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be prepared &ssessing theé project. Howaver, before committing
to reimburse the costs of environmenta}‘§§§essment and detailed
design specifications, Union has requested modifications to the
leases which would alloy ‘them to conduct secondary recovery
operations. Unocal wcudld. not be able ko to exercise the
modification and commence waterflood operations until the EIR
has been certified by the Commission and the Commission has
approved the proposed project.

Leases PRC 3033 and PRC 3413 each require oil~royalty payment
to the State based on the calculation of graduated royalty
rates determined by formula from the average production of 0il
per well per day. The required capital investmert and
additional operating costs for a waterflood proyram could not
be justified by the lessee if the calculation «f graduated-
royalty rates were also to be applicable to augmented )
production resulting from a waterflood program. Section 6830.2
et seq. of the P.R.C. authorizes Icase modifications, with
approval of the Commission, For~qalc*%gtion of royalties on
“"primary" oil (i.e., that which would nhave been produced
without a secondary recovery, waterf Lood program) at the same
ratas thgt would have been applicable wunder the unmodified
lease, and for establishment of the rivalty rate fer seccndary
0il (i.e., production resulting from watcrflood operations) at
not less than the minimum royalty provided by the léases (in
this instance, 16 373 percent in both leases). Complete
economic projections for both deases, concurred in by the
lessee and staff, estimate the weighted average royalty rate on
the remaining primary production arter January 1, 1990, at
17.20 percent. A fixed royalty fate of 17.26 percent is
proposed to be established for .81} primary and secondary
production and to be effective tpoh commencement of secendary
recovery operations by the Lebseée. The proposed modificaidion
providing for a fixed royalty rate will also simplify the
bealty:accounting procedures adopted in resolution of a
reyalty dispute concerning applicaton of the sliding scale
royalty calculations.

Ihé'éngineering and economic determinations required by statute
have been made and incorporated in a proposed form of "First
Amendment of State 0il and Gas Leases PRC 3033 and PRC 3413
(Secondary Recovery)". The amendment provides that it will not
become effective until the Commission has approved the "Joint
Peripheral/Pattern Waterflood Project - Unioi 0il Company of
California/Shell Western Exploration and Production Inc.", 1ha
amendment has been reviewed by the Office of the Attorney
General, which has' advised that the agreement is in‘compliancé
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with applipable‘statutes. Union and Shell have further agreed
to provide the Commission the detailed waterflood project
desicription and an executer! reimbirsement agreement covering

v

the cust of an EIR for tho project.

A8 834: 01/30791.

EXHIBIT: A. Location Map.

IT IS RECOMMENDED THAT THE COMMISSION:

1. [FIND THAT THIS ACTIVITY (APPROVAL OF FIRST AMENDMENT OF
LEASES) IS EXEMPT FROM. THE REQUIREMENTS OF THE CEQA
PURSUANT TO 14 CAL. CODE REGS. 15061 BECAUSE IT IS NOT A
PROJECT AS DEFINED BY P.R.C. 21065 aND 14 CAL. CODE
REGS. 1537s.

PURSUANT TO P.R.C. 6830.2, DETERMINE THAT IT 1S IN THE BES]
INTEREST OF THE STATE THAT THE PROPOSED ASREEMENT BE
ENTERED INTO.

AUTHORIZE THE EXECUTIONKRND ISSUANCE OF "FIRST AMENDMENT OF
STATE OIL AND GAS LEASES PRC 3033 AND PRC 3413 (SECONDARY
RECOVERY)*™, a copy or WHICH IS ON FILE In THE OFFICInL

FILES OF THE COMMISSION.

AFFIRM THAT ‘ALL OTHMER TERMS AND CONDITIONS OF STATE OIL AND
GAS LEASES PRC 3033 AND PRC 3413 SHALL REMAIN IN FULL FORCE

AND FFFECT.
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