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mutmally oatt*ractory date. 

CHAIRMAN FARCE: All rl.cht. If you. wil, e310av with 

a meeting dato will thuu be axed on thu baolo of 

our mutual eonveniunce. 

MR HORTIG: You, 01V. 

CHAIRMAN PIERCE: Now, Mr. Hortig, Ai' you will 

proceed with the aGenda on the baelo of the convenience 

of mot people who may be here for the purpose of teL)ti-

fying. 

MR. HORTIG: Well, then, Page One, gentlemen: 

Pursuant to service contracts authorized by the Commission 

on September 13, 1957 (Minute Item 7, pace 3444), Dr. 

Herman H. Kaveler, and Mr. J. M, Wanenmacher of Keplinger 

and Wanenmacher have conducted studies relative to oil 
and ;as lease procedures to be recommended for action 

under existing legislative authorization for the issuance 

of oil and gas leases. 

Preliminary reports relative to recommended 

procedures and to the scope of studio to be completed 

will be presented to the Commission by the respective 

consultants at this time at the pleasure of the chair. 

CHAIRMAN PIERCE: I would like to state that Mr. 

Kaveler and Mr. Wanenmacher are both nationally recognized 

petroleum engineers. They come to us hiGhly recommended 

on the.,  bar` s of their background and thoir ability, and 
they are in the middle of making a survey of our leasing 



• 

J91-1. N J. rti.kommi curtrup 111-1911THANO  tilitraltTrrt 	
.11.121,VM rAnu.G.mtewm 

procedure in thc; interest of adviuinv whoa for or not we 

are on the right track or there are. inutauces Hhere we 

xikad ohanGe• our approach under e istinG law 	order 

o protect the best Interests f ;dee State. 

These gentlemen are here today to give us 

progress report concerninP the study they are making/  

and at a later meetinG, possibly next month, they will 

be prepared to submit final reports containing their 

findinGs and recommendationJ. At that time those reports 

will be made public, and all interested pa_tios will have 

an opportunity to study them and to advise us further 

12 	with respect to this matter I would:IX-cc. to call on 

13 	these gentlemn. 

3,4 	 Mr Kavoler, would you like to lead off or 

16 	would you prezer Mr. Wanenmacher I leave it up to you. 

16 	 MR. KAVELER: I would prefer to have Mr. Wanenmacher 

17 	lead off, but I wila leave it up to the Cha:Irman. 

18 	 CHAIRMAN PIERC7  : All right. 	anenmacher, will 

you give us preliminary report concerning your obser- 

20 	vations up to this tim, please. 

21 	 MR. WANENMACHER: I would like to say that we were 

hishly honored to be asked by the Commission to help 

them in their problems. 

24 	 We have reviewed the satutcs, the past lease.  

26 	forms which have been used by the Cumission, and we 

26 	have rev' l.. 	the history of the easeu In only a General 
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way x far au tht,I voyall4 recolv d ly tho ato dsF  

concerned. off, have also 	itc.d with Me. 110' ) and 

have seen the manner in which the C and state conducl; 

their business. 

would 1 	to say, .L1 evoryono lznowu, Liar  

statutes leave broad dioc-ofitionary l.iow :ro to Ule Com- 

mission even though they c;, 	9ecific on many points. 

These discretionarypower are numerous and they are vey 

broad. 

have made little progress further 6han a 

study of the problems which now confront the Commission, 

and my idea of which of these are the most important. 

In. other word;, we don,.  have the anowers. 

is my opinion that there are four main 

1)ro1blems with which the Commission will be faced in 

using its discretionary power. Number one iu i;he policy 

which the C:Jami sion will adopt on decidi' whether a 

lease will be offered on the basis of the highest cash 

bidder or on the basis of the highest royal y. A second 

question 3 the question of well e  livaing. The third 

question Is should the State lease all of its acreage 

to a prospect or should the State retain a portion. of 

that ace:ooze and lease only part. The fourth one and, 

would Jay, the 64,00o question, is the determinatioi  

of a wilding scale royal ty to be ap-Ilied when the leases 

are rriven to the bidde who Gives the hirphest cash bonus. 
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Now, thio 	viopirud by law. Thu m_nimum lu out a • 

ol=mn and two thivUo dor cent. Thu mwzimum limLt is 

within the diocret on of thu Commiusion. 

Te me there are many factoro which mu: t b 

ccnoldered in thiu problem. ;de haven't analyzed 	of 

them. 

hate to come here and make a progress 

report .ul(1 say that we have vothinG to report but we arc: 

gettinz alonz. dc want, to ztudy the problem farthez, 

ands. our main effort will be.long; the line 	these 

four aro lens which I have 1;us%; menZionea. 

CHAIRMAN PIERCE Thank you, Mr. Wanonmachor. Now, 

Navoler, you will advise us concernL u  your ogress. 

MR. RAVELER: Mr. Chairman and Mr. Kir1Lwooc1, in  

maltinG my retort o the Commission, which is a report 

zo the Commission 
	

theogress that I have made in 

studyin3 the lean inG policy, I would call the Commi sioni' 

attenzien to the j2ollowinG which represents our present 

line of thought: 

Whether or not the C mmissicn laa announced 

.).tiblicly a set of general olicies which . will follow, 

it seem to me that at leas' three elements of that 

general policy are imi;ortant z) a well based r!ener-1 

le-stnc policy. 

Now, the 6tatu'tes that Mr. Wanenmacher aaid 

to you ivet the Commisaiou many discretionary powers, 
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and it. would seam to me that tho Otamission should dill-

Gently ozurc se those discr.,411onavy aoweru whuuevor 

circumstances require ouch ozerciL!u ln order that the 

terms of the lease may be made effective and that the 

ultimate reoults under the lease Issued coins to the 

9oint that the Commission bad 12 mind when the lease 

was issued. 

Thero are such matters as the determination of 

the s9acinP of wells, the number of wells to be dri.1 d 

r acre. There are such matters u the determination 

of the daily rate of production of wells. The: I-. ..k;he 

matter of whether or not 	Commission would encourace 

crlsure maintenance of waterodinE; operations when 

circumstance dictate, and ''.;here I the matter of whether 

or no this Cuumic on w.uld encourace or cause the 

Dooling or the utilization of separate lease holds, all 

of tho5c uoinE discretionary powers lodged by the statute 

As a matter of L;cneral policy, too, it seems 

-o me that the Commission should look toward maintainj. 

not only a competent 	 a sufficient sta.ff to 

a complIsh its own independent appraisalof the prospects  

of production on unlea ed lands and. the efficiency 

operations of the development lands. 

It would seem to me that the admini3t7 

of the statute, az c3ntumplatd by the 14;1f:datum, 

cou: not be accomplisbd until the Commission, 
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doea not alroady have -- T. don't paas judGment at thls 

time on the point -- but the. Gummi ►sion,. If It dceu not 

already tme, should have an adequate utaff so that its 

proper acts in reapect to the issuace of leases can be 

based upon information that comes from its own sources. 

The third matter of general policy that I 

thin is import4at Is that the Commission must ezeocise 

its full and corolete right to reject all bids in any 

instance when after receipt of the bid it appcars to the 

Commission that none of the bids are to the best intetst 

of the State, and that matter of rejecting blds may 

evolve suck. a procedure: as a rejection o a royalty bid 

aid the substitution, therefore, of an invitation to 

bid on a cash basis, and in an extreme case they might 

reject the cast bids and go back to the royalty bids, 

but I think that the burden as well as the responsibility 

is on the Commission to decide after the bids are in 

whether or not all of the bids in this particular 

instance should be rejected. 

I mid h*; mention do respect to specific policies 

to such questios as these: What shall be the size 

of the tracts which are granted under any particular 

lease, and. if I t ay be permitted in thi$ oreliminary 

report to use geAeral terms, it is my opirion that the 

Commission should adopt a policy of leasing small tracts 

as compared to large tracts, and let the words ''large'' 
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and "sma. 	ust simply be relative for th, moment. 

Thr Commission should also Invite bids on 

1ho basis of whether or not the lands can be regarded 

as being wildcat lands; as to why, cher or not they can 

be regarded as semi-proven or probably productive lands, 

and whether or note the lands to be leased can be regarded 

as ,)roven. Now, by proven I think we can unda2stand the 

plans that are offsettingproducing wells or producing 

properties could be regarded as proven lands. Lands 

that are located geologically on a producing structure 

at such a geological location as to indicate a higher 

probability of being productive, would be a second 

category, and then, of course^ all lands other than 

those would be wildcat lands. 

In my present opinion the Commission should 

lease lands only when one or more potential bidders make 

a request that the lands be put up for lease. 

Now, I would recommend, I think, that the 

Commission adopt a policy -- going back to the matter 

of a large lease and a small _Lease -- that the Com -

mi sion adopt a policy of stepwise leasing of any ;_ilown 

prosnect rati4or than to grant a lease so large, as. in 

the first instance, it might encomoass the entire field. 

Now; the A:t here in California provides that 

there shall be a drilling term not to exceed three fear 

and provides that there shall be a primary term not bo 
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exceed twenty year* or 0 be twollty year rather. Thu, 

drilling tem of not more than three years may be ex- 

tended 	tihe diner( ion of the Commission. The Act 

also provides that there be an annual rental of not less 

than 4a.00 per acre, Now, wtth respect to the drilling 

term, which I thin' z: is ohe matter of immediate importance,  

my present opinion 1 that the Commission should reason-

ably expect any lessee to commence ()Devotions for the 

boring of a hole in the earth within the three year 

primary term. While my present reading of the statutes 

in respect to what constitutes a commencement of operation 

is a bit puzzling at the moment, I would recommend to the 

Commission that it regard only actual boring operations 

as a commencement of drilling. So it is a primary to-m 

16 	Any steps taken to prepare a location or do other work 

17 	a commencement of drilling operations within the drilling 

18 	term. 

19 

	

	
In my opinion the three-year drilling term 

should be extended only under most unusual and very 

prelimary to boring operations, would not be considered 

compelling conditions. 

••• •e•- 	. 	 would-recommend to the.Commi.4sion, alscje  

23 	that an annual rental be charged and be made a provision 

2.4 	of the lease. The annual rental would be due and. payable 

25 	 the• anniver' ry date of the lease, and that the 

26 	annual rental. not be waived in the event the Ck:,mmlssion 


