
s3. (1957 SESSION LEGISLATION - W. 0. 2115.8.) 

Alter the attached Calendar It No. 17 was presented to the Commission by 
the staff, Mr. Kirkwood asked. whether, if the proposed amendments were 
presently law, the staff's recommendations on the 54,000 acres of tide and 
submerged lands recently considered for oil and gas leases would have been 
different, and the staff indicated that it did not think so, although the 
Executive Officer thought perhaps a sliding scale royalty starting at 12i 
percent and going up to 50 percent might have been recemmene..ed. It was 
pointed oat that the proposed aMendments are designed to give the State 
extra income, within reason, in the event particularly good wells are dis-
covered in Wildcat areas. 

Mr. Kirkwood wanted to know if "confidential information" on exploration 
work that is being done would still be available to the Commission if the 
amendments recommended were to 'became law, whereupon Mr. Kortig, the 
Mineral Resources Engineer, explained that new conditions would have to 
be specified in any permits issued for this type of work, to cover this 
point. 

Appearances were made by the following, who presented arguments against 
the proposed amendments: 

Mr. Harry Morrison, representing the Western Oil and Gas Association, 
Who stated that his Public Lands Committee bad studied Calendar 
Item No, 17 at great length and recommended opposition thereto. 

Mr. Robert Patton, Chairman of the Public Lands Ccamittee of the 
Western Oil and Gas Association. (See Exhibit °A" attached.) 

Mt. Paul A. Lover, of The Superior al Cagpeny. (See Exhibit "B" 
attached.) 

Following the formal presentations, there was general discussion of the 
issues involved, during which Mr. Watson, the Assistant Executive Officer, 
explained that the purpose of the proposed anendment to Section 6873.2 
was to clear up the ambiguity therein as to the determination to lease 
State lands. At present the time limit in Section 6873.2 is too short 
for the Commission to give adequate time to the Bete urination to lease. 

Deputy Attorney General lay Shaveleon stated that it was difficult to 
determine the legislative intent at the tiee the section was adopted, but 
indicated that it appeared that any city or county-which entered a protest 
should keovvhat diiposition we' being. made of ite contentions within a 
specified time, which point was not covered by the proposed revision. He 
thought that although it might be better to have a longer time limit, this 
should be done rather than not having any time Unit at all. 

The Executive Officer pointed out that once a hearing is held, suggestions 
are received from the county or counties involved, after which the matter 
is referred to the Commission's planning consultants, all of which takes 
considerable time, and thereafter it is necessary for the staff to prepare 
its re:cameudations to the Commiseion, where again a timing problem was 
involved, bet stated that he would not object to a 60-day time limit. 
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Mr. Kirkwood pointed out that having no time limit at all would 'leave the 
door wide open". 

Mr. Shavelson suggested. that perhaps, instead of determining whether or not 
to lease within the 33-day period, the determination should relate only to 
the effect the lease would have on shoreline development or to any possible 
adverse effects on the State's interests. 

   

Mr. Patton stated that he felt that Section 6873.2 had. a serious- purpose as  
it stands, and he did not believe the CCW4.68i011 should be allowed to have 
latitude in saying whether or not it would issue a lease once a hearing had 
been held, unless of cen.ree the Commission should find that there would be 
an impairment of the state's interest*. 

Mr. 'Kirkwood stated that he understood the Co mission had,, been operating on. 
the basis that leasing was pentiasive at say stage, and asked Mr. Patten if, 
under the thinking he had just expressed, he felt that the Ccismission.would 
be compelled to :put .out for lease the alternate or checkerboard areas on 
which Itiling vs* held. up at recent inciting*. Mr. Patton pointed :out that 
the .Coomission away* has the right to reject bids under Section -6836 of the 
htblic .Resources Code. Mr. Watson stated that ME. Pattonts position did not 
tie in with what the staff or the Attorney General had de tersrined to be the 
intent of the act, and indicated that the staff San presenting the proposed 
legislation Was merely trying to get some help on the time problem, not to 
interfere with the interests of the oil and gas operators, end that sugges-
tidos from thene interests would be welcomed. 

.Mr. Patton informed the Commission. that time had not permitted him-  to con-
sult with the members of his coMmittee before -making his remarks at this 
meeting, whereupon Mr. Watson mentioned, that perhaps *ny arguments advanced. 
at this -time Wert not particularly aprOpo8, the proper place to pr fent them 
being to the pertinent legislative cOnnittee after a bill had been written 
up and was being heard. by the committee. 
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Mr. Kirkwood then ez.Iggested a 90-day 'limit, instead of 30 days, and, asktet 
that the Attorney General's office prepare, in clear language, an opinion 
on the way the Ccatission should. operate. 

  

At thin point it was made clear by the staff that it vas only the intent to 
obtain authorization to present proposed legislation, ana that a Commission 
endorsement was not being requested. 

Mr. Kirkwood advanced the thought that the Comodssion shoad find. means by 
which wildcat lands under its jurisdiction can be put out for oil and. gas 
lease without forever foregoing the possibility of receiving sore than a 
1,2* percent royalty, so that in the event of a major find it would be possi-
ble to realize a. higher royalty. he said that he recognized that there would 
be hazards in working on such a basis, but that he did. not believe these 
would be. restrictive on the oil industry; that he would like to see the staff 
of the Commission sit down with the people in the oil industry and "spell out" 
something along these lines that would give greater fleibtlity to the oil 
royalty rate. 
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Assemblyman Allen Miller, Chairman of the Subcommit4ee of the Assembly Com-
mittee on Conservation, Planning and Public Works, reported that the members 
of his committee have reached a common viewpoint as to what should be done 
in connection with the Cunningham-Shell Tidelands Act, and would like to 
work with the staff of the Commission on the probe thtt la t. 	did 
not think they were in comulete wort 	j item, at the present time, 

'40 

	 but thought there vas a lot of community Qr. 	un the  probleme. 

Th "hairman brought up the , itteatiOn of whether tbo. St 	-tras az.lizirig to be 
euti.4-414ed to have a bill or Mlle introduced vithowt 	areas language 
to be 'wed in OA;i being indicated, and 	Puitrers lx,-‘diciated. that lie did 
not thirik 	D;.:.x.--edure being .followed was correct or satisfactory. It was 
explained. by the staff that it was merely asking to- be authorited, to have a 
bill or bills introduced that-irt4d emend the sections of the Publie Resources 
Code indicated, looking towards accomplishment of the objectives as reported 
to the Codmission. 

Mr. Xiaturood again cemented on the 	_percent royalty in, wildcat areas, 
saying that if it should develop that four million barrels were found in the 
tidelands, as has been ,predicted, the members of the State Lands COsmission 
would be subject to criticiam for not, having obtained a higher royalty for 
the State. 

Mr. Patton stated that -the incentive principle is involved, Vettioned the 
estimate of four million barrels, and emphatized that an incentive in the 
fort of the lover royalty of 	percent is necernary to encourage ,operatbra 
to take the gamble on wildcat lands. 

Mr. Linwood: pointed out that the State is at a disadvantage because it can-
not negotiate leases. 

Mr. Watson suggested that the -oil industry should look et the, sections' in-
volving minerale other then oil and, gas (Sec. 6890 et .g-eti44  1+•'..-N„C1.4 fr  
proVide that Vroispectors can have any amount- of an area to piTotlpect ,on- they 
want, but that if a discovery of minerals other than oil or gas is made, the 
prospector is entitle to a preferential lease on wiz! i60 acres, as the 
balance of the area has to go to public bid. 

The Executive Officer recommended that the Commission authorize the staff, 
on its behalf, to consult with the Legislature concerning Vail amendment of 
Sections 6927, 6834 and 6873-.2 of the Public Resources Code, 

Assemb3.vman Miller pointed. out that after introduction of the proposed bills, 
they would. be  referred to his Committer-, and. everyone who was interested would 
have an opportunity to present his viewpoints before the Committee. 

The Chairman reviewed the legislative procedure briefly, stating that the 
month of January is the period for introducing bills, and. that normally no 
action is taken during that time. The Legislature then recesses for 30 days, 
after which it reconvenes in March and. it normally in session for a period 
of three months, &ring which period there are -many opportunities for pre-
senting arguments for or against the hills being cokuidered.* 
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UPON MOS'ION DULY MADE AND UNANIMDUSLY CARRIED, THE FOLLOWING RESOLUTION WAS 
ADOPTED: 

THE COMMISSION AUTHORIZED THE STAFF, ON ITS BEHALF, TO CONSULT WITH THE 
LEGISLATURE CONCERNING THE AMEMMENT OF FICTIONS 6827, 6834 AND 6873.2 OF 
TIN PUBLIC RMOURCES CODE. 

Attach/Ideas 
(To 

Ceieta....r 	 flee) 

• 

O 
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STATEMENT OF ROBERT T. PATTON, CHAIRMAN, PUBLIC LANDS COMMITTEE, 
WESTERN OIL AND GAS ASSOCIATION, BEFORE THE CALIFORNIA STATE LANDS 
COMMISSION, SACRAMENTO, CALIFO L4.A, DECEMBER 5, 1956. 

Chairman Peirce and Members) of the State Lands Commission: 

I em appearing On behalf of the Western Oil and Gas Association 

s Chairman- of its Public Lauds Committee, to ,eictress the Associatic-n s 

objections to the amendments proposed by the staff of -the ‘Stsite Lands Con.4-. 

mission to Sections 6827, 6834 and, 6873,2 -of the -California Public RepOurces 

-Code. These sections constitute a part of the BO-called ,Cunningham-Sbeli 

Tidelands Act of 1955, adopted to .promote the development of  California's 

Offshore .Oil resources. 

The proposed amendments of Sections 6827 .and 6834 would provide 

for increasing the present royalty rates for leases on "w .ducat" lands--

lands not within a structure -already known- to be productive,-and -the pro-

posed 4mendment of Section -6873.2 would rotative pay,- duty on the part of 

the Commission to put slut:Alerted lauds up for ii-"se even though,: east 

hearing, .thy taliniekelort finds that issuance hry tirs, tease would re..:?Atit 

in no impairti,•ent of or interference with adjaCent develOrd shoreline 

recreational or residential areas. 

Sections  6827 and 6834  

The proposed amendment of Section 6834 may be disposed of by 

stating that it would merely delete certain language from this-section 

in .order to implement the proposed increase in 'wildcat lease royalty 

rates. We feel that Section 6834 should remain unchanged for the reasons 

which will be discussed in connection with Section 6821. 
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This section of the Public Resources Code prescribes the royalty 

rates at which the State's tide and submerged lands (and certain uplands) 

are to be leased. The royalty rates depend upon whether or not the lands 

are within the known geologic structure of a producing oil or gas field at 

the date of the issuance of the invitation fOr bids, as determined by the 

Commission. If the lands are not within such & known structure, the royalty 

rate is to be a flat 12-1/22. If ..hey are Within such a known structure, 

the Commission may either fix a flit royalty rate of tot less than 16-2/3% 

or may prescribes sliding scale royalty based upon the average daily pro-

duction of oil per well, commencing at not less than 16-2/32 .mud going up 

to whatever maxims* royalty rate the Commission chooses to fir, there 

being no maximem rate specified in the statute. 

In addition to lease royalties, leases are put up for campeti-

tive bidding on the basis of a cash bonus-, the lease, if awarded, being 

awarded to the- operator bidding the highest cash bonus. 

The amendment* proposed by the Comeisaion's staff would eliminate 

the 12-1/22.royalty rate now provided for in the statute as to lands which 

are not within a known s`ructure, and would place all lands, regardless of 

their structural lOtetion with r*forence to a producing field, on the same 

royalty basis, i.e., either a flat royalty fixed by the Commission at not 

less than 12-1/2% or &sliding scale royalty comeanciug at not less than 

12-1/22, and going up to whatever nazi: Ull royalty rate the Camaission 

chooses to fix, with no maximum rate specified. 

The elimination of the flat 12-1/22 royalty on lands not within 

the known geologic structure of a producing fields  i.e., "wildcat" lands, 
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110 	would strike down the very incentive which the California legislature wisely 

put into the Act in order to encourage operators to venture their capital in 

exploratory drilling on unevaluated lands in the effort to iind oil where it 

has not yet been found or reasonably presumed to exist. This is the objec-

tive of all exploratory or "wildcat" drilling. It is pure "risk" drilling, 

with the operator, 4I4 usual, not only assuming all the costs, but in addition, 

venturing his money on the outright gamble of discovering oil. Where the 

lands are already within the known geologic :structure of a producing field,,  

the operator's chances of find oil are theoretically better and the drilling 

expense he can expect to be put to before finding it is theoretically leaped, 

on the presumption that he is drilling on a structure some other part or parts 

of which have already been demonstrated to be productive. All too freqeently 

410 	
the actual results of drilling do not bear out the theory, but the present 

statute applies the higher royalty rate because of the presumptively lessened 

risk and expense of finding the oil. By precisely the same token, the 

statute applies the lower flat royalty rate where the operator is drilling 

on unevaluated or "wildcat" lands which are mot within a known productive 

structure in recognition of the increased risk and expense in finding a new 

oil-bearing structure and as an incentive to him to assume the added risk and 

expense. 

This incentive of a lower royalty rate to encourage exploratory 

or wildcat drilling was no novelty when it was adopted by the California 

legislature in 1955. It was not an untried experiment. The Congrese of 

the United States adopted this incentive principle in the Federal Leasing 

Act, which became law in 1920, and it has proved a real and substantial 
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factor in promoting the oil and gas development of Federal public lands. The 

California legislature adopted the same incentive principle in the Cunningham-

Shell Tidelands Act of. 1955 to permit and encourage exploratory drilling on 

the State's tide and submerged lands after the six-year fight that had been 

waged to restore these lands to the State. To now temOve this incentive would 

strike-at the very purpose ,of the Act and can, only operate to retard explora 

tory drilling on California's tide and submerged lands. Moreover, this is 

proposed to-be done even before the incentive principle has been tried out 

and-adequate experience gained as to- how it will operate, either with regard' 

-to stimulating offshore drilling activity or withregardto its effect upon 

the State* revenue from ,offshore operations. 

The only reason offered for two-removing this incentive to explOre- 

410 	
tory offshore -drilling is that the COmatetionhas had "difficulties. . 

regard to the clAssification of lands as being Within a known geologic 

structure of A produding oil or ,gas field vs. being in wildcat: areas." This 

Ovation disregard* two obvious -considerationss 

First, no reason appears and none has been given as to why and 

how the encountering of difficulties in the structural classification:of 

the lands for royalty fixing purposes makes it necessary or desirable to 

provide for fixing higher royalty rates on wildcat lands-and thereiby remove 

the present incentive to exploratory or wildcat drilling. 

Second, that the structural das$ification of the unleased lands 

and the determination of known productive structures will be best accelerated 

and accomplished with the information obtained from the drilling of exploratory 

weals. It cannot be accomplished in, a Vacuum. • 

• 
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Just a few - stinutes ago in this hearing, in response to a ques-

tion.directed to the Staff by one of the Commissioners, asking how the 

Staff would apply the proposed minimum fired-or sliding ecte_e royalty in 

the -case of wildcat lands, it was brought out that this, would depend upon 

the Sttff's own appraisal of the prospect, and in the case of what might 

look like s really "hot" play a eliding scale royalty vithsteeply. Mounting 

rates would be used. This clearly demonstrate* that there-would still 

have to be an evaluation or classification of wildcat prospects fot the 

purpose of determ4WW4lotat royalty to apply to the and that the preposed 

ameneatet old merely remove-the,  safeguard of the, established yardstick 

now provided in the law and leave,  the matter to the Stairs opinion, 

boieVer -cOnecientiously-arrivoi at. itUrthermors, the optimistic applica-

tion of a high royalty&  andpartiCulat.y a steep sliding scale royalty, 

to s_purely wildcat prospect in advance of any doennstrated prodectiVity 

coMpletely ignores the mount of high, cost exploratory drillinglOhich 

that .operator may have to, carry on before he rem**, if aver, the rich 

production which high royalty; and again particularly a steep sliding 

scale royalty, necessarily contemplates. 

The actual productivity or non-productivity of a geologic_ 

structure can still be 4eterilinectooly by the drilling ,of expltratOry 

vells to get thot answer. We respectfully submit that the State 1.ande 

CoMmission and, the Staff should give full weight to this fact in 

adminiatering the law and cOnsidering the proposed royalty emendmente. 

It will be remembered that it was for the very purpose of opening our 

tide and submerged lands to exploratory drilling, in addition to enlarging 



the possibilities, of ()Usher:, drilling generally, that the Cunningham-

Cell Tidelands Act expressly removed from the law the former restriction 

againet exploratory-  drilling, i.e., the provision that off sbcrre leases 

could only be issued where the lands were being drained sight be drained 

by wells on adjoining lands. To cover ptir.‘4 exploratory drilling, the 

legislature adapted the 'classification "lend* not 'within the hnown 

geologic structure. .of a producing 	or gas .field." Then, in order 

to encourage exploratory drilling end the discovery of nee oil-bearing 

.offehort_struetures, the legislature provided the ingetn. ft** Of a flat 

12-1/21 royalty rate on these lauds in recognition, of the additional 

risk and the expense involved. 

It is -difficult to. believe that after doing .41 this to- per .t. 

and„encontaSs the exploration of the State" tide end submersed lends 

which ate not determined to be within the knoWn- Seel is struetute of 

producieg oil or gas field, the legiilature intended :this classification 

of Offshore lands to be cOnstreed go as to tie the 	esine. handl: 

and retard Offshore exploration. The Only purpOle of the 12-1/21 flat 

royalty rate for hoses on lends not within the 'Iniami geologic structure 

Of a ,prodsCing field Was tip encourage explerntory drilling and find new 

oil. We see no justification and,  none- has been offered for regovirig this 

incentive. :On the , centrary, we ceusider it essential to- retain it 	the 

interest ,of going forward with the exploration of our tide and submerged 

lands. Cady R this protxeoses will new productive structures be dis-

covered and dsWeloped to add to the 'State's offshore oil resources. 

Moreover, the States revenue interests are fully safeguarded by the 
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• 	present royalty provisions-of the law, under which the higher royalties can 
be applied to the unleased lands which exploratory drilling demonstrates to 

be within the productive structure. 

We urge that no change be made in Sections 6827 and 6834 .of the 

Public Resources Code. Our position also goes to the other Changes, which 

the- proposed amendment would siske in Section 6827, luch as increasing the 

royalty on gas, gssoline and other products, Uniting the royalty free use 

of injected gas to gas injected into the leased land proper, And Uniting. the 

allowance,  for oil treatment and dehydration to S¢ per barrel. 

There are several other considerations which atom for the reten-

tion of the present 12-l/2% flat royalty rate oasildcat lends: 

Offshore drilling is much more costly than upland drilling 

and requires a Sikh greater outlay of risk capital, not only becausee -of the 

additionil problems inherent in drilling into the Ocean bed from offshore 

structures,, but by-reason of the impense cost of these structures, of 

inging then into ,place and of the inetallatione and, facilities they requite. 

The Arveragalcott Of an offshore- veilis several tines the cost of most 

upland hells. The cost of an initial well drilled fro* an offthore 

structure frequently exceeds $1,000,000. The operator, however, gets.  o 

greater return from the oil, or the-gasoline and other products refined 

from, it. To date, the outlay by operators who have drilled under State 

and Federal Government leases-off the Gulf Coast far exceeds the value of 

the oil they have recovered. They are etill "in the red". :t does not 

seem likely that California operatore can expect to fere better in the 

corresponding stages of offshore operations here. 

(2) Offshore drilling in California can be expected to be even 



A.7$ 

- 8 - 

O 	more costly than in the Gulf Coast, since drilling structures and installa- 

tions must be designed for deeper and frequently more turbulent watet4. 

(3) The amount the operator is willing to bid as a cash bonus for 

an offshore lease is directly And inevitably affected by the royalty he mutt

pay -on production under the lease. The higher the royalty burden, the later 

the- cash bonus bid, Royalty is prospective only, end, dependent upon actual 

4441covery and production. A high royalty rate can deprive the 'State -t! 

additional cash, bonus retro:flue in had, while giving it no certainty of 

actnotbrObti*Ding the royalty. specified. 

(4) A sliding scale royalty is .an even greater- deterrent to high 

bonus bidding, partidularly on "wildcat" lands., since the royalty costs of 

the lease as against the operator's outlay cannot be determined until tau 

lease has been substantially trilled up. The operator has to be Obit to 

estimate what his royalty =coats out e i production are- going to .0e in Order 

to &Martine with any degree of safety the mazisasa- cash bonus field= afford 

to bid. Where this deteteinetiOn cannot be made in advance bidaUso the 

royalty rate will-vary with the rate of future production in each well, 

the .operator is bound to "hedge" on his cash bongs bid to ptotedt himself-

against the uncertain royalty costs of the lease. Thee, deterrents are. 

pretest in any sliding scale royalty.. In addition, if the royalty is 

steeply graduated, the operator Must also fade the fact. that It can result 

in pre-Venting pry out 06 the 'prOolerty if be incurs high and prolonged 

predisdovery drilling costs. 

The Gulf Coast states and the Federal Government 'hive avoided 

these deterrents to substantial bonus bidding' by luting* realistic flat 

royalty rate throughout in offshore leases. 
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We cannot urge too strongly against the fallacy of extendtpg the 

sliding scale royalty rate to leases on California's offshore "wildcat" 

lands. It i.: our view that the State would obtain greater bonus revenue, 

and in the long run, as unleased lands are evaluated from information 

gained by exploratory drilling, no,  less royalty revenue, by retaining the 

present flat royalty rate under these leases. 

The view has been expressed that if an operator should have the 

good fortune to make a very valuable discovery under a.wildcat lease, the 

State should for that reason get more than the present 12-1= flat royalty. 

Wildcat lease reoyalties cannot be realistically evaluated from the viewpoint 

of hindsight over something, that might happen but very rarely does. Wildcat 

leases are not issued or taken, and substantial bonuses paid for them, in 

the hope that the operator will not find new and valuable production, but 

in the very hope that he will. There is always the rare chance, and the 

incentive, that the operator may be rewarded for his gamble by discovering 

valuable production. 'Let us, indeed, hope so. Nothing could furnish 

greater impetus to California's offshore drilling and development, and the 

immediate and cumule.tive revenue rewards to the State would 'not be slow in 

materializing. On the other hand, offshore wildcat drilling can easily be 

priced tight out of its already high drilling ^Arab,  mark-t by loading it 

with -high royalty rates and correspondingly diminished rqwardt. 

Section 6873.2 

As stated above, the proposed amendment to this section would 

remove-any duty on the part of the COmmispioh td put tide and submerged 

lands up for lease even though, after 'hearing, the Zolmission find' that 

• 
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issuance of the lease would not impair or interfere with adjacent developed 

shoreline recreational or residential areas. 

Intourvpinion, this amendment would be wholly inconsistent with 

the purpose and.  the procedure pattern set up in the Act, i.e.,, that when the 

hearing provided for in this section develops no reason against the issuance 

of the lease,' the, Commissien a4ISu11d then proceed" with the publication of its 

notice and invitation for bids, as provided in Section 6834. The hearing 

provided for in Section 6873:2 would be to no purpose and a waste of the 

time and money of 41 nertlea involved, including the State, if, even though 

the results Of the hearing meet all the requirements of this section, the 

Copolission can still withhold the lands fres leasing fel. reasons 'wholly 

unconnected with the purpose of the hearing, or otherwise proVided for in 

the lawn 

It is our view that Section 6873.2 should not be changed. In 

fairness, we feel that any interests of the State which might 'be adverse 

to putting the lands up for lease should, so far as possible, be comeidered 

and determined at the outset before holding the hearing provided for in 

Section 6873..2. Then, should it subsequently develop that the interests 

of the .State so require, the Commission always 'has the power to reject 

ail bids under the provisions of Section 6836. 

Respectfully submitted, 

   

  

• 

 

Robert T. Patton, Chairman 
Public Lands CoMMittee 
Western Oil and Gas AssociatiOn 
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EXHIBIT "B" 

NV name is Paul A. Lower, of The Superior Oil Company, My remarks wi 
directed to wildcat development of California offshore lands. 

I would 14.ke to point up the fact that in reality a 194 royalty itg 114',T 
all unrealistic as to unproven territory underlyinm the depths of imtr 
have to contend with offshore frcatCslifornia. The original purpose of 
having a fixed royalty in the Cunningham-Shell 	vil&at taxitorv;,, 
vms to- imuire the prompt on adequate dtvelOpMeAf of California's tide a 
submerged lands, and to avoid the uncontrolled imposition of higher royalty 
rates which wOUld discourage wildcat developiamt. 

The initial investment in platforms„, boats Mut marine equipment is tremendous 
in comparison with the coat involved in attempting to locate a producing 
structure on dry land. Ili addition, the cost of operation and maintenance 
of offshore platforms, pipelines, boats and marine equipsent constitute s 
very substantial increaae in the cost of prodUctitig a structure once it may 
be found.. This all adds to the cost of producing a barrel of oil. from the 
tidelands'. 

To be sure you, can, increase the-, rOyalties, but, when such increase is added 
as a further and add/tit:nil burden to locating an oil field and producing 
the same, the cost of' producing a barrel of oil can be so prohibitive as 
to kreclufle anytime from ppm' ding the money required in the first place in 
orddr to find, newt/.  production. It can also .operate as a deferent in holding 
,diAni the rate of production to minimum levels. I say this especially in 
view Of the cappetitiOn of foreign or Middle- East crude oil with such domes-
tic oil as may be produced. from, the California, submerged lands. Foreign or 
Middle East crude oil can be laid down on the California coast right now on 
a competitive basis, with onshore ,oil. Some of these tankers have a 'capacity 
of 603,000 barrels. Eteryone agrees that the cost of finding offshore oil 
is several times that of developing Onshore oil. Therefore, it seems quite 
clear gentleten that if there are going toe further road bloCks thrown 
across the path of the oil companies in seenvhing out and. producing offshore 
oil in California, then Middle East crude oil Will inevitably out-compete 
California's offshore production. It the State of California is going to 
make it unattractive for the oil companies to search for and. produce oil 
from the submerged lends, or make it 'difficult or impossible to realize a 
profit from such, operations, then the 'offshore reserves Will go undeveloped 
and be unavailable: at the time of emergenciet, thereby jeopardizing the 
security of the United States. 

There could quite possibly be the four billion barrels of oil. which some 
have estimated, will. be  found in the-California itubinerged lands, then again 
there may be nowhere near such reserves. But if the cost of finding and 
producing this oil is increased by an advance in royalty rates, the major 
portion of California offshore reserves will remain underground, undiscovered 
and. unproduced, restating in the loss of incase to the state, a loss to the 
economy, welfare a;.; industries of the people of the State of California, and 
result in a detriment to the national ,security. So long as this situation 
would exist, foreign oil, will take the plias- of domestic oil in the economy 



of the state. The arithmetic is quite simple. Assuming a barrel of foreign 
crude oil would cost the California refiner substantially less than a barrel 
of domestic oil, it is easy to determine out of which barrel of oil the 
refiner will make the most money on his refined products mad on a gallon of 
gasoline sold. to the public. 

I suggezt ÷2-4oreff,rel  that a vn.r.e.. of ce.-4,:tticm is in order lest one become so 
„.„9..,r4.", ,,,led in  reachira 	 aa to lose sight of the forest 

bacz.,u., 	of 1:‘,11.e: 
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17. 

(1957 SESSION LSGISLATION - W. 0. 2115.8.) 

Commission has had difficulties in processing leases under the Cunningham-
Shell Tidelands Act of 1955, particularly with regsrd to the classification of 
lands as being within a kriovn geologic structure of a producing oil or gas 
field. vs. being in wildcat areas. It is suggested that at the next regular 
session of the Legislature the provisions of the Cunningham-Shell Act be 
amended so as to make it clear in the statute that the royalty determination 
is to be made by the Cossission, at the time of advertising for bids, irres-
pective of whether the lands to be leased are or are not within. a known geo-
logic structure of a producing, oil or ,as field,. With this in mind., it is 
suggested. that the CoMmiesion authorize the staff, on its behalf, to have 
legisladon introduced to amend the following sections of the Public Resourdes 
Code es indicated: 

Section 6827. Avant to highest bidder: Term: Royalties._ 

(Award to highest bid.der: Term: Extension.) Leases for the extraction 
-and remoWeil of oil and gas deposits may 'be made by the commission. to the high-
ept qualified bidder, or-  joint bidders, as provided in this chapter. Such a 
lease shall include all -oil awl 'gas deposits in the leased lend and be ror 
tem of 20 years and Cf>r so long thereafter es- gas or oil it produced in pay-
ing quantities from the leased, land, or lessee -shall be diligently =ducting 
pro-it:ming, drilling, deepening, reptdring, redrinirsic or other necessary lease 
or well maintenenee,-operati=ciksed.land. Any lease heretofore issued 
and or this ,chepter _for a term of 2o- 'years,. or any renewal -or wctensice. thereof;, 
may _at any time or tinis prior to its expiration be -extended ups. such terms 
end conditions end. for such period of time es the etprenitleiCe deems for the 
best interests of the State or as- the LegislatUre may provide; provided  .rur 
ther, that upon the lessee's timely application therefor the commission may 
issue a new lease in exchange for Any lease issued for a tent of 20 years, or 
any renelfal or extension thereof; such new leaser shall be issued at the same 
royalty and upon the same terms said conditional as the lease far which it is 
exchanged, unless the commission and the lespee 1032.1. otherwise agree, except 
that the term. -of such exchange lease shell be for a term -of five years -arid for 
so long thereafter -as oil or gas is produced in paying -quantities), or lessee 
shall be- conthacting producing, drilling, deepening,_ repti,ring, redrillin* or 
other necessary lease or well maintenanee operations ad the leased. land. 

(Moralities* isaade NO* .ex kid ~Um** etritaturit et a 	figs; 
When state tide and **merged lands altered ter lease by the issmitssism are 
Ueda set with's the has* geOzegie struettrey as determined by the eamtissient 
et a predhietageiels or gas Atli at the ilatt at tero.smot by the semstssise. et 
*a inVitatitem to bid ter ea, ell er gas lease thereenr 	6411_110804ot *MU 
specify a that-sate ,mayaitty to be- pat under-  mash Itepoe• at 34 re at -4-.4 
Idtady or et Isai jperomat et the maltreat market petit:fa ear the pries reeekved ter 
the pa 4. 	remove& -or seld treat the leased lead),  smbdeet to em filltevemee 
ter in treatment sad dehydrat4set at set to ',tamed Ave tents (4045) per *at 
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barrel for the royalty ell sad shell specify a flat royalty ef IA pereent e:  
the evrees.t gross market value er prise eeeeive& irn all try gaze aateral 
gasoline,- and ether produats extraeted and saved. free the gas prethmei frem 
the leased land,- exeept gas Imo& few lease use er reiadeetlea is state Itemise 
ant as metal rental paymeat la advance ef 2tet to execed. eae 	 feet 
eaele aere of the land aubheet te the lease at the reatal date* Gees the 
essmalsetea deeldes te reSeet all bids jp0.rsweat to Seettea 6836y the lease of 
the parcel sr treat whisk is the subject of the bid shall be cwardat to the 
jealltied bitter who -undertakes to pay the "highest sash boxes la attitlea to 
satisfying the royalty aad reatal reetaireaents sat all ether previsions of the 
itliettr 

Stasee Mats is Mew* pelagic. straetare of a preausieg fielde). When 
state lands, including tide and submerged lands, are offered for lease by the 
commission are Italia Atkin the 'atom geolegle stereotype,- es tetemelned. by  
the ememlasione of a pesdaeing oil or gas field at the tate of Immune by 
the eemeisstes. of SR lavltsAlen to ls#d fee Ms oil sad gas lease thertem, the 
ealudssion shall specify  a fixed royalty on oil of not leas than 14-2/3 
percent or a sliding scale royalty commencing at not less than l4-2/3 
percent up to a maxima percentage specified in the invitation to bid to be 
paid, on the average production of oil per yell per day under such lease, and 
a royalty -of 15 	percent as specified in. the invitation to bid. aft tiry gas, 
natural gasoline, and other products extreeted and saved hoot the gas pro-
duce& under such lease, except gas used. for lease ese or reinjection into ghee 
leased state lands. Such royalties shall be paid in kind or as a percentage 
of the current market price at the well of, and of any premium or bonus paid. 
on, the production removed or sold from the leased. land, subject to a reason-
able an all evance for oil treatment and dehydration of eat to exceed five 
cents-TP.05) ra. barrel for royaltyyi 	oil, and an annuel rental paye.ble in 
advance -of not to exceed one dollar (VT for each acre of the land, subject to 
the lease at the etertal date. Unless the comdssion decides to reject all 
bids pursuant to Section 6836, the lease of the parcel or tract which is the 
subject of the bid. shall be warded, to the qualified bidder who undertakes 
to pay the- highest cash bonus in addition to satisfying the royalty and rental 
requirements and all other provisions of the lease. 

(Continuation of lease upon cessation of production.) If, at any time 
or from time to time, before or sneer the expiration of the prim icy tenn ef 
suGh. lease, the leased lands cease to produce oil or gas, the lease shall, 
neverthe.less, continue in. full force and effect if within six scathe after 
the cessation of production, or such longer period of time as the commission 
may authorize, lessee shall commence and thereafter prosecute with reasonable 
diligence drilling, deepening, repairing, redrilling or other operatioes 'which 

result in the restoration of production of oil or gas from the leased. 
lands. 

11$ 

Section 6834. Notice of intention to lease lands: Publication and 
contents. 

(Commission to give notice of intention: Publication: Contents.) When-
ever the commission determines that lands shall be leased for oil and gas as 
provided in this chapter and when the form. of lease therefor has been prepared 
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by the commission, the commission shall give notice of intention to lease such 
lands. The notice shall be published. in a newspaper of general circulation in 
the county in which the lands or the greater portion thereof are situated and 
shall state the time (which shall not be less than 14 days after the last date 
of publication of the notice) and place for'receiving and opening bids„ a 
description of the lands, either as a tract or by parcels, whether the leads 
offered ter lease are within or are net within the knew geeiegie strwature et 
a 'reusing ell er gas fieldy and that the form of lease for the purpose of 
bidding may be procured at the designated office of the commission. 

(Days of publication s,nd. interval.) If the notice is published in a 
weekly newspaper, it must appear therein on at least two different days of 
publication and if in a newspaper published. oftener, there must be at least 
five *vs from the first to the last day of publication, both days included. 

Section 687302. Notice: Hearing: Determination: Evidence. Before 
offering any tide or submerged land. area for an oil and gas leasel  the tom-
mission shall publish notice thereof, and any affected city or county may, 
within thirty (30) days after the publication of such. notice, request in 
writing to the commission that a hearing be held. with respect thereto. 'Upon 
receipt of such req,uest, the commission shall hold such a- hearing and give not 
less than ten (10) days written notice thereof to the city or county, or both 
such -city and county,making such request, ant to the Department of Natural 
Resources, and shall publish such_ notice. The commission in its discretion 
and irrespective of any such request may hold such hearings as it shall de-
termine-. Published notices shall be given in the manner Prescribed, in Section 
6814 of this chapter. 

Mills In not less than thirty (30) days after such bearing, the commis-
sion shall deteMne whether or not to offer the land for lease, as provided 
under Sections 6871.3672aa Z372.17. males. In such determination the 
commission shall determine consider that whether the isslimrTease as 
to all or a part of such laiii7.77r. al  result in in impairment or interference 
with the developed shore line recreational or residential areas adjacent to 
the proposed. leased. acreage, or the emaissies, may determine whether to offer 
such land. for lease as to all or a pert thereof and, include it=e-73ffer for 
lease such reasonable rules and regulations which, in the opinion of the coa- 

t 	mission, are necessary for the exploration, development, and troeration of said. 
1 	lease ,in a mariner which will not impair or interfere with said. developed shore 

line recreational or residential areas;provided, however, that no tide or 
I submerged lands shall be offered for lease under any conditions, rules, or 

regulations which win result in a discrimination, between bidders as prohibited 
by Section 68744 

t 
Cu 	• • • 
cis 

CO 	• • . (Note: Remainder of this section not to be wended.) 
CI 
Cr THEREFORE, IT IS RIC010621DED THAT TIM COMMISSION AUTHORIZE THE STAFF, ON ITS 

fa cl BEHALF, TO CONSULT WITH THE LEGISLATURE CONCERN /NG THE MEND= OP SECTIONS 
6827, 6834 AND 6873.2 OF THE: PUBLIC RESOURCES CODE (PORTIONS OF THE CUNNINGHAM- 

'ct 	SS= ACT). 
1-,,,  
ta 
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