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20, REQUEST TFOR' SIX MONTH APPROVAL OQF GAS SALRS AGRELMENT
STANDARD‘QIL}QQ&PANY OF GALIFORNIA ANL PACIFIC GAS AND ELECTRIG
‘SAgRAMENTO; SOLANO, CQNTRQ COSTA, ARD SAN JQAQUIN COUNTIES -
HR87§§96? 3&8’28%%.5238"h 415, E 415, PRC 714, PRC 729, PRC 3743,
Duriag consideration of Calendar Item 20, attached, Commiss’én~
alternate S5id McGaisland statéd that he understood the Commission's
desiré to keep pade with the markét on a timély basis, and the
staff's efforts to arrive at the best price. However he
questionéd whether it was worth the'spafi*skmimg to: retunn

with this iten again if $ix months. He suggesteéds the agree-

ment should be Ffor ¥Z months., ‘

Chaifman Cory asked how many mcf's a month the State is receiving
on this agreement. Mr., AL Wiliard;'SUpé&Nisdng Minerdl Resources
Bngineér; stated that Standard's annual production. is. avound

41 million mcf and the State's share amounts to 8,5 million mcf.
Baséd on these figures, Mr. Cory said the Commission is looking
at an additiondl 4.25 million mef which could be subject to the
$1.35 arbitration decision if approval of the agreément is
extended from six to twelve months: Mr. McCausland asked if that
included compression charges. Mr. Cory stated it did not and
that that was the distinction. Since that price was already
accepted By ‘the Superior Court, Mr. Cory had reluctance to

extend the agreement. However, since it is still pending

Mr. McCausland stated hé is satisfied. ,

Upon motion duly madé and carried, the resolution as presented
in Calendar Item 20 was adopted by a vote of 3-0.
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CALENDAR ITEM
20
REQUEST FOR: SIX MONTH APPROVAL 'OF GAS

SALES AGREEMENT STANDARD. OIL GOMPANY QF GALIFORNIA

4

AND PACIFIC GAS AND ELEGTRIC, SACRAMENTO,

SOLANO;, CONTRA COSTA, AND SAN JOAQUIN COUNTIES

Standard 0il Company of California has negotiated price in-
creases with ‘Pacific Gas and Electric Gompany for gas sold

to it under contracts with Standard. Some of theé contracts
cover gas produced from State ledses and gas allocated to

State land under compensatory agreements, Standard 011 Company
has submitted for agptroval, proposed Letter Agreements, dated
June 22, 1976, between Standard and. PGGE that will modify the
price provisions of the Gas Sales Agreements covering the
‘State leases and agreements. These and:COrrp$pbnding-prige
. changes arg listed below:

PGEE CURRENT 'NEW

CONTRACT PRICE/  PRICE/
_DATE . 'MCF MCE

LEASE FIELD

E 415 Decker Islang 6/30/67 717.0¢  S1.233%

PRC 3238 Liberty T'sland 9/4/68 62.0¢  §$1.005
E 415 Rio Vista and Islston 1/1756 78.5¢  $1.25
E 415 Rio Vista Deep 9/22/67 80.5¢ $1.285
PRC 714 § PRC 729 River Islana 1/1/61  71.0¢  §1.15
PRC 3743 & PRC 3896  Ryer Island 11/26/68 78.5¢  $1.255
PRC 2966 West Thornton 7/18/57 72.0¢  §$1.145

The new prices have becn adjusted as provided for in the agreement
1isted above, based on the average heating value of the gas in
BTU's per cubic foot and the respective agreement load factors
(average daily requirement divided by the maximum daily require-
ment, as provided for in the contract). The basic price is

$1.20 per Mcf for 33-1/3 percernt 1oad fact-ss and gas having a
heating value of 1000 Btu, Estimated aucrease in income to the
State attributable to the price increase will amount to apprex-
imately one and one-half million dollars per year.

The State leases subject to ‘the sales agreement have been te-
viewed by the Office of the Attorney General with the following
comments: m

A5, 9, 10, 12
sS4, 6,7




CALENDAR. ITEM NO. 23 (CONTD)

I, State Lease E 415, which produces in. excess of 75% of
thé gas to be $0ld pursuant to theé subject agreements, doas
not provide for the Statée to take its royalty share of
‘the gas in kind, ‘

Whatever power the State may have to-.defer ptaduction din
anticipation of future vises pursuaiit to Section 6830 of
the Publin Resou¥ces Codo is,ﬁbriﬁged“by'thﬁ;pToVﬁsidncgf
the -unit agreemeiit governing E 415 as provided din Section
6832 of thb,PubliC‘Rwsduneesthdb», Amendment t0 all leases
would be required to .defer production of the State's
royalty share of the gas.

. The Commission's approval of the subject sdales agreements
would not prevent the State from requiving the payment of
royalties basod upon & higher price, if it were determined
that such higher price was the reasonable market value of
the gas. The reasondble market value of the gas can. be
determined. by the Commission at any time during the lease.

At its July 22, 1976 meeting, the State Lands Commission

approved a contract with Standard at 1,31 per Mcf minus an
1l¢ compression charge.

This offer, having not been accepted by Standard by the August 26,
1976 meeting, the Commission revoked its July 22, 1976 offer,
and deferred further action until the September 30, 1976 meeting.,

During the time between the August and Septembetr mecting, the
staff of the Division has endeavored to reach an amicable solution
of this matter with Standard. These discussions have resulted
in. the following proposed solution;

IT TS RECOMMENDED THAT THE STATE LANDS COMMISSION APPROVE AN
INTERIM PRICE FOR ITS ROYALTY GAS OF $1.20 PER MCF FOR A PERIOD
OF SIX MONTHS COMMENCING JULY 1, 1976, AND APPROVE THE LETTER
MODIFICATIONS DATED JUNE 22, 1976, TO THE GAS SALES AGREEMENTS
BETWEEN STANDARD OIL CUMPANY OF CALIFORNTA AND PACIFIC GAS AND
ELECTRIC COMPANY FOR THE SALE AND DELTVERY OF GAS PRODUCED FROM
THE LANDS COVERED BY THE GAS LEASES AND COMPENSATORY AGREEMENTS
LISTED ON PAGE J ABOVE BY REFERENCE MADE A PART HEREOF, PROVIDED
THAT SUCH AGREE/ENT AND APPROVAL SHALL NOT BE DEEMED A DETER-
MINATION BY THE STATE OF THE CURRENT REASONABLE MARKET VALUE

OF THE ROYALTY GAS. TIE AGREEMENT AND APPROVAL SHALL BE SUBJECT
TO THE RIGHT OF THE STATE AT THE LND OF THE SIX-MONTH PERIOD
COMMENCING JULY 1, 1976, OR AT ANY TIME THEREAYTER, TO MAKE A
DETERMINATION OF THE REASONABLL MARKET VALUE OF THE ROYALTY GAS
FOR THE PURPOSE OF ESTABLISHING THE PRTCE TO BE PAID THE STATE
FOR THE ROYALTY 35S BEGINNING JANUARY 1, 1977, USTNG AS EVIDENCE
OF SUCH REASONABLE MAKYET VALUE RELEVANT FACTS AND CIRCUMSTANCES

»
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GALENDAR TTEM NO. ZO(QGONTD)

IN EXESTENCE AT THE TIME INCLUDING BUT NOT LIMITED O THE
ARBITRATION AWARD IN THE MATTER OF THE ARBITRATION BETWEEN
‘OGCTDENTAL PETROLEUM CORPQRATION, ET AlL., AND PACIFIC GAS AND
BLECTRIC COMPANY AND THE SUSTAINING. OF SUCH AWARD-BY THE SAN
DIEGO SUPERIOR GOURT. THIS AGREEMENT AND APPROVAL SHALL BE
FURTHER SUBJEGT TO. THE EXPRESS CONDITION THAT THE AFPROVAL
SHALL NOT BE CONSTRUED T0: MODIFY OR ATFECT IN ANY. MANNER ANY

OF THR LEASE TERMS, INGLUDING RULL .GOMPLIANCE BY THE LESSEE

WITH THE TERMS AND -CONDITIONS OF THE LEASES AND: AGREEMENTS

AND THE RULES.AND: REGULATIONS OF 'THE STATE LANDS COMMISSION.




