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AL INTRODUCTION'

At its meeixng of ‘Febiudry 26 lg?ﬁw the State Lands Commxssxon
authorized. the Exécutive Officer to exeécute an dgreement with
the Cxty of Long Béach regarding conditions under which formali
negitiations. 'wotld be undertdken to resolva~c1even 1tems of

dispute Tagardlng chountzng for .0il revenue dlatrlbutlon

between the CltY and States Intormal negotiations ofseveral

‘of the. itemd Had been coﬁducted sdnce ithe 1972“ without Tesolutipn.

EéSentlale, the agréemenit; dated March. 4, 197G, provided for .a
cpecufmc term, (through July 31, 3076) within. Wthh negotia-
tions i.ete requlred to be concluded; and‘srlpulated that any
qtatute,oi limitations would be tolled for the perlod of the
negotlatlon without adnitting the'. apg&acahmhmty of any statute
of lmmltatlons Lo the part;es' clalm

Of July 72L 1936 “bécause 1t'appeared that negotlatlons could
be succeSa‘ully conclu&ed the*Commnssxo: authormzed the Exeuutlve

'Offlcb to - execute an'am:ndment to the March 4 agreemént, extend-

o,
.{

A 52, 57; §8

s 17, 3

ing the negotlatlon perzod‘through Augist 3%, 1976 Within the
extension perLod a s&ttlement was athieved erh the City of
LongﬂBeaLh on a1l but one (Interest ‘on: O&k Revenue) of the
011g1nar e]even xtems, and: is p%asentpd to the Commlsslon today;
September 305, 1976, for its considération. The settlement agree-
ment is xhlbmb LII on file with the office of the State Laads
Ccmml sxcn and by re&erenCe nade»u pawf hereof.

The eleven items which werée ¢riginally the subjects of negotiation
are commonly referred to as:

1. Subsidence Costs
Harboi qudrtment Land Rentar
Amortizations
6% Administrative Overhead'
Interest on Cil Revenue .
Property Tax (Ad ‘Valoter) Lapound Account
Liease Fuel Processing -Charges.
Rettoactive Adiustments in Remaining 0il Revenue following
LBU. Basdity Changes
9. Ruel Gas Transport Charge
0. Pault Block V Advanced Costq
1%, Produced Gas for Lease Use

A brief description of the: Loucorns of each of thiese items
attachéed as Exhibit "I,
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During the course of the negotiations, two of the items, i.e.
Intérest of -0ii Revenugé and Produced Gag. for Lease Use were
»fe@qv¢9”ﬁrbmwthe.negotﬂationguby:mgﬁua@ agreement of the State-
ity negotiating teédms. As to "Produced Gas for Lease Use",
the City agréed to withdsaw its claim. Regarding Interest on
0il. Revenue, the City maintained that this was not.a negotiable
item, and a resolution would have to be effected in some other
manuer; A coubse of action: for Commission .tonsidsration as to
the latter is-recommended later in this-presentiacion

Bi. THE PROPOSED. SETTLEMENT:

With respoct o the remain.ng ndné dtems, the staff, in conjunc-
tion with the Office ©of the Atiorney Geperal, reached the follow

ing propogal fo¥ settlemzan with-the City of Long Beach, which
'1§Japprgye§uby,thewcbmmx$§1thwaul@ﬁh@ve an. effective date of
- Septenber 1, 1876. SRR '

'

1. siibsidenice €Costs.

Forty-five Authorized Fund Expenditures (AFE's) and Work
Ordérs vepresenting thirty-six capitdl expenditure projects
completed by the Long Beach Harbor Déepartment and contain:
ing subsidelice Temedial work receive final settlement of
the ‘subsidénceé costs, Of thé forty-five AFE'S and Work
CO¥ders; the City withdrdws and waives any claim to “hat
APE representing the Army Outport Terminal Project, I.e.
AFE 811, Additiofiadly, within the remaining forty-four
AFE*saanﬁnWQrkxOng@ﬁﬁfrthg'City;aCKh¢wledge$.nghdédgctiogs
made in érror oh AFE's @31 and 832, Pigrs G and J extensions.
A final ¢losing wil® be made by ithe State Lands témmisﬁion
6n forty-five AFE's aivd: Work Ordérs repreésenting thirty-six
completed projects, in the ampunt of the subsidence costs
claimed by the City,

2. Harbor Department Land Rentdl Charges to tlie
Pridr Tidéland Oil Deve opment .

Instituted unilaterally in January L£970, by the Harbor
Department, a land rental imposed on the prior tideland 0il
development dperations, i.¢.; the land areas occupied by

the Lohg Beach 0il Development Company (LBGD) and' ‘Powerine
0il Company opérations, is discentipued; 1In place of a land
rental, the Harbor Dépariment is, allowed to charge the prior
tideland oil development opetrdtions those additional costs
incurred by the Hapbor by reason of the oil operations. An
ekample o, su&h an additional cost is the émployment af
harbor guurds for cil ared security. These 'Special Facili-
ties an’ Service' charges were, in fdct, being made by the
He bot; with State concurrence, prior to 1970,

To mare easily administer the Special Facilities and Service
¢hlarges in the future; actual costs for fiscal yedr 1975-76
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1

have beén converted o 8 square foot charge, to be applied
to. the total 5qu§re.£oo¢age~cccupigd by the LBOD and Powerine
operations. From the effective date of ithe Agreement, the
square foot char,s will be 10.5 cents/sq, fit. and subject

fb;futnre*inflgt&onary'increases determined: by pay dnd bene-
fiv inc?ea$es.rgcgivgdmby‘representatiygqpewsénnel‘d&aSsgs
SgﬁpiYimg‘mhe:subjegt‘ssnyicéngs.spégiﬁ'QQuin Exhibit III.
The .charge also will “e subject 6o an aunual review of the
tQ%wL‘Sﬁhﬁxé'ﬁaﬁtﬁge;occupiédﬂby-§h¢'LBODianvaowéfine
gpérations. The effect of the settiément 1s to reaffirm
the principle that a' trusteé may not.impoge & land-usé
charge against the trustor. Additionally, ithe. charge to.
931 operaticiws is reduced, thig resuiting i added future
{Acume to' the Staté. .

3, Anottivation of Geperal Facilities apd Water =
Plants PAN, HEH DB, WMy AND Mzt - ‘Prior Devélopment

The proposed settlement consmimutes‘pdmpleteggatisfactigh
.of the Gity's past qndfiutnre‘glaithéiﬁo%ppfﬁGenergl
Fdeitity and Water Plant amortiZations unrecovered as of
January 1, 1969, at which -time,. due to the State-City shay-
ing welationship given in Chapter 138, -amortizations wereé

'Ry wr '

no Lénger shared 50-50 with the €ity, but réceived; in

effect, 100% by the Staté.

4. 6% Administrative Overhead - Prior Development

With respect to the LBOD Unit Operatioms, i.¢., Faylt Blocks
IT, LTI and IV and the Fault Block 'V Ranget Zone, the pro-
pased settlement affirms the Gity's p esent procedure, which
i¢ permitted under the berms of an Agreement entered into
between the State and the ‘City in 1966, That Agreement
allows the City to impose a flat 6% adninistrative overhead
cligrge, “in lieu of actual idministiative overhead charges,

cni. those items of expense chargeable to Unit Expense, as
provided in tie Unit Agréements and Unit Qperating Agréements
for each Fault Block Unit. Such 6% charge the City may pilace
into its veneial Purpose or other propriétary fund, i.e.,

a non-trust fund.

AS to the 6% administ¥ative overhead charge imposed by the
City on non-unit costs, the City will f£irst deduct its
actual administrative overhead expenses and then divide the
remaining amouwiit of the 6% with theé State in accordance
with the Fevenue distribution provisions of Chapter 138,

The effect of the latter procedure is to treat that portion
of the reémaining 6% divided with the State es though it were
oi1 revenue, and the City will discontinue its present
practice of retaining 6% ampunts in excess of its maximun
0oil revenue limitations imposed by Chapter 138, curvently

$9 million annually, such excess will be income to the State.
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5. Property Tax Impound Account. - LBGD

The prop@sed*se&tlemenp provides that the LBOD Property

'Pax Impound Accoust (maintained vy the City Treasurer 1n
the [eheral Deposit Trust Fund) will be eliminated, and
the accumulatgd-deposits.Will«be‘crediﬁed‘ﬁo the LBOD net
profits account. Thy latter means that 91% of the
sccumulation will become income to the State, oand the 9%
balance will revert to LBOD. The elimination of the account
means ‘that taxes will be paid on a cash basis a$ they come
due. It also means that the issue of whether the interest
that was being eatrned on the impound account js -or is not
0il revenue to be shared in acCOrdancewwi¢h~Chapter'138,
will become moot. For 'the futurey the City -agrees not to

establish any such impound accounts within the oil opera-

tions; such operations shall bé on a cash basis.

6. heaségﬁuel;PxocéssinguCharge“ﬁ‘PIibm Development

The City, under the proposed settlemeﬁt,nwiliw if and when
feasible, attempt to. obtain an -amendment to ‘the LBOD. contract
to provide that the Cortractor is to assume a percentage
share of gas processing chatgeswéQuam,towhi§ profit percent-
age. Failing éuch au amendment, the Gity shall include

such 4 provisionwat the time a new contract is negotiated.

At the present time, ‘under the terms of its contract, Poweriﬂl’
does assune a 9% share of gds processing costs.

7. Equity AdjuStmehts - Long Beach Unit

The essence of thie proposed settlement is thdat retroactive
adjustments in State-City revenué sharing due to chLanges

in Atea Assignment of Tract I, will not be made, except under
one or more of the following conditions:

A. The City's share of 0il revenue in 3any future year
is an amount less than the~maximum'amount for that
year as provided in Chapter 138; i.e., & tpercentage”
year, rather than a fixed dollar amount year.

1f a charige in Area Assignment would result in a
shift in any given year of the sharing ratio for
the City from a fixed dollar amount to a percentage
for that year.

I£ a change in Area Assignment would result in a

shift in theé yeatr in which the City will have retained
a total of $23§ million in remaining oil revenue.

As pirovided in Chapter 138, the City, in the year
subsequent toO that in which it has recelved a tot

of $238 million; will receive 2 paximum of $1 million‘( . X

a yoar.
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. At the time Final Tract Assignments are Bstablished
for the Long Beach Unit. :

8. Fuel Gas Transport ﬂhqﬁge,4<Alm\Oi1“Fie1d Operations

The present §.05/MCF chaznge inmposed by the Long Beach Gas
Department is -deeméd; wunder the proposed settlement, to be
an equitable transport .chdrge. Any Ffuture incredses in
the charge shall be substantiated by the: City prior to

3 . &

'in&fiagmom‘of(the-incréasad'cﬁ@rga“

9. Fault.Block V Advanced Costs -_1:BoD

On thé basis that the .subject advances yere.made by the

Gity to éncourage unitization of the Tault Block V Ranger
Zone, théhprpggéd1§Qt¥16menxkaffirws the 50350 sharing
ratio of récoverieﬁAof‘ﬁhewadvaﬁgé@#¢Q5¢s made since
Januaty 1969, It is also agreed, however, that such affirma<
tion éstablishes no ﬁrécedanﬁw¢n'theuissﬁé of whether the

rééovexies are or are not oil ravenue.

The above items complete. the matters résolved by the proposed
settlemént. ‘As noted earlier; the City 'has withdrawn its

lclaimvrégarding»the matter of transferring residue dry gas.
(See Exhibit “I")., The remaining item of dispute, then, is
Interest on Oil Revenue. On this issue, the State and City

have agteed that resolution will be a matter for litigation
and/ox nthér means.

LIMITS;QFfTHE @gQPOSED SETTLEMENT.

1. A major issue involved in several items of dispute, €.8.,
Amortization was ‘the .question ©0f the meahing of 'foil revenué',
defined in Chapter 138 as '"...the net proceeds received by ‘

the City of Long Beacli from the sale or disposition of 0il;

gas, ahd other hydrOucgrbpn,substanpes..‘“‘and ", ,,also in-

cludes the net receipts from 'the sdle of property used in

such extraction or sale or disposition..." The State con-

tends that oil revenue should be broadly interpreted to in-

clude any revenues earned from the oil operations regardless

of their source, On this basis, such revenues would be

shared bétween the State and City in -accordance with Chapter

138 as i'remaining oil revenue'. The City, however, interprets

the ldnguage in 4 restrictive manner contending that revenues

in the form of amortizations, for example, would not

constitute "oil revenue" and thus are not subject to sharing

with the State because they are not proceeds received directly ‘
from the sale or disposition of oil, gas and cther hydrocarbons. j‘v
This issue is not resolved by the -proposed settlement, The

lattér, howevér, does provide that where the issue is invelved,

the settlemént does not establish any precedent for the future
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and the State and the City are frée to pursue the definj- 'l’
tion of "pij revenue'" that either might give to it.

2, A segpnawMQéor:issue=not ﬁesqlvegAby the proposed
Settlement is the intarpretatioﬁ to bé given to certain
.subsiﬂgncevfeme@ial'proiecbs of ‘the City as  to whether the
goﬁtsHQuiriﬁy 35‘"sub§idenée'cost9“ to: e deducted from oil
revenue, Chapter L38~statessphap,‘“ ! Subsidence costs!
means costs expended: - le City of Liong Beach with the
Prior approval of the te fﬁds;ﬁommigs?
pfctegt'agéiﬁ3§‘(1) the effects g Ldenc v
surface...", The Jity'g paterprotation of this would al)ow
>within~thg-entire:ﬂaibo; District, fot prdpérgies»alreagy
'ownéd:bywthéiﬂanborwqr to be-aéguitgd¢'£illigg to the pre-
Subsidsiice level, whethe; ¥ NOt there is justification to
fill t6 stch level, for .wh purposes might be desired
by the Long Beach Harboy Department, The .cost of $uch £ii1
'ébﬂldfbé:aflﬂb%‘subéidénéé éi@imfubonythew§§§te‘depénéing
uﬁén*the‘magﬁitudéxandfSPlit*of*¢h¢ remaining oij Tevenue,
There is an opposite conténtion that the State Lands Com-
mission has dis tion in these eTs, and the subsidence
“1aim agding : ¢ is qualjy Y. the need for sup-
wnership of t

prqjecg$~recgiwing‘finaliclosiﬁg
-ontain among shem (although
es of intérpretatién.
O precedent for the
! at nd‘CLty.are~fxee to
rsi @] ( interprétations a3 new subsidénce
Projects are submitted by the City for thé prior dpproval
of the Commission. ) ’

In its essence, the~pr0posed}packag¢ settlement clears up

& ‘number .of issues of past digpute, but leaves the -two issues
déscribedwaboue to be reésolved in the future by negotiation,
litigation. oy other means, o

In consideration of settling the Qutstanding, retroactiye
wonetary claims of both the State and the City, the settie-
prov T a QnewtimeAcash‘payment from the State to
Gity in the amoeunt of $8005000,»to be deducted in
wn -from 01l revenue., The payment Will not be considéred
2venie to ‘the City, but wii be tideland trust revenue,

Staff, the Qffice of the‘Attornny General and representatives
of the City of Long Beach, have met to draft the appropriate
documents to effect the settlement, The Long Beach City
Council and the Long BaaohlBoafdrdf Harhor Commissioners
have anprovedfthevséttiementrand authorizad.execution of the
Agreement,

-G
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The Qffice of the Attorney’bcneral has reviewed the pro-
poacd settlement and advises it is legally proper for the
Commission to entex into. the settlement,

EXHIBITS: 1. ‘Summary of Long Beach 0il Operations Accounting
Dispute Aréas.

TX., Reésolution.

ITI, State-City of Long Beach Agreemént Resolving
Outstandlng 013 Accountlng Disputes.

‘Atmachméﬁgsf th:bgtd "I and ”II"
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fund, the dispute is that xhc'Citynis,retaining for its trust

fund a poftion of the 6% admini$tratiVelovcrheadwémount on its
“nonéunmt@zeg;opera@iqns ;8. 1N exceSSJOE actualradminis-

trative COStS, " in ‘eXxc S Ats max: ~dollat limitation.
Such excess am a7y 1t share ith the Stgte~as»proyide
for inﬂGhapt¢r‘138n The.Statg”s position is that such excess
should be treated as oil revemie and thus shared with the State

ih.ﬁﬁcotdaﬁce,withtthé‘pxaviSionswof Ghépt&x‘lSS.

Interest on Qil Revenue

‘Qrbceahraily,,mhe‘City prépéTJthbl¢s fot . a given numbet of
days the fioriey it is requited to pay the Statc~as«the»latter‘s
Shgre;of\rgmaininggOil revenue. The City, however, retains
for its TidélgndfOpératinghﬁﬁhdithé“iﬁtgfesp garned on the
monéy during this holding period: The State contends that
this iﬁtéfeg@:isﬁpii»ieveﬂye'and §h001d‘b€‘$h@f¢ﬁiWiﬁh tie
State iﬁvaCCdiantéuwith the provisions of -Chapter 138 The
City disagrees. S . S C

‘PropeﬁxwaathAd'VaioreminimhoundﬁAééount oo

) . § ' . : I'

A property tax (ad valoxemn), impound account has‘bgen~esmdblishéd
in nhe»Cigy‘Wiégsurer'§ office, intovwhich;nhé‘coﬂtpactor for
thé”Léng;Béaqhzﬂarbor pepaﬁtﬁent tidelands Par el (LBOD) . makes
moﬁﬁhly‘dépo$it5. The i@p@uﬁdwaccdunt eayns iﬁperesf|wﬁi¢h is
shared by'the'Staﬁw,and‘gity; The issué ig whether the interest

is o1l revenue o 1n0t. if it is, then the State would receive
the share presently retained by the City ‘that is in excess of

its maximum annual sharihg*limimatibn.

processing Charge -
Natural gas that is produced in the priuvr tideland development,

from Long Beach Harbbr.DepartmentTiderahdscParcel,and Parcel A,
is returned for use as fuel in oil operations. Before the
n&ﬁural,gasAcanébe so used, however, the eﬁnrained natural gas
1iquids and hydrogen sulfide must be pdmovéd by pfo¢e55ing ¢t

the gas. At preséht,'thepvocessiﬁg~cos£ 16 heing treated as

»

a cost of oil operatlons which, because the City 1s receiving
gdch year its raximum 1limit of remaining 0il revenue; is in
effect being deducted from State revenue, except for @ 5% share
being paid by powerine in accordance with its contractual obliga-

tion. No such contractual obligation exists for LBOD.

when and if feasible, the Stave requests that the LBOD contract

He amended SO that LBOD would pay 9% of thevgas:proce:slng
charge allocated toO LBOD operations.

ggqity,AdeStments

Any time & change is made in the Area Assignment sor Tract T of

the Long Beach Unit, a ratroactive adjustment in State-City
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BYXHIBRIT 11
RRSOLUTION

SHTTLEMENT!
THE STATE LANDS COMMISSION:
1. FINDS THAT IT T8 IN THZ BEST INTHREST QF THE STATE TO

SETTLE 11§ PISPUTE WLTH dHE CITY OF LONG BEACH RE-
GARDING THE NINE LTEM: WHICH ARE THE SUBJECT OF TIE

PROPOSED SETTLEMENT AGRIEEMENT .

RECOGNIZES THAT BQT&‘THE‘STATﬁ'AND’mﬂﬁ‘CIT¥ OF LONG BEACH
BﬁﬁﬁﬁRvﬁ.WHﬁlﬂfRESPECTYVEHBIGHTS OF INTERPRETATION AND
FUTURE. ACTION AS IDENTLRIED. IN THE PROPOSED SETTLEMENT
AGREEMENT..

APPROVES, THAT SETTLEMENT AGREEMENT APPROVED BY THE 'LONG
BEACH;&QAED}OE'HAR&OR;CQMMESSIQNERS\QﬁiSEPTEM§ER 22, 18763,
AND APPROVED BY THE LONG BEACH CITY COUNCIL ON SEPTEMBER
g, 1076; SALD AGREEMENT 1§ -ON F1LE WITH THE 'STATE LANDS

i }

COMMISSION AND BY REFERENCE MADE A PART HEREOF.
4. AUTHORIZES THE EXEGUTIVE OPFICER TO AXECUTE THAT SETTLE-

MENT AGREEMENT AND-TO RECEIVE, ACKNOWLEDGE, RECORD. AND

FILE ANY NECESSARY\SUP?ORTXNGrDOOUMENTSa
INTEREST ON PIL REVENUE
THE STATE LANDS :COMMISSION:
1. FINDS. THAT 1T 18 1N THE BEST TNTHREST OF THE STATE T0

ACHIEVE A RESOLITLON OF THE ISSUES INVOLVED IN THE
MATTER OF THE CI1V OF LONG BEACH S PRESENT RETENTION

OF INTERBST EARNED ON PRE-SPLIT OTL REVENUE.

AUTHORIZES THE QFFICE OF THE ATTORNEY GENERAL TO TAKE
WHATEVER STEPS ABE'NBCESSARX; INCLUDING LITIGATION, TO
EFFECT A RESOLUTLON OF THE DISPUTE REGARDING THE DISPOSL-
TION OF INTEREST EARNED BY THE CITY OF LONG BEACH ON

PRE-SPLIT OIL REVIENUE.
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