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55. DETERMINATION :OF THE REAS JONABLE MARKET VALUE OR CURRENY MARKET
PRLCE OF NATURAL ‘GAS FOR THE PURPOSE or ESTABLISH]NP ROYALTY DUE
THL STATY UNDER STATE GAS LEASES T NOR?ﬁLRN CALI]ORVIA « W 9738,

Durxng consideratxon ofuCalendar Ttem 51 attached, Mr. A. D, Willard,
Sgperv1s1ng Mineral Resouraes Engineer summarl?ed the ‘background
of thie iitem,

b

M. Robert Panchall Senior Petroleum Apora;sal Engmneer fot the
State Board of hqualazatlon, appeared. ‘Mt. “Paschall 'was. not
appearing ds a renresentatva of 'the Board but as a ﬂonsultant
‘hized by the staFf 6f the State Lanus‘CommL331oﬁ g

The following apuearances were made Ln ovposmtlon to the staff's
recommeﬂdatxon~

- « [— o g’> 's. . . N e s
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Hon. Wllllam M Bennett member, Boara of Fqua]izatlon, Thlrd Dlsrrict

il
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Mr, Bemnett obJecued to tynng the pricé. of -gae produced in Cal;fornla
which has no transmission costs; with Canadian gas and Wlddle Eastern
prices. In addition, he contendedchat ‘the: h1r¢ng of Mr'*Henry
Llpoxtt as .a consultant ¢réated & Jerlous confllct of intefest.

Chalrman Ketingth Cory asked why the Publzc Utllrtles Commission had
not previously been involved ih controlling price& for nakucal gas
i California, Mr Bennett agreed that the PUC should declate a-
policy on this bubj ect. (A main contention of the Commisslon
throughout the entiré hearlng was that they were put i a position
of a fegulator rute making body rather than the administrator of
the State iease, with the Publlc Utititdies Ccmmlssmon sérving as

the rate settidg public agéncy.) Me. Cory arated that if the private
sector can- recéive the curvent makket prto@ For ibs Bas, the public
seétor should Be dllowed to do the same. At thms :lme M. CGory
stated he 4s willing to approveé & price and’ at the same time advise
the PUC that the State Lands Commission is willing to havé them
cole in and regulate prices. He wanted the record to show that he
had suggested ‘to PGS&E that in JuJy 1976 an accommouation be put id
for the consumer wheveby the price would be $1.3%, less 14 cents
per MCF for gathering charges, and that PG&E ‘had Le1ectcd it as
Lnapprourlate ‘However, since then, they bave been paylng mueh
higher prices for their gas from Canada ahd other gources.

Hon. Ridhard Gravelle, Commiss loner Publxc Utllltles Commlssion

Mr. Gravelle dubmithted 4 leétter dated Jandary 2% 1978 for the
vecord from Gommissioner William Symens, Jr., a minority of one
member on their Commission supporting the staff's réecommendation,
He stated the majority of ‘the PUC id oppoqed to this recommendatmon.
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My Gravelle fuptlier, stated that if ghe price weré to: go .above the
81,20, Lt 1gationmwould be purﬁued;f~At ‘tae conglusion of thlS
testimonys Mr Gravelle also poLnLe& out that 'the hglnng of .

Mr, LLppltt was a c¢ldar conflict of intergst. M. Cory then stated
that since the ‘hiring of Mr. LippLLt ‘had been 8o oppgsgdr'he was
pxepared in reaching his &uwns*ﬂql<hn~ptoiude anything Mr. Lipoitt
hdad to say. Commissxon~Alternate Sid ﬁc@aus}nnd also made a slnliat
statement for the record, Mr. ‘Gravelle strongly tecommended that
the staff stay with the, $1 20 pﬁlGQ”flgUbﬁu‘ M, Gory. stated that
{f the Commission. shculd arrlﬂé at a price at this meeting. wxbh the
caveat that if tbe PUC should entey bhe ﬁxeld and set the rates, |

§

Lhe Commxsqxcn wnuld‘bn w&lhlﬂg Lo datermgna that ﬁhemr price and

B
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judgment was apprpp siate: .

ME. Cb%y expressed concern thac Lf the Ccmml smon deﬁar ;QJané

accepted the lowsk price and okher sellers. recemved a hlgherlprice
becauge of the. RUG*s,re&ucnanr@ £o entér ingo  the area . of price -

Pl

regulatlen“ the*Pbmm sbponewoy&d han Eaited dn the gxercisa of

e .

Ats respcaqmbxl&c“eQwuuder the £xate 5ease~. Stee ,“‘ “*
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COﬂmlss,onrAlternate Bptty Ja,umithsasked ;) what fxgune was g edw
by the PUC to arrive- dt themnrqPosed(lncnease té the consuwex of,
5110 million; 2). over what perlod of time this incredse would be
spread and. 3) what the impact Lo the consumer S’monthlv Hitl woukd
be. Mz. Gnavelle Lndncamed he would attewpt to, have hig scaiy ‘
develop these fmg01as and send &’ 1etta1 to the Commlssxon ad isrng

of same, - . . . = . -

el
Tt

ﬂsd Syvaa,%LegaL nepresantzug waaxd UtkLLty Rare Nonma}xzaCLon

Ms, Slewel inddcatied that if ;le Commmsnxon adoprb t*ﬂ staff's
recommendatmon,xhardorgantaatlon intends to Lnstmtute 1it1?atmnn

"ot

proceedmnvs~agann°n ‘the OommL551on ask the Governor to intetceda
ahd equest @ 1eguslaLLve invesulgatxon on how Lhé Jammxuqhon
Ednetxq1ﬂh v -

; '
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M, Earl Radford";attqnney tmkr»oentxng She11 0;1‘Gompaﬂy ‘

in addition to opposxng a price hmgher than the $L~?0» Mr Radfond
contended. that l) 8he1] had been dented due p*ovess in thak dur1ug
the administyatrive hearlngsuxthey werg not dllowed to Cruss
examlne, and 2y the State has no rxght to déterpine a price

other than $1. 20 for any permod at this time. He stated, that Shell
did not éntet into any agreement with PG&E and that Chevron was not
selling Shell's gas under .the confact. fle stated thaf Shell N
hanales the salling . of theit gas 1ndependcnn1y He. explarned that
Chevron, as the ledse opexator perﬁoumsaﬁhb physxcal work. ow
£heix, half of the jointly: owned lease. . :

'
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Mr. Ed Perez, Deputy City Attorney, City of Los Angeles

In addition ta objecting to the staff's recommendation, Mr, Perez

criticized the staff for denying them due process by not allowing

cross examination during the administrative hearings.

Mr. Robexrt Peckh@méwppquinator, ttoducing Contuacts and Titles,
US4, Inc. :

. sl A £ {-\ R
renvagsenting Chévy

Mr. Peckham clarified the record explaining how the gas is
handled under the subject contract. Due to the confusion which
arose concerning Chevron and Shell's joiht lease in the Ryer
Island Field, Mr. Cory instructed Mr. Peékham to advisé the
highest corporate level at Chevron that henceforith on every joint
venture coming before this Commission, a writheén explanation

of ° o Chevron represents will be required to aveid any future
ery s, B

Mr, Leonard Snaider Deputy City Attorney, City of §an Francisco

Mr. Snaider addressed the issue of the gift of public resources
and the question of using Cariadian prices in determining the
current market value of the gas.

Mr. Greville Way, Chief Gas Engineer, Publie Utilities Commission
and Mr. Vincent MacKénzie, Principai founsel, Public Utilyitdes
Commission appeared and commented brimfly.

Mr. Jack Fallin, attornev, representing Pacific Gas and Electric
Gompany j e

M. Fallin prefaced his statement with a guestion as to why the

Stute did not deternine whether or not the Californt nroducers

wete receiving an ddequate return on their investmdnt under present
prices. Chairman Cory and Mr., Northrop respondad to the effect

that such investigation and studies were irrelevant to the
determination of the reasonable market value and was more aporobriate
in the regulation of ptices, a function of the PUC.

The bulk of Mr. Pallin's presentation was a teiteration of h's
previouns testimonies at past hearings by both the Commisslon and
its staff,

The following is a list of individiuals appearing in suppert of the
staff' recowrendation:

3 oo

Mr. Ron Leipeke, represent

) esenting the California Indevendent Producers
Associat ton
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Monte Doris, in pro._per

e

Mr. Stanwood Williams, co-ovnex, Sumpf Williams Company

gﬁf.‘éumpﬁ, cozounet, Sumpf Williams Company

My, Hentv Lippitt, IT, Executive Secretary, Caleornla Gas_
?1oducers,Assoc1atLon, Tepre sevtxng BULles Kesources ! dmpanv

3

mr; Lippite submitted two copies of letters for the recoyd:

Lerter Jatinary 23, 1978, friom Auaoaoa‘Oll Coxooratlon to
Honorable Kenneth Cory

'
’

;Staﬁemqnt‘dﬁ:Bu;gészasoutaes Company.

Eor a complece text of che huarhng on ‘this matter, refer to the

=transcrrqt dated January 26, 1978, ;on file in the office of ‘the

otate Lands: Oommﬁss;on.

At the conclu310n of the hearlng ¥e. McCaus sland stdted. thar due
co.the Commission's charge undex the statutes and thelt responqx—
‘bllltles as 1an&Lords, 1t is lnapproprlate to begln asserting
themselves into. the determln Ltion. of what the price of natural gas
$Hould be. Hs stated it was his Judgmenc that the price should
be datermined by a regulatory y body who has more expertise in
the field. Ms. Smith ag:end with Mz, MéCausland and stated that
because of hHer intetest iIn the consumer, the sfacc’s recommendatlon
of prices Is upacceptdble to her and that PGGE's position i5 also
uﬂaccaptable. In that line Mr. ¥McGausland moved, and Ms. Smith
sechnded, that the resolutmon as set Foxth below be adopred by
the Coumission.

Bpen~maﬁ1bm~du}y-ﬂad and -earpiedzrthe ﬁeklowxng-reso}uExen—was

adopted+<byra-vbte- QfwR~ 05 ~wi th-giie~ abseaﬁei@n~

Upon motion duly madé and carried, the following resclution was
adaopted by a wvote of 2:0. : .

THE STATE LANDS COMMISSTON AUTHORIZED THAT ThE REASONABLE MARKET
VALUE OR CURRENT MARK”T ?RTbE OF THE GAS PRODUCED AND ¢ SOLD FROM THE
RIO VISTA, RYER TSLAND, RIVE R ISLAND AND ISLETON %IVLQS FOR
THE‘PERIODS T OUFSTION DHATL BE THOSE PRICES THAT ARE THE RESULT
OF THE PENDING ARBILR‘mlOV BETWEEN PACIFIC GAS AND PLECTRIC COMPANY
AND TEXACO, AMINOIL AlD SUPERIOR; PROVIDED, HOWEVER, THAT SHOULD
THE PUBLLC UTILITIES COIRTiSSTOY DFf ERMINE TO REGULATh THE PRICE FOR
CALTFORMLA PRODUCED GAS AND T“’QH&S A CEILINRG OM THE PRICE THAT A
CALLPORNT% PRODUCER MAY CHARGE, THE DETF&JTWATION OF THE STATE LANDS
COMMISSION SHALL BE TMAT GmllI\C PRICE FOR ALL TIME PERIODS 1IN
QUESTION.

Atﬁaéhmenn:
Calendar Item 55 (4 pages)

(Teuhniual amendment made

211 78)
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DETERMINATION OF THE REASONARUE MARKET VALUE Ok CURREME
MARKET PRICE OF NATURAL GAS FOR THE PURPOSE OF
ESTABLISHING ROYALTY DUE THF STATE UNDER STATE
GAS LEASES IN NORTHERN CALTFORNIA

On September 30, 1976, fhe Stake Lands Gommission approved
an interim price for fts vroyalty gas from skate Leases.
“iﬁCEHQ'RioﬁwgstagfRIVet‘;§igndfaﬂdVRy§u*ia@angggas,fiekds

id Northern Calilforada which are opevrated by Oheyron USA,
Inc. The @nkérim pritie was $1.20 per MMBEU, and the appr.val
of this price was for a period of & months Beginning. Juuy 1,
‘ : don: Bhat it unall

1976, The approval was, given apn the conditi

tet be deemed 4 determination by the State of Ule peasonable
market value of the royalty gas. The approval wag Sub ject

to the wight of the State, at the end of ‘the 6-fionth periocd
or any -timé fhetealter; to make a determination. oF the .
rdasonable markel valua of cu¥reént market. price of the
royalty gas for the putpose of establishing the pride to

be paid to the State beginning Janyary Ly 1977 5 for- its
Ecyﬁluy*gas Frdm 18 Rio Vista,; Eiver Tsldnd. and Ryer Isiand
leases. = . = A C ‘ .

. f .

On December 13, 1976, -the Cemmission delegabed to its Executive
Offiger the' puwers conferved by Section H108: of the Public
Resources Code and Article 2 of Ghapter 2 of Division 3

of Title 2 of the Govermment Code (Secrions 11180 et seq.)

to conduct an finvestigation into the reasonable market

valye of natural gas in anthgﬁn;Calﬁfovniafﬁqr'thg-puﬁpusa

of accumulating diata to aid the Commission in its determination
of the reasonmable market vdiue of gas produced dn the Ria
Vista, River Islapd and Ryer Island gas fields. A hearing
conducted by the Exécutive Officer was held in Sacramento

ot August 11, 1977, Oral avd wiiktten statements were presented
at Lhe heaving by the Staff of the Skate Lands Commigsion

‘and by a number of iftevested parties including Pacific

Gas and Eléctiric Compdny, Chevron USA, inc., and the California
Public Urilities Commission, Several written statements
wére‘submbtbéd~subsequght:Eo<Ehe hearing. ' ' "
A staff recommendaticon of prices to be used i a determinaton
of the teasonable markeX value of the State's royalty gas

was submitted to the Commissiom in the farm of a calendar

ttem at iks meeting on September 29, 1977, Considerable
testimony wa: gived by Latgvested parties In epposition

ko the staff's recommsndation, and the subject gengrated

S 9, 10, 12
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aonsiderable discussion among membeérs of the Commission.
At the.concluston of the tegtimony and discussions, the
Gommi sei bty degitded. bo défier apy determination.to a latetr
meeting so that it ¢ould further imvestigate the mattet
and stundy the pecerd. - © 0 a o v
In the course of its furthet investigation, the Commission
isswed subpoenas for the prodyction of several jales contracts
for jas prodyced in Novthemn California, includipg khe
contracts aud -othet agrasments between PGRE and. Unlioit QL1
Company and- PLAE and Phiviips ‘Pebealewn Company. averning
the jalbe and exchainge. B gas p;j:bd:i{.:cé’t’! Wi the Uig.on Tsland

field $n Sans doaquit Countyy A fts meeting ot Novembery 30,

@gﬁya:@hgwegmmigg@thpmgﬁedhﬁntpb&‘mﬁyestdgaGQEy record
- akt docunerits theretafote aipd Wwherealter subppenaed in

v
¥ .

1&h§~Qbuﬁsé‘oﬁ“&p&wanEStigwﬁﬁdﬁm e

7
e

- A segond ‘hearing conductrd by the Executive DEficer, ag
delrgabed of the Commigsien’s Lnvestigdtoty powers, was
held im Sacvamerito, oh Eanmax"ﬁzﬁ,xgiaw The priaciple purpose
of the hmaring was to neceive informalign qamgernihg and
analyses of. the Gnion Tgland dgreements. Anglyses by the

Statf of. che State Lands Commissiowm, an employee of the

Boarpd of Equa}izationfanﬁ PG&E were presentéd. Statements

were pteseuQQQ‘by other interested parties. Several written

comments werg ﬁ%caﬁwgd&éfterithe hearing, Written cziments
verd receivable until Jannary 20, 1978, while oral <comments,
may he presented af the Commission meet¥ng. - ‘

{

Based oi the materials that have been ypeceivéd into the
-econd rhroughout the investigativu, the staff is propesing
that t~e reaSonable matket walué or curtent market price
of natural gas produced aud sold from the Statn's leases
in the Rie Vista, River tsland and Ryer Island gas fields
be determined in accordance with tue weighted average of
the prices paid by FG&E for its pupchases of natural gas
in the Morthern California gas market kthat ave competitiwve
with its purchases of gas Yrowm rhe Rio Vista, River Tsland
and Ryer Tsland fields, The prices or values under Chis
mathod: would be derived from the weighted avetrage border
price of FC&E's puvchases of Fl. Baso out~of-state gas,

the weighted average price of the deliveries to PGRE at
the Caldfornla bopder of Caradign gas from the Paciflc

Cas Transmigsion Company, and. the weighted avérage of the
prices -paid by PG&E for California produced gas. These
veighted aveirage prices would be ad justed for Ptu cdntent
and the load Faccot or "peaking value', i.e., the flenibility
premium POXE pays for having gas availablé for peak day
needs, The resultling prices or values for the State leases
in guestion are ay follows: . :
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fLoad

Lease Field ~ Factor

Reasonable Market Value ot
» Cutrent Market Price
o e 8 /MMBTw)
Jan.-June July=Dec. Jar, ~June
1977 1977 1978

T

Rio Wista - 33%

56’*5‘7‘9 ‘

E 415
E 415

PN A
Islaton:

Rivey Dstland . 32%

1

PRE 714

N

\Rye?fisi@ﬁQA"SQ%

iy N k

cubic foot and, will be adijusked
" gas actually deliveted:

‘the staff has analyzed the Union
to datermips the costs to FG&E £
‘and Phillips dur@ng‘tbé\tefm‘dﬁ
costs, prorated for the gas
of 18 mopths under consideration
‘as follows: o

1 .

© Jan . -June ?9?7
‘ Ju;yiDéc.‘T977
Jan.~June 1978

o

The staff does not believe Ehat

$@43i $2.@$
LT 1.93
1 t<git ‘:!?1:' F»'Os

‘ S"l.: + 7J5
1.62

' o

s
PR %
YA L

2”;?0 85

19%

:1.: L't :7' 9{:‘3"

" The abpve values are ‘based on deiivertasvof l,OGOZBtu per

for the heat content of

Island agreements in oddey
oY gas purchased ‘from Union

these agreemenf§. These

purchased during the perind

by the Comiissioh, are

1,70
'%.82‘A
1.94

rhese prices dlone are

sufficient to establish the reasonable market wvalue for

4

natural -gas
of the fact
produced in North
excess of $1.20/MMBEY.

that PC&E

The Attorney GCenéval inh & letter
dated November 10,
determination of the r
royalty gas, the

in Northérn California. They are
, is currently paying &
NortHern Califotnia that ié significantly in

1477, has advised that
castnable market value of the State's
Commission may considey the prices paid

indicative
price for gas

to the Executive 0fficer
in wmaking its

in Califownia’ fov gas produced ou&ﬂoﬁ—state'and‘in foreign
nations, prices subject to governméntal regulation and

set'by,goVernmental action,

and prites set by arbitration.

vy A ) ye dtetr
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Accarding to Lhat letla\ of advice, the Comnm‘s‘on may

ot cansmdev the delivered price of gas and alkternate fuels
for industrial use, The»AtLorney General advised also that
the lease terms “reasonable mavket value' and "current
market pric&” have essentially the same meanings and that
the same evidence may b used in & deteérmination of both
the “reas onable market vaiug” and ”current markat price’

of mnatural gas. ‘

IT IS RFCOMMLVDED THAT YHE COMcloSIOV DPYERMLNE THAT THE
REASONABLE MARKET VALUE QR GCURRENT MARKET PRECF FOR ROYALTY
GAS PRODUCL UVDE& THE FOILOWING LEASFS SH&LL RE:

Redsonable Market Value oy
N Gurrenc Market Prlte
, - ' (é/wmgtu)
o Load Jan.-June July-Dec. Jah,-June
Lease Field Fddtor L97? 1977, 19?8

M

E 415 Rio Vista 33%  $1.95 sl 32,08
L 415 Lsletod . 63m, 1.62 1.77 1,93

PRC 714 . River Island 38%  1.95 1.0 . 2.08
& 729 - o ST

i o v

PRC 3743 Ryer island' 33% = 1.7 1.9 2.0%
& 1896 | ,

THE ABOVE VALUES ARE B&SED ON GAS DELIVERLES OF 1,000 BTU

PER CUBIC FOUT &ND- WILL BE ADJUSTED FOR THE HEAT CONTENT

DF €AS ACTUALLY DELIVERED. FOR THE PERTODS AND LEASES LISTED
AROVE, THESE VALUES SHALL BE USED FOR THE PURPOSE OF DRTER-
MINING' ROYALTY PAYMENTS 70 THE STATE.

l






