
ThiS,Calendr item' 
Was approved as Niiinite it tt't 

this St'Ma Lqnd,s 
Commission iay 

at. its MINUTE ITEM 8/26/76 
ADW 

M, REQUEST POR APPROVAL OP GAS SALESAGR4XENT, STANDARD. 'OM 
COMPANY .OP CA•FORN•A AND PACFICC ,,GAE,-JYAEWQTRICLSAdRAMENTO, 
SOLANO, CONTRA: COSTA' AND SAN JOAQUI.N, CCUNTIES,  , W  97384  

Commissioner pyMally initially Moved that the item, be deferred 
Until the =next ComMission Meeting, TioWeVer, Chairman Kenneth,  
Cory suggested- that the Gomlission should :probably first look, 
at What the neteffaCt414bp. In addition, since there is 
an .outstanding offer; the',Gemmission ShouldPrebably rescind 
that ,offer so it does net inadvertently •end, up being trapped 
in, an adverse P9sition. 

Mr. 1):, G. CoUvilloni 'Vice President,'West,4rn Operations, 
Standar•,Oil Company of California, appeared, He stated 
that Standard is willing to accept and: rocognize,the-right 
of the State -0 c•nduct:a continuing reviewef the reasonable' 
ma0(et price for the,  area. He fOtthet s'tate'd' this price 
represents a •reasonable price under thePTesent conditions 
However, Mr:. ZoUvillon stated 4hairman Corr has• thad6 , # clear 
that the question Of futUre deyelopMentS for such aperied of 
'tune' i* Of concern to the CoMmission,. 

CoMmissionerAymally que • • ioned (whether Standard, 
Or the Statevoqd-be inConVenienCing the, consumer by 'e'ferring 
the matter for 30' days. 1.11- Couvillonindicated tha& there 
would' be no inconvenience insofar as the State interCat is 
concerned. He stated„ that Standard has Made a_ business 
decision to accept 	subject price and, that. 	are notify- 
ing the State of their acceptance. purther,Mr. 
indicated that. Standard had ne-dbiectien to, the item :being 
deferred, CoMMissiener DyMally then asked if Standard would 
proceed with their contractual arrangements. , Mr, CoUyillon 
said that 'they would subject some minor, procedural problems: 

Mr. N. Gregory Taylor, AsSistant Attorney General, reported 
that the resolution before the CoMMission had been changed 
just prior to the meeting. In addition, the Calendaf Item 
was a reprint of the last meeting and did' not reflect recent 
events whiCh had occurred. Mr. Taylor read into tke record 
clarifying language refleCting those hew developments: 

"Since the last meeting of the 'Commission, it is 
our understanding that the Superior Court in 
San Diego 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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Mr. Taylor stated that based on the above, the situation has 
elianged to not just being an Arbitration Award, but an Arbitration 
Award Which has' been apPreVed by the 'tried court, lie also 
pointed out that the lask paragraph of the Calendar Item which 
vt4tos' "The staff does' rnot have any objecdve• data which 
would Support a higher price nt thi,s time tliat the prices 
5:ontained in the ubjec..• contracts, ►  is ;;Alcorrect, lie stated 
that was, A tentativefeeling of the stagf, and the reaSon,th.A' 
staff is re•omMendin• the itetthe deferred Is that It woad' 
appear, the gas whiCh-was involved. in the Arbitration,  AWard 
appears to be comparable and, in fact, be•te than the 
gas involved in the Arbitration Award. 

Based On the above,,. 'Mr. Taylor Atated if Standard signs the 
contract With P.G., 	A B. iat, $1.20, and the, tommissionexerCises 
Us: independent revIew authority-and finds the rewenable 
Market ValUeof :the gas Was 	for a year, thettifferanOe 
Standama would he Obligated to-pay the StatO 'would,  be 
appoxIMatelly one hag 	 addation, if afte:r 
the two year 'period of the contract,lAnder thp Arbitration 
Award, the price of natural gas; goeS up to $i.'5 A: or '.$1.56, 
the differen,:e to the State would be another three-quarters 
ot a million dolIars Which ,standard mould be obligated to pay, 

Taylor exPlained there mould be no problem if Standard 
would be milling, to make that,payMcnt, However, Standard 
should cleemAy Understand if they sign the cont•eet, :these 
monies could ,be due, He asked., Standard to state, their oosition 
ott this. 

Mr. Cduvillon stated, in principal, Mr, Taylor's information 
deas not change the matter. They recognize that if the State 
attempted to eStablish, a higher market v2itte as, the base of 
calculating State royalties, Standard would either have to 
1) talk the State out of it; 2) agree; OT 3) 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 contract, reserving 
to the State the right it 'has on price and then, proceed from 
there. , 

Mr, John A, Sproul, Vi,.,e-President-Gas Supply, renrosentira 
Pacific Gas and Electric Company, appeared. Mr. Sproul urged 
the Commission to reach a detision at this meeting. He 
stated the Occidental Arbitration Award involved a number of 
prices. He raised the point, that the consumers would eventually 
have to pav for the higher prices. With respect to that 
comment, Chairman Cory inserted that the Commission has a 
constitutional and legal responsibility to dispose of the 
assets of the State at the highest and hest price. He stated 
any responsibility of the State, with to.poct to th» consumer, 
must be discharged to the Public Utilities Commission, However, 
for P.C. f, E. to have previously entered into an adverse 
contract and then plead the case of the consumer is unwarranted. 
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Mr, Spieul stated 4 ,W#L,  not an adverse-cottract and denied 
vleading-06vortyi. He TUOher .t  fated ho Wanted tote rut .on 
record hat the, effeet.would :ChairManCery 'then Wanted the 
recorddleat Oat 	the ,consumer yoUldle i)drint'int ra',. it 
would not be dpO'to the-CoMMission's action, but en previoitS 
actions. of 	 Mt, SpeOul pointed, cut. that 	4fal 
p;p. 4' E. is cohcerned, the , Occidettal Arbitration Award was 
one Arbitration Awaid and that t110 	urepared.to 	to 
arbitration again, He :stated, P:,O.,.F;' E. fee"-s that that sward 
was outrigigOs afla wrong. 

Commissioner Pymally reminded the. CoMmisSion he had a motion: 
before it to postpone the mattei- Chaitmati Cory suggeSted 
the Commission rescind: thia out4Ahdinvoffer, pUt the Matter 
over hhd aak the.  staff 6 rev,trirWith details of what the,  
krbitratioM either is of is mot, andthen,confer With P.4. 4 E. 
as to-Why they, think it is, W-so. that the.C6mMission will 
have that itformationlle P,710j.e theM, to,  make COMpafiSets. 

dommissiOpgr pplal1y, 	requested that .he be given 'mere 
itforMatiOn on this Subject, He also instructed the staff 
to advise him On what the effect on the consumer Will 'be. 
Upon receiving this informatien, he indicate& he :Woulclhe 
in a. better positiet te, reset a decision. 

Commission-alternate McCauslandeze.pressed the concern of the 
Department ef lzinance about the impact on: the consumer. 4e 
also asked Mr. Sproul if' he could: give the COmMission ah idea of 
what P.C. 4 E.'s fOrkast.of hatural,gaS pfices will be around 
1980. Mr, Sproill stated,  he was reluctant to give precise 
numbers since they would be entering. into negotiations with 
various,  producers during that time. However, he did :state 
the prices would go up, 

ComMiss,'ion-alternate McCausland then seconded , CommissiOner 
Dymally's original motion and offered apaMendmett that the 
Comassion adept the staff's recommendatiOn as presented. 
Commissioner Dymally then seconded that amendment. 

At this time, Mr. Taylor clarified, for, the record that the 
State Lands CoMmission did not authorize !of give any indic.ation 
of market value of gas or the approval of Standard entering 
into the sales contracts and that Standard proceeds at its own 
risk. In addition, Mr, Taylor put Standard on notice that the 
Commission has not approved Standard's Signing the sales 
contract with P.G. 	E. 

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

Upon, motion duly made arid, carried, the following resolution 
was adopted by a vote Of 3-01 
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THE COMMISSION RESCINDS ITS JULY 42, 1976, ACTION ON THIS ITEM 
TENTATIVELY AUTHORMING THE APPROVAL op THE LETTER AGREEMENT 	, 
MODUICATIONS-AS PURTHER MODTPIED SY THE , COMMISSION4, milHpi4cTs 
THE STAPP;OF THE STATE:LANTT) WIsTAN TO WM TO THE cPwagsmi4 
AT rTs NEXT MEETING comEgNING. THE REASONABLE 1MARKET 'VALUE OP 
GAS Tftopcga PROM TIT ,FIELDS. WH1OH! ARE Tog sWEPT,OF 
LEASES AND COMPENSATORY AGREEMENTS BETWEEN THE STATE AND 
STANDARD',OIL COMPANY OF CALIFORNIA., 

Attachment; 
Calendar Item 20 (3 pages) 



CALENDAR tT4m 

20. 

REQUEST FUR 4ppgoyAt OP GO $,Aix,s,GitrIppINT 
sTANpARDOI4QQMPANYQFQAPORIqA,ANbAtIP,F,C 

gAS,ANO44EQTRIP, 
SACRAMENTO, SWAN°, , CONTRA -COSTA ANP,SAN JOAQUIN couN•IEs 

8/T6 

W 9733 

4.  

A 5, 9, 10, J.Z 
S 4, 6, 7 	
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Standard Oil 'Company of talifdrmo has negotiated price in-
=creiSO• with Pacific 'Gas and EiectriC CoMp44y •  for gas sold 
t9, it lundpr ,contractS with Standard!, 	9*' ',(.4 ihe Contracts' 
cover gaa. produced frO State, leaSds and,  gas allocated to 
State land under coMperiSatoit agreeMents1  Standard Oil Company 
has'Sdbm4ted-for approval',, proposed, ieti;:er Agreemtnt, dated 
JcAnd 224 	between t4n40.4. and PG&E that will Mou•fy the 
•rice-ProVisiOns of ,ty0••0 Sales AgreeMenti covering the 
State l'kes,fand agreement-,. TheSe 40d corresponding price 
•hanges are Listed "below. 

LEASE 

-POO 
ONTRAO 

FIELD 	 _DWTE 

CURRENT NEW 
TRTept 

r . 

E 

Pitt Si3B 

Pe4Ot Island• 

Liberty Island 

0:t007 

`9,44/68. 

77,0$ 

02.0,p 

$1.235, 

$1.Aat, 

E 

E 415 

Rie.Arista and Ipleton, 

:Rio Vista, Deep 

4/1/ 6  

9/44/67 

713.5 $1.25 
fMA 

PR(7i4A pgc 7.29 River Island 14/4 71-4 $1,15 

PRQ 	374.3 	ti,,PRC 	38.06,  'Byer Island 1•/26/68 78..5,t 4455,  

Pite,  2966 West Thornton 7.1.1.-8/ 5.7 7 $1.145 

The new prices have ,beem adjusted as provide& for in the agreements 
liSted above, based on. the, Average heating value of the 4as in 
BTU's per Cubic foot and the' reSPective agreetent. load factors 
'(average daily requirement divided, by 'the maximuilt daily require-
ment, as provided for in, the rontract). The baslc price is 
$1.20 pet Ncf for ,33-1/3 percent load factors and ,gas haVing a 
heating value 	l0(10, Btu,. The hew centradt pricu)s are in 
general, considerably in' excess of the -"border pr•ce", i.e., 
the' price paid-  by iCaliformia utilities to out79f-state gas 
suppliers at the Californi4-Neyada-ArizOpaharders, currently 
'87,56 cents per Mcfi' Estimated increase in, income to the State 
attribn'Oable to the Price increase will amount to approximately 
one 44d' one,hali million dcalars per year. 

The motivr wion ,for the significantly higher prices 'offered by 
PG413 appws to have been the result of the Occidental-PG&E 
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Atbitratien Award, wherein the reasonable market value for the 
Occidental gas putchaSed by PCPE vas determined to be $1.34 
per MM Wu, This Arbitration Award is being appealed by 
PG§E to the Supetlur'Court based• on conflict of interest elle-
gatIOns agaihst the •arbitrate's and failure to follow arbitration 
agreement guidelines. 

The effeCtive date of the propesed modified agreements is 
Dilly I, W61  and' covers a tw6,4-year period with 4 price to be 
Mututtlay'agreed upon, fet eaeh sOcceedihg period, cOmMencing 
Jtily I, 1978, as Specified in the agreements. 

The State leases Subject to the sales thr'emont have been re-
vieked by the. Office of the Attorney &literal awith the following 
comment's: 

1. State Lease E 415, which produCes.in oicess of 75t of 
he has to be sold' pursuant to the subject agreements, does 

not; provide for the State to take its royalty share of 
• he ° as in Rind. 

2, Whatever' power the State may have to defer production in 
anticipation of fUtUre rises pursuant to Section 6830 of 
the public Resources Cede is abridged by the provision of 
tie' Unit agreement gone ring E 415 as provided in 
''ection 6832 of the Public Resources Code, Amendment to 
ali leaset would be-reqUired to defer production of the 
8tateis royalty share of the gas. 

3, The Commission's approval of the subject salves agrpqments 
wbUltrnot prevent the State from requiting the, payment of 
reyalties based; upon a higher price, if it were determined 
0i4-`t SUch higher price was the IeaSonable mar* .et value of 
the gas. The reasonable narket 'clue of the gas can be 
determined by the COMilltS'SIOA at ny time durin• the lease, 

1'46 staff does rtothaVe any objective data which would support a 
higher price, at 'this time, than, the prices contained in the 
subject Contracts. 

tT IS itgC0:9411NDED THAT THE COMMISSION RESCIND ITS JULY 22, 
1976, ACTION ON THIS ITEM TENTATIVELY AUTHORIZING THE 
APPROVAL or THE LETTER AGREEMENT •IODIFVCATIONS AS FURTHER 
MODIFIED 0," THE COMMISSION, AND DIRECTS THri STAFF OF THE 
STATE LANDS DIVISION TO REPORT TO THE CO MISSION AT ITS NEXT 
MEETING CONCERNING THE REASONABLE MARKET VALUE OF .GAS 
PRODUCED FROM THh FIELDS WHICH ARE ►iE SUBJECT OF THE LEASES AND 
COMPENSATORY AGREEMENTS EETWEEN THE :,,);ATE AND STANDARD OIC 
COMPANY OF CALIFORNPA 
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SHALL NOT BE CONSTRUED TONODIFY OR TO AFFECT IN ANY MANNER 
ANY OF THE LEASE TERMb, INCLUDING FULL COMPLIANCE BY THE LESSEE 
WITH ALL THE TERMS AND CONDITIONS OF THE LEASES AND AGREEMENTS 
AND THE RULES AND REGULATIONS OF THE STATE LANDS COMMISSION. 


