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SNOHN L RABASA, CERTIMIED SHORTHAND BRPURTER

muvually cavivfactory date,

CUATIRMAN PTLROL: ALl »leght., IF you wlll clear wiih
vhem, o meeting doate will thus be £ized on bthe pasls of
our mabusl convenlonce,

VR, HOBTIG: Voo, olr.

3

CHAIRMAN PTERCLE: Neow, Mr, Hortig, 1f you will,

-

oproceed with the apenda on the basic of the convenionce
of mest people who may be here f'or the wurposce of testi-
fying.

MR, HORTIG: Well, Then, Page One, gentlemen:
Pursuant to service contracts authorlzed by the Commlssicn
on September 13, 1957 (Minute Item 7, page SH44), Dr.
Herman H. RKaveler, and Mr. J. M. Wanenmacher of Keplinger
and Wanenmacher have conducted studies relative to oll
and gas lease procedures to be recommended for action
under exlsting legislative aubthorization for the lssuance
of oll and gas leases.

Preliminary repowts relatlive to recommended
procedures and to the scope of studles o be completed
will be presented to the Commlgsion by the respective
consultants at this time at the pleasure of the chair.

CHATIRMAN PIERCE: T would like to state that Mr.
Kaveler and Mr. Wanemmacher are both natlonally recognized
petroleum englneers. They come to us highly recommended
o the bacris of thelr background and thelr abllity, and

they are in the middle of maling a suevey of our leacling
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procedures in vhe inberost of advlolng whobler oy not we
aee on Yhe pight track or there cpg lnostances whepo we
gt onld chonge ovuy approach under oxlsting low in order
Lo yroteet the beot dinterests of vhe Stabte.

These gentlemen are hore voday to glve us &
progress report conceranling the study they arve malking,
and at a laver meeling, posclbly next month, they will
be prepared to submit final reporvs contalning thelr
Mindinges and recommendatlons. AU That vime those reports
will be made publle, and all interested partlies will have
an opportunity to study them and to advise us further
with respect te this matter. I would lite to call on
these gentlemen.

Mr, Koveler, would you like to lead cff or
would you prefer Mr. Wanenmacher. I leave 1t udp toe you.

MR, KAVELER: I would prefer to have Mr. Wanenmacher
lead off, but I will leave it up to the Chalrman.

CHAIRNMAM PIERCE: ALl right. M:. Waneomacher, will
you glve ug & preliminary rceport concerning your obser
vationgs up to this vime, please.

MR. WANEWMACHER: I would lilte to pay that we were
highly hop d to be as&cd by the Commission to h@lp
them in thelr problems.

We have reviewed the stetuwbes, the past lease
forms which have been used by the Commisplon, and we

have reviewed the higtory of the leases in only a general
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I would lilke to cay, as everyone Lnows, the

ves leave broad discretlonary powers o the Come

mission even thousgh they are specelfic on many points

Theso

broad,
I hove nade little progress ITurd
study of the problems which now confront

dloepetionary powers are nuncrous and they are very

her chan a

the Commisisilon,

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

In other words, we donttv have the answers.
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It is wy opinion that there are
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four main

ems with which the Commispion will be faced in

ites dlscretionary power. Number one ip the policy

the Commicslon will adept on deciding whether a

will be offeced on the basls of the highest cash

F4 )

r or on the bagls of

.

ion Ll the questlen of well spacing.

ion isg, should the &
progpecﬁ cr should the Btate retaln
acerape and lease only a part, The
would say, the 558,000 gquestion, is

sliding seale royally o be appllied

the nighest royalty. A second

The third

U

cate leuse all of 1ts acreage

a portion of
fourth one and,
the deﬁermimat&mﬁ

when the leases
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. 1 Mow, thio Lo peaaipcd by lew.  Phe miuabone Lo seb ot
qu, & Lateon and swo-thiliis per ccnv.  The moninum Limiy
L within the diserovion of the Commisolon.
4 To wme thore wre nony Lactors wileh must be
5 convidered In thic problem. Ue hoven't analyzed oll of
6 thiem.
7 I hate to come here and malie a Poqu‘si
8 report and way thot we have pothing te peport but we are
8 getting along., We want to study the problem further,
10 arvi our malin efforcs will be along the line of Thege
) 11 four problems which I have jJust mentloned.
12 CHAIRMAN PIERCE: Thanl you, Mp. Wancnmacher. Now,
. 13 Mr. Keveler, you will advise uE concerning your hrog wems.
14 MR, EAVELER: Mp. Chalirman and Me. Klelweood, in
15 making my report to the Commisslon, which is a report
16 to the Cuommission of the progress that I have mude in
17 studying the leasing pnolicy, I would call *he Commission's
18 actenvion to the Tollowing which represents our present
19 line of chought:
20 Whethor Qf net the Commlioceicn has anncunced
A publicly a set of gereral uellicies which it will follow,
- % it seems Lo me that at least three elements of thab
2 seneral policy are lmporitant to a well based general
24 leagsing poliey.
26 Noew, the statubes uvnat My. Vanenmacher sald
T 26 to yeu glves the Commilssicn many digeretlonawy powers,
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aid A would ceam Loome vhot the Comsmilusion chouwld dili-
pently cacpeloe Yhooe discpetlonary oowers wheneven
clLreumsbancas roeculre such erxercice in opder thab the
Germs ol the leave may be made effectlive and thot tho

uitinmobe recvilits undoer the leosse Looued econe o Lo Hhe

soine that ¢he Commisolon bad in mind when the leaue
was Losued.

Theroe are sueh matiers as the determinetvicon of
tne soacing of wells, The nomber ol wells bo be delled
e acre, Therve are such matters apn Thoe delerminoetion
of the daily rate of production of wellg., There 1g vhe

mabver of whether or nob this fommission weuld encourage

rrespure malntenance of water Lloovding opereticns when

clreumatances dictate, and vhere is the matter of wacthep

("

or nob this Commlisslon would encourage opr cause the

pooling or the utilization of ceparate lease holds, all

of these pelng discrevionary pewers lodged by the statute:

As & mattber of penersal nolicy, too, LT seems
to me that the Commlssion should look toeward maintaelning

not only a competent stall wut a sufflclent svall vo

asecomplish 1ts own Ladcpwnd*nu apprffﬂal of whe y&u‘) t“

of oroduction on unleased lands and the OffLCL gncy of
oneraticns of the development lands.

It would seem To me that the administrotion
of the statutes, a8 convumnlated by the leglaslature,

could not be accompliliched untll the Commissicn, il 4iv

+
LA o

L.




G R JOHN J, RABASA, CERTIFIED SHORTHAND REPURTER v | L
1 does not alrveady have -- L don't nass judgnent at this
] P> Lime on the polnt -~ but the Commlssion, LI Lt dees nol
~3k aiﬁeady have, should have an adeduate stalf so that 1lts
41 proper aeta in respect to tha issuance of leases can be
b | baﬁéd upon information that comes from ifs own sources,
i 6 The third matter of general policy that I
%;;§9v ' 7 thinik 1 lmporbiunt ls that the Commission must exercise
;h\»'Wk 8 its full and cevplywe right to reject all bids in any
R 9 instance when after receint of the bid 1t appears ﬁé the
0| Commission that ncne of the bids are to the best interest
1 of the State, and that matter of rejecting bids may
12 evolve such a procedure as & rejection of a royal ty bid
13 and the substitution, therefore, of an invitation o
14 bid on & cash basis, and in an extremé cage they wight
f is reject the cash bids and go back to the royalty bids,
i: 16 vur I think ﬁhaﬁ %he turden as well ag The responsibllity
fi 17 is on the Commissicn to decide aftef the bids are in
o 18 whether or not all of the bids in thilis particular
19 instance should be Tejécted. n
B 3fj 20 I migh% menticn in respect to spécific policles,
ig m g@ tTo such questioms as these: What shall be the size
f3 22 cf tb@ tracts which are r“Jfa,zn’c;c*d under any particular
“V° ?}, 23 leage, and if I way be permitted ln this preliminary
iE ﬁ§ B 24 report to use general terms, 1t is my opirion that the
;“QEB 26 Cemmission should adept a poliey ol leasing small tracts
f;f E 26 as compared te large tracts, and let the words "large"
s




T\

10

1

13

14

156

16

17

18

19

20

21

2

23

24

25

26

o
i

JOMN J, RABASA, CERTIFIED SHORTHAND REPGRTER

and "small® Just slmply be relatlive for the mnoment.

The Commission should also dnvite blds on
the basls of whether or not the lands can be regarded
as belng wildeat landﬁg ags te whether or not they can
be regarded as seml-proven or probably productive land&;
and whether or not the lands to be leased can be regarded
a8 proven., Now, by nroven I think we can under stand the
plans that are offsetting producing wells or producing
oroperties could be regarded as proven lands, ILands
that are located geologically on a producling sbtructure
at such a geologlcal location as teo indicate a hlgher
prqbabiliﬁy,af being productive, would be a second
category, and then, of course, all lands obher than
those would be wildcat lands.

In my present opinion the Commlssion should
lease lands only when one or more potential bidders make
a request that the lahds be put up for lease.

Now, I would recommend, I thinik, that the
Commisslon adopt a policy -- going back to the matter
of a large lease &tnd a small .ease -- that the Com-

mi..sion adopt a wolicy of stepwlse leasing of any known

"prospect raunor than to grant a lease so large as in

the first instance, it might encompass the entire fileld.
Now, the Azt here in California provides that
there shall be a drilling term not to exceed three vears,

and provides that there shall be a primery term not to
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O.“; 1 greced twenty yoears op UJ be (wenly years, pather. The
b 2 dedllilng term of not mopre thon throee years nay be e
( 8 tended at vhe discretion of the Commiselon., The Act
' 4 aloo provides that there be an annual prental of not less
n’,;' b than $1.00 per scre. Now, with reupect to the dellling
6 berm, which T Chink is the matter of lmmediate importance,
7 my present opinlon ig that the Commigsion should reascn-
8 ably expect any lessee to commence cperatvions for the
9 boring of a hole in the earth within the three year
- '%‘ 10 primary term. Whlle my present reading of the statutes
?I,v_ 1 in respect to what constitutes a commencement of operations
2 1s a bit puzzling at the moment, I would recommend to the
18 Commission that it regard Gnly actual borixg operatianﬁ
14 as a commencement of drilling. Sec it is a primary ten.
15 Any steps taken to nrepare a location or do other work
16 prelimary to boring operations, would not be considered
17 a commencement of drilling operations within the drilling
18 term.
19 In my opinlion the three-year drilling term
20 should be extended only under most unusual and very
21 compelling conditions.
” = I would recommuend to the Commlssgion, alsc,
23 that an annual rental be charged and be made a provision
24 of the lease. The annual rental would be due and payable
% o the anniversary date of the lease, and that the
A 26

annual rental not be walved in the event the Cummlssion




