{1957 SESSION LEGISLATION - W. 0. 2115.8.)

After the attached Calendsr Item No. 17 vas presented to the Commission by
the staff, Mr. Kirkwood esked whether, if the proposed amendments were
presently law, the steff's reccumendstions 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 royslty starting at 12
percent vnd going up +0 9 percemt might have been reccammenced. It was
pointed oat that the proposed amendments are designed to give the State
extra income, within resson, in the event particularly good wells are dis-
covered in wildcet areas.

Mr. Kirkwood wanted to knoow 1f "confidential information” on exploration
work that is being done would still be available to the Commission if the
amendments recommended were to becomé law, whereupon Mr. Hortig, the
Minersl Resources Engineer, explained that new conditiond would have to
be spscified in any permits issued for this type of work, to cover this
point.

Appéarances were msde Ly the following, wvho presented arguments against
theé proposed amendments:

Mr. Barry Mcrrison, representing the Western Oil and Ges Associstiom,
who stated that his Public Lands Committee had studied Calendar
Item Mo, 17 at great length and recommended opposition thereto.

Mr. Robert Patton, Chairman of the Public Lands Committee of the
Western Oil and Gas Associastion. (See Exhibit "A"™ atteched.)

. Paul A. Lower, of The Superior 0il Company. (See Bxhibit “B"
attached )

Pollowing the formal presentations, there was general discuesion of the
issues involved, during which Mr. Watson, the Assistant Executive Officer,
explained that the purpose of the proposed amendment to Section 6873.2
vas to clear up the ambiguity therein as to the determination to lease
Stete lands. At present the time limit in Section 6873.2 is too short
for the Commission to give adequate time to the deteminetiou to lease.

Deputy Attorney General Jay Shavelaon stated that it was difficult to
deternine the legislative intent. at the time the section was adopted, but
indicated that it appeared tdat any city or county which entered a protest
should know what digposition was Leing made of ity contenticns 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 1imit, this
should be done rether than not having any time limit at all.

The Executive Officer pointed out that once a hearing is held, suggestions
are received from the county or counties invclved, after which the matter
’ is referrsd to the Commission's planning consultants, all of which takes
considersble time, and thereafter it is necesasary for the staff to prepare
its recomdendations to the Commission, where sgain a timing probtlem was
involved, but ateted that he would not object to a H-day time limit.

293




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 vithin the 30-day period, the detexmination should relste only to
the effect the lease would have on shoreline development or to any possibie
adverse effects on the State's interests,

Mr. Patton stated thst he felt that Section 6873.2 had » serioms purpose as
it stands, and he did not believe the Cczmission should be allowed to have
latitude in saying vhether or not it would issue 3 lease once & hearing had
been held, unless of course the Commission should find that there would be
an impajrment of the State's interests.

Mr. Kirkwood atated that he understood the Commxission had been operating on
the basis thet leasing was pemiiassive =% aay stage, and asked Mr. Paiton if,
under the thinking he had just expressed, he felt that the Commission would
be compelled to put out for lzese the aliernate or checkerboard areas on

- which leasing was held up at yecent me:tings. Mr. Patton pointed out that
the Commission always has the right to reject bids under Section 6836 of the
Public Resources Code. Mr. Watson stated that Mr. Patton's position did not
tie in with vhat the staff or the Attomey Geniersl had determined to be the
intent of the act, and indicated that the ataff in presenting the proposed
legislation wis merely trying to get same help on the time probiem, not to
interfere with the interests of the oil and gas operaters, and that sugges-
tions fxon these interests would be welcomed.

Mr. Patton informed the Commission that time had not permitted him to con-
sult vith the members of hisx committee before making his remarks at this
meeting, vhereupon Mr'. Watson mentioned that perbaps sny arguments advanced
at this time were not particularly apropes, the proper place to presint them
being to the pertinent legislative comziitee after a bill had been written
up -and was being heard by the committee. : :

Mr. Kirkwood then sagsested a 90-~day 1imit, insteald of 30 days, and asked
that the Attorney (feneral's office prepere, in clear langusge, an opinion
on the way the Commission should operate.

&t this point it vas made clear by the staff that it was only the intent to
obtain authorization to present proposed legislation, sn’ that & Coemission
endorsement was not belng requested.

Mr. Kirkvood advanced the thought that the Commission should find means by
which wildcat lands under its jJurisdiction can de put out for oil and gas
lease without forever foregoing the possibility of receiving more than a
124 percent royalty, 2o that in the event of a major find it would be possi-
ble tc reésliize a higher royalty. He said that he recognized that there would
be hazaxds in vorking on such a busis, but that he d1d not believe these
would be restrictive on the o0il industry; that he would like to see the ataff
of the Comnission sit down with the people in the oil industry and "spell out!
sonething aslong these lines that would give greater flexibility to the oil
oyalty rate.




Assemblyman Allen Miller, Chairman of the Subcommitiee 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 bve done
in connection with the Cunningham-Shell Tidelarnds Act, and would like to
work with the staff of the Commission on the nrobleme *hat zxiss. e did
not think they were in complete accord, it=s Ly item, at the present time,
but thought there was a lot of commmiiy ol hinkisg o the problems.

Tha Chairman brought up the quéstion of whether the sta®? wss asaiug 1o be
scvaorized to have 2 bill or bllls introdueced withoud tho express 1ax;guage
10 be nu~i in them being indicated, and ".r. Fowers indicaisd iMat he 844
not thin® #:: pivcedure 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 would amend the sectione of the Public Rescurces

Code indicated, looking towards accomplishment of the objectives as reported

to the Commission.

Mr. Kirkwood again commented om the 12} percent royalty in wildcat arees,
saying that if it should develop thet four million barrels were found in the °
tidelacds, as hag been predicted, the members of the State Lands Commission
would be subject to criticism for not having obtained a higher royalty for
the State,

Mr. Patton stated that the incentive principle is involved, questioned the
estimate of four million barrels, and emphasized that an incentive in the
form of the lower royalty of 12k percent is necernary to encourage operators
to take the gamble on wildcat lands.

Mr. Kirkvood pointed out that the State is at s diradvantaizc because it cen~
not negotiate leases,

Mr. Watson suggested that the oil industry should ook #t ihs seoblons in-
volving minerals cther then ofl and gas (Sec. 6390 ot sza.. F.R.8.}, waich
provide that prospectors cen havé any amount of an ares i¢ prospeci on they
want, but that if s discovery of minerals other thaxn oil or gas is made, the
prospector is entitléd to a preferentiel lesse cn ouly 160 acres, as the
balance of the aryes has to go to public bid.

The Executive Ofticer‘recomended that the Commnission authorisze the ataff,
on its behalf, to consult with the Legislature concerning the amendment of
Sections 6827, 683% and 6873.2 of the Public Rescurces Code.

Asgemblymen Miller pointed out that after introduction of the proposed bills,
they would be referred to his Committer, and evaryone who was interested would
heve an opportunity to present his viewpoints before the Committee.

The Chairman reviewed the legislative procedure briefly, stating that the

month of Januaxy is the period for introducing bills, and that normally no

action is taken during that time. The Legislzture then recegses for 30 days;
after which it reconvenes in March and is normally in session for a period
of three months, duvring which period there are many opportunities for pre~
senting arguments for or againat the bills beling counidered.




UPON MOTION DULY MADE AND UNANIMOUSLY CARRIED, THE FOLLOWING RESOLUTION WAS
ADOPTED:

THE COMMISSION AUTHORIZED THE STAFF, ON ITS EEBALF, TO CONSULD %ITH THE
LEGISLATURE CONCERNING THE AMENDMENT OF SECTIONS 5é27, 6834 AND 687%.2 OF
THE PUBLIC RESOURCES COIE.

Attuchments
Eﬁ?&é&i?‘ “.iﬁ' {3{} 3:.3;;55}
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STACEMENT OF ROBERT T, PATTON, CHAIRMAN, PUBLIC LANDS COMMITTEE,
WESTERN OIL AND GAS ASSOCIATION, BEFGRE THE CALIFORNIA STATE LAKDS
COMMISSION, SACRAMENTO, CALIFORL..A, DECEMBER 5, 1956.

Chairman Peirce and Member: of the State Lands Commission:

1 am appearing on behalf of the Westerm 041 and Gas Asscciation
as Chaiyrmen of its Public Lands Commmiitee, to express the Associaticwn’s
objections to the amendments proposed by the scaff of the State iands Com-
aission to Sections 6827, 6834 and 6873.2 .of the California Public Resources
‘Code. These sections constitute a part of the so-called Cunningham~Shell
Tidelands Act of 1955, adopted to promote the devélopué;xt of Califernia's
Off’shore«otl Tesources.

The proposed amendmerits of Sections 6627 and 6834 would* provide
~ for increasing the pt;'aent royalty rates fc;r leases on ”aéi_‘d@at“ lands--
lands not within a str\;cture Aalregdyfmown- :.6 ba productive--and the pro-

posed -amendment of Seption 6873,2 would remove e duty -on the part of 7‘

the Comission to put subliét'ged lands up for issse aven though,. agisi o 7
hearing,‘ the Lormig=ion finds that issuance .if Eha ieasé would raswit
in no j.mpa.imfe_nt éf or interference with adjacent develor:zd shorelime
recréational or residential areas,

Sections 6827 .and 6834

The proposed amendment of Sectiomn 6834 may be diapoéec’l“&f by
stating that it would merely delete 6ertain language from this section
in order to implement the proposed increase in wildcat lesse royalty

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

which will be discussed in connection with Sectiom 5827,
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This section of the Public Resources Code prescribes the royaity
ratea 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 vithin the knowm geologic structure of a producing cil or gas field at
ths date of the issuance of the invitatfion for bids, as determined by the
Comaissicn. If the lands are not within such ¢z knowm structure; the royalty
rate is to be & flat 12-1/2%. If chey are within such a knmown structure,
the Commxssion may either fix & flat royalty rate of not less then 16-2/3%
or may preacribe a sliding scale royslty based upon the average daily pro-
duction of oil per well, commencing at not less than 16-2/3% and going up
to wvhatever maximzm royalty rate the Commission chogses to fix, there
being no uaximum rate specified in the statute.

In sddition to lease voyalties, leases are put up for competi-
tive bidding on the basis of a cash bonus, the lease, if awarded, being
awarded to the operator bidding the highest cash bonus.

The sssundments proposed by the Commission’s staff would eliminate

the 12-1/2% royalty rate now provided for in the staztute as to lands which

are not within a known s“ructure, and would place all lands, regardieas of
their structursl locatiom with ruferemce to a producing field, on the same
royalty basie, i.e., either a flat royalcy fixed by t'he Commigssion at not
less than 12-1/2% or a siiding scele royalty commencing et not less than
12-1/2%, and goirg up to whatever maximux royalty rate the Commission
chooses to fix, with no maximmm rete spacified.

The eiimination of the flat 12-1/2% royalty on lands not within

the known geologic structure of a producing field, i.e., "wildcat™ lsunds,
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would strike down the very incentive which the California legislsture wisely
put into the Act in order to encourage operators to venture their capital im
exploratory drilling on unevaluated lands in the effort to rind 2il 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" driiling,
with the operator, sa ususl, not only assuming sll the costs, but in additiom,
venturing his money on the outright gsmble of discovering oil. Where the
lands are already within tke known geologic structure of a producing field,
the cperator's chances of find ©0il are theoretically better and the drilling
expenss he can expect to be put to before finding it is theoretically leasened,

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

ef wvhich have already been demonstrated to be productive. All too frequently

the actual results of drilling do not bear out the theory, but the presemt
statute applies the higher royalty rate bacsuse of the presumptively lessened
risk snd expeuse of finding the oil. By precisely the same token, the
statute applies the lower flat xoyalty rate where the operator is drillinmg
on unevaluated or “wildcat™ lands which are not within a knowm productive
structure, in recognition of the iucreased risk and expense in finding a nevw
oil-besring structure and as an incentive to hin to assume tue added risk and
expeuse.

This incentive of a lower royalty rate to encourage exploratory
or vildcat drilling was no novelty when it was adopted by the Califormia
legislature in 1955. It was not an untried experiment. The Congress of
the United States adopted this incentive principle in the Federal Leasing

Act, vhich 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 195% to permit and encourage explcratory 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 remove this incentive would
gtrike at the very purpose of the Act and can only cperate to retard explora-
tory drilling on Californis's tide and submerged lands. Moreover, this is
proposed to be done even 'befmfe the incentive principle has bean tried out
and adequate experience gained as to how it will operate, either with regard
to stimulating offs=hore driiling activity or with regard to its effect upon
the State's revemue from offshore operations.

The only reason offered for now removing this incentive to explora-
tory offshore drilling is that the Commission has had “"difficulties. . .with
regard to the clagsification of lands as being within a known geologic
structure of a producing oil or gas field vs. being in wildca: areas." This
position disregards two obvious considerations:

First, no reason appears and none has been given as to why and
how the encountering of difficulties in the structural classificatiom of
the lands for royalty fixing purposes wakes it necessary or deairable to
provide for fixing higher royalty rates on wildcat lande and ther:by remove
the present incentive to exploratory or wildcat drilling.

Second, that the structural classification of the unleased lands

snd the determination of known productive structures will be best accelerated

aad accomplished with the information obtained from the drilling of expiotatory

wells. It caannot be accomplished in a8 vacuum,
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Just a few minutes ago in this.hc;ting, in response to a ques-
tion directed to the Staff by one of the Commigsioners, asking how the
Staff would apply the proposed min{mm fixed or sliding sca'e royalty in
" the case of wildcat lands, it was brought out that this would depend upon
the Steff's own appraisal of the prospect, and in the case of what might
look like @ really "hot" play a sliding scale royalty with steeply mounting
rates would be used. This clearly demonstrates that there would still
have to be an evaluation or clessification of wildcat prospects for the
purpose of determining vhat royalty to apply to them and that the proposed
saendaeiit wonild merely remove the safeguard of the established wardstick
now provided in the lew and leave the matter to the Statf's opimiom,
however conscienticusly arrived at. Furthermore, the optimistic applica-
tion of a high royaity, and particular.y a steep sliding scale royalty,
0 & purely wildcat prospect in advance of any desonstrated p:adx;c;;l;vit_y
completely ignores the smoumt of high cost exploratory drilling which
the operstor may have to carry on before he raachwe, Af ever, the rich
production which high royaity, and agein particularly a steep sliding
scale royalty, necessarily contemplates.

The actual productivity or non-productivity of a geologic
etructure can stili Deé deCermistied oniy by ‘the drilling of suploratory
wells to get the anawer. We respectfully submit that the State Lands
Commission and the Staff should give full weight to this fact im
adainiatering the law and considering the proposed royalty amendments.

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

tide and submarged lands to exp loggtmz drilling, in addition to enlarging
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the possibilities of offshore driliing generally, that the Cunninghsm-
S.ell Tidelands Act expressly removed from the law the former restriction
against exploratory drilling, i.e., the provision that offsbore leasés
could only be igsued where the lands were being drsined ~. might be drained
by wells on adjoining lands. To cever puseiy exploratory drilling, the
legislature sdopted the classification "lands not within the known
geologic structure. . .of a producing oil or gas field:" Then, in order
to encourage expleratory drilling amnd the discovery of nevw cil-bearisg
offshore structures, the legislature provided the incentive of a flat
12-1/2% royalty rate cm these lends in recognition of the additiomal
risk sand the expense involved,

It is -difficult to believa that after doing all this to permit
md encourage the exploration of the Rtate's tide and submerged lands
which are not determined to be within thé known geologic structure of a
produciag ofl or gas field, the legislature intended this classificatiom
of offshors lands to be construed so as to tie the Commiosicn's hands
and retard offshore exploration. The only purpose of the 12-1/2% flat
Yoyalty rate for leases on lands not within ths known geologic structure
of a producing field was to encourage exploratory drilling and find new
oll. We see no justification and none has been offered for removisg this
incentive, (n the contrary, we congider it sesential to retain it i. the
intereat of going forward with the exploratios of our tide and submerged
lands. Oaly a2 this projresses will new productive structures be dis-

coverad and developed to add to the State's offshore oil resources.

Moreover, the Scate's revenue interests esre fuily 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 alsc goes to the other changes which
the proposed amendment would make fn Section 6827, such as increasing the
royalty on gas, gasoline and other products, limiting the royelty free use
of injected gas to gas injected into the leased land proper, and limiting the
allowance for oll treatment and dehydration to 5¢ per barrel.

There are several other considerations which argue for the reten-
tion of the present 12-1/2% flat royalty rate o: wildcat linds:

(1) Offshore drilling is wuch more costly than upland drilling
and requires a much greater outlay of risk capital, not only because of the
additional problems inherent in drilling into the ocean bed from offshore
structures, but by reason of the immense cost of these structures, of
moving them into place and of the installations and facilities they require.
The average cost of an offshore well is sevéral times the cost of most
uplend velis. The cost of an initial well drilled from an offshore
structure fraquently exceeds $1,000,000. The operator, however, gets no
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 Pedersl Government leases off the Gulf Coast far axceeds the value of
the oil they have recovered. They are still “in the red". It does not
secn likely that California operstors can axpect to fere better in the
corresponding stages of offshore operations here.

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




more coastly than in the Gulf Coast, since drilling structures and installa-
tions must be designed for deeper and freéquently more turbulent waters.

(3) The amount the operator is willing to bid as a cash bomus for
an offshore lease is directly and inevitably affected by the royalty he must
pay on production under the lesse. The higher the royalty burdem, the lowsr
the cash bonus bid. Royalty is prospective only, and dependent upon actual
discovery and production. A high royalty rate can deprive the State .
additional cash bouus revenue in hand, while giving it no certainty of
actually obtaining the royalty specified.

(4) A sliding scale royalty is an even greater deterrent tc high
bonus bidding, particularly on "wildcat" lands, since ‘the royslty cests of
the lease as against the operator’s ocutlay cannot be determined until the
lease hes been substantially drilled up. The operator has to be sble to

estimate what his royalty costs ocut of production ere going to be in ordér

to determine with any degree of safoty the maximum cash boaus he can atford
to bid. Whers this detsriaination cannot be made in sdvance becsuse the
royalty rate will vary with the rate of future production in each well,
the operatar is bound to "hedge" on kis cash bouus bid to protect himself
againgt the uncertain royalty costs of the leasa. 'gme deterrents are
preseat in any sliding scale royalty. In addition, if the royalty is
steeply gradusted, the operator must also fece the fact that it can result
in preventing pay out on the pioeerty if ke incurs high and prolongsd
prediscovery drilling costs.

The Gulf Coast states and the Pederal Government have avoidad
thsse deterrents to substsntial bonus bidding by using a realistic flat

royalty rate throughout in offshore leases.
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We cannot urge too strongly against the fallacy of extending 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 evalusted from irformation
gained by exploratory drilling, no less royalty revenue, by retaining the
present flar royslty rate under these leassasg,

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 12-1,2% flat royalty.
Wildéat 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 valuegble productfon; but
in the very hope that he will. There is always the rare chance, and the
incentive, that the opersator 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 cumulstive revenue rewarde to the State would not be slow in
materializing. Oh the other hand, offshore wildcat drilling can easily be
priced right out of its already high doilling cost markat by loading it
vith high royalty rates and cerrespondingly diminished reqwards.

Section 68732

As stated above, the proposed amendment to this section would
remove any duty on the part of the Commission te put tide and submerged

lands up for lease even though, after hearing, the Commission find~ that
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issuance of the lease would not impair or interfere with adjacent developed
shoreline recreational or residential areas.

In our opinion, this amendment would be wholly inconsistent with
the purpose and the procedure pattern set up in the Act, i.e., thst when the
heaxring prbvided for in this section develops no reason against the issuance
of the lease; the Commission siiculd then proceed with the publication of iits
notice and invitstion for bids, as provided in Section 6834. The hearing

provided for in Section 6873.2 would be to no purpose and & waste of the

time and money of all parties involved, including the State; if, even though

the results of the hearing meet all the requirements of this section, the
Comaission can still withhold the lands from leasing for reasoms wholly
unconnected with the purpose of the hearing, or othervise provided for in
the law,

It is our view that Section 6873.2 should not be changed. In
fairness, ve feel that any interests of the State which might be adverse
to putting the lands up for lease should, so far as possible, be considered
and determined at the outset before holding tha 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

all bids under the provisions of Section 6836,
Respectfully submitted,

Robert T. Patton, Chairman
Public Lands Commmittee
Western 011 and Gas Association




EXHIBIT "B"

My name is Paul A. Lower, of The Superior 0il Compary. My remarks will be
directed to wildcat develrpment of California oifshore lands.

I would l‘ke to point up the fact ihet in reality a 1244 royaiiy is nar e+
all unrealistic as to unproven territory underlyingz the depths of watsr we
have to contend with offshore franx Californis. The original purpose of
having a fixed royalty in the Cunninghem-Shell Acr, *’s: wildeat terzitorsy.
was to inzure the prompt and adequats development ¢f Caiifornia’s tide and
submerged lands, and to avoid the uncontrolled msitioa of higher royalty
rates which would discourage vildcat development.

The initial inventment in platforms, boats and marine equipment is tremendous
in comparison with the cost involved in attempting to locate a producing
structure on 4dry land. I atidi‘bion, the cost of operation and maintenance
of offshore platfoms, pipelines, boats and marine equipment constitute a
very substantial increase in the cost of producing & structure once it may
be found. ‘This all adds to the cost of producing a barrel of oii from the
tidelands.

To be sure you cen increase the royalties, but when such increase is sdded
88 a further and additiocnal burden to locating =an oil field and producing

. the same, the cost of producing & barrel of oil can be so prohibitive as

to ,reclude anyone from spending thé money required in the first place in
ordsr to find new production. It can also operate as a deterent in holding
down the rate of production to minimum levels. I say this especislly in
viev of the competition of foreign or Niddle EBast crude o1l 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 besis with onshore oil. Somé of these tarkers have a capacity
of 603,000 barrels. Everyone agreses that the cost ¢f finding offshore oil
is several times that of developing onshoxe oil. Therefore, it seems quite
clear gentlemen that if there arxe going o ke ﬁrf“ai,w road blocks thrown
acrose the path of the oil companies in geavching cut and producing offshore
¢il in California, then Middle East crude oil will inevitably out-compete
California's offshore production. If the State of Califomis is going to
make it unattractive for the oil companies to search for and produce oil
from the submerged lands; or meke it difficult or impossible to realize &
profit from such opérations, then the offshore reserves will go undeveloped
and be unavailable at the time of emergencies, thereby jeopardizing the
security of the United States.

There could quite possibly be the four dillion barrels of oil which some
have estimated will be found in the California submerged lands, then sgain
there may be novhere near such reservegs. But if the cost of finding and
producing this oil is increased by an advence in royalty rates, the major
portion of California offshore reserves will remain underground, undiscovered
and unproduced, resuliting in the loss of income to the state, a loss to the
econony, welfsre aid indusiries of the people of the State of Californis, emd
result in a detrimeny %o the natiounsl security. So long as this situation
would exist, foreign oil will take the place of dmmestic oil in the economy



of the state. The arithmetic is quite simple. Assuming a barrel of foreign
crude oil would cost the California refiner substentially 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 cnd on a gallon of
gesoline sold to the public,

T suggest, thorefore, thet o word of esuticn 15 in order lest one become 80
#m%seé in reuth*?";f fur wighey rowmliies as o lose sight of the forest

‘--' LAY CoLad -




LEGISLATION
17. '
« (1957 SKSSION LEGISLATION - W. 0. 2115.8.)

Tae Commission has had difficulties in processing leases under thé Cunninghsm-
Shell Tidelends Act of 1955, particularly with regard to the classificstion of
lands as being within a known geologic structure of a producing oil cor gas
field vs, being in wildcat areas. It is suggested thet at the next reguiar
session of the Legislature the provisions of the Cunninghem-Shell 2Ze% e
amended so as to make it clear in the statute that the royalty detemzisation
is to be made by the Comuission, et the time of advertising for bids, irres-
pective of whether the lands to be leased are or are not within a known geo-
loglc structure of a producing oil or gas field. With this in mind, it is
suggested that the Commission authorize the steff, on its behalf, to have
legislavion introduced to amend the following sections of the Public Resources
Code us indicated:

Section 6827. Award to highest bidder: Tem: Royalties.

(iwvard to highest bidZer: Term: Extension.) Leases for the extraction
and removal of oil and ges deposits may be made by the commission to the high-
est qualified bidder, or joint bidders, as provided in this chapter. Such »n
lease shall include all oil and gas deposits in the lessed lend and be Tor &
tem of 20 years and {)r so long thereaficr ms gas or oil is produced in pay-
ing quentities from the laased land, or lessee shall be diligently conducting

produecing, drilling, deepening, repairing, redrilling or other necessary leaye »

or vell maintensnce opzrsticns on the lsssed land. Any lease heretofore issued
undzr this chapter for a term of 20 years, or any renewal or cxtension thereof,
may al any time or times prior to its expirstion be extended upcn such terms
and conditions end for such period of time as the conmission deems for the
best interests of the State or as the Legislature may provide; provided fur-
ther, that upon the lesaee's timely application therefor the comnmission mey
issue a nev lease in éxchange for any lesse issued for a texm of 20 years, or
any renewal or extension thexeof; such new lease shall be iszued at the seme
royalty and upan the same terms and conditions as the lease for which it is
erxchanged, unless the coomission end the lessee shsll otherwise agree, exczpt
thet the term of such exchange lease shall be for a term of five years and fox
80 long ‘thereafter as oil or gas is produced in paying quantities, or lessec

shall be conducting producing, drilling, deepening, repairing, redrilling or
other necessaxry lease or well maintenance operations o the leaged land.

(Reyaltiens Lands mot in loieus geclegia sirueture of a wradwelnms Rigli.;
-Wher stase $tde and submerged iands effered for lease by the commisdion ave
tends not within the ¥moewa geel:ogia ;tmmtm, as determined by the semigazony
ef a predwsing #il or gas field a the date of Lesusnee hy the sommikssion of
an invitatien 4o bid for an otl oy gus lease Sheréin; NA5¢ enniuien ahalkk
speeily a fiab-rabe peyalty te be poid under pweh lense of 331 peresnt in

Kindy or of L2) peveent of the eurrenmt mavies pricc ey the priec roncived fer
tke produection removed or sodd from the leased landy subjeet to an nllewvanee
for sil treatment and Gehyiraiion of not %o ejesed five samis (§5.05) par Nt

wle




3 "

5
A
a3
m
¥a
<
=
£
@

LEGISLATION 17. (CONTD.)

barrel for the veyalty ofl and shail specify s fliat peyulty of 10 perechn$ ef
the eurwens gress market vaiue er price reeeivia Ffor wr: 4¥vy gasy matuvral
gaseliney and ether pyoduets extrsoted and saved frex the gas produeed Fyom
the leased landy 2mespt gas used for lease use or yeinjeetion in state landsy
grd an ammual remtal payment in advance of met to exserd ene deliar ($1) for
eagk asrve of the iaad subjeet $o the lease at the remtal datev Uniesns the
eommissien desides to rejeet all bids puwsuant te Seetism 6836, the leese of
tke pareel sy traat whiech is the subjest sf the bid shall be avarded to the
quakified biddey whe undertakes 4o pay the highest eash kesus in additien te
setisfying the reyaily and wental: requivemenis and 2il sther provisions of the
Teaf@y

(Same: Lands im kneva geclegie strueture sf a predusing fieldr} When
state iands, including tide and subtmerged lemds, are offered for lease by the
commission are i.ads within the lmewn geslegic strmistursy sz determined by
the somniasliony; of & predusing eil eor ges £ield at the date of issusnee by
the commisgicn 3% an invitation %5 bid for am oili and zas lease thewress, the
commission shsll specify a fixed royslty on oil of not leas than 36-2/3 1
percent or a sliding scale royalty commencing at not less than 16-2/3 12%
percent up o 2 maximum percentage spacified in the invitation to bid to be
paid on the aversge production of oil per well per day under such lease, and
a royalty of 15 124 percent as specified in the invitation to bid ca dry ges,
natural gasoline, and other produsts extrected and saved from the gas pro-
duced under such lease, except gas used foi lesse use or reinjection into the
lesgsed state lands. Such royelties shall ve psid in kind or as a percentsage
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 lsand, subject to a reasem-
able an allcwance for oil treatment and dehydration of aot to exceed five
cents ($0.05) par barrsl for royalty oil, and an snmual rental payeble in
advance of not to exceed one E%ﬁ'rl(m for each acre of the land Bubject to
the leagse &t the rentel date. Unless the commiasion decides to reject all
bids pursuent to Section 6836, the lesse of the parcel or tract which is the
subject of the bid shall te awarded to the gualified bidder who undertakes
to pay the highest cash bonus in addition to sstisfying the royalty and rental
requirements and all other provisions of the lease.

{Continuation cf lease upon cessation of produsticn.) If, at any time
or from time to time, before or after the expiration of the primery temm of
such lessa, the leased lands cease to produce oil or gas, the lease shall,
nevertheless, continue in full force and effect if within six months after
the cessation of production, or such longer period of time as the commission
nmay authorize, lessee shall commence and theresfter prosecute with reeasonable
diligence drilling, deepening, repeiring, redrilling or other operations which
spall. result in the restoration of production of oil or gas from the leased
leands. _

Qection 6834. Notice of intention to lease lands: Pudblicetion and
contents,

{(Commiseion to give notice of intention: Publication: Contents.) When-
ever the comission détermines that lands shall be leased for oil and geas as
provided in this chapter and when the form of lesse therefor has been prepared

1-2*
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by the commission, the commission shall give notice of intention to lease sueh
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 (vhich 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, whethor she lands
efferad for iease ave vishin or are met withia the mewn geelogic struatwre of
& preducing oil er gas fieldy and that the form of lease for the purpose of
bidding may be procured at the designated office of the commission.

(Daye of publication snd interval.} If the notice is published in =
weekly newspaper, it must appear therein on at least two different dsys of
pudblication and if in a newspaper published oftener, there must be at least
five days from the first to the last day of publication, both days included.

Section 6873,2. MNotice: Hearing: Determination: Rvidence. Before
offering any tide or submerged land area for an oil and gas lease, the com-
mission shall publish notice therecf, and sty affected city or county may,
vithin thirty (30) days after the publication of such nctice, reguest in
writing to the commission that a hearing be held with respect theretc. Upon
receipt of such request, 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,meking such request, and to the Depariment of Natural
Resources, and shall pubiish such notice. The commiesion in its discretion
and irrespective of any such request may hold such hearings as it shall de-
termine. Publisbed notices shall be given fn the manner prescribed in Section
683% of this chapter. '

Within In not less then thirty (30} days after such hearing the cosmis-
sion shall determine vhether or not o offer the land for lease, &s provided
under Sections 68TL.3, GO7Z snd 6872.1y. waisae In such determination the
conmission ghall determine consider that vhether the issuance of & lease as
to a1l or a part of such land would result in an impeimment or interference
vith the developed shore line recreational or residential areas adjacent to
the proposed leased acresge, or the scammiscien may datermine whether to offer
such land for lease as to all or a pert thereof and include in the offer for
lasse such reasonsble rules and regulaticns which, in the opinion of the com-
mission, are necessary for the exploration, develvpment, and operation of seid
leese in & mamner whick will not impair oxr interfere with said developed shore
line recreational or residential areas; provided, however, that no tide or
submerged lands shall be offered for lease und2r =ny conditions, rules, or
regulations which will result in a discriminetion between bidders as prohidbited
by Section &8Th.

L) L 4 .

« + . {iHote: Remainder of this section not to be smended.)

TEEREFORE, IT IS RECOMMENDED THAT THE COMMISSION AUTHORIZE THE STARF, ON ITS
BEHALF, TO CONSULT WITR THE LEGISLATURE CONCERKING THE AMENDMERT OF SECTIONS
6827, 653‘; AND 6873.2 OF THR PUBLIC RESOURCES CODE (PORTIONS OF THE CUNNINGHAM-
SEELL ACT).




