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27. PLAN ,or DOV'ELPPOOT AND PPgATTONS_AND 	1978-191 
'BEACH V T,, Wlet 4.CT00124 MtD, 108, ANGELES 

(JOPOTY,  

burin 'OomOiderationLof Calendar item 27 attached.), 
1ft• W, M. Thompson, Chief, ',XtractiVe Zevelopment, Long 
136Ach 'Operations, reported' on thiS item. 

He stated :that tetau8d the staff does riot 'knOW the iMOact 
of PrOpq4tiOns 	anti: 	which,.ard-pM the jUne 	191-S ballot, 
the proposed budget-doe's not 'contain, Mining tightSproperty 
*Altea, And -therefore is, dot a true budget. 

41,'a4dition, he stated, this budget is a full deVelopment-typd 
budget baSed,on, receiVIng 64,prieeS.whieh,ate commensurate_ 
With the 'risk and economic retutns HepOihted out that 
the Staff iS depending 'on-prOspeCtive actions by the Department 
,Ometgy and, the pil,TUrehasets in its reeoMmendatiOn. 

Acting Chairman Si4-MdCauSland, stated, that the Commissibh-. 	. 	_ 	, 
has invested a SubStential 'amount of money in,thdlield,  
during,,,the Last year fOr the pti#poSe ,of-maintaitin$ production 
capability, He asked the staff to advise him how those 
expendItureshaveprogreSsed and whether or not they continue 
to be Sound econoMie, deciSions due to-the' feet that the 
Commission has nOt •eepiVed an affirmative response to 
its teOeSt for .Major Chamges in the price for its Oil, 

Thdhlp8on stated, like other producers in theAnited 
States•,,the Cbmssion's stall tends to orient its Moneyspending, 
towards maximizing the productippof higher-N.106d u,1500x 
tier oil since (he risk is less and, the :return, is greater. 
'ThetefOtel„ of the Merle),  available to it (hd staff gives 
hIgheSt ptiority to spending on uppet tier dev•lopment, 
StiMUlation and production acc•leration. 

44r. McCausland asked if the staff is-monitoring any deterioration,  
of its ability t• extract oil from these lower tier reservoi'r's.: 
'Mr. Thompson stated if the present oil pricing trend' continues,, 
the State will lose tecovety .because oil recovery is definitely 
#64 into oil pricing. 

W. floCadslamd alSo asked If the staff is envisioning a 
S•tuatiOn tn. wilich the State might actually want to close 
down, production 	a substantial degree in the lower tier 
portions of the fields. Mr, Thompson, stated if the hate 
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does not rece.ve cock oil price increases, it will have 
to make value judgements every time money is spent on lower 
tier production. 

Other questions were asked about the treatment techniques 
and their cost effectiveness. 

$r.. Carl [''Agostino asked what the additional 83' cents 
per barrel, if ceiling prices were pa d,r does 'fpr the State, 
Mr. Thompson explained that it actually keeps the State 
in business because the Commission ts looking at the net 
profits side and operating, costs•of a lower tier Well are 
from 50 to 100 percent of the •price part of the Oil. 

Ypon motion duly made and carried, the resolution a8 presented 
in Calendar item 27 was adopte4 by a vote of 2-0. 

Attachment: Calendar item 27 (3 pages) 
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PLAN OTC 1WVELOPMENT AN]) OPERATIONS ;AND tUDGET, 
i97,81979, LONG' BEA911. UNIT 

WLMIt4GTON OIL FIELD, LOS ANGELES, COUNTY 

compliance with Section 5, Chapter 1351, Sta•ute of 
1064, 1st I~ S., and Article 4,, of' the long teach Unit 
Agteement, the City of Long teach bas, subMitted the Plan' 
of DeveloOmprit and Operations and Bildgetl  Long Beach Unit, 
July 1, 1978, through' Jim 30, 1Q79, to the State Lands 
ComMission for, approVal, 

The proposed Plan provides for Continued development of 
the 	Beach  UnLt  and the  continuing  operation and main- 
tenance of 'facilities. In Order to accomplish the prophsed 
development and to manage,  operate and taittat4the various 
existing:Unit facilities, a Budget tOtaling,$74,383,000-  
lhas beenpreparedl., The budget provides 01,168,000-for 
capital inveatment, $60,,520,000for expenSe, and' Wi95,000 
for adMinistrative overhead. 

Investment fand ng includeS $10,000,000 to:drill 29 new 
wells and $791,000 for field and Well facilities. it is 
planned to Maintain a 4 drilling rig level of drilling 
activity for new wells, redrills and workoVers,Expense 
Budget Divisions are: Operating Expense, $51,.956,000i 
General Administrative Expense, $5,175,000;. and. Other Expense, 
$739,000. Only $2,6-50,000 has been budgeted for Unit Taxes 
and Licenses. Although it is planned to pay all taxes when 
due, no funds-have been provided 1t this time for Los Angeles 
county mining Tights taxes and secured personal prOperty 
taxes, because of present unknowns.. These -unknown factors 
include current assessMent practices of the tea Angeles 
0pUnty Assessor's office that are used for determination 
of the fair market value of the Unit, the assessed,  valuation, 
tax races of the, various taxing agencies and the overall 
lmRcict of the prevailing tax MeaSiire, Proposition 8 or 
Proposition 13, which is expected to 'be decided in the 
June 6, 1978 election. Funds, ore provided for unsecured 
property taxes payable in August 1978. After the full amount 
of the 'taxes are known and before they are paid in 'December 
19113 and April 1979 a budget modification will be presented 
to the Commission for approval. 

The Economic Projections, EXhibits C-3 and 0-4, show estimated 
crude oil production of 26,2' million barrels: The range 
of potential oil prices and income result in a range of 

52,' 57, 58 

S 	27•  3.1 



CALEND/Ve  TTEM NO. 27, (CONTI)) 

Unit net income fxdm $74,903,000 to $100,634,000, before 
allowance for payment of addP;ional county miniVe. eeghts 
and personal property taxes, Any changee 	actual prices 
paiei for Unit crude oil in the future will 'be reflectea 
in revised economic projections that will be subMitted 
to the ComMission. 

Almost 80% of Long Beach Unit crude oil is classified as 
lower tier crude oil under federal Department of Energy 
(DOE) regulations. The DOE, in September, 1977, resumed 
monthly increases in the ceiling price for lower tier oil, 
At a rate of approximately 6% a year. Congressional action 
in February, 1976 was intended' to Increase ceiling, prices 
on upper and lower tier oIl within the composite price, 
This was to allow tha produCer tteeceive the Febryary, 
1976 oil P“..t plus inflation; in order to maintain a 
February, 197'6 constant dollar position. 

The DOE has 11.:.,L provided for •inflation back tceTebruary, 
1976. Also, the curren 6% per year rate of adjustMent 
is enlv an index rate and is nor large enough co maintain 
crude prices in FebrUary, 14916, constant dollars. There 
is sufficient latitude for price expansion within' the mandated 
composite price to accomplisi' the necessary adjustment, 
as the current domestic composite price is 80 cents or 
9% below the allowable composite •rice. 

Compounding the probleM of inadequate Ceiling price escalation 
are the inequities within the DOE's entitlements program. 
These inequities result' in actual prices paid for lower 
tier oil that are more than 18% below the allowable ceiling 
prices. If the current pattern of MOE monthly lower tier 
price increases continue, the ceiling price 341 July, 1978 
nd June, 1979 will be $0,83 and $1.16 respectively, above 
prices currently being received. The Commission and its 
staff are working in Conjunction with the Governor's Office 
and the California Congressional delegation to elithinate 
this pricing inequity, in order to maximize oil recovery 
froM the granted tidelands and protect the State's economic 
Interest in those tidelands. 

From information gathered at a hearing in Huntington Beach 
on March 30-31, 1978, it is anticipated that the DOE will, 
in the immediate future, make rule chances that will result 
in a short term corrertion Q4 the entitlements bias. Longer 
range' solutions, based' on other proposals presented at 
that hearing also can 'be expected. 

Tice Coirmission's Staff, under the assumption that current 
inequities created by federal, action will be rescinded, 
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has followed that guideline in working with representatives 
of the City of Long Beach during the preparation of this 
1978-1979 Plan and BUdget, Based ran Ow above condition, 
the staff has determined that each planned project in necessary 
and that the budget ft,nding provided represents a reasOnable 
estimate of the cost. During the preparation of the 1978-1979 
budget, the Oommis4ion's Staff requested a reduction in 
the Field Contractor's staff to be consistent with the 
declining need for additional personnel for facilities 
planning and engineering. As a result, the number of Field 
Contractor authorized positions has been reduced from 307 
to 296, 

The City Council of the City of Long Beach, at its meeting 
of March 21, 1978, adopted this proposed Plan of DevelopMent 
and Operations and Budget and Authorized its submittal 
to to- a State Ulnds Commission felt consideration and approval. 
This plan and bwiget contain projects and funding whose 
economic justification and risk reduction to acceptable 
levels are based on anticipated; actions by the Federal 
Department of Energy followed by receipt of upper and lower 
tier ceiling prices from the purchasers of Long Beach Unit 
dil. Since both of these actions are prospective -- 

IT IS RECOMMENDED THAT THE COMMISSION: 

1. DETERMINE THAT Tlig ACTIVITIES CONTEMPLATED BY THE "PLAN 
OF DEVELOPMENT AND OPERATIONS AND BUDGET, LONG BEACH 
UNIT, JULY 1, 1978 THROUGH JUNE 30, 1979" ARE PLANNED 
TO DE CARRIED' OUT PURSUANT TO AGREEMENTS APPROVED BY 
THE COMMISSION BEFORE APRIL 5, 073, AND ARE THEREFORE 
ON9QING PROHCTS 'WITHIN THE MEANING OF 14 CAL. ADM. 
CODE 15070(B) (3), AND DO NOT REQUIRE THE •PREPARATION 
OF EITHER AN 1I IR O1 A NEGATIVE DECLARATION. 

2. PURSUANT TO THE PROVISIONS OF SECTION 5, CHAPTER 138, 
STATUTES OF 1964, 1ST E. S., AND ARTICLE 4, OF THE 
LONG BEACH UNIT AGREEMENT, APPROVE THE "PLAN OF DEVELOPMENT 
AND OPERATIONS, AND BUDGET LONG BEACH UNIT, JULY 1, 1978, 
THROUGH JUNE 30, 1979." 

3 REVIEW WITH THE CITY OF LONG BEACH AT THE COMMISSION'S 
JUNE 1978 MEETING THE THEN CURRENT CRUDE OIL PRICING 
AND THE INTERRELATIONSHIP WITH THE 1978-197;, EXKOPITURES 
IN THE LONG BEACH UNIT. 




