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STATUS OF NEGOTIATIONS WITH AMINO4 U.S.A., INC.; 011 AND 
GAS LEASES1 ORANGE COUNTY; W 038; PRO 425; PRC 426: 

During consideration of Informative Calendar Item 23 attached, 
Mr. Donald 4. Everitta,"langger, Energy and Mineral Resources 
Development, summarized the history of this item and the stakf's 
position and recommendation. 

Mt, Joseph H. Loebi Regional Counsel for Aminotl U.S.A., Ind., 
appeared Volcing 	Obje6tion to the State's compromise 
offer .t a fIat Secondary royalty rate of 30%. :Qtr. C. Er. HOWa10, 
Division frograffi t*Oileee, 	 Trm.,3 aPpedrA but 
did not speak.) He istated that 23% .bs the MextmUM AMOK' could'  
offer -the State base& on the'edtnomida of  the operation. 

At the Conclusion of the discus's :on; ACting ChairManSid MCGausland 
stated it is the intent pf the COmmtaiion to maximize  the State'a 
return from its ledse 	Suggested that the staff and Milton: 
continue their negOttationv ins the hope of reaching a Compromise 
agreement. 

Attachment: (*ender Item 23. (2 pages) 
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INFORMATIVE 
-CALENDAR ITEM 

STAT1.1§ ol;:gccmATokr,s, WITH 
AMINOIL ;USA, 

1.1/77 
W 9938 
Wil lard 

Aminoii USA, Inc., Operator of State Oil and .Gas,  LeaseS, 
PRO 425 and, PRC 426, Orange County,; has been negotiating 
with staff since early, 1976 for the amendment and unitization 
of the, ieasfis to ,prov,id4, fo.re-primary and sec,Ondary recov4Ty 
of oil  "0,0*FatAt  Block  28,  Jones, ,pool in filint-thgP:on,4a.ch 
offs} Ore 	ThiS oc5o1 alethoughooreholes,  have been 
drilled thrpugh-it, heas :not Yt beet pro uce,e ' 

Oil,and Jas Leases, )?RG 	and PRO- 426 require• oil royal tY 
payments, to the State 'based on the calculationotgraduated 
rPY0tYer4tes determined, fa  4 orth 	the rates of Produc- 
tion of the wells,, The required capital investment and 
additional operating costs for a Secondary recovery waterflood 
program could not be justified by the lessees if, the calcula-
tion of graduated, royalty rates were also to be, applicable 
to auguMented production resulting from, a waterflOod program. 

SeCtion 6830.1 et. seq. of the Public Resources Coe':.„  provides 
that the Commission and the lessee under State oil and 
gat lease may agree to Modify the terms of such lease for 
the purpose of Maximizing the reeovery of oil And gas through 
secondary recovery operations. 

After a detailed ,economic evaluation of the proposed primary 
and, second6ry development of Fault Block 28e  the Staff 
advised, Aminoil that a recommendation would be prepared 
for Commission •onsideration regarding the amendment and 
unitization of the leases. The recommendation would have 
provided that royalties 'on primary ,oil would be determined 
in accordance with the existing lease provisions and that 
the flat percentage royalty for oil produced during the 
secondary period would be the weighted average royalty 
rate of the primary oil plus fifty percent (50%) of the 
net profits. The staff's position fin.  Chia recommetlation 
was that the offer provided for maximum oil recovery, while 
providing an equitable return to the State and the lessees. 
The net profits concept was designed to (1) provide the 
most equitable balance of profit distribution to the State 
and working interests in an area of economic uncertainty, 
(2) minimize the risk burden tO the operator by requiring 
higher. State participation only after the payout of capital 
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investment h4d. been assured and (31 maximize on the ultimate 
recoverable reserveSby reducing CNe gross royalty burden 
neat the economic litit; 

Aminoil rejected this. Offer and the concept of Sharing 
in the net profit, and as an alternative proposed minimum 
flat secondary roYaltyrate of 23%. The minimum "guaranteed" 
peroencage during: the secondary, peribd represents the best 
engineering,eatimate of the primary rate projections at 
t;his ,.-,inle4 - and as such is the minimum rate required under 
the Statutes, 

FOIlowing AtinoiT's offer the staff made a cor7,proisitse proposal 
of a MinitUm flat secondary royalty rate of 30%, Our data 
indiCatedHChat,the gross royalty not 30% provides an economic, 
return to,the-worki 	 S ng interest and the 'Sta'te equivalent 
CO 4H21% ,gross:royal.ty plus 25% of the net profits. Therefore', 
because it is. Our position that the makimum'oil recovery 
should be obtained', while providing an :equitable return 
to the State and the lessees, it was further suggested 
that AninoiI might want to reconsider its position on the 
net profits concept. 

On October 27, 19.77, Aminoil advised that the compromise 
Offer was unacceptable. They further 40,ied that the minimum 
royalty of 23% is the taXimUM they w9$d offer the State 
to assure the development of both prery and secondary 
reserves of Fault Block 28, Jo-..es pool. The alternative, 
outlined 	Aminoil is to develop the primary production 
and attempt negotiation of 4 secondary royalty adjustment, 
per existing statues, at a later, date. 

We propose to advise Aminoil that the State retains Open 
to negotiation of an equitable Settlement of the royalty 
difference; and, further, should' Aminoil elect to proceed 
with development of the .primary ,production of Fault BloCk 
28 and, negotiate later for a secondary recoVery royalty 
rate adjustment, we would also remain open to discussion 
of such adjustffients on the Sate bases we had previously 
proposed, 
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