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MINUTE ITEM 	 9,0717/. 

1'9. i5ETEINAT1OO ON VIE 0,0611AHLg MARKET VALUEFO,kOYALTY 
PAS PRQDtiCED UNDER STATE LEASES,  IN 'NORTHERN CALIFORNTA, w  1; 9738, 

During consideration a Calendar Item 19 attached.,*, 
Northrop, 'Executive Offideri explained the baCkgrOUnd On this 

Mr. JaCk Failin, attorney representing Pacific Gas arVEiedtric 
Company, appeared in opposition to the staff's recetmendaflien. 
mc. Fallip suinliPted, a Written Statement which iS on,  file ih. 
the office 	the GommisSiot 'One of Mr. fFallieS-prtary objeCtions 
t ttile *tett 4 method, -in, .arriving„ 	,the -inavkit.varve for liatio:4' 
gas 

 
was the; use et non-market :prices-,-.primes set by the •ke8etai 

Power Corami*ion and prims' 'Set 	Canadian, government 
thibHpoint Chairman COry Stated that ,thi6 was hot whet :t-he' Maff 
had done, and he,Watited, the record to be made Clear-. He exptintd, 
they used the Weighted-a:lerage of Os5g0, factors Which incindes the 
ate Td&E wants the COMMiSSion te 	the ;Northern California 
Market, 11r. Tallin; then Statedthat if the staff Added in, the 

it:WoUld Mesn there is only one market figure in, their 
price formUla,,-that of thepreVailing pridt of Northern California.. 
The" othet toio' are regulated pr:LceS. Mr'. Cory said that With*. 
Fallin controlling the definition DI 	, he . would Consent tp 
his siateMent, 

t1r.. 	(',ontended,that there has been no finding as, to the, policy 
riMpliCatiens of the Attorney' general's opinion, referred to in, the 
staff'''s report, which states that administrative prices can `be 
vedto set market value. He stated it is-PG&E's'opinion that 
the Commission stating there iSan,  overridingeOnstitutional 
problem, with the prevailing pride set in the relevant 
market is Wrong because thi. Commission for years 	accepted its 
reasonable market value the prevailirg prices in Northern California. 
In addition,,the argument that because PG&E is big and because of 
that the problem has chang0 a ndraeOlt. He Stated if anything 
had changed, it is that cOmpePition had increased. Mg. Faliin 
then stated that except for the gaS prodOcers that would benefit 
frOM the Commission's, action,. no producer. could coMplain that a. 
price set by reference to the prevailing rate in the Northern 
California Marke is ,unconatitUtional. The rate has bef:10 accepted 
by the Vast majority of these gas producers with the ovtiOn of having 
the rate set by arbitration, 

Mr. Fallin went on to say that using the figures,  Henry Lippitt, 2n&, 
the Commission's- consultant, used .was wrong 	Ile stated that r...f 
his figures arc approved in the pending arbitrations, the Northern 
California consumers would be confronted with an 4.Acrease of 
$22 million through, June 1978, tie also stated that it 'Jets not 
end at $22 miltion, but-because PG&E's California contracts will be 
renegottate&hdt JuiY4 these Same figures will be used in those 
ri680ti4etOns and the cost to the censumer,could be in the order of 
'$90 million.. 



Mr. Yellin testified at to "new gas" prides stating disCoveries have 
little ,or no relationthiptp the issue in this case inasmuch as 
the gas involved here s'not A new gas supply. 

"Ms. 'petty JO Smith, CoMmitsion alternate, asked hOW PG&E reached 
the figures, of' the impact on the consumer from, these ,Prices. 

stated that 'PG&E, took, the figurep in the calendar item, 
applied them, against PG&E's eXistingvolumet of purchase and simply 
cat& Up with a tniMber. 14r. MCCausland asked if there Was ,a time 
fraMe associated, with: the $90 million. Mr. Tallin said it was an 
annual increase. 
',Ms Smith then-atked 1),  if file crux of his testimony was that the 
Commission took faCtor 	 n: s into 	i determining the 
reatopable market 'value which are illegal to take inteConsideration 
and 	is PG&E saying that at a matter of policy X1ere arse eettail, 
rectors,  WhUh ShOUld'pot be included in reaChing the pride:Ofa 
rea's'onable. . market valife. Mr. paliin stated that the use of 
Canada't dartelitedHprieet it contrary' to the ;public polior 
Of this, state and nation. VOWeV, 'he Stated be-WOUld not '04y 
*hether:. or not it was illogal. Nir, Cory then statecithe reaSen, 
he rejapttthe whole argument is that when k&4tgoeS 'before the PVC, 
it take the higher prices by choosingg-to buy„ the danadiaa,gas 
rather than more California gas and asks the,  PVC to allow higher 
rates 't'o the consumer,:  Mt, 	said' that this is really- a 
Complaint of the' ratepayer as Opposed to the 'Commission's, stafes 
POSition ..ad stated it is their feeling it is" not reasoaable 
to 4p th9 samething On this matter. Mr. Pallin also stated 
that California gas is used heavily for. Peekiilg purposes but that 
is not itt only use. 

Ms. Smith asked on what basiS did PG&E determine that the staff's 
,method of calculating the teatonablemaxket value is asainst public 
policy. lir. ,t4lin Stated that the method used was to include 
Canadian prices Whichhave no relationship to the contract standard 
Which pays ":market Ntlue they arc not set in any market. With 
respect to how those prices are determined', it i8 PG&E's contention 
they are ,determined in way that makes their ilse in California 
contrary to public policy. The public policy is that contained in 
the laws of this nation and Ztate Which indicate that aOY combination 
of producers or sellers, or any other instrumentality which exists 
for 'the sole purpote of setting prices and, allocating Markets is 
disfavored. To clarify the repOrd, *Mr, dory stated that having the 
capacity for setting prices and alIOcating Markets is againat public 
policy, and not whether you combine for th9 spie purpose. if you 
combine for another purpose, that would still be against public 
policy, To sum up Mr. Fallin'S position, Mr. Cory stated it is 
that Canadian gas prices thoUld. be  excluded,  from the Market deter-
mination bocaUSe they are the result: of price fixing. Mr. Cory 
stated it is implicit there should be a finding as to what 'the 
market iP. The staff has taken 69 position the market is the sum 
total of the various sources of as that PG&Elacquiret, lie stated 
it 1.8 mr. Fallin's suggestion that the only true. uarket the State 
shoUld cons•der is pG&E's Market for' Califorhia scarce 
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gas and' exclude ail Others. Mr. FallincoMmented that the 
definition of "Market:trip. the place the gas'it -produced and sol• 
in California. Mr. dory,stated"then,  that Canadian ga# is produced` 
ilitapada and-spld in California and that PG&E would like to 
exclUde that fret the Market. Mr, Fai l iii stated that the CoMMistion 
it a Seller and not a public utility, ' Mri Cory then said that 
PG&E as a public' utility,  hat the right to'so, tp Canada and 
buy,their gat. However, they OAggeSt that we ,MuSt_tot. consider 
suchplirehates in evaluation the market for •  out gat, Mr,. 
,stated` there i4 no question that t)G4E, must go'tO Canada to Ibuy.gas. 
Or 4, Obry then asked' if ,there was any ,question that they are h14ying  
cangdian, gas 	roughly 	 aohritiging it into-the 
9414.fOrP4#1,AketpIate-at&  selling it.te the aontUmer , 
repliedi none that:hevas aware of 'Thet Mr. •ory, askedllim if 
he believed that this waSnot part of the Market. :MI% Fallin 
Statedthere,is- ne,question 	iSpayitgs very high,priept 
tatadianges- 	,Cary 00,-,,o10dMr; 'Ealiin.if it watlis 
,oPitiot that tanadienzas shoUldbe ekeluded because, it IS not 
produced' ir 	 that 	WOW choose to define the 
term !marketplaCe" aSbeing,talifOia produced gas 	gat• 
consumed 

 
in Califernia, Ms i Niin Stated. that the issue 	✓what  

the relevant market is ita legal question. in: addition., the 
Staff has -not produced" any .case in this country Which  ever held 
ghat i# ioerptp4ng the standard for defIrMinatien: o' market 
price it was valid to go, outside,  of even 1:11e ogion in question. 
That question is a legal issue and 	Fallin stated it is his 
3inidn the la4 is that the market is the region-,,in-this-case: the 
ate.rWherethe Material is *reduced•. Ms, Smith asked 1E Or, 

4i4441'40 founctoeset_which expressly prohibited' the use of prices 
set by goverr04# regulation Vr. Pallin stated he did not 
think .So., Mr. Cory then asked, if theAccidental arbitration 
panel 'used. this mechanism to derive the reasonable market valUe, 
Tyra l;iti responded that they did. Mr Cory stated there is 
then court acceptance. Mr. Fallin stated' there Was not lie,  
indicated PC&E took the case te• the Superior Court it San 'Diego' 
and the judge indicated that the issue's raised by this mechanism 
posed questions he thought should be addressed by the tegitlatute, 
but under the restraints of 04 4rbitr4tio,  Mechanitm he could 
not alter theit findings, Mr. Cory stated that he too has some 
problems with the'Mechanism but he cannot find a better Solutien 
to the probleM, 

Mr. Cory then asked MN4', Fallin if 'CheVron, is a net gas consumer, 
Or purchaser., because it is important to note for the record 
%tether or ndp Chevron Sells Pqg mote,  gas or buys More gas fre ►  
i)(=E. It is impOrtant to note for the record' Whether or not Chevron, 
het ,an interest in kepping ptides up or down in this particular 
tranoadtion, Mr, Tani-a replied' that they probably bby more 
than tiey sell. Mr. Gory sutmerited by Saying that tho fUnda-
vette' issue is defining the market. The Staff and the .Occidental 
arbitratOrs used the .hip; of aIl sources of go and the court 
upheld' the arbitration. 
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More discusionfolloWed concerning the arbitration award. M. 
Cory asked' Jan Stevens, Adsistent Attorney General, if the 
contract uses the term "reasonable" or just: the terel "market 
value'` . Mr. Stevens,indicated it is "Market value". He 
adVised there ip no formal opinion froi11 the Attorney General's 
office in this Matter, but they ,advised'the,stAff the 
'Commission has the dePeretion to .consider the market as it find§ 
it, and' not a hypothetical freq marketeeit is.proper to 
consider regulated prides as well as other Prices when it deter-
44nes what the market Constitutes far this purpose. 

Mrs,; Sylvia Siegel, fteeutive Director representing. Tower 
'Utility Rate. Normalizatien, appeared in opposition to the staff's 
recommendation- 1,1re... Siegel pointed dee that the Commistion's 
tOnstibutional mandate to protect the public interest applies to the 

Million citizens Of CaIifernie aad'net just the fact of trying 
to estab/iih what a re,aSonal,le market Value is, Another point 
she Contested was the 6taffT 4 hir, ng. of its dOnsultant, Mr. 
teppott. the eiited that this was a eanfliet ,of interest since he 
93.°4 for the CalifOrnia'N'atural Gas Producers AsSociabion. 

Mrs Siegel's mein' eantenttnn as that,  the Commietion Shoeld 
define the prevailing market value by using, the 'Northern California 
market And net the .Canadian of any other marleet, If the 
Commiesion daes not adopt that market, She stated the consequences 
to the California consumer would be 1:ightfule 

After MS, SiegeI'p testimeny, 	Cory emphasized that a the crux of 
this problem is that the ComMission is granting ee public 
teeource-state owned gas The prier Cpmmission entered into 
Contracts which he would have vatted against. However, the 
present 'commissd,on jr-4  now charged with administering them. He 
stated the gas which is the subject of this discussion is owned 'by 
Ail the peep le sof California, but the ultimate effect of these 
sales contracts is given to a few--3 million Northern,  Californian e. 
re, stated that becauseof,these facts, the dileMma is whether 
to get the 'highest possible price or give it sway,--whether the 
benefit .does or does not floW to the nonePG&E Calikorniane. 

At this time ComMission-altetnate Sid McdausIand inserted. that he 
bed read the subject calendar item but that it had made little 
reference to the August 1) testimony, In that line, he stated 
that before voting on this wetter he felt compelled to spend time 
reading and reviewing the August 11 recor0. 

gr. Earl Radford, attorney, representing Shell Oil Company, appeared 
'in opposition to the staff's recommendation. 1,1x. Radford spoke to 
;Leases' PRC 3743e1 and PRC 306.1 (Ryer Igland) which Shell is eo-
lessee with Chevron,  ih the Ryer Island Unit. Me stated that: the 
State hi s presented no evidence of a gas buyer either in Byer Island 
or In the nearest field who is purchasing or offering tp purchase 
gas at prices in excess of $1. 20. fl further stated the •coMmiesion 
should how' denfirm 	0,.2,0 should be used Until conditions in 
the market change. Ho Sub4tted that whether 1,11:, Lippitt defines 
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a "fair market value" or "reasonable' Market valhe' these terts are 
not in the kyer Island leases to which he is speaking, and cannot 
be added in without the consent or the leSsees until the lease is 
renewed. Oe ,concluded that the Commission Should confirm that 
$1.20 it the current market pride ih. the Ayer Mend' field, that 
this price should continue to be used until the cirdumstancss. 
change, and that the other markets should not 'be Used as a 'haas 
to fortulate the Market Value it Northern California. 

*. Leonard Snaider, Deputy' 'City Attoritey, representing Nr. Thomas 
Otothor, City Attorney,  of the City' and .COutty of San Francisco, 
appeared in opposition to tfie staff's recommendation. Mr. 
S,haider 'Stated he opposed the retention of Mt, Lippett, as the 

-COMmissioh'S Cotjultant and that the Comic, ssion should have used 
anOther State AgerieywhiCh 'had' eicP6TO-Se in the field. In , 	State 

 Snaiderstatedthe CoMmisSion's rate as to the 
Market value was unreasotable and that the consumers of Caltforn$a 
would be the ones who Suffered, 

tt 8pa3,th. 400a Mr prIp3,44'pr it he attended the AUgust 11 49Ailhg. 
Shaider stated he did notbecauSe the PUC'appearedwWch iS 

responsible for protecting: the interests of the ratepayers. 14s. 
Smith .then asked if anyone requested to cross exaMiheAr. Luppett 
at the hearing. Hr. Northrop eXplaraed the hearing was not 
conducted as an adversary prOceeding. Mr. Staider Contehded that 
Mr. Northrop specifically prohibited cross examirmtioriand that it 
was similar to a Ratgeroo court,. Mr. Notthrop'thep stated that 
Alan Nager, Deputy AttorheY,Geter?1, 4P,Prewed the 'heari=ng format 
at-'d ta his OPPnitig.statement instructed staff on the methods—Of 
•andUpg the hearihg. Mk, Jan Stevens, Assistant ,Attorney 
General, interteeted that there were no denials of due procesd, 
that this tyPt of hearing does net require cross examination, 
but that it does require an opportunity for retuttal, arid this waS 
provided at the hearing. 

Mk. Greville Way, Chief Gas Engineer, PUblic Utilities Commission, 
appeared. Mr Way l p prepared statement is on file in the office 
of" the State Lands ComiSsion• U briefly stated that three of 
the five Public Utility Commissioners tinged the Commission to adopt 
the $1.20 as the fair, market value in Northern California. 
Mr. McCausland asked if the vote was in a public session or waS it 
a "straw" vote. Mx. Way stated at the time the pup statement 'was 
presented in August, there were only three Commissioners sittl-ng4 
two of t=he Commission agreed with the $1.20 figure and the,third\ 
prepared his, own statement, Since then Mr. Way contacted the foUr 
Comthissioners and three of them supported the $1,20; the fohrth 
(14,d pot, Mr, 'Cory then asked Mr. Way, as someone who lotbks 
at the consumers side constantly, if he could help the Commission 
on how it could deal vith this issue. 'He asked, based on the 
silence of the FM statement as to the arbitration award, how it 
could ignore that. Mr. Way stated' that the PUC'Oas a.party in a 
legal proceiWing 'to overturn the arbitration sward. He further, 
Stated that since the majority of the Northern California producers 
haVe agreed' to the $1.20' pricei  and looking at vhat may be the 

loos 
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Market - Yalue%  it is hip opinion that 11.'10,is the Merket value. 
'He, also statk if the staff had wanted ,to,  go beyond the 
Northern California Marketk  it should have attempted to deter mine 
mbat thevellhead prices were im the Var*O114 0441,s,. Mr, COY 
then asked fir. Way to explain the tQC, policy and concept that. 
the State should' .minimize its consumptiOn Of Califernia gas. 
Mr-. Way-stated that Calitorniagas is used tar peaking and 
,COmpared, to gas received froP, Canada and E3 Pasb,,41410toi4 ,0's 
is , ,not a major i thm He-als&Said-that California ,gas theUld 
probably be conserved Since -Canada hasp raised th4 i.Oite9f 
curtailing its _gas. deUVeries Out of 'Canada, Mt. Cory asked why 
CalUarnia gaS iS only used for peaking, instead ,of constant.. 
He,Stated:he would' be  More inclined tp seek 41,10, or even: 
10-014,0x, 	iii-ttfe_d9tRani:dw,Ag4 gowiqvgvidenceaf,g0Od faith 
in using Califethiagalfirwt inSteadTaf using it only for 
Peaking,004,4ingthehigher'Priced ga$ on, a, constant hapiot 

The OestionVa6-raised that ifthe State depi40-nat 	TjradPc4 
0:0u14,ppWs poto4wett cost of thAir gather5ing system 

0411 betheir rate-base. Mr4,May Stated it vonl,d arid- ir the-
Staiee#t Off preduCtion,i  a:tate iperease ,ivuldbe involVed, 
Mare discussion cOntinued'eoncerting the i/4traptate regulation of 
'840- $6r ge:itarnia,,,,andthe arbitratiOn awardfOrmUla. At the 
OencInpion,Of Mr, 'Way's ip.ttMonlr. Cory asked him ta pursue with 
the tublip 	COMMisSioners, Whether or not: they had any 
Worthwhile •UggeationS in resolving this issue;  ' 

r Y 1104rt 'Peckham,. :PPreSenti#g 04eV,:ere 	 appeared in 
opposition to the staff's' recommendation. He indieated 'his previous 
statement at: ,the public hearing at August 11 contained CheVron's 
basis of ,their position., This statement is on file in the office 
af the COmmisSion. 

Mr. Cory then stated far the recard that both the House and ' 
Senate vmraiOns of the„,energy biii have some mechaniSM to provide 
fore freeze or regulation of intrastate gas. to this 'line, he 
Stated if the Commission fails to,er.tt, it is taking a risk Of 
'haVing its optiOns curtailed' or the decision made Dv another 
patty, 

Mr. IlcdauSland then restated that ,he was net willing at this tame, 
on the basis Of a tWo One calendar item and An hour, Of totally 
negative tettmeny, to adopt the staff recommendation without 
reviewing the record.. Mr, C011y asked what time frame the CeMmission, 
yea •ooking at in reonsidering this  'matter, Mx, 'McCaUsland 
then asked if the August 11 re-Cord pet forth. in layman's terms the 
methodology which was.ualized'hystaff' and whether or not they 
considered, other types pf methodology, 

Mr, Donald J. Everitts,-Manager, Energy and Mineral ReseurceS 
bevelopMent, Stated that the rclord sdts forth Oloarly what, the 
statf did and the soUrce of its data, Ma, , mtth pair:ed tf 
'Motoranda. Off pointt3 of a4thoritips on the definition of matitet 

o 	.1 
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Value were prepared. Mr, Stevens stated that none, were tecause 
it was not a legal. question. It was treated as an object of 
expert' testimony rather than, a question of law, mainly because there 
is little ease authority ran this matter. Mr. Cory asked bow long 
it Would take rto get a forMal Attorney General's opinion on <the 
question of the definition of market value and.the legal propriety 
of including the Canadian,  market. Mg. Stevens said an informAl 
letter could be issued in a week, bdt with the many reviews .ani 
approvals a formal opinion requires, it may take a month, He 
then ,stated that at this time he would,  like to Solicit Views from 
;Olutrested,parties .'ho ,wou!id like to contribute information. 
HoWcver, the aCtual epinieca would not be circulated' 'fc'r  comments. 

Ms, .Siegel requested tha l, the interested parties be notifies when 
the Matter has been re:cheduled to come before the Commission. 

th, Conclusion the.doMbission by 4 vote of 3-0 deferred the item 
until the iiexir Commission meeting'. 



4TERWATIONON THE,REASONABE MARKET 
VAMP FOR: 'MAT'? GAS PRODUCED UNPW 
PTATP 'LEASES IN NORTHERN !CALIFORNIA, 

On:$eptember 	I916,. the State Lands ComMisSion approved 
au 	price' for its 'royalty gas fr2m State leases 
operated by. Chevron 11,,S.A., Inc,.4. of $'1,20 per WIWI  for 
a period of sik months,  commencing July I, ION with the 
understanding that  Such approval would not be deemed a 
deterMir;ation. by  00 t.00 Of ehe',4P07,eqt xga's6nOble.  market 
valise of the :roy4ity gas The approval was Oh:feet to the 
right of the State, at the end'otthe six-month period, or 
any time thereAtter, to rtiake adetertinatton Of the reasonable 
market vaiue'of thel:Oyaity gas,, for the purpose of estab-
Ilsvxtheptitie to be -paid the State for the royalty 
gAS, b4.0:nning januatY 1, 1,217, 

On Auguat 11. 1977)  the Executive Officer condo' cted a public 
hearihg for,th purpose of receiving evidence for the CoMmie-
sionls consideration, in its determination of the reasonable 
Market value Of CheVron'S natural gas deliveries •p PG&E 
from the 'RION/Late, River Island' and Ryes~ Oland Fields, 

Based on the material presented at the 'hearing, it is proposed 
that the "reasor.able market value" be .detiersline6 in accordance 
with the cost Of conipetWve purchases 	natural gas by 
PG&E, in the NOrtheth Californiagas .fillarket. gxcopt for 
the Ryer Lsland field (exchange dc•iveties to Chevron's 
refinery in .Richmond)., the reasonable Market vales under 
this Methodmould,be derived from the weighted average 
border price of PG&E's putchPses of ET Paao out-01-state 
gasithe Pacific Gas TrAnsthisAioh Canadian gas deliveries. 
And PG&E's pUrchases of California produced gas. Such weighted 
average prides woUId be ad jugged' for the load factor Q17 
"peaking value", i.e., the flexibility preMiuo PG&E pAys 
for having gas avnilable for peak day, needs, and Btu centent. 
The reasonable Market value of Ryer Island Field (exchange) 
deliveries - would be derived by,taking the alternative coat 
of gas delivred*to dhevroWs RfchMohd refinery by Pd&E 
at the interruptible industrial gas rates less appropriate 
transportation costs. The resulting prices are as follows: 

(Rev. ,9/26/77) 



Reasonable Market Value 

Load, 	Jan,7june July-Pec. JtinJune 

	

Factor 	•977 	1W7' 	197$, 

' 	Z 41$ 	'Rio Vitt& 	'a "/o 	'$1,'7,5 	$1.91 	$2',08 

E 41$ 	Isleten, 	Ori., 	1,62 	1.77 	1-93 

' 00' 714 AiVer ISland_ 337. 	4 . 75 	1,91 	2.Q8  
•4 72.9 

'RC 370 Ryer ISiand (Change); 2:95 
& 096 

The above values ate .based ondeliveres of IOW:Btu 
pet cubic foot and,yill be adjusted for the heat content 
of gas actually delivered. 	• 

POE' and theveon contend that the use of alternative costs 
in.determining the "reasOnablenatket value° is improper 
beeaiise t employs prices set by government regulations 
'rather than prices paid in a freeYy funetioning market, 
They cited as the only evidenc• orf, Northern California•  
•a,-, prices' obtainable in 4 freely fupotioning market the 
“..•20 per .MMBtu price offered by KU to Northern California 
producerS, 

4,would appear that the market to •which• Chevron, end 
refer Is not fr#,el• functioning because of PG&E'S dominance 
as a .itA's, purrhaser 	so dciiiiinate this market that 
most "Northern California producers have no Viable alternative 
to selling the•r gas to PG&E. 

Furthermore, it is the staff's position that any 'etermination 
of the "reasonable market value' must consider the nature 
of the market as it exists. The Northern California natural 
gas ms.rket is broader than that pictured by 0hevron and 
?CH. It is, a market in which there are purchasers of consider-
able luantitLes of gas Subject to governmental price regula-
tion, Therefore, it is appropriate, to include regulated' 
prices in the determination of th-. "reasonable market value" 
of the gn produced from these Nirrthrn California gas 
fields. The Office of the Attorroy Central has advi.sed 
that t4ha use of regu/acekpriers in deterMinin market 
valUe is not without iegal' sp!:/port and condurs 	its 
use in, the "reasonable Mat,st Value" deterMination undor ' 
consideration by the Commission, 



Load 
Factor 

IT TS RECOMMENDED THAT TOE COMMISSION DETERMINE THAT THE 
REASONABLE MARKET VALUE FOR ROYALTY GAS PRODUCED UNDER 
THE FOLLOWING LEA US SHALL BEI 

Reasonable MarRet'Value 

VIst!l'y 

E 4,1.5 

PAC 714,  
72:9 

'PAC 3743' Ryex-  Island (E:(hage) 
& 3096 

TH4 opla, VALUES' ARE BASED ON GAS DElAVERIES OP 1,009 BTU 
TER OEN TOOT AVD, WILL BE ADJUSTED' FOE THE, HEAT CONTENT 
OF' GAS ACTUALLY DELIVERED: 

TOR THE PERIODS AND' LEASES LISTED ABOVE THESE VALUES :;HALL 
BE ysOD rot. 'VIE PURPOSE OF DFTERMINING ROYALTY PAYMENTS 
TO THE STATE;,.  

EXHIBIT: 1. Location Map. 


