically
includes production above reasonable market demand as waste and instructs the Railroad
Commission to issue an order or rule to eliminate this waste. It is clear that, with the global upsurge
in production and the collapse in demand, production now exceeds reasonable market demand. It
is precisely at this time of the COVID-19 global crisis that the Railroad Commission must take
leadership to show its commitment to the prevention of waste and to fulfill its duties to the people
of Texas.
I respectfully urge the Railroad Commission to adopt a temporary prorationing order to address
the fallout from COVID-19. This can be reexamined on a monthly basis as conditions and
circumstances evolve and change, however, the order should state that it is a temporary order until
the virus is under control and no longer artificially affecting the market. I believe this limited action
will provide the regulatory response that Texas oil producers need now. A temporary allowable
order from the Railroad Commission, as a strong sign of commitment and leadership from the
premier regulator of oil and gas in our great country, is a necessary step to combat current COVID19 crisis, which does not reflect a rational, free market. In order to protect the economic strength
and security of Texas and the United States, the Railroad Commission must lead from the front
and utilize its statutory obligation to provide needed stability to the oil industry, related industries,
and their employees.
Respectfully submitted,

Hon. Kent R. Hance
Hance Scarborough, LLP
400 W. 15th Sreet, Suite 950
Austin, Texas 78701
512-479-8888
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The Honorable Michael Williams
835 E. Lamar Blvd., #409
Arlington, TX 76011
mlw@michaellwilliams.com
(512) 750-3805
April 8, 2020
Representing only myself
By email: RRCconference@rrc.texas.gov
To the Railroad Commission of Texas:
Re: Motion for Commission Called Hearing on the Verified Complaint of Pioneer Natural
Resources U.S.A. Inc. and Parsley Energy Inc. to Determine Reasonable Market Demand for
Oil in the State of Texas
Dear Chairman Christian, Commissioner Craddick, and Commissioner Sitton,
My name is Michael Williams, and I was honored to serve on the Texas Railroad Commission
from 1999 to 2011. I am writing today to highlight my concerns around a recent proposal to
impose restrictions on oil production here in Texas.
As a former member of the Railroad Commission, I understand the importance of oil prices and
supplies to our state’s economy. I also understand that mandating oil production cuts is both
rare and risky. This is just one reason this body hasn’t employed such a measure since 1973.
The oil industry has taken a one-two punch in recent weeks when Russia announced a break in
cooperation with Saudi Arabia, which has led to a flooded oil market. This coupled with the
growing impact of the COVID-19 on a global scale has depressed oil demand and sent financial
markets into decline, which has resulted in oil prices to fall below $21 a barrel. This is roughly a
third of the price earlier this year.
The interest in countering a dangerous oil war between Saudi Arabia and Russia that has
flooded the global market with product is understandable. This price war has resulted in two of
the Permian Basin’s largest oil producers, Pioneer Natural Resources Co. and Parsley Energy
Inc., to petition this Commission for a hearing on curtailing crude production. Such a curtailment
proposal is ill advised and will fall short of ensuring relief for producers. Furthermore, this
curtailment will likely result in a variety of unintended consequences for Texas, and the country
as a whole.
Analysts have noted that the enormity of the current oil surpluses means that unilateral action
by Texas will have limited to no impact. Experts like University of Houston Energy Fellow Ed

Hirs have explained, “They’ve gone to the referee to ask for some sort of assistance in enforcing
something that really is just nonsense on the rest of the Texas market. Even if they were able to
reduce production in Texas, it would not have the desired impact of raising prices.” A recent
Wall Street Journal editorial went a step further and noted, “An especially bad idea would have
the Texas Railroad Commission impose production quotas, which the state last did in the
1970s… Texas can’t control global oil prices in any case, and state quotas would encourage
higher production in other regions like the Bakken. Quotas would also signal to Saudi Ara-bia
and Russia they are winning the price war.” There is value to these concerns.
It's worth noting that stakeholders across the industry remain doubtful about the prospect of
curtailing oil production by government fiat. Chairman Christian himself has stated publicly that
Texas should avoid acting on its own and should instead collaborate “with other states and the
federal government.” Energy industry leaders like the American Petroleum Institute also oppose
the idea, labeling it “shortsighted” and “anti-competitive.”
A knee-jerk reaction to mandate oil production cut overlooks the glaring reality of American oil
dominance in the global marketplace. As the world’s largest oil producer, producing 40% of the
world’s oil, we can afford to weather storms, including the current Saudi-Russian
gamesmanship.
We’ve done it before. I can remember the day I was sworn into office. Oil prices were
languishing around $20 a barrel. Same as today. The industry and Texas got through it just as it
will now. In fact, our position of dominance is poised to grow due to finds in West Texas that
could add as many as 230 billion barrels of new oil to the vast U.S. portfolio.
While no one faults those who propose this measure, the indiscretion of curtailment must be
pointed out. As Elizabeth Rosenberg of the Center for a New American Security explains,
production cuts are “antithetical to the way that the industry has been run and managed in the
U.S. for so many decades.” Curtailing oil production will hurt Texas far more than it helps. I hope
this body makes the right choice by refraining from moving forward with curtailment plan.
Sincerely,
Michael Williams
Former Commissioner
Texas Railroad Commission
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From: Tim
Email: timbp_us@yahoo.com
Phone: 562-537-9988
I worked in the oil industry downstream sector (refining & trading) for close to 30 years. From my trading experience, I
have seen the ramification credit & non payment performance can have. This is brewing in the fracking industry and
should be a major concern for RRC, the answer is not to look for life line, but to encourage producers to be mindful of
their business and curtail (by their own choice) their production. Additional, one of the bigger knocks on oil industry is
their lack of response and discipline to poor market conditions. This is being shown today and why short sellers have a
field day with CL futures and why investment money stays away from oil which is not good. I understand cost of jobs and
shutdowns costs, but producers need to be more disciplined and renegotiate contracts or work out settlements if they
have obligations to meet. Shoving more bbl into a market is not the answer even if it goes into SPR which will just keep
market in contango for a long, long time. contango is a sign of weak market, NOT a sign of stronger future market.
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Writte n Te stimony for April 14, 2020: MOTION FOR COMMISSION CALLED HEARING ON THE
VERIFIED COMPLAINT OF PIONEER NATURAL RES OURCES U.S.A. INC. AND PARSLEY ENERGY
INC. TO DETERMINE REAS ONABLE MARKET DEMAND FOR OIL IN THE STATE OF TEXAS.

I am J ohn Tinte ra, and I re spe ctfully submit this te stimony in my individual capacity. As a longtime
forme r e mploye e and pre vious Exe cutive Dire ctor of the Railroad Commission (The Commission), I am
submitting this docume nt be cause I be lie ve in the age ncy, it’s mission, your le ade rship, the staff that
se rve it, and the industry you re gulate .
My comme nts will focus on a narrow but critically important aspe ct – the significant challe nge s and
re source s re quire d by the Commission to accurate ly and corre ctly imple me nt a robust pro rationing
re gulatory frame work base d on marke t de mand.
The e ra of pro ration e nde d almost 50 ye ars ago. Pro rationing was a ne ce ssary and appropriate tool
de cade s ago to control ove rproduction whe n the East Te xas fie ld was discove re d and ove rproduce d.
As produce rs rushe d to capture as much re source s as quickly as possible , the re was massive above
ground and be low ground waste of the re source and marke ts we re disrupte d. This was true physical
waste of the re source s.
To re furbish and e xpand a pro ration sche me will take more than just political will. It will re quire an
inve stme nt of re source s, including funding, pe rsonne l, industry te chnology, and the time ne e de d to
plan, imple me nt, pe rform, and re port on the succe ss or failure of this program that should not be
unde re stimate d. The se are the tall hurdle s the age ncy will ne e d to ove rcome . Ple ase allow me to make
the following obse rvations:
Funding: No age ncy has unlimite d budge t or pe rsonne l re source s. The Commission unde r its curre nt
le ade rship has admirably focuse d on the ke y issue s mandate d by our State Le gislature through the
bie nnial budge t proce ss, the findings of the Sunse t Commission, and othe r le gislative actions. Ne w
funding will ne e d to be conside re d through the le gislative budge t proce ss, a proce ss which has not ye t
be gun and will not conclude until we ll ove r a ye ar from now. In the inte rim, e xisting budge t dollars would
have to be dire cte d away from e xisting programs into the ne w pro ration e ffort. Many of the se priority
programs that will lose funding are focuse d on safe ty, e fficie ncy and re gulatory ove rsight. The se inde e d
are the e sse ntial functions of the Commission.
Pe rsonne l: The Commission will have important de cisions to make re garding staffing. Staff make or
bre ak a program, and hiring, re assigning, and training pe rsonne l take s time and mone y. De cade s ago,
whe n the Commission fully e xe rcise d proration authority, it had e ngine e rs, re gulatory pe rsonne l,
fore casting capability and an array of pe rsonne l to imple me nt the far-re aching program. The re is also
a “boots in the fie ld” compone nt to be addre sse d. It is my unde rstanding that we ll te sts we re critical to

the allocation proce ss and Commission inspe ctors we re ne e de d to police the accuracy of the te sts. The
e xisting inspe ctor he ad count and the ir inspe ction prioritie s may not me e t the age ncy’s ne e ds and like ly
do not have we ll te sting as a high priority.
Industry te chnology - Drilling and comple tion te chnology has change d. Prolific production from tight
shale s was unimaginable whe n oil pro rationing was use d pre viously. In the old days, the prorate d we lls
produce d from conve ntional re se rvoirs, many of which had strong wate r drive , re sulting in a ste ady we ll
capacity that e ndure d for many ye ars. Mode rn shale plays have we lls with ste e p, hype rbolic de cline s.
We ll capacity change s ve ry rapidly. It is not unre asonable to be conce rne d that this shale production
profile may not work with the pre vious form of pro rationing and would re quire significant adjustme nts
to the prior program.
Time : Ne w or e xpande d programs take time to pre pare and put in place . Planning, public inte raction
and transpare ncy, le gal e nforce me nt he arings, the de ve lopme nt of pe rformance me asure s and goals,
and more are ne e de d to e nsure fairne ss and accuracy. Compute r programs will ne e d to be writte n,
te ste d, and orie ntation classe s for staff and industry he ld. Ne w forms may be ne e de d. For many
ope rators this will be an additional re gulatory burde n on an alre ady struggling industry. The Commission
may de te rmine that rule making is ne e de d to e nsure transpare ncy, fairne ss, and provide a voice to all
inte re ste d partie s. All the se activitie s will se rve to incre ase the time frame for imple me ntation.
Furthe rmore , it is prude nt to re cognize that the risk of uninte nde d conse que nce s must be avoide d. For
e xample , if we ll production is curtaile d, will production come back as strong whe n we lls are re ope ne d
or will waste occur be cause of damage downhole ? Also, national organizations with a political age nda
are alre ady inse rting the mse lve s into the discussion, appare ntly arguing that invigorating proration
should se rve as a springboard to limit othe r vital oil fie ld ope rations, such as flaring. From my ye ars of
se rvice to the State , I would e xpe ct more of this type of misdire ction, not le ss, and the Commission will
ne e d to be pre pare d to de al with the issue s that arise .
In conclusion. I re spe ctfully re que st the Commission de cline to imple me nt a stringe nt pro ration
sche me unle ss and until answe rs to the se and othe r critical que stions are available . It is be st to le t the
curre nt marke t adjust to the downturn and allow individual produce rs to make individual de cisions
re garding the ir production in the be st inte re sts of the mine ral owne r, the ir inve stors and the state of
Te xas.
At the Commission’s ple asure , I am available to answe r any que stions or provide additional ve rbal or
writte n te stimony.
J ohn J ame s Tinte ra
P.G. 325

From:
To:
Cc:
Subject:
Date:

RRC Conference
Travis McCormick; Jeremy Hagen; Bill Black; Jason Modglin; Jared Craighead; Bryan Preston; Wei Wang; Alex
Schoch; Danny Sorrells
Kellie Martinec
FW: Upcoming Meeting Re Supply Cuts
Friday, April 10, 2020 9:57:12 AM

From: tony kamin <tnk11@prodigy.net>
Sent: Friday, April 10, 2020 9:39 AM
To: RRC Conference <RRCConference@rrc.texas.gov>
Subject: Upcoming Meeting Re Supply Cuts

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do
NOT click links or open attachments from unknown sources without first confirming the
message is legitimate. If you believe this to be a malicious and/or phishing email, please
contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the email, click on
any links or open any attachments without guidance from the Help Desk
Dear Commission,
I realize the deadline for comments has passed but I hope you will consider this short note as I just saw the request
for comments. Although I am Chairman of a small public oil company Empire Petroleum and we announced this
morning an acquisition in Texas, I write in regards to the current world emergency and economic crisis which has so
gravely impacted the oil industry. These are my personal views and not the companys. In a crisis all persons and
entities should act in good faith to be part of the solution. Although foreign governments greatly exacerbated this
problem, through the efforts of the U.S. government the parties have come back together to initiate a fix back
towards more rationale supply and pricing. The Texas RRC should do everything in its power to support our
governments efforts to do so. Overproducing compared to demand wastes resources and causes considerable
economic pain particularly to those companies who are not super-majors and badly impacts affiliate industries and
companies such as financial institutions and those who support the industry in any fashion. This pain includes
considerable job loss including in Texas. The RRC acting in a small fashion at this time will create a healthier
environment for all of Texas. I wholeheartedly believe in free markets, but on rare occasions such as this, some
guiding rationality to improve the future for all is warranted. This is one of those times. The RRC has a rare
opportunity to help the entire worlds economy and most particularly Texas. Please be leaders in getting a solution.
Sincerely,
Tony Kamin
Chairman
Empire Petroleum

If we agree to be supply controlled, then our energy industry’s future growth
and global presence will then be limited to their (Russia and Saudi’s) financial
dynamics not our free will of running our businesses with “best practices”.
They (Russia and Saudi) are in worse financial shape than we are by a factor of
3 times. We consume a heck of a lot more than we produce. These two global
terrorists only consume 1/3 of their production. Thus, their game of supply
hostage is not the time to bow down and sell us energy independents out.
Let the weak go broke. Let the overpaid, poorly run private equity backed
companies fall by the wayside.
I have been in this business since 1985, I survived by adapting and lost a lot of
money to learn my lessons.
Parker Parsley and others are whining because they are ill prepared to adapt. If
you put or adapt a production quota or limits, you will kill export projects who
cannot trust our supply side to fill those lines and terminals. In six months, we
win, they lose. Leave us to our own free market solutions.

In addition, this could set a precedent for liberals to use production output
controls to promote their liberal agenda for alternative fuel and energy
resources and to undermine the oil and gas industry. This is not a short term
game nor one that has not been carefully though out by Russia, Saudi and
others who intend permanent harm to our industry.
Troy

Troy W. Eckard
Manager/CEO
Eckard Enterprises, LLC
1301 Central Expressway South
Suite #100
Allen, Texas 75013
800-527-8895
972-884-5920

teckard@eckardenterprises.com

become more resilient by showing all participants the required fine tuning
required to be current, effective e and profitable. Either figure it out or get
out. Cow towing to Russia and Saudi simply removes our right as an industry
to ever be a net exporter, a major global dominant force, would kill export
terminals and midstream assets relying upon volumes to underwrite their
capital and essentially create a fixe d market that in fact deters the very
economics of the independents that are screaming the loudest. If we limit
output, the ones hurt the most are those that have the smallest margins.
I await your comments or request to participate of simply will be a spectator of
the process. Thank you for putting up with my diatribe.
Troy

Troy W. Eckard
Manager/CEO
Eckard Enterprises, LLC
1301 Central Expressway South
Suite #100
Allen, Texas 75013
800-527-8895
972-884-5920
teckard@eckardenterprises.com

From: Callie Farrar <callie.farrar@rrc.texas.gov>
Sent: Wednesday, April 8, 2020 11:13 AM
To: Troy W. Eckard <teckard@eckardenterprises.com>
Subject: Comment Confirmation
Good Morning,
Thank you for your comment submission for the RRC Open Meeting being held on April 14th.
Your comments are currently being reviewed and if you are asked to provide live comments during
the meeting, you will be notified before Monday, April 13th and given instructions on how to
participate from a remote location. A list and order of those who will comment live will be posted on
the Commission’s website on Monday, April 13th. If you are not asked to comment live, your written
comments will be posted on the Commission’s website.
Regards,

Callie Farrar

Commission Secretary
Railroad Commission of Texas
512-463-7865

Callie Farrar

Commission Secretary
Railroad Commission of Texas
512-463-7865

Publicassist
From:
Sent:
To:
Cc:
Subject:

rrcwebcontact@gmail.com
Sunday, April 5, 2020 7:28 PM
webmaster
Michelle Banks
General Comment/Question

Follow Up Flag:
Flag Status:

Follow up
Completed

CAUTION: This email originated from outside of the Railroad Commission of Texas. Do NOT click links or open
attachments from unknown sources without first confirming the message is legitimate. If you believe this to be a
malicious and/or phishing email, please contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the
email, click on any links or open any attachments without guidance from the Help Desk
CAUTION: This email originated from outside of the Railroad Commission of Texas. Do NOT click links or open
attachments from unknown sources without first confirming the message is legitimate. If you believe this to be a
malicious and/or phishing email, please contact the ITS Help Desk at 512-463-7229. Do not respond to or forward the
email, click on any links or open any attachments without guidance from the Help Desk
From: troy w eckard
Email: teckard@eckardenterprises.com
Phone: 9728845920
I am 100% opposed to any production quotas and or interference in the current status of the industry. Free market is
the only way to retain the energy industry's independence, its ability to grow and shrink. If you sub comb to the media
pressure or presumption that we should work with Saudi and Russia to jointly reduce output, instead of allowing our
own independent producers figure out their solution based upon economics, then we are not a democracy but have
fallen in line with socialism and communism. We do not need your "saving us". Our future growth and global presence
will then be limited to their financial dynamics not our free will of running our businesses. They (Russia and Saudi) are in
worse shape than we are by a factor of 3 times. We consume a heck of a lot more than we produce. These two global
terrorists only consume 1/3 of their production. Thus, their game of supply hostage is not the time to bow down and sell
us out. Let the weak go broke. Let the overpaid, poorly run private equity back companies fall by the wayside. I have
been in this business since 1985, I survived by adapting and losing money to learn my lessons. Parker Parsley and others
are whining because they are ill prepared to adapt. If you put or adapt a production quota or limits, you will kill export
projects who cannot trust our supply side to fill those lines and terminals. IN six months, we win, they lose. Leave us to
our own free market solutions.
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Global oil demand expected to fall by ~ 9 million barrels per day in
2Q20 from 2Q19
Global Oil Demand Outlook
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US Lower 48 crude supply is expected to fall by 870k b/d from 20202021, revised down by over 2.1 million b/d
L48 Crude Supply Outlook
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Wood Mackenzie expects crude runs in Texas to decline by ~700,000
b/d in 2Q20 compared to 2Q19 as result of COVID-19 impacts
Texas Refinery Crude Runs Outlook
Million b/d
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Crude storage utilization a major concern as demand continues to
fall in the US; US commercial storage forecasted to peak in July
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Forecast peak at 98% utilization in
July 2020 – distressed barrels could
force production shut ins
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Wood Mackenzie is the global leader in natural resources industry
Research and Consulting
Research

Consulting

1,000+

150+

natural resources
analysts across

35+
offices globally
leverage the integrated
Wood Mackenzie
platform to provide
clients commercial
insight and access to
subject matter experts

+

specialized
natural
resources
consultants
across the globe serve
as trusted commercial
advisors to the world’s
leading companies,
investors and
governments

Trusted Advisor

An integrated
research and
consulting
business with
strong expertise
and vast industry
relationships
across the global
natural resources
value chain

8

Wood Mackenzie Consulting

woodmac.com

Our consulting teams bring world-class knowledge, methodology,
and people to natural resources advisory engagements
Asset Planning

Organization

Integrated operational planning and reporting

Best practice in organizational design

1

Cost and Efficiency

Capability

Benchmarking and performance improvement

Assessment and alignment of competencies against corporate
aims, support via structured training and development programmes

Procurement
Process

Supply Chain optimization and design

Best practice in process improvement

6
Due Diligence

Performance
Improvement

Structure
& Design

2
Corporate and BU Strategy

Both commercial and market
assessment

In depth understanding of strategies for
resource based industries

Portfolio Strategy
Understand your current and future
portfolio and the impact on strategy

Valuation
Support both buy and sell side
analysis of assets and corporate

Commercial
Evaluation

Strategy
Development

Price Forecasting
Support long term commodities price
forecasting and planning

Fiscal

Energy Policy

Expert advice on design,
optimization and benchmarking

Support for country and regional energy
master plans

5
M&A

Growth
Opportunities

Business
Environment

Corporate and asset opportunity screening

3
Market / Competitor Analysis
Detailed analysis of the energy and metals
markets and competitors globally

Country Entry

Above Ground Risk Analysis

Analysis of all key investment issues and identification of
high graded opportunity

4
Exploration

Exploration strategy and basin selection

In-depth analysis of commercial and political risk globally

Energy Transition, Environmental, Social & Governance
Emissions modeling, regulatory support, indigenous relations
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Wood Mackenzie has completed 3,600+ consulting engagements
across the natural resources sector over the past five years

EMEARC
1,052

Americas

172

155

236

Strategy &
Portfolio

165

215

226
306

139

Business
Environment

214

APAC

1,052

241
302

272

Transaction
Support

180

Commercial
Advisory

122

Other

140

523

175

266

388

Downstream
Gas & LNG

231

Upstream
Metals & Mining
Power, Renewables & Other
Source: Wood Mackenzie
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Wood Mackenzie is uniquely suited to provide commercial support
and industry expertise leveraging our integrated Research tools
Relevant Wood Mackenzie Tools and Accelerators
North America
Crude Markets
Service
Crude
Flow outlook

270+

3000+

Americas Transaction
Projects 2015-2020

for 60+
upstream
assets
North
American
already
Pipelines
modeled

North America Gas Service
Refinery
GPCM Model
Evaluation

45+
Years of
Experience

5+ Fit for
Purpose
Models

170+
Americas Strategy
Projects
2015-2020

Crude disposition model covering every key supply basin and
takeaway pipeline in North America
• 20 refining centers across eight crude oil quality categories
• Price projections for 13 crudes
• Dynamic nodal model that can quickly run supply, takeaway, demand and
tariff scenarios on over 60 major pipelines

Benchmark of Refinery Economics Around the World
• Model 700+ refineries globally (every refinery 50+ kbd)
• 90% coverage of refining capacity in every region
GPCM
• >140 metrics on each refinery
• 500+ historical net cash margin models and forecasts

Oil Supply Tool

Global Oil Supply Forecasts
• 4,000+ supply nodes
• 115+ countries covered
• 600+ current and future crude stream forecasts
• Underpinned by our field-by-field supply data

Product
Market
Service

Detailed Country and Regional Forecasts for Refined Product Markets
• 100+ geographies and their major oil products

Lens

Detailed Evaluation of Well Performance Across North America
• Powerful well level visualization tool for 100+ well cost, completion design
and productivity metrics
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Disclaimer
Strictly Private & Confidential


These materials, including any updates to them, are published by and remain subject to the copyright of the Wood Mackenzie group ("Wood
Mackenzie"), and are made available to clients of Wood Mackenzie under terms agreed between Wood Mackenzie and those clients. The use of
these materials is governed by the terms and conditions of the agreement under which they were provided. The content and conclusions
contained are confidential and may not be disclosed to any other person without Wood Mackenzie's prior written permission. Wood Mackenzie
makes no warranty or representation about the accuracy or completeness of the information and data contained in these materials, which are
provided 'as is'. The opinions expressed in these materials are those of Wood Mackenzie, and nothing contained in them constitutes an offer to
buy or to sell securities, or investment advice. Wood Mackenzie's products do not provide a comprehensive analysis of the financial position or
prospects of any company or entity and nothing in any such product should be taken as comment regarding the value of the securities of any
entity. If, notwithstanding the foregoing, you or any other person relies upon these materials in any way, Wood Mackenzie does not accept, and
hereby disclaims to the extent permitted by law, all liability for any loss and damage suffered arising in connection with such reliance.
Copyright © 2020, Wood Mackenzie Limited. All rights reserved. Wood Mackenzie is a Verisk business.
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Wood Mackenzie Contact Information
Ismail Hammami
Vice President, Americas Consulting
Ismail.Hammami@woodmac.com
713-470-1862

Europe
Americas
Asia Pacific
Email
Website

Jacob Halevy
Managing Consultant, Americas Consulting
Jacob.Halevy@woodmac.com
832-506-0853

+44 131 243 4400
+1 713 470 1600
+65 6518 0800
contactus@woodmac.com
www.woodmac.com

Wood Mackenzie™, a Verisk business, is a trusted intelligence provider, empowering decision-makers with unique insight
on the world’s natural resources. We are a leading research and consultancy business for the global energy, power and
renewables, subsurface, chemicals, and metals and mining industries. For more information visit: woodmac.com
WOOD MACKENZIE is a trademark of Wood Mackenzie Limited and is the subject of trademark registrations and/or
applications in the European Community, the USA and other countries around the world.

PROJECT TEAM

Ann-Louise Hittle – Senior Project Advisor
Vice President, Oils Research
Biography

Connect with Ann-Louise

Ann-Louise Hittle brings to Wood Mackenzie over 25 years experience in analysing
global oil markets. She directed the development of and leads Wood Mackenzie’s
Macro Oils Service, launched in April 2005 and focused on global oil markets. AnnLouise has established an international reputation for her analysis of short to long term
oil markets.
Her career began with Gulf Oil after which she was Staff Editor with Petroleum
Intelligence Weekly focused on OPEC and markets in Asia. Thereafter, she was Middle
East/Oil Markets research associate with Kissinger Associates in New York and then
Senior Oil and Gas Futures Analyst with Shearson Lehman Brothers.
Ann-Louise joined Wood Mackenzie from CERA, where she was Research Head of the
Upstream Oil Service with responsibility for world oil market analysis and writing the
long term scenarios.

ann-louise.hittle@woodmac.com

+1 781 869 6803

Ann-Louise graduated from St. Lawrence University and holds a Masters Degree from
Harvard University in Middle East Studies.
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Staale Gjervik
President
XTO Energy Inc.
22777 Springwoods Village Parkway
Spring, Texas 77389

April 8, 2020
VIA EMAIL: RRCconference@rrc.texas.gov
Chairman Wayne Christian
Commissioner Christi Craddick
Commissioner Ryan Sitton
Railroad Commission of Texas
1701 North Congress Avenue
Austin, Texas 78711

Re:

Comments – XTO Energy Inc., An ExxonMobil subsidiary
Motion by Pioneer Natural Resources U. S. A., Inc. and Parsley Energy Inc.
Requesting a Market Demand Order; Oil and Gas Docket No. OG-20-00003167

Dear Chairman Christian, Commissioner Craddick, and Commissioner Sitton:
We respectfully submit these comments, in lieu of testimony, opposing the referenced motion for a market
demand order leading to a potential prorationing of production. The motion requests that the
Commissioners issue a market demand order under circumstances that do not meet the requirements
imposed by the Texas Natural Resources Code for entry of such an order. Moreover, the motion asks the
Commissioners to take actions that would unquestionably interfere with the free market.
Free markets are most effective and efficient when there is stability and are best able to recover from
periods of instability in supply and demand when government does not try to restrain or manipulate market
forces. The operation of the free market is the most efficient means of sorting out the extreme supply and
demand imbalances we are now experiencing. Indeed, the best manner in which to allow our economy to
be fully restored is by addressing the public health crisis confronting us.
Market surplus and reduced prices are nothing new. This is not the first time, nor will it be the last time,
that the oil and gas industry has confronted market surpluses and reduced market prices. Significant
market downturns have occurred since 1973 (the last year of crude oil proration in Texas); examples
include 1986 -1990, 1998, 1999, 2002, 2009, 2016, and 2020. The Railroad Commission did not institute
oil proration as a response to any of those downturns.
Proposals to impose quotas or mandatory production cuts will lead to unintended consequences for the
State to the benefit of competing states in the U.S. and countries abroad. When government has intervened
in energy markets historically, as it did in the 1970s by imposing price controls on crude oil and gasoline,
that action interrupted the market’s response; it contributed to supply shortages and long lines for gasoline
across the country.
The Commission should also deny the motion because it fails to offer adequate analysis to prove how
much oil from each field in Texas would be needed to meet market demand, as required by Section 85.054
of the Texas Natural Resources Code. It does not purport to offer either allegations or evidence about the
reasonable market demand for any individual field, or, for that matter, for the state of Texas. Rather, the

motion and the attached marketing reports discuss only national demand and storage. This fails to meet,
or even address, the mandatory requirements of Section 85.054 of the Texas Natural Resources Code.
The plain wording of Subsection (b) of Section 85.054 requires that the “the reasonable market demand
of one pool shall not be discriminated against in favor of another pool” when the Commission is
“ascertaining the reasonable market demand for the entire state.” Additionally, Subsection (c) of Section
85.054 authorizes the Commission to “determine the reasonable market demand of the respective pool ...
so that discrimination may be prevented.”
The petitioners also fail to prove there is a wasteful excess of production, which is required under Texas
law to enact the market demand order. The motion states, “[w]hen there is little or no storage, there is
no place for oil shipments to go and production will be shut in.”
This undisputed fact – that production will be shut in by the operator – is critically important because it
precludes any risk that production could ever exceed transportation and storage facilities or market
demand. Subsection (10) of Code Section 85.046 defines waste as “production in excess of
transportation or market facilities or reasonable market demand.” Only if that excess production were to
occur would the Commission have any authority to enter a market demand order.
With today’s modern operating methods, the wasteful excess production that is the mandatory prerequisite
for a market demand order will not happen. When originally adopted, the definition of waste in Subsection
(1) of Section 85.046 addressed the then common operating practice in which operators would produce
excess oil into earthen pits dug to hold oil until it might be transported to market. In modern times, that
practice has been prohibited. That is no longer the way that wells and lease equipment are configured
and no longer the way that producers conduct their operations. Instead, as correctly described by the
motion, in the modern setting “production will be shut in.” There is no authority for a Commission market
demand order if the lack of transportation, storage, or market will prevent excess production. Without
excess production as specified by the definition of waste in the Code, there is no legally valid basis for the
Commission to enter a market demand order.
Although the motion fails to address the Code’s definitions and requirements, it broadly asserts, without
any supporting evidence or explanation that an unregulated shut in by producers would occur across the
state in an “ad hoc and haphazard manner.” However, there is no explanation of why this would, as the
motion contends, “heighten industry disruption and cause economic waste.” Ad hoc simply means done
for a particular purpose as necessary, or when necessary or needed. Given the qualifications and
experience of Texas oil producers, it is reasonable to expect each operator to devote extreme care to
ensure that its wells are shut in in an orderly manner, as necessary or needed, and for the particular
purpose of not producing more oil than the market can take. In other words, ad hoc correctly describes
the automatic way in which operators will already act to prevent excess production, without any intervention
by the Commission.
The very last thing that can be expected from such producers is that they would act in a “haphazard
manner” given the value of the properties involved. The motion, however, goes on to assert that a shut in
might somehow be haphazard, although it offers no evidence that any operator or producer might act
haphazardly in shutting in its production. In fact, the normal expectation would be to the
contrary. Haphazard does not describe how Texas operators conduct their business.
The motion also attempts to raise supposed risks of industry disruption and economic waste, again without
any supporting evidence or explanation. No doubt, there will be unavoidable disruption in the production,
sale, and transportation of oil. That disruption will occur automatically when production is shut in by
producers, as described above. A market demand order would not stop that disruption.
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In fact, a market demand order could itself cause disruption and economic waste by voluntarily renouncing
Texas’ share of the crude oil market. A market demand order will disrupt Texas oil production – an
intentional regulatory action to surrender market share for crude oil. It is certain that other states will take
up the slack created by any reduction in Texas production. The current situation faced by our industry is
demand-driven, and it may be resolved only by improving demand over time.
We ask that you deny the motion for a market demand order.
Respectfully submitted,

Staale Gjervik
President
XTO Energy Inc.
An ExxonMobil subsidiary
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