This Calender tery Mo, 22 ms,
was appbroved as Minute Rem.
No..22. by the State Lands

1eeting,

Commission by a vote 0f 22w 3
0.0 at Its W EL2%l 7 MINUTE ITEM . 8/26/76

ADW
20, ~REQUEST FOR APPROVAL OF GAS SALES AGREEMENT, STANDARD OIL

COMPANY .OF GALIFORNIA AND PACFICC GAS. 4°,D' BLICTRIC; SAGRAMENTO,

SOLANC:, CONTRa COSTA AND SAN JOAQUIN. CLUNTIES: - W. 9738,

~C0hmissioherﬂgymally initially moved ‘that the item he deferred

gntil the next Commission meetding, Howeveér, Chaitman Kénneth
Cory suggested that the Commission should probably first look
at what the net .effect wilz be. In. addition, since there is

an outstanding offer, the Qommission should probably rescind

?haf~p££¢f 50 it doés not inadvertently end up being trapped
in.an adverse position,

Mr. D, G, Couvillon, Vice President, West<rn Operations,
Standard.0il Company of Qalifornia, appeared. ‘He stdted

‘that Standard is willing to accept anﬁ[rggognizb,thgugight
of thé State to conduct a continuing veview -of ‘the reasonable

market price for the area, He~fﬂ?th§?’§tatéd?fhig;ﬁr@ce
represents a reasonable price under thé present conditions,
However, MﬁuJCouvﬁrIom.statedaGhamrman“Cbxyrhas'madé'im clear

that ‘the quéstion of futire developments £6r Such a period of
time i$ of concérn to the Commission.. :

Commigsioner Dymally questioned whether Standdrd; ng.&E,,. o
or the State would bé inconveniencing fhe consumér by ‘eferring
the matter for 30 ddys. Mr. Couvillon dindicated thaif thére
would be no inconvenieénde insofar as ghe State interlst is
concerhed. He stated, that Standard has made a business
décision to accept the subject price and ‘that thel are notify-
ing the State of their acceptance. Furtlier, Mr. Couvillon
indicated that Standard ‘liad no -objection to the item being
deferred, Coimissioner Dymally then asked if Standard would
progeéd with their contractual atrangemeénts. Mr. Gouvillon
said that they would subjeét some ninor procedural problems:

Mr. N. Gregory Taylor, Aséistant Attorney General; reéported
that the resolution before thé Coiimission had been changed
just prior to the meeting. In additicn, the Calendat Item
was a reprint of the last meeting and did not refleét recent
events whi¢h had gccurred. Mr. Taylor read into tle record
clarifying language reflecting those new developménts:

"S&ince the last meeting of the Commission, it is
our understanding that the Superior Court in
San Diégo 'County has ruled on the Arbitration
Award, and sustained it, although the judgment
is till in the process of being prepared,
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My, Taylor stated that based on the abové, ‘tthe gituation has
changed to not iust being an Arbivration Awaxd, but an Argitvation
Award which has been afiproved by the trigl court, 'He also
pointed out that the last paragraph of the Calendar Item which
states; "Thé staff does mot have sny objecvive data which
wouwld support u;highcm-p%ice 4t this time that the prices
gontained in tlie subjout contracts.? is incortect, fle steted
that was & tehrative feeling of vhe staff, and the veason. tha
staff is recommending the iten be deferréed is that it would
appedr the gas whiclh was involved in the Arbitrasion Award
appears to be comparable and, in fact, bevtet than the

gas involved in the Arbitration Award.

Rased on the above, Mr. Taylex staved if Standard signs the
contract with #.G. § E. at. 51.20, and the Commissign exercises
ivs independent review authority and finds the reasonable
market value .of the gas was $1.31 for a year, the difference
§tandard would be oblipgated to-pay whe State would be
appsoximdtély one half midddon: doklars. Tn addition, if afted
glre LtwWO year period of +he contract, under the Arbiuration
Award, the price of natural gas goes up to $l.5% or $1,56,

the difference to the State would be another three-quarters

ot a miliion dollars which Standard would be obligated to pay.
Mr. Taylor explained there wonld be po preblem if Standard
would be willing to make that payment. However, Standard
should clearly understand if they sign the contract, these
monizs could be dve, He asked Standaxd to state their position
ot this., . ‘

Mr. Oouvillon stated, in principal, Mr. Taylor's information
dp4s not change the matier. They recognize that if the State
attempted to establish a higher market value as the base of
caleulating State royalties, Standard would eifher have to

1) talk the State out of ity 2) agree; oOF 33 litigate the
matter, Mr. Couvillon then requested that a program be
arrived at during this meeting whereby the State could be |
notified that Standard wishes to sign the contragt; TESETVINR
t? the State the vight it has on price and then proceed from
there.

Mr. John A, Sproul, vice-President~Gas Supply, repregentine
Pacific Gas and Flectrie Company, appeared, Mr. Sproul urged
the Commigsion %o veach a decizion at this meeting. He

stated the Nccidental Arbitration Award involved a number of
prices. He raised the point that the consumers would eventually
have to pay for the higher prices. With respect to that
comrent, Chairman Cory inserted that the Commission has a
constitutional and legal responsibility to dispose of the

assoty of the State av the highest and best price. He stated
any responsibility of the Stato, with respoct tn the consuner,
must he discharged to the Fublic Utilities Commission. However,
for P.G. § E. to have proviously entered into an adverse

s

contract and then plead the case af the consumer 18 unwarranted,
44‘-
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Mr. Sproul stated @E;ngjﬁﬂﬁ auvadwet5c~uoﬁt&act and denied
wpm@ading~pQV¢rtw. He Furiher crated hﬁrWanmad:tq=bb put on

record whai the affect would béi Chairman Cory then wanted ‘the

record ¢lest hat ﬁﬁlthen¢on$umer‘wouldybc pay&agxﬁura,pxt
would not be dug te the~Comm&ssion'5 action, but on previons
act iong of PG % B, Mr;}SpmﬁulApointeq out. that o3 fax @s
P.G. & E. iglcﬁﬁcérﬁed, the Oceidentdl Arbitréhion Ayard Was
one Arbitration Awaid, and that they ére‘pxeparédwto»gé 6
rarb@tnatioﬁ again, Hézspated,P;Gm'& E. féels that that ward

was outragious and wrong.

Commissjoner Dymally reminded thé Commission he had 4 moxdiom
before it tO postpone the matter. Gharfméﬂ Cory suggested
thé.ComMissioﬂ‘iescind\thé oun§&andingyoffer,‘pvt the matter
over and ask tha'étagfxtﬁ regu%h~with.ﬂetails,d£’what the
srbitration githey is of ig qnot; aﬁ@wghgn‘g¢n§er gith P.G. & E.
as to. why they think it is bad se that £he ‘Commission will
have that information 4o qnéb&g';hamfto{maké‘ébmvarisdﬁs.

Gommissione? nyméllyixﬁen»?équestaﬂ that he bg-given'more
ipfgtmatiﬁﬂ on this subject: He also instnqcted»the staff
to advise him on what the effect on ‘the consumer will be.
Upon receiving this informatd.ony, he igdicéted‘hevWOuld‘he

in a béttér'pbsitlonxté,teach a decision.

Commissionwalternatc McCausland'eipressé& the concetn of the
. [}

Depantment,ofiﬁinéncé about the impact oit: the consumer. ‘le

also asked Mp. Spioul if‘he.couldugive the comnission an jdea of
what P.G. & E.'S fépédast~ofxnafura1agas prices will be around
1980, Mr, Sproul stated he was Téldctan&*to give precise
numbers since'they‘would be entering into negotiations with
various producers during that time. However, he did gtate

+he prices would go up.

Commission-alternate McCausland then 5e¢ondédkcommissiQn@r
Dymally's original motion and of fered an -amendment that the
Commission adopt the stafif's recommendation as presentéd.
Commissioney Dymally then seconded that amendment.

At this time, Mr. Taylor clarified for the record that the
State Lands Conmmission did not authorize 0% give any indicavion

of market value of gas of the approval of Standard enter

into the sales contrdcts and that Standaﬂd,prqceeds at its own
risk. 1In addition; Mr. Taylor put Standgrd on notice that the
Commission has nov approved Standard's signing the sales
contract with P.G. § E.

Mr. Céuvillon stdted, in principal. that Standard accepts
full reservation on all the points raised by Mr. Taylor.

Upon motion duly made and carried, the following rosolution
was adopted by a vote of 3-0!

-
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THE COMMISSTON RESCINDS ITS JULY 22, 1976, ACTION ON THIS ITEM
TENTATIVELY AUTHORIZING THE APPROVAL OF THE LETTER AGREEMENT
MODIFICATIONS: AS EURTHER MODIRLED BY THE CONMIHSION AND DIRBCTS
THE STAEF OF THE STATE LANDS DIVISION TO REPORT TO THL COMMISSTON
AT TTS NBXT MESTING CONCERNING THE REASONABLE MARKET VALUER OF

GAS PRODUCED. FROM THE RIELDS. WHIQH: ARE PHL SUBJECT OF

LEASES AND COMPENS SATORY, AGREEMENTS. BTTWFE& THE STATE AND:
STANQARD OLL. GOMPANY oF CALIFORNIA

Atta chmentz :
Calendar Ttem 20 (3 pages)




CALENDAR ITTEM

20,
REQUEST FOR APPROVAL OfF GAS SALES. AGREEMENT

" e - can

STANDARD 0IL COM?ANY:QF:CALXEGRNLA,AND PACIFIC
. . , GA&ﬁAgv*:hEGTRIG, . ‘
SACRAMENTO, SOLANO}ABONTRA"COSTA AND, SAN JOAQUIN SOUNTIES

Srandard 0il ‘Company of califorpia has pegotiated price in-

raa ¥

creases wiﬁh~P§ci£ic;Ggs\gﬁ¢4glactni¢ Cgmpaﬁy fgrrgashsold
Q. imsundgrnqontracts with Standand, 1e of the contracts
1Ioc§te& ta

¢ 1 « «

cover gas produced from State leases and gas @

R YT

State iand uhﬁef‘compeﬁsaé§ry=agréemgﬁtsq"Standérd'OQI Company

has- submitted for approvals proposed, Let ey Agregzients, datec
June 225 19765 betwgeu~Sgéndgrﬂuand¢PG§§ that will~mou@£y'nhe
'pxiceqdrcV$si§ﬁsfof,xgg“ggs‘Saleﬁ Agreements covering the
State leésesmaﬁd agregment” . These aﬁﬂwcorrespondiﬁglprice
changés are 1¥sted belows
 pGGE GURRENT NEW
GONTRAGT ~ 'BRICE/ PRICE/

LEASE 'EIELD TDATE . MCE . MCK. .

E 418 pecker Island §)30767  77.0¢ §1.235
PRC 3256 Liberty Island | 9/4/68.  62.0¢ $1..005
§ 415 - , Rio Vista and Isleton 1/1/56  18.5¢ §1.25

B 415 .&Rio vista Deép 9/22/67 80.5¢ §1.285
PRC‘7i4»& ﬁRc,lzé ‘River Dsiand : 1/iybl 71.0¢ $1.15

PRC 3743 é,vkc 4396  Ryen Island 11/26/68 78.5¢ $3.255
PREC 2966 West Tho%nton )48 S 72.0¢ §1.145

The new prices haveubeen,adjustéd as,providEd.for<in the agreements
1listed above, baged oiv. the average heating ‘value of the gas in
BTU's per cubic foot and the respective agraemsnt loaa factors
(average‘daily requirement.divided,by the maximui daily require-
as provided fOT in. the contract). The basic price 18
$1.20 per £ ﬁor(33-1/3 percent load factors aid gas having @
heating value of 1000 Btu. The new contract pricks are, in
goneral, consideﬁably/ih~excé55 of the ''border price', 1.8y
ﬁhe<pricé,pai¢‘byacamiformia utilities @0>00t79£wstaté gas
suppliers at the-Cémiﬁormim—NevadamArizépadbordersJ currently

§7.56 cents per Mef: Estimated increage im income to the State

»

atrribuable to the piice increase will amount to approx1mate1y

one and one-half million dollars per year.

The motive wion for the significantly higher prices'pffezed by
PGEE appesrs O have been the result nf the Occidentai-POGE

“1-




CALONDAR ITEM NO. 20 (CONTD)

Arbitration Awatd, wherein the reasonable market value for the 1"
Qecldental gas purchased by PGB was determifed to be $1.34

per MM B7u«,  This Avbitration Award is being appealed by

PGEE to the Superivr Coutt based on conflict of interest alle-

gatidns dgathset thé arbitratoss and failupe o follow arbitracion
dgreenent guidelines.

The effective dite of the proposed modifiei agreements is
Juty 1, 1976, and covers a twoivear peTiod Wwith & price to bhe
nutually agreed upon for eadh stcceeding perioed, commencing
July 1,"1978, ds specified in the agreements, o

The ‘Stuge dsases subject to the sales dgreement have been ve-
viewed by the O0ffice of the Attorney Gurneral with the ‘following
commehts: ‘ ¥

1. State Ledse E 415; which produdes in sxcess of 75% of

, the gus to he soid pursuant to the subject agrcements, does
not provide for the State to take its royalty share of
thé gay in kind,

2, Whatever power the State may have to defer production in
antigipation of future rises pursuant to Section 6830 of
the Pubiic Resources Code is abridged by the provision of
the unit agreemenwt governing E 415 as. provided: i
Tection 6832 of the Public Rescurces Code. Amendment to
all leases would bé required to defer production of the
State's royalty share of the gas.

The Commission's approval of the subject sales agreements
woild not prevent the State from requiring the, payment of
Toyalties based upon a higher price, if it vere determined
that such higher price was the rcasonable market value of
the gas., The reasonabie market ralue of the gas can be
determined by the Commission at ny time during the lease,

Tbe‘siaff.dpes.uon‘haVe.any alijective datda which wouid support a
hzg@er»prngg, at this time, than the prices containeéd in the
subjec’ ¢contracts,

1976, ACPION ON THIS ITEM TENTATTVELY AUTHORIZING THE
APPROVAL OF THE LETTER~AGREEMENT'MODIFBGATIONS AS FURTHER
MODIFIED BY THE COMMISSION, AND DIRGCTS THE STAFF OF THRE

STATE LANDS TIVISTON TO REPORT TO THE COMMISSYON AT ITS NEXT
MEETING CONCERNING THE REASONABLE MARKET VALUE OF -GAS
PRODUCED EROM THE FTELDS WHICH ARE ™HE SUBJECT OF THE LBEASES AND
COMPENSATORY AGREEMENTS BETWEEN THE >/ATE AND STANDARD OTL
COMPNNY’OF CALLFORNIA. '

IT IS KECOIMENDED THAT THR COMMISSION RESCIND ITS JULY 22,

(Rev. 8/26/76)
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T IN ANY MANNER

SHALL NOT BE CONSTRUED TO MODIFY OR TO AFFEC [
TANCE BY THE LESSEE

ANY OF THE LEASE TERMS, INCLUDING FULL COMPLIAN
WITH ALL THE THERMS AND CONDITIONS OF THE LEASES AND 'AGPEEMENTS
D' REGULATIONS OF THE STATE LANDS COMMISSION.

AND THE RULES AN




