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A meeting of the State Lands Commission wasisld in the offics
- of the Department of Finance, State Building, San Francisco, at 9 QsMey
on September 26, 1938.

Pragsnt were:

A. BE. Stockburgér, Chairman
Gyorge J. Hatfield, Member
Harry B. Riley; Member

The Executive Officer presenied the report of Dr. E, X, Scper;

" Consulting Cbologist and Petrolsum Bnginssr of the Gomm.ssion, respact-

ing bids received pursuant to notice of intention of the State Lands
Commission %o enter into agresment or agreenents for extraction of oil,

gas and other hydrobarbons Ifrom certain tidelands and submerged lands of

the State in Orange County, California, and wastarly of 23rd Street of the
City of Hunt:«.ng’con Beach, . -

Upon motion of ¥r. Rilsy, seconded by M¢, Hatfisld, and unani-
mously carr:.ed, it was ordered that the report of Dr; B, K, Scper be aat
forth in full in the minutes. The report is in words: and figures as follm.

TECHHIGAL ANALISIS OFBIBS RECEIVE&SEPPME?. 1y 1935,

Pursuant. to the pfnhslnd adver‘blsement for bids for the
development of that porticn of the Kuntington Beach State tide-
lands oil pool lying weaterly of the foot of 23rd Strest only
thras bids wers received, The area was divided into five ap-.
rroximately equal parcelss Eaeh mreel was approximately one
mile long by 1378 féet wide and sach contained approximatsly 167
‘acres. The five parcels embiaced a total of aproximately 835
acreg. Theass parcels wers designated from east to wast as
Farcel 4, B, Cy D, and E,

'Rlds wers callsd fo any one or more geparate parcéls or for
the- entire ared, A

The names of ths thrae bz.daers and the parcels bid upen are
as f£ollows:

1, Scuthwest Exploration Cs.
Bid upon the entirs area.

2. United Statas Reﬁning Co., Ltde
$id upon farcels A, Cz. Ue

3. West Central 0il Go. Ltd.
Bid upon Parcslz 4, é’, C.

No bids were rcce::vsd for Parcels D and E excapt as such
percals. wars inclnded in the bid of the Soathwest I‘.‘a&plov'atn,on Co.
- for tm entire aresk.
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In tba agreemnts rapared by the State and included
in the bid form, 21l development rsquirements such as off-
set dm.xhng, number of wells ragiired to bhe drillad, com~—
pletion depths, ete., were defimtsly pregeribed; and min=
imum royalties oh oil, gaam and natural gasolina were spec—
ifiede The bid forms specify that the oil royalty which
the granies shall pay to the State. shall be according to,
the followmg for!aula‘

R = T‘—“‘m—"'ﬁ — ’?8167 7’p x fagtor

where R is the. rayalty rate in per cant app]icable
0 the total valus: of the production of ofl fron
,aach ’a ..1 during ths month, and :

temned by dividlnv the total pt'oduct"on for the
. month by the: ‘total xumber of moduction days of
twenty-rour hours each~ :

' :pr:ovided, howenr, the. Grantea shall pay at all ta.aas & m.n
dsnim royalty of twélve and one-half (122) per cant. upon:such
average daily producti.on. The. factar of the abova ‘equation was:
 inderted by the: bidder: to estab)ish the oil royalty uhich ths
‘ ’bidder :8shall yay to ’che State. o '

: Tha big: form specified that the royalty an. gas and: mt‘lr-
al gaso}ine shall te payabla to the State of Gaﬁfomia at:the

- ﬁ'tims -ahgd: in: t‘m manper spsclﬁed for the paymant gf royalty

“om. 641 ‘and that the Toyalty -om all dry-gas and nattual gagd-
1dne shall be 15% of the market value at Huntington Bea.ch, )

A ‘:,,:,‘Califomia, of such dx.'y gas and mtural gasolim.

e In view of tha fact “that the terms of ”the agraemnts o
imposed ddenticsl faquirements upon all prospectzve bidders

as to drilling offset wells; intensity of drilling (st least.
-ope well o ten acres); 3. mninum roy@ties, stc., the ‘evaluation
.. of the technical features of the various bids is mciuced to @ i
: ;conalderation of the folloﬂ:ing three pointsn - .

1. Tomparison oi‘ the -exact &munta of the royalty on
01l (as expressed by the formla) t9 be pid to the State
‘o7 the various bidders for wells of various productive
acapqcrbies. , _

2e Gompariscn of t.he sxnct amounts: of the royalt:.es on.
' gas and natural gasolins to be paid to ’ohe State by*
tha variw.s ‘bldders..

3. The measure. oi‘ frotection &fforded by the YT of
the varicus bids against drainage of oil and gasfrom -
the Stats tidelands by wells located on amd producing
from the adjacent uplands,
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COMPARTSON OF OIL ROYALTIES OFFERED
"""“ix‘ﬁﬁ‘?‘m‘ 'v"AR' it ous”ﬁlﬁs '

Average daily  Per Cent Royalty Per Cent Royalty Fer Cent Royalty

moduction Bid of Sonthwest Bid of United Bid of West

of well Exploration Company States Refining Uentral 0il Co.,
" Barrels per day L v ... Company, Itd, Lid,

80.29 12,50 (min 12850 ,12,50-
82,55 13.02 : | mife) ‘12.50-
100 7 16, 71 1 ,15.28 ,
1285 21.21 , 0. C 19,37
150 ehl : 2349 22,78
175 - 28,08 2649 o 28 .67
200 C 3079 29.5% - ,28.1&
250 '35.20 79 3216

2y 37.02 3 33,82
300 . 38,62 3T.08 . - 35429
325 .06 - 38k6 - 36,60
3»e , h1.36 39.71 - 37619
375 L2.5h. , Lo.8l . 38,86
oo 2 ;h3. B & 71 ¢ 3% ah' B
5o _ . -as h6 -~ 3.6 . ,h1.5h
s - h6.29 o bk - hz 29
70 _ :52.31 - h7.79‘
10000 5527 . L5307 50351
‘1500' S 7 58053 _ 56,19 ‘5301&8
- "2000: 80.27 : Y ’ 55.06
2500 - 61435 58,89 " 56,05
3000 ) 62008 > ENe ) 56.?2
koo - 6303 - 81 57:59
50000 63,8 o 6106 58.1X
00 - 6hL.38 - 6L.8Y : 58.82

_cmg:xéog OF THE ROYALTIES BID ON
T IRY GAS AND NATURAL GASOLINE

, Ths royalty offered oh dry gas and mtm:al ga.so’iine WAS
ths same on all three bids, i.es, 15¢ of the market value -of all
dey gas produced and 15% of the market value of all tha natural
gasoline and other products axtracted.and saved from the gés pro-
duced.. This is equal t9 the minimum royalty on dry gas and natural
gagoline gpecified in the agresmsnts,
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ANALYSIS OF BIDS FRGM STANDPOINT -OF FROTECTION
i Om STATE LANDS AGAINST DRATH mam‘i"@"""‘
- W AND GAS

: At the present time the area for which blds were called is.
subject to drainage of 0il and gas from 1l Standard Oil Cowpany of
California wells located dlong the shore iine from the foot of 23rd
Street westward fo a point near the western city limits of Huntington
'Beach. These wells in order of locition from east to lest ars known
a% Standard Of1 Co, Pacific Electric wells Nes, 18, 7, 17, 16; 19, 20,
21, 22, 26, 23, 2k, 25, and 2; and Standard 031 Co. Bolsa No. 31 (at
the -extrems weatern end of the arsa). It is probable that some of the
Standard Of1 Go. wells: along the nérth edge of Ocean Avenue in the
s6-called "Barley Patch" area also have contributed to ’che drainage of
.'oilandgasfronmsmtem S

Inv addiﬁon o the dmct drainags diue to ‘bhe Stamhrd Oil
;Conpany wslils alcng the. shore enumerated above, there is :another sgurce
of Toas to the State which, indirectly, has the same sffect as drainage,
. due to ten State tideland wells bottamed beneath the -6cean in the ex=
- ‘trome ‘sastérn portion; of the area under considaration, which ‘are paying :
: considerably smaller royalties to the State than waild be. paid by the:
_présent bidders on the- oil and gas ;m'oﬁuction which they’may secure.
- Nipe of these msting State royalty wells. at the east end of the area

~ are bottomed in Parcel A and one is. bottomed in Parcel B, ‘These. tar.

wells are drawing oil ‘and ZAS Prom the wndrilled portions of ’Parcels A

- and B .and lowering the rsservoir Préssire. While it is-true that the
‘State reécaives: royalty ‘onall oil and ga produced from: thase ten: uells,

the Toyalty rates are much legs than-thosé offered by the Pressnt bid- .

. ders. Thus the zranting of éasaments with hlgher royalty yates to.
. present. ba.dders quiring the dril’ling of additionsl wells on Parcels

4 and B will result in :tnc:ceasing the State's raveme i’rom the oiY and
gas in this portmn of ffhe posl, - v |

, — Referring, aga:m to ths wells of the Standard G:x.l Gmpany of
‘Galifornia located along the shors: -on the uplzmds and: knmm a&the -
Pacific Electric wells, 5 of thése Wells are opposite Parcel A; 5 are
opposite Parcel: B, and 3 are oppesite Parcel C, There are no upland
wells oppogite Parcel D, The Standard 0il Company Bolsa #31 well is
the only well opposite Parcel E. The oil and gas drainage being suf=
~ fered by the State which ds due to +he 13 Sta.ndard 0i%. Co, Pacific -
Electric wells: opp&aite Parcals 4; B, and C W1l be stopped undsr the
{arms of sach 6f the bids raceived since the agresments all require
the immedigte dr.illmg of offset wallsib prevent. #uch drainage. But
-any drainage which may be dus to Standard 0il Co, Bolsa #31; opposite
Parcal E would contimue under the bids of the United States Refining
’ fcmpany, Ltd. and the West Central 011 Go., Ltd:; since theas bids
cover only Parcels 4, B, and C. The Southwsest Exploration Cempany
vhich bid on the entire area would be required to drill} an .
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offset well againgt Standard's Bolsa #31 wéll in addition to 10 offset
wells against Standard Pacn.fa.c Electric wells. No offsets are required
under the agreement. for Standard's Pacific Electric wells Nos, 18 and 7
since these are already offset by ths sxisting State royalty wells pro-
ducing from Parcel A above referred to at the extrems east end of the
area. . .

It the Standard;‘0il Company should in the future drill addit:.on-—
al productive upland wells along the Pacifie Electric right=of-way .or
along Ocean Avenue oppoai*ba Parcels D and B, the bzd of the Southwest
Exploration: Ccam prévides for thebnediate: Onsetr,mg ‘of such wells,
but if the bBid of the United: States Ref:xmng Co,; Ltd.; or the Wast
Central 0il 00., Itd. is accepted, covering only Parcels 4; B, and C; no
-drainage protection would be gecured again.at, future upland wells opposita
. Parcels D and E. o

, "'he oil-and: gas: posslbintias of dhe west and. of “the: area under
consideraﬁon, embraced within Parcels D and- E, are. at. present ‘of ‘doubt=
ful value since this part of the area may be- beycnd thie- cmerc:.ally ro-
ductive limits of -the geological structire,  No:bids wers tenderéd on
these two parcels separately, and it is ‘doubtful whether the State could
. get a bid. on sither of these two: pai*cels until further developnnnt dei-
onst,rates their prospective worth, The. Southwest Eh'plora‘bim Gmpany .
bid: pron.des £ or the dri‘lhng .of an offset: xell ‘on-Parcel B which would
presmnably de‘bemina the. 611 potentialitiea of this pert. of the area.

. Tha bids o*‘ ths other two bidders would not accomphsh thls. LT

L It WAy bo argued that if ‘bhe bid :LS auardacl to the: Southwest

Exploratzon Gospany, the company may glect to "quitélaiu & portion of ’che
area in Parcel E and thus avoid drilling & well there to offset Standard -
. Oil Gmpany's Bolsa #31 1:311. Since thera ave at present no offset ré-

.....

ofi‘ae‘t araa in Parcel E, :bho Southwest Exp‘loration Cmpany could thna
‘ - h61d ‘the balance of Parcel Band.all of Farcel D without driiling upon

~ these parts ‘of the arem. . It should be c‘.’r.eaﬂy uRderstood that in such
‘an -event; there would be no dramge 1oss t6 the - Stats gince there are

. mo upland wells ogposrbe Parcel D apd the Standard's Bolsa #31 well

- .opposite: Parcel B is produc:.ng only & few barrels per day: and has never
produced oil dn pro“fita‘blo quantitiesy ‘The agreement provides. that 1f
a commsrcially jrofitable well should at any time be :drilled on the ad-
Jacent \aplands opposite Parcels D and E, the pemlttee must :.mmad.mtaly.
. Ar¥YL an: offset: to such well or- quitclam the offseta tract, If the
permities should elsct to quitclaim in 1ieu of drn.llmg, then the

- quitc:]aimed -area wcsuld be availabls to other bidders,

-° PFurthermors, the bid agreement ;rovides that "The State shall
have the right to restrict by.appropriats tules and regulabions

‘the :spacing of wells and the rate of drilling and pr,oductmn

-of aueh mlls 1o pwevent the waste of




oil and gas and promote the meximum economic recovery of 0il and gas ,
from, and the conservation of reservoir energy in each zone or separate
underground source of supply of oil or gas coversd in wholé or in part
by this agreement, and further that the State nay issue rules and regu-~
lations which may be amended from time to time GO eifectuate tne puxrpose
of this subsection —=,U 1t 1s my opinion Uhzi under these provisions
the State. W3y, if necessary or desirable, require the permittse to drill
an exploratory well on Parcel D-or E if the permittee should neglect to
do-so, It is, therefors, not true that under the sasement the permittee
could "tie up" the westnrn portn_on of the area without drllhng an;y walls

+hoarann
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It maybe i‘urther argued that it woild be to the State's ad-
vantéage to grant permit.s only upon Farcels A, B and. C at the present
time and offer Parcels D and E for bida at some future time in the hope
that such: future bids, if any, would offer hi:gher royalty rates than
. thoge. covztai.“ad in the b:.d of" the Sout‘mest Expleratlen Ccmya?'y. In nmy-
opinfon any royalty offers to the State .on Parcels: D'or E; together or
separataly, would be 1ess. than the royalty rates offered in tha present
bid of the Southuest Elgploraumon ‘Company; because as ‘previously stated
the geo}.oglcal conditions and the results .obtained in Standard's ‘Bolsa
well #31% indicate that the agsa ig of doubtful value for 011 and gas
: ‘productlon. If the State should hold Parcels D and-£ intact and not
-offer ’ohem fcr bz.ddmg unt:.‘.[ fu‘bm'e developnents may demonstrate thair
these parcels m.ll be h:xghly productave N 1’0 13 my opn.nion that the S‘cato
conld not expsct to receive royalty bids on Parcsls: D and E matenally :
better thai thoge now of fered by the Southwest Explorativn ‘Company:s I
the ‘State. should follow the coursy of daferrn.ng the offer * ‘ng of Parcels
Dand E to o:z.dﬁers until fyature divelopients demonstrate 61 eir 0il pos=.
sibilitiss 5y it mignt pagtly-Lolloir that .such- developments, iT unfavorabls;.
woild preven‘b the S’c»a.te from ever"' get .mg these. two ‘parcels testad fo" '
oils . 4 . . i

’ A comparison of the num‘ber Of acres per well ,reguirie.d’vtgb,e‘ _
drilled under the terms < oty & NWd o°.- bid of the Southwest Exploration
~Company with the nwiber of acres per well which would be required under
the ‘terms of the so-cal]sd Olson -and: O'Donm'il Bi11§- is as i‘ol’lows'

Bid of Soutlmest Exploration . . . « ¢ 10 acres per wall
Olson Blll 5 & » s e o e 3 a . o & © @ 12 acras n R
O t Doml&ll Bl]—l e s & @ * e & & O * e 2 l‘ - ‘"‘ “

From this conparison it is apparent that the present bids are
more favorable to the State as to the number- of wells reguired than would
be the case under the proposed 0lson and O!Donnell oil leaging bills.




RECOMMENDAT ION-

It is my opini.on that the bid of the Southwest Exploraticn
Gompany offers the. most profitable and advantageous terms to the State
-for the follomng ‘reasonse

]:7.‘ The bid offers the highest royalty on oil for
wells -of all capacitims. above that at which the
mnimum royalty of 12% per cent appl.'.es.

The bld offers the same royalty for dry gas and
-patural gasoline as -offered by ths other two
bi. dders.

The bid offers the best mearns. of mmed:c.ately .
protec'bmg all Ert of ’me tldeland area against
dt‘almgeo .

‘The bid is the only one of ‘bhe three received
which: fulf:.} 1lg the requirsment. set forth; .8y,
that documennary evidence mist be :shown 'bhat the
biddér has securedall necessary rz.ghts-nf-way
 and easenerits through *Bhe uplands rrm alit 'upland
‘omers. P . ‘

7 o . (SImED) B, K. sopm &
September 3, };938‘,. I Censult:mg (’eologlst and Engmser

- M. Riie’:ii‘:‘:- I mé‘"' "-’a t resolution be. put .as follows'

REOITAL -

to enter ;int.o agreemenb or agreements for the extracuon ‘of o:c.l, gas
and other hyﬁrocarbons, from certain tidslands and submewged lands of
the State situate in Orange Caunty, Ca]iform.a, published in accordance
with Zlaw, bids were Zaceived from United States Refining Company, Ltd.,
a corporation, West Cantral 0il Company, Ltd. s @ corporation, and .South-
wast Explora’clon Company, a corporatlon, which bids were opened at a
meeting of the State lands Commission hsld Septenber 19 ’ 1938, in Room
301, State Bulldlng, Los Angslss, California.

: It appears that the bids of the Um.ted States Refining Gompany,
Ttd.; & corpowat:.on, ‘and West Csntral 031 Company, Ltd., a corporation,
do not qualify in accordance with Section 89 of the "State Lands Act of
1938" and the said notice of the Commission, on account of 1nabllity to
furnish all necessary sites and rights of way, and; timre!ore, should be
‘rBJ"Gtﬁdc }
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It further appears that the Southwest Explora’w.on Company,. .
a corporation, has the quallf:s.cations set forth in the "State Lands.
Act of 1938," and has met all the requirements of the State lands
Act of 1938" arnd said notice of this COxmnlssion, and that the South- -
 west Exploration Company, a corporation, is the highest qualified bid- ¥ ..
der, and the bid thersof has received the approval of the Attorney :
General as to form..

LA
<

NOW THEREFORE BE T RESOIVED That the bids of the United
States Refining Company, Ltd., a corporation, and West Cembral Oil
" Compahy, & cofporation, be and each of them is lnreby rejected- and’

BE IT FURTHER RESOLVED That the bid of the Southwest Exploxy'~
ation Company, a corporation, be accepted as submitted,

Tha roll was callsd and The reso].ution s adopted by the follonng votes

Ayes - Gsorgs Je Hatfleld
Harry Be Riley
. Arlin E, Stockburger

Noes ~ ‘Nons
‘l&. Rlley. I move that resolution be. put as: i‘ollowa.

BE IT "-ESCLVED ‘That the Attormy for the Dlvxs:.on of Stata
. I.ands be, and: he is,. hareby, aﬁtborized, empemerad and- directed, to- ‘
extcuté upon behalf or the State Lands Commission that certain Agreement;
foi Basement No. 392, Huntington Beach, consbituting the. bid of the-
— Southuost Exploratlon Gmpany,x a ccrporatlon, and :

R BE TT FURTHER, RESOLVED Thes the Attorney bey and he 18, hereby, R
: 'au"!-horléad, smpomred ard difsamag to 40 dny and &l1 things pacessary to .~
effectiate the intents and purpodss of this mso}n’oion and the: "ﬁ-a.te

Linds Act. Of 1938” insofa.r as apphcable theraté. : o %
“The. Yoll wag cal’led and the rsswm‘:ion ms adop“céd b.y hg following yc.te, S mg
Ayes - Gaorge J.o Hatfield - : - e

Hﬁ"'ry B Rlle'if . . . ’ R . '

Arlin E» u.;%s}:uw.m&“ . = S E

Nosg - Hone o : - -

Mr, Hatfield: I move tha resolu’cioﬁ be put as follows: -

‘ . BE IT REROLVED That Standard 0il Company of - California, a .cor= e
poration, the Huntingbon Beach ' Gmpany, & corporat).en, Fagific Elactric T~
Iand Company, & corporation, Pagific Electric Railway ‘Company, a COTPar= : -
ation, be required to snter intc an agresment with the State of California -
to grant nominses of the State Tands Conmission perm:z.t.s to drill; maintain
and operate wells $hrough and across lands of the pemtter, descr,ibed as
follows 3 tmﬂ it

© . D ﬁfSﬁ‘r




‘\

In the City of Huntington Beach, California, extending
from the oceanward projection of the easterly side of
10th Street to the oceamward projection of the wasterly
side of 23rd Street betwssn the nortierly side of Ocean
Avenue and the ordinary high water mark of the Pacific
Ocean, which said well and the course of said well must
be east of the westeriy line of the projection of said
23rd Street,

BE IT FURTHER RESOLVED: That the Attorney of -the Division of

State Tands be instructed and dirscted not to execute or deliver Agree-

ment for Eassment No, 392, Funtington Beach; with Sa tiwest Exploration
Company, & ¢arporation, until said .Southwest Exploration Company; a cor-

poration, has delivered or caused to be delivered to State Iands Commis~
sion an agresment with Standard 0il Company, a .corporation,. Huntington

. Beach Company, a carnoratim Pacific Elsctric Company, -a -corporationy.
‘Pacific Electric Iand Company, a corporation, Pacific Electric Railway

Company,: & corporation, and State Lands Commission, substantially in
words and fa.gures heretofore read,

‘The. Toll was called and the resolutlon was adonted by the following

votes

Ayes (’eorge J Hatfz.eld
Harry B, Riley

Arlin E, St.ockburger
Noeg. - Nene

Upon mokior of Mre. R:Lley, *econded by ¥r. Hatfield, and
umnmously -carried, sal*ary' of A By Ira]and, Supems:.ng Land Title

7 Abstractor, was. advanced $10 effect:.ve July 1, 1938

Upon wmotion of ¥re R:Lley, seconded by Y¥r. Hatfield, and
unanimaisly carried, the Exscutive Officer was authorized and directed
o institute-a procesding for appointment of an administrator in the

‘natter of ‘the estats of . Frederick To Zitt; deceaged, trustor under deed

= .;4. ’n."l‘ln-t Q-i-ﬁ«!-a l.nhﬂ QA++1-mn+
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Thers being no further .business— to ¢ome before the Commission

the mesting wsa adjourned.
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