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O............w.ro...o.wrovgawr.ormosro.oWmtoowwwhWw.o.omwoom..mwrm.....a  

	

1 	 Vft P.ARCE: The meeting will come to order. 

	

2 	I want to give recognition to the ';:re:zencE, of our two 

	

3 	consultants, Doctor Kavelor and 14r. Wanenmacher, and I. 

	

4 	believe Assemblyman Hanna is present and Senator Richards 

	

5 	We are glad to have both of you members from the Legis- 

lature here -- and feel free to particip 	in our dis- 

	

7 	cussion. I believe, IIr, IortiE, we are now ready to 

	

8 	proceed with the agenda. Will you take over, please? 

	

9 	 UORTIG: 	Chairman, the first page of the 

	

10 	agenda followinn the cover sheet, entitled PROPOSa OIL 

11 AND GAS LEASES 

12 

13 

411 	14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 • 

On February 11, l95 the Commission directed that 

the staff review the bases for issuance of oil and gas 

leases with members of the Assembly Judiciary Subcommitt 

on Tidelands and with representatives of industry and to 

present, final analyses as to recommended oil and gas leas 

ink, proced.ere to the Commission. A complete review of 

proposed oil and gas lease terms and conditions was held 

February 26 and 27, attended by four members of the Assom 

bly Judiciary Subcommittee, thirty-six: industry repre-

sentatives, and State Controller Kirk=od 

As you gentlemen know, a copy of this transcript wa' 

transmitted to you previously. The transcript Was also 

submitted to the office of the Attorney General, together 

with proposed fort _ of oil and gas lease, as a basis for' 

the fore of the lease and requisite conformance with the 

59855 7.07 39M SPO 
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provisiow; of Division 6 of i.o ='ublic oswarces Code. 

Additionally, aa intorno1 opinion was requested on four 

proposed lease tcanmo developed in the staff review. Copy 

of this is attached as Exhibit A and the pertinent partici 

of the opinion are reflected in terms and conditions of 

the proposed lease form as it is bein3 considered by you 

3entlemen this morninE. A proposed form of oil and 'as 

lease Which has been approved by the office of the Attorn y 

General in conformance with Division 6 of the Public Re- 
sources Code is attached as 	ibit 

Substantive differerces with the recommendations y 

the Comraission's special board of coacultants are outlined 

in lxhibit C attached 	and T might comment at that poin 

that there are no differences in the lease form from the 

consultants' recommendations except us to two items on 

which it was not clear there was a lezal basis for the 

Commission to include them, therefore they were the only 

ones eliminated out of the entire scope of recommendation 

by the staff. 

Similarly, the scope of industry recommendations 

differences with industry recolmendations 	are in 

Exhibit B attached. 	These differences are with referencJ 

to a fern of lease form presented by the western Oil and 

'Gas Association, which was the franc) of the discussion 

bruary 26 and 27. At the moment these are still of 

historical interest as to no transitions the form of lea- r. 
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hwi bakou. They (10 not directly include all th.L,  reimain-

in3 diifferencG here, if any, with refrxence to the form 

.ease discussed this morning because there %as boon 

informal discussior since tIlat tabulation has beau pre-

pared 

Therefore, it is recommended that the Commission 

approve the form of lease attached as Exhibit B as the 

basic lease form to ho issued on oil and gas leases pup-

suant to Section 6 of the Public esources Code. 

As you gentlePien arc aware, representatives of the 

industry are here numerously this morning and are prepare 

to comment; and I see Ylr. Home, who was the chairman of 

the special subcommittee of the Western Oil and Gas Asso. 

elation, which group have certainly labored long and dill 

gently with the staff of the State Lands Commission in 

attempting to arrive at an equitable, workable, practical 

lease form, which are the criteria we believe are incor-

porated in the draft before you this mornins. 

PEIRCE: L,r. Hortig, may I ask, before we call 

on representatives of the industry, whether in your judg-

ment it would be in order to ask for comments from our 

consultants with regard to the lease form as it now stand 

MR. HORTIG: I believe it would be very much in 

order. We would appreciate their concurrence. 

PSI RC: I;ow, for the information of all conceried, 

we have retained two nationally recognized consul',„.nts in 

69855 7.57 SUM SPO 
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1 the fiad of petroleum enaineerin and petroleum geo.ou 

	

2 	they have mot with us several tines, and they have 

3 advised us with respect to the steps we should take with 

4 regard to carryine out the law regarding tideland oil 

5 development; and again these two gentlemen, representing 

6 their respective firms, are with uc, and before we get 

7 into a discussion of the lease form which is now before 

8  and which if adopted by the Commission will serve as the 

9 guide in carrying out our future leasing program, 1 would 

10 like to invite them to make any comments that they may 

11 desire to make before we proceed further. Dr. Kaveler, 

12 would you like to say something in regard to the lease 

13 form as it now stands? 

	

14 	Da. KAMER: 14r. Chairman and gentlemen of the 

17 points involved in the consultants' recommendations which 

18 could not be adopted for legal reasons, and with that 

19 understanding it is my opinion that the lease form as 

20 drafted by the staff and recommended to you is to the bes 

21 interests of the State and I would join them in recormnend 

22 ins to the Commission that it be adopted. 

	

23 	14A. HIRCE: Senator Richards. 

	

24 	
SENATOR RICHAIOS: 	r. Chairman, may I be heard ver 

25 briefly at this time, for one reason? I think perhaps be- 

26 fore the rest of the testimony from your consultants or * 

15 Commission, I haven't read this final draft through but 

16 it is my understanding that Exhibit C reflects the three 

DIVISION OF ADMINISTRATIVE PROCEDURE, STATE OF CALIFORNIA 
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mew Aroleaftwoot.e......*4 

the rest of the industry, pro and con, there is one small 

problem that may have been met in your mind, but if it 

isn't should be brought to your attention. I apologize 

to Hr. Hortig for not taking the opportunity of discussin 

	

5 	this before coming to you. On the other hand, I didn't 

	

6 	have that opportunity because only now did the lease form 

	

7 	come to my attention, 

	

8 	I note the Attorney General's opinion on which your 

	

9 	action is predicated is dated ,:,arch 28th. 	LInow, 

10 

11 

12 

13 

411 	14 

15 

16 

17 

18 

19 

20 

21 

22 

	

23 	parties, the lessee to be designated in the future and 

the lessor "acting by and through the State Lands Commissi gin, 

sometimes hereinafter called the State... "7 	Throughout 

the entire document we assume, of course, that the Land 

1 2 

3 

4 

the Legislature is now in session and, therefore, through 

no fault of anyone here, there might be something that 

might affect your lease form. 

I call your attention to Assembly Bill 5 by 

Assemblyman Grant, representing the City of Long Beach; 

and Long Beach, as you know, is my territory and I carry 

it in the Senate. Assembly Bill 5 has been passed and 

is now out of the Senate. A. D. 5 has to do with the 

matter of subsidence to the extent that subsidence has to 

do with oil extraction. 	There nay be some quick answers 

to this, but I do think it should come to your attention. 

In your present lease farm, on page 1 thereof, you 

have first the matter of referring to the two contracting 

24 

25 

26 • 
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Commission io the agency acting on behalf of the State as 

a contrac°Ang party, which would be normal. On the other 

hand, there is potential conflict, which is pointed .:iut 

more clearly when you get over to pa Lo 21. 

Page 21, paragraph 10 points out that the Mate --

and it has already been indicated that the "Stat” m oans 

the Land Commission -- reserves and retains the right who.: 

it receives any evidence of subsidence of the surface of 

either the leased or adjacent lands to determine that any 

or all operations of this lease would or might cause sub- 

sidence. 	In other words, the subsidence question is lei 

to the State by and through the State Lands Commission. 

This is again emphasized on the net page, top of 

page 22, in subsection (1) -- that "such determination ma 

be made by the State Lands Commission ...” and What I 

wish to point out: When AB 5 becomes law, the question 

becomes, the question of subsidence becomes the responsi-

bility of the Supervisor. 

Id Z. PEIRCE: inlay I ask r. Hortig to explain the 

changes in Section 10 that night be affected? Are you 

reading fron Section 10? 

SENATOR RICHARDS: Yes. 

LR. PEIRCE; You are referring to arch 28th? 

SENATOR RICHARDS: liarch 28th was the date of the 

opinion. This action follows the opinion. And the appro 

this lease form, unless I am incorrect in regard to tl 

2 
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• 	1 conflict, should not be made until uch time as Mr. Hortir, 

• 

• 

2 and the staff and the experts and, certainly, the Commis- 

3 sion itself is satisfied that a conflict does not exist 

4 and no vitiation would occur in your contracts. Unless I 

5 am mistaken, I think there is a clear, statutory conflict. 

6 I don't think it would be any problem to correct, but I 

7 don't think you should give approval until you are saris- 

8  fied there is no conflict, because I am familiar with AB 5, 

9 the way in which it was passed. 

MR. PEIRCE: Thank you, Senator Richards. Mr. Hort4g, 

would you like to comment on. Senator Richards' comments 

before we proceed? 

HR. HORTIG: Yes, 1: r. Chairman. My comments will 

not go to the legal complications potential, on which the 

15 Senator is certainly more qualified to speak. Certainly 

16 I speak without specific advice from counsel. However, 

17 the practical problems of the situation wore considered 

18 by the staff, by the industry representatives who wor':ed 

19 with the staff, and by the office of the Attorney General, 

and the criteria that led to the conclusion of adopting or 

21 recommending the particular lease form which is before yo.6 

22 in the face of the existence of AB 5 wore as follows: 

25 us with certainty that could be considered as to its 

26 	
applica i on. 

23 	One: As of today Assembly Bill 5 has not been 

24 sined by uhe Governor. .ve do not have a statute before 

DIVISION OF ADMINISTRATIVE pRocroune. STATE OF CALIFORNIA 
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Second: AB 5, at least in its fundamental presenta-

tion to the Legislature, was presented on the basis that 

it was necessary to aid the City of Long Beach in connec-

tion with solving an actual, existent subsidence problem. 

There are no other coastal fields within the State of 

California within the scope of AB 5, to which AD 5 would 

apply today, 4-Lterefore would not apply to any new leases 

being considered 

not apply ..o any 

nor does it have 

leases which the 

adopted. 

Therefore, 

are no different 

currently. That is, as of today it woull 

new lease being considered currently, 

any application, in fact, to the other 

State Lands Comrnissionhas heretofore 

our leases being considered this morning 

than a number of leases already in 

existence, to which the problem of AB 5, which it should 

become law, must be resolved. In the light we see it, 

in both the physical and legal circumstances as they aril 

at sonic future date, and they may never arise, to that 

extent we feel our new lease form is no different as to 

whether AD 5 -tlay have to be studied in the future; althou h 

the probpbilities are rather remote, in view of the now 

thirty-odd years of tideland oil fields in which the 

Co mission by inheritance has had no subsidence problems, 

on lands to be offered under this particular lease form. 

It is our understanding: that the no` nal bill report 

GO the Governer, which the Attorney General malzes, has no 
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yet been completed nor submitted to the Goverucr by the 

office of the Attorney General. Therefore, i;he staff did 

not feel that we could properly consider the area of 

application and what factors of AB 5 might be applicable 

to this lease, so these leases arc perhaps entirely 

independent of the framework of An 5, to be operated in 

whatever manner the law might provide in the future. 

If AB 5 does provide amendments that have to he applied 

to tzese leases and other State leases in the future, thi 

we won't know until we have subsidence in fact 	which i 

a condition precedent in qualifying an area under AB 5. 

PEIRCE: Would it be premature for the Commissiol 

to proceed with the adoption of this lease form without 

knowing whether AB 5 will become lau? 

LIE. HORTIG: I was going to suggest that I would 

appreciate a statement of opinion from 	Shavelson, and 

also from possibly the 4'estern Oil and Gas Association Sul.-

committee. At the present time, from the cporational sta d-

point that in view of the fact that AB 5 covers general 

authorities, does not specifically relate to State lands 

as such, and from our prior operating experience its 

application will probably be a minimum in the future, we 

would be in an extremely difficult position at this time 

to attempt to Forecast just what AB 5 is .going to do with 

respect to any oil and gas leasing operations; because, 

again, the particular factors related to a subsidence 

1 
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• 

1 factor in the future are elements which will be reviewed 

2 under AD 	and determinin3 the applicability of AD 

3 having no conditions under which to evaluate the conditlo 

4 of AB 5 until we do have subsidence, it appears to be 

5 extremely difficult -- at least it appears to me to be 

6 extremely difficult -- to determine what language: would 

7 cover the same type of lands which are already under oper 

8 tion and already under lease and have been for thirty 

9 years. 

10 
	

PlaRCL: i r. Shaveison, you have heard Senator 

11 Hichards' statement and you have heard 1:T. Hortin, 

12 response and appraisal in regard to the status of Assembly 

13 Bill Number 5, which is now awaiting the Governor's con- 

14 sideration. What are your comments in this regard? 

15 
	

SHAVELSON: Wo, of course, knew of the status 

16 of Assemkiy "ill 5 when we worked on this lease. It's 

17 my personal foelin7 that it is proper for the State Lands 

18 Commission to reserve some degree of control. This Scotia 

19 10 vests in the Commission the power to suspend production 

20 immediately on proper notice, to take very prompt action -L 

21 stopproduction in those situations whore there is liable 

22 to be damage onshore and there is possible pecuniary damag 

23 to the State. I have read AB 5, but it is an extremely 

24 complicated thing and I don't want to represent that all 

25 of the ramifications are embodied in any statement I make; 

but, ,,onerally, I think that the Division of Oil and Gas 

gor 

26 
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have to 

adline 

has responsibility to protect the public against subsiden 

whoreas the State Lands Cot: mission has an obligation to 

protect the State against an y possible pecuniary liabilit 

that may result out of a leas a of tidelands, and I think 

the responsibilities are not e cactly the same; and for 

that reason I think that this pr ovision is proper, even 

if Assembly Bill 5 does become la w. And, of course, as 

Mr. Hortig pointed out, we have ma ny, many preceding leascs 

and to the extent that they are goi 

Assembly Bill 5 they are going to be 

g to be affected by 

affected anyway; and) 

for those reasons I think this provisi 

this stage. 

MR. EInKWOOD: In other words, sinc 

the date of the A. G. 	opinion, this has 

e March 28th, 

been reviewed by 

on is proper at 

the staff of the A. G.'s office, Navin;in mind the opera 

tion or possible operation of AB 5, and this seems a 

proper lease form. Is that .... 

SHAVELSON: Yes, except that I would 

point out that we were under a very stringent d 

in approving this lease and we did a trc'endous a mount of 

work on the lease its 31and the thorough study of Assomb. y 

Bill 5 was not possible in this time. I have read it, 

but haven't made a thorough study of it. 

1.1R. P=U: Mr. HortiL;. 

R. HORTIG: If I may add on that point -- and th is 

Mr. Shavelson is thoroujily familiar with -- and i think 
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1 	 it has no'c, been stated 	In the conr 	of considorii 

2 	appropriate lanL;uaL:e for this specific Section 10 of 

3 	"&hibit A of the lease, there was a period in the develop 

4 	ment where there were actual .eeforences to Assembly Pill 

5 	5 in the proposed lansuaL;o, but because of the uncertain- 

6 	ties of what actually may be gained by Assembly Bill 5 an 

7 uncertainties prior to the time that the Attorney General 

8 Pill Report has been made, and the limited probability 

9 that in any event Assembly Dill 5 will actually be applic 

10 able to any of the s'tate's lands, the provisions here war 

11 re-cast to give the protection for the featares which, as 

12 2.4r. Shavelson has already pointed out, are probably pocu- 

13 liarly the responsibility of the State Lands Commission 

14 and in such form is intended to not conflict with whateve 

15 application of AD 5 may ultimately become necessary as a 

16 matter of the actual statutory nature of AB 5. 

La. PELECI," Senator Richards, you have heard this 

discussion. 17Jow, in the l± ht of it, what are your commerts? 

S-ZATOR RICKARDS: :light I say, gentlemen, in the 

first place, I agree with substantially all of what both 

Hortig and LX• Shavelson have said to you. I, howevel 

Seel L1 

have been 

presented 

conflict. 

in vier of their same statements, there should 

aad that was my sole motive in cominz here --

to this Commission t'qe potentiality of this ver 

call to your attention, since both houses 

have passod A] it is more than simply an idea in .boin, 

1, 
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r 

:Lt is uore than a potential statute; and if the aovernor 

should si,n a 5 this wool: and in ninety days it becomos 

statute -- and this is approximately the time your leasing 

forms arc an actuality -- you then have before you that 

existing conflicts I would, therefore, pro'Iont a local 

idea of necessity of review of that potentlal conflict, 

in view of the clear :...act that AB 5 does subject the deter 

mination of whether or not subsidence exists, coupled with 

three alternatives if they do so dotor:Ane, coupled with 

the potential of unitization. The prospect that any one 

of these companies and the State would reconcile themselve 

to what appears to be a conflict in the lease form propose  

by the Attorney General, I thinl: there is no great difficu 

in meeting; but I think it should be looked at, and if in 

your sound judgment .... 

There certainly was no motive in AB 5 to cause delay 

in lease forms. It s'lz,ply happened because, as 1,:r. Shavel 

pointed out, it is a cowpiex statute and does not cover 

just Long Beach, but the entire State of California, that 

thinl', there is this legal problem that has to be faced. 

think 1,1r. Hortig is quite correct that in terms of 

practicality, there would probably be little or no api'Uca 

tion beyond Lone Beach, but it is there and the law clear]: 

subscribes the authority 30 the Supervisor and this lease 

Zona subsclibes it to the Lands Commission. I would be 

just as willing to give it to the Lands Commission as the 

on 

I 

ty 
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be a;iven to the points you have raised and any other 

points raised because 	don't want to make any mistal:e 

Yes, that was what I stated ii••• OM. 0110 

two a.encies 	felt had slihtly different responsibiliti 

in re: and to land leased by the State. 

al, 
2 

3 

4  

;wvioor, but you can't 1 avu it to bon. I thi'' vOU 

have to havr.i 	intor-rotatio:I. Until it is solved, Wier( 

is a practical conflict thatlasn't, been surmounted and 

that is all I want to bring; to your attention, to decide 

5 as you think best. 

6 

7 before we conclude this meetinL, consideration is vr.oinrr to 

8 

9 

10 	any action taken this norrin::. sir. Tdnna -" AssamblYsi n 

11 

12 

13 

411 	14 youl- rwaarks, r. Shavelson, that you thou ;ht perhaps the 

15 

16 

17 

18 as subsidonc_) is concerned? 

19 

20 

21 

22 	A6 E:17Lv;AI: HA. ;A: If this were in fact the case, 

23 

3r oul  Senator, and I will 

Hanna. 

ASSIIII=AN HAYA: 	simply want to clarify some- 

thing i. r . Shavel son said. Did 	interpret out of one of 

situation Senator Richards t2icht describe -- we might hay 

within the lease form and within 1-LB a dual jurisdiction 

predicated on two different types of responsibility ins f- 

there would be Dossibly no conflict, hut simply we would 

24 

25 

26 

State and Federal rule have sometimes 

diction of these pro 

SI:AVELQ0. -0 -T. 

ovorlappin in juris- 

1 to the a::tent any conflict 
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would d,Jvolo 	I think cJiitai 	ti) statute would .. c>v(iru 

the lease pro7ision. 

LE. HOB' IG: 	Chairman, 	nay, so that we 1:oop 

those things in contoxt on a particular point ia.•I if 

understood Senator Hichardst prillary basis correctly, this 

factor of possibility of conflict was always rococnizod an 

was considered and the provisions of Section 10 were draft 

in the hopeful attempt to meet the question without in any 

way restrictilP. ttle activities of the State Lands Commic,  

or the lessee, but direcbing them to the point whore they 

ultimately richt be governed by the provisions of A3 5 if 

AD 5 did become a law and was actually applicable. As ycu 

recognize, Senvtor, from your very intimat( knowledge of 

AB 5, there must be a very considerable period of time 

elapsed before '-:he condition of initial qualification for al 

area und 5 took place. It is in that period and pro- 

cedin7 that period, before the things happen that can put 

.0 5 in effect, that the Commission could determine to 

suspend operations if it were not in the Stabets interests 

to continue operations, following which resumption of the 

operations under this law would then take place only under 

proviso 3, as agreed to by the State and lessee, and which 

could very well be a program dosiznated as satisfactory by 

a State Supervisor -- thereby intocratin& the provisions o 

the lease with Whatever criteria might be necessary to be 

stated under AD 5. 

Ainedimm••••••••••••••*•••••• 	 
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16 

AL; a practical Zs at;or 4.1.4 this racAy not be 000d • 	1 

2 leo,aistically 	but 	u nzatOr practical, I don't soo 

3 we havu any substantial potential future operatinz conflict. 

At this time I want to rc;eocnizo the 

presence of Assemblyman Bruce Allen and Assemblyman Franc' .4 

Lindsay, who are very interested in the discussion. They 

7 both came in after we started the discussion. We are Kapp 

8 

9 

10 

11 

12 

13  Lion with this lease form? 

to have you with us and will be glad to have you partici-

pate in the discussion. Thank you, Senator Aichards. 

02:TATCA RICHAHL,(J: Tha'a you. 

L:. PEI2tO; 	41anenilacher, do you have any furthe 

comments in addition to what Dr. Lave ler stated in connec- 

411 	14 
15 

16 
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WANET2TIACHEIU I'd li ve to say we are very please 

our recommendations wore followe'l as fully as they were 

and wish to apologize that we bumped into some legal ob-

stacles which we did not foresee. I'd like to say that Lo 

all other states a well which is dually completed is con-

sidered as two wells. That is one point of difference. 

That prevails in every producing state. In other words, 

if a well is completed in two different zones, it is con-

siderel as a substitute for two different wells, as if 

two well5 were drilled. I am not criticizinE the present 

legal interpretation, but merely tryin471; to explain why WO 

went astray. 

2ELICE: There is plenty opportunity to ffo astrL 

V.110111.11••••••••••• 
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in a subject as complieabod an this. 

11U. WATINDiACHElt: Than you. 

Lin. 	 Thank you, I:1r . Wanonmacher. Now, i,::. 

Horq;is, do you have anything further to say before va: cal 

on representatives of the industry? 

ER. HORTIG: Not at this time. 

1.a. KIRKWOOD: Could I ask one question of the con 

sultants 	and this is on a phase of it that I have 

wondered about a little bit -- and that is on Section 18, 

just as to your impression as to the desirability from th 

State's point of view as to Section 16, as to how it fits 

into our future program. You are familiar with what I am 

talking about without taking a few minutes? Are the con-

sultants satisfied with these provisions? 

DR. KATLER: If I may speak for Sir. Janenmacher an 

myself, Lir. Kirkwood, the consultants are satisfied with 

that position because we understand the length to which i 

goes is limited by statute here in the State. As you knov.  

the consultants have previously voiced the opinion that 

certainly, in respect to State lands, all information Bath red 

in the drilling, completion and operation of wells should 

become public. We understand there is a statutory limi-

tation on the distribution of that information publicly, 

but to the 0:ctent that the lessee penlits any employee of 

the State to have that information, I think it's an 

improvement over past statutes and we are satisfied with 

59555 7-57 38M SPO 
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it as tho law stands today in, this state. 

PELRCE: Nr. Kirkwood, have you any further 

questions or points to raj before we call on ropresenta4 

tives of the industry? 

KIRKWOOD: No. 	MR. PEIRCE: Governor Powers, 
any questions? 	GOVERT:M MIERO: No. 

IEIRCE: 1:'r. Allen. 

ASS T 7 	 D?. Chairman, members of the 

Commission, I au 	to have to leave in a '_,r minutes Ow. 

just one comment I would like to make before I so. In 

looking?; over this proposed lease, figurinE: out the way th e.  

proposed royalty scale, sliding scale, would operate, 

have the personal opinion that the proposed sliding scale 

is low. A production of a hundred barrels per well, the 

royalty rate would be 18, :for example, compared to some-

thing like the Wilmington Oil field, which has a producti•n 

of a hundred, barrels per day; the State would get less th 

18i; compared to a prospectf.ve royalty that the State 

profits -- 55 under one lease, 70, under another. I 

suppose there are industry representatives present who 

will tell the Comission the sliding scale is too high, 

but I do have the opinion of my own that this scale is 

rather low. 

I realize this is a matter of judgment and it is 

very difficult to predict what is the proper scale when 

yoll are leasing land. 	that in mind, I would urL:e the 

Commission, if you so ahead with this lease and this scale 

	•••••••••• 
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2 01100. 

12 does nob sive the aduquata return that we could sot with 

17 

including lands that aren't known to be part of producik, 

16 fie3ds 	that the Land Coamission :zive OOLIQ Use to the 

royalty biddins, so we can sec what kind of royalties the 

1prOp0OU', that you do so with caution and ju(Q,:o 	ri- 

3 	1 would also urce UkIat the Compission 	som use 

4 to the alternative of royalty 	because w1111,) we 

5 arc 	the dark in talLirri; about what rcyalby the State 

6 should ;sot on l_oasinr of now tidelands, the only way you 

7 can find out really what the land is worth in terms of 

8 royalty is by puttin- it up for a biddinc any seoins :that 

9 the hizhost bidder feels it is Jorth and what the property 

10 would pay. 

11 	with that in uind, 	fooling that cash bonus bid 

13 royalty biddins, l would urso the Lands Oxamssion in pro- 

. 	14 ceedin!z with this to c7ive some use on those tidelands 

18 .iglest bidder would offer in his own judgmant. 

L.L. YancE: Thank you, 1:.±. Allen. 'Do you want to 

colment on Mr. Allen's statoment, Mr. Hortiz? 
21 	 *7' 	 0 	1r iIL ATILe. leo, .1. ,-,nould, 	0,1alluan. With the 

exception of Mr. Allen's last proposal with respect to 

royalty biddin: on wildcat parcels, rlich 1 should 7  ike to 

comment on separately, 1 can report that the staff has 

j.ven consideration and oven reviewed the other poicits 

41.1 1 O l rla60 with 1:ir (I Allen eviously and prior to 26 

15 

19 

20 

22 

23 

24 

25 
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20 

preparing this particular recommendation to the Corfu; iBsio 

With respect to the royalty bidding, previous considorati n 

has been riven both by the staff and by the consultants, 

with the conclusion that in general -- and this ray be 

too much of an oversimplification — but that in zeneral 

pr'bably the only advantageous procedure on the part of 

the State would be to apply that to known and proven land 

Admittedly, without knowing 	 the eighteen to one 

chance of never producing any oil isn't going to give the 

State any substantial return. lath the probabilities of 

a particular parcel producing -- when it is wildcat and 

unknown, as the areas which we hope to recommend for leas, 

at this time are, when the opportunity for developing 

production is so low -- a royalty bid appears to be a rel 

tively poor method of assuring adequate return to the 

State on the parcel. Hence the recommendation that these 

parcels which are at this time for consideration be limit 

to cash bidding. 

In the area of proceeding with caution, the 

staff will recommend to the Commission that only a limite 

number of parcels be considered at this time for lease, t 

which royalty bidding may well be applied in the future, 

but certainly not disposing of all the State lands wholes  

under this procedure, in order that we may have that opp, 

tunity fur learning and experience as 	Allen has 

recommended. 
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P4EitC: Would you like to comment on 

Assemblyman Alien's statement, Dr. Kaveler? 

DR. KAVELER: kr. Chairman, gentlemen cf the Com-

mission, ii.r. Allen -- the consultants, believe it or not, 

share iyir. Allen's viewpoint substantially. We feel the 

State of California should get the highest possible bonus 

whether it be dollars directly or dollars indirectly out 

of a higher royalty. As 1.1r. Allen made his statement, I 

was struck by this situation -- you are going through a 

very substantial transition period with respect to at lea-t 

your minerals in this State of California. If I recall 

the date correctly, it was only in the year 1957 that per 

mits were required for exploration ... Is that correct? 

hR. HORTIG: For core drilling. 

DR. KAVELER: Prior to that time it was open 

country, open range. Now, the thought you have in mind, 

in my opinion, is entirely proper; but until the State 

builds up a background or a catalog of information wi,t:h 

respect to those lands, you are far, very far, away from 

that critical decision you suggest we should take. Two 

or three or four or five years from now, the State is go 

to be in an entirely different situation than it is today 

because it is going to have geological information. The 

LegislaGure has been stepping in lately, whereby it has 

been setting up certain rules. That's one element you ha e 

to give weight to. The other element is this -- that hd4,  

21 
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22 

1 royalties are not, per :4e, to the benefit of tha abate. 

2 I don't think that you could derive ouch satisfaction if 

3 on a lease with respect to lands not ex bored 	and thesel 

4 lands are not explored to the State's cnowledge even, zeo- 

5 logically -- if someone came in with a lease of 90 royalt r.  

6 You could not, as a result of that bid, feel that the Stat 

7 had fair treatr:.ent. Five years from now you may be please 

8 that the State took twenty million dollars for the leases 

9 that may be offered here because they may be dry as a bone 

10 In spite of what one may wish or may read about, you only 

11 find oil by boring in the ground. 	l have a chap here 

12 (bringing out newspaper clipping) that will tell you where 

13 oil is but you have to spend your money to have him tell 

411 	14 you. That's the situation the State is now in. This chap 

15 (looking at clipping) 916 George Street -- he says "Oil 

16 hunters, why drill dry holes?" He's not getting any busi- 

17 ness. Now, the only way l know of proving consultation 

18 advice is to employ that fellow. 	am not trying to be 

19 overly facetious, but we are in the dark, and it is only 

20 by having:; drilling on there that we can put in your ideas, 

21 iir. Allen. l think in the second run, the State can put 

22 out leases on the royalty bid. 	think the substantial 

23 change that has come about as a result of the Legislative 

24 action is to permit this business of two kinds of leases 

25 on State lands. I think that's substantial and I think y ur 

26 ideas will prevail later. 
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1E1RUE: Thank you, zvir. Kavelor. to you have 

any comment, iqr. Wanenmacher? 

id WANEN,ACHEii: ivir. Allen, we have recommended 

at first a lease for the high cash bonus and retain some 

of the lands, and later lease those on a high royalty ba 

after the oil is found. 

Assa:-.LTI4Ju\T ALLEN: In other words, you are sugges 

into; checkerboard leasing? 

. ;IANEIIIACMR: Yes. Now, this meeting is not a 

discussion of the polic7 of this Commission in leasing, 

but a matter of lease form and I'd like to call attention 

if our recommendations are followed there will be a perio 

when royalty bidding will be solicited, but this is the 

first stage and we feel that the State should by all mean 

get all the cash they can on this first step because it i 

very speculative. It is not like drilling in the Wilmingion 

1.1R. PEIACE: Lir. Allen. 

ASS` ,BLYiqA ALLEN: 	Chairman, one more thing a 

I have to leave. I am not recommending that the Lands 

Commission resort to this (:entleman's services. I am not 

proposing that the Lands Commission delay this matter any 

further, but I do feel that the extent to which there are 

oil lands unleased in the tidelands is not so unknown in 

the industry as it is to those of us in public office. 

In hearings we had before the 1957 bill eras enacted, we 

DIVISION OF ADMINISTRATIVE PROCEDURE, STATE OF CALIFORNIA 

65055 7-87 7614 SPO 



discovered there aas a :;;:cot dual 	corodrillin 

in the tidelands ulhior no permit and thu oporatiors 

rufused to tell us how deep they were drillint;. 	We do 

urge this Commission proceed with this form, this cash 

bonus bidding, proceed with caution. l wouldn't want to 

wake up five years from now when the major portion of 

oil-bearinr; lands had been leased and the State is gettin 

18,J royalty where it could have gotten a very much higher 

return if we had allowed the oil company with the best 

information to bid a royalty. T do think the Commission 

has taken a wise action in retaininf: those consultants 

and wish you luck. 

Pi3IRC1!;: 'hank you, ,r. Allen. Now, I believe 

the time has come for us to hear from representatives of 

the industry and ...,,r. Paul ionic, chairman of the special 

committee of the Western Oil and Gas Association is here 

and we would like to hear from you, A,r. Home. 

0,,d: .,..r. Chairman, members of the Commission 

I would like to take this opportunity to express the very 

sincere appreciation of the members of the Subcommittee o 

the Western Oil and Gas Association for the cooperation 

which we have had in trying to arrive at a satisfactory 

lease form, both from the staff and from the consultants 

dho were retained by the Mate. This has been a long 

arduous process to arrive at sonic semblance of a form tha 

will be satisfactory, we hope, to the industry generally 

ti 
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and aill meet the Jta - o's requirements. 

After our last SeriO3 of weetinrw in L:acramento, 

1 

2 

	

3 	the staff published a rourll draft of lee; Je form 	whic 

4 

5 6 

7 

9 
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24 I believe that's paragraph 3 of 

25 120 days from cessation of drilling to commencement of th 

26 next well -- because cessation of drilling, if it simply • 
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in general, we felt carried out most of the thine; which 

had been discussed and upon which tentative agreement had 

been reached at that meeting. Thereafter, in review of 

such rough draft, the Attorney General's office brought 

forward certain suggestions that resulted in changes in 

the initial rough draft, which we felt were in certain 

respects wholly unsatisfactory. 

2ollowing receipt of that second draft with these 

changes or deletions, there was little time aithin which 

to review. We selected the three major points at which 

we felt the lease form had been seriously impaired. 

One of those was the liability clause. Initially, 

that clause was drafted so as to relieve the lessee of 

potential liability for non-negligent damage to subsurfac 

reservoirs. That language got changed in the second drat 

but thanks to the Attorney General's office and the staff 

it is back in, in revised form, in the lease form we are 

considering this morning. 

Another element of considerable dissatisfaction 

was the provision relative to the time between wells.... 

Exhibit A, the matter of 



r jean stoppin turniu the,  bib, is not the point of co-

pletion of a well, you are not past your trouble at that 

point in drillin a well. So the lessee could well have 

found himself with a fishinT; job or other troubles in the 

wells while his 120-day period was running, so he would 

not have reasonable opportunity to start the next successive 

well. After discussion and tryin.j, out a number afalt(rna 

Lives, it was decided to define drilling operations in th 

lease in such a way to include therein most of the opera-

tions that take place in the borint; of tho well Burinc3 

which there can be troubles that result in delays, and 

such a definition has been prepared and placed in para-

graph 3 of .Lxhibit A. 

Then, there was one further and perhaps more 

serious difficulty. That was this matter of paragraph 10 

the requirement, or actually the authorization, I should 

say, of the State Lands Co mission merely upon the findin, 

that it would be in the best interests of the State to 

require the lessee to enrage in a program of second recov ry 

or pressure maintenance without any participation whatso-

ever by the State in the cost of such an operation. 

In the face of that rAquirement, it was felt that 

so Toni: as the Commission merely had to find that it woul 

be in the best interests of the State or the public inter 

est to require such a projcam, that there were no criteri 

to base such a deturmination 	obviously economics did ni t 
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1 	enter into it 	'f bhu Jtate covld 	an additional 

2 thousand dollars, it would probabij be your duty to ruquk 'C 

3 the lessee to oarwe in such a prolram even 'slough it 

4 miht coot thu lessee a million dollars in loos. That 

5 was pointed out to the staff and was discussed with the 

6 members of the Commission and a new parar7aph 10 has been 

7 placed in the lease which places a substantive requirernen 

8 upon the Commission that they find, when subsidence is 

9 occurrin[3, that dacace or loss to onshore property may 

10 result. After a huarin3., then they can require the lessee 

11 to suspend or curtail his operations vOich are so resulting 

	

12 
	

in loss or subsidence. 

	

13 
	

Now, that was desined not unmindful of Assembly 

14 Bill 5. The staff, the Association representatives work- 

	

15 	with them, and the Attorney General's office, all 

16 considered "Hos would this provision work in with Assembly 

17 Bill 5 in the event that bill becomes law?" The present 

18 provision places in the hands of the Commission the power 

19 to make a findinc; that subsidence is occurrinL, that 

20 damage may result, and to compel the lessee to shut down 

21 his operations. It does not co beyond that. The lessee 

22 must shut down until a program is put in to alleviate 

23 subsidence damage. That places a powerful weapon in the 

24 hands of the Commission. It enables them to stop the lessee 

	

25 	in thirty days' time. It enables thel.i to require the 

26 lessee to conform with whatever requirement may exist under 
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• Assembly Bil. 	- that time befoa:iu he may resume his 

operations. 

So, with those changcu and elimination of the old 

requirement whereby the Commission could order a lessee 

into a full scale pressure maintenance operation, and wit; 

many other minor, looser changes throughout the lease 

form which have been made, I have no hope that this form 

will meet all of the desires of all the persons nresent 

in this room but I feel in general we should have a form 

that should be generally acceptable to the industry and 

on which we could proceed. 

HER. P..tIRU: Would you recommend that we proceed 

to adopt or approve this form today? 

:QpiE: That would be my recommendation. 

HR. Pi3IRCE: Are you speaking for your committee 

or yourself? 

HR. Hai,iL: I am speaking primarily for myself in 

this matter because we have not had opportunity in the 

short time since release of the last draft to review it 

with all of the committee and get the views of all the 

Association members. 

PZ1RCE: feu are of the opinion, however, that 

the present draft of the proposed lease form would meet 

with the general approval of the industry, though there 

may be some dissent? 

HR. HOJA13: That is my opinion, although I believe) 
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the geLeral rop_usentation of the induJtry L present 

today. You will undoubtedly hear those views, particular 

those who wish to dissent. 

PYran,: 	Kirkwood. 

KIK;100D: T was curious -- This 10 is a pro-

vision I am looking at for the first time this morniuL.. 

was curious as to why it was in the exact language it 

was in instead of the language presented hero. And this 

is both to you and 	Shavelson ./••• Mkt Why was the damage 

restricted to onshore developed recreational or residenti' 

property rather than cn ”propertyn? 

HaQ: I believe that's the languase of Assn mbl 

Bill 5. 

SHAVELSON: k o, that's the langua'e of 6874. 

KIRKWOD: I have an idea 0 • • • we had onshore 

residential, but we do have the S.P. tracks; we do have 

that liability. I assume they would come after us. You 

spoke of "property44 . In our imposing limits on offshore 

thin, we are restricted on those hearings to residential 

and recreational, but I wouldn't think in this area 	 

:a. SHAVE-LSO:a: ';,Te had in mind property on subLIerg 

lands under a lease and there would have to be some kind 

monetary damage, pecuniary loss rather than damage to the 

ocean. 

KIRZIOOD: 'A)uldn't a statement ”developed 

property” rather than nr,)sidential or recreationaln 

DIVISION OF ADMINISTRATIVE PROCEDURE, STATE OF CALIFORNIA 

24 

25 

26 • 

y 

1 

f 

-hat? 

113853 7-37 33M SPO 



30 

thinl-  so. 

La. KLEWOOD: We are "1.:allan,,r of Itadjacolit.t 

aould that materially change the thin'n7 on this? 

1.45A. 11012: T do n.)t think so, no. 

a matter of fact, in terms of 

definition, the way this came up -- Particularly being, 

conscious of specific langua're of qualification in AB 5, 

unless there be any future attempt to tie this operation 

specifically to AD 5 in a matter which might be determine 

not applicable by AB 5 itself, we elected to specify othe 

conditions and seized upon specific language out of the 

Public Resources Code which you recognized, without any 

thought, however, of using it in its limited sense. As 

you indicate, and upon cold rereadinz it here, it can wel l  

be so interpreted. 

HOIU: The Public Resources Code uses this term 

nology. ”The Commission in deternining whether the issuan 

of such lease would result in such impairment or interfer 

ence with the developed shore line, recreational or resi-

dential areas adjacent to the proposed leased acreage or in 

determining such rules and regulations as shall be necesswry 

in connection theith shall at said hearing receive evilence 

upon and consider whether such proposed lease ... would 

detrimental to the health, safety, comfort, convenience o' 

welfare of persons residin in, owning real property, or 

workin,!,; in 	neihborhood of such areas; (b) interfere 
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er 

0• 	t? 
91.11 recreational or residential uses 

KIartvi001): know it's in there and I would 

rath witL property  of areas adjacent to the leased lands" 

31 

wit), the developed shore 	rezidential or recroation 

areas to -n =tont that 'could vender such areas unfit for 

think that 	a different applicability. Here,  eJc are 

loohin at protectiriC the jtato acaiust liability and 

this would not be a restriction on that. 

IZ. HOLE: I would thins: there would bo no broader 

to=inoloL;y, provided we -et away fro the idea that the 

fact of subsidence itself is a damam It certainly 

may not be in the area at which we are now lookinrf. A 

great deal of subsidence could occur without damaco to 

property. 

1114 a KIRK7X0D: On par,•-e 21 linn 23 for e-apple° ta 

micht accravato or cause subsidence the impairmor 

or interference with the developed s orel ne recreational 

or residential areas af,ljacont to the leased lands" 

instead, sayin: ".... to the impairment or interference 

than having n... 	developed shoreline recreational or 

residential areas." ?here would lave to be ono other plc 

that would have to be done. Unli. ss there were substantial 

reason to have it the other way, I think it should be fron 

that point of view. 

La. HO?.TIG: 	-ht 1 ou:cest retainillc the lanc-va-e 

and acldins nor , to other property" 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

411 	14 
15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 • 
DIVISION OF ADMINISTRATIVE PROCEDURE, STATE OF CALIFORNIA 

69866 7-57 35M SPO 



to the .0asod 

TOCD 	 rir 	• I 1;1101.1 

HWTIG° 	oho" ) op rtios. 

Pi1120:,;: All riht. You have ;Iade 	note of 

that, Mr. Horti, and . . Shavelson? 

KIM:"XOD: 1 don't the n that, 
	

no to 

caAse us Jro lAo1r1 	over. 1,ay I CO!-:e. bac': agai .... 

I find the only problem l have in thio 	I mention  
it to you ti, o other 	7 briefly 	is on this ':;ection 1. 

Are you in a r ement 	a,rzain, I iaay propose this to you 

and Jay 0.1.11 that this is as far as we can go under existin 

law in requiring this information to Ise made public, or 

is this a policy we are adopting here? Mat bothers me 

here, it seems to me this Section 18 gles to the oporato 

who gets this first 1 ease a tremendous foot in the door 

and, in effect, it excludes anybody else wanting to bid 

on the subsequent leases on proven areas, so called, 

proven in the minds of the operator and proven in the mir 

of the Commission, with out anybody else having access to 

the information. This one worries me a bit. 	 as 

far as U3 can go? By this lease we are tying the hands 

of the State. 1:aybe the Legislature could come along --

but maybe we would be dealing without due process. IA the:  

one of you can answer. 

la. MIL?: I would mention this. This is an ancie 

and honorable customthe oil business to start wit:t; 

	1•110•1111•10.0.....* 	  
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1 	that Jectioa 6026 of the Code relative to conduct 

	

2 	geolocical and geophysical surveys, taking; of samples, 

	

3 	does indicate an expression of legislative intent that: 

	

4 	"The Commission shall require, as a condition for the 

	

5 	issuance of any permit 4#$ that the permittee make avail- 

	

6 	able to the Commission, upon request, all factual and 

7 physical exploration results, logs, and records resulting 

8 from the operations under the permit. Any such. factual 

	

9 
	

or physical exploration results, los, or records which 

10 the permitte is required to make available to the Commis 

11 sion shall be for the confidential use of the Commission 

	

12 	and shall not be open to inspection 	without the 

13 written consent of the permittee.” 

	

14 	That, of course, is in reference to the permits f 

15 geological and geophysical operations. It does not nec-

le essarily affect the terms of the lease; but we felt, at 

17 least, that it was the legislative intent that these 

18 factual results obtained in the offshore area would be 

19 treated in a confidential manner. 

	

20 	 KIRKWOD: Frank, would you 02 Jay like to 

21 comment? 

	

22 	 R. SHAVELSM I would just like to say, as far 

23  as our office was concerned the original requirements ;Tor 

24 a little more stringent and we wanted to make it clear, a 

	

25 	least dn case of litigation, that the State wouldn't 'lave 

26 its hands tied in cases of litigation between the lessee * 
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and the State. It 	my opinion. WOO, which I can't absolute y 

  

bind our office to 	it's ray personal opinion that under 

the waiver provisions of the 3000 sections of the Public 

Resources Code, relating; to the confidential nature of 

aterial filed on oil and 3as, that we can abstract a 

complete waiver from the lessee. Therefore, we could go 

farther as a matter of law if it is a matter of principle. 

But the angle our office approached it from this time was 

the policy to make it confidential and we just wanted to 

make it available to the e:tent it was necessary in matte s 

of litigation. 

KIRKW00.7: Policy of the Legislature? 

SHAVELSOU: ro, the State Lands Commission. 

1,21. KIRK WOOD: Frank, do you want to comment? 

HORTIG: Yes. The factors, for your informatio 

that went into setting the scope of this; the factors that 

were considered by the State Lands Commission; why this 

section goes as far as it goes and doesn't go any father 

-Tore, as 1,r. Home indicated, there definitely would have 

boon dissatisfaction on the part of a potential bidder wit the 

eT:treme deviation from the ancient and honorable custom 

(as he stated) of the information bein available subsequelt 

to his own investments in the property. 'de are actually 

proposing in this lease form to clearly set forth, which 

has boon the program of the Commission before, that vthich 

is already an e::pansion away from that activity, in that i 

  

  

  

   

1.11.•11.000•11M.••••••••••..........M..{ 
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lines 9 and fellowinc, on pa: 2 of the lealie 1:orm it 

be provided that the State, however, will upormit others 

(that is , others than the lessee) to conduct geological 

or L;eophysical surveys on the leased lands or drill core 

holes into said lands ....I' 	So, when the time comes 

there are adjoining parcels which the State wants to leas 

and persons on the adjoin:: rig land feel it is proper to have 

information on the leased parcel to help them evaluate t=he  

parcel for lease, they can, at theil own expense and wi.h 

the permission of the State Lands Cormission, acquire suci 

data. So under this proposed lease form, he normally 

wouldn't be in the position he is in under other than 

State leases, where he would have exclusive control of 

data on the prospective lands. 

'R. KIRKWOOD: Our only control would be, in effect, 

on an evaluation, to set up what we think ought to be the 

minimum royalty scale bid. It would still give the advan  

tage to the operator at that time. In a private operation.., 

the landlord has the right to sit down and negotiate 

it isn't a question of open bids. This one puzzles me a 

bit. 

HORTIG: Where we fall off that, hr. Kirkwood, 

is that at certain times -- aad certainly this has been 

demonstrated heretofore, particularly in State leases ..111 •••• 

the possession of the operatin.: or the production data 

doesn't always determine who the successful bidder 
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to be. There are so many elements of the economic 

position of the oil supply situation at Wle time that a 

bid is received, all, of which situatioas are hityjaly Jiff 

ent in this highly competitive industry, that we have 

actually had .... well, I can think of one not too distan 

oil and gas lease offer where the potential lessee with 

moTt of the geological data was the undisputed low bidder 

out of thirteen bidders. 

l ilk. hIRKWOOD: Do the consultants want to comment 

on this? 

WANEHLACHER: I would like to say that every-

where else except in California, as far as I know, inform 

tion is released and ..... 

hIRKaOOD: You mean by that across the board, 

private as well as on public? 

WINENI:JACHER: The State records are public 

records. The operators turn their electric los into the 

log bureau or allow the logging companies to sell copies 

of these logs. Wherever there is a state where there ds 

severance ta: and the pipelines are reported, they become 

public. There are scouting services that give complete 

information. The well information and the log that are 

turned into the state are considered public information an 

are available by simply ordering them and paying the cost 

of production. 

Our firm first CUNO to California some ton years a,? 
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to IlelAJ 	 vr:to whon 	wore otudyint; the 

sidunce at Wi1lin4fitoa are. w wore aNazed at bho way Cali 

fornia operator hold on to their info lotion. 	e events 

ally L'ot it because we were working for the U. S. Navy; 

but it is a time-honored tradition hero that the operator 

hoops overyth'ng secret. It 	:dy own personal opinion 

that the operator world be bettor off if the inforraa;ion 

was roloasod because it L'',i'Ve3 	appruic.er somethingto 

work with and he finds oil. 

In this particular intance I believe th t it 

miHlt he to thebenefit of the State if the i?.foi'.',.1ii,'fii©n 

from the wells on the leases;hick are franted was releao 

not, promiscuously, but at the date bids were solicited. 

In other words, the State would keep it confidential anti 

they wanted to release a bid on a high royalty bid on a 

noarb7 parcel. 

1'6* FEIICE: Any further questions. 

MR. SHAVELSOM: I believe, in connection with r.  

L.aveler's l  sic) statement l•R perhaps I didn't 	myself 

clear as to my personal opinion; that we aren't limited 

-ction 6826, which i n t applicable to leases at w_ ar 

that we can put az literal provision as we want as to dis 

closure in light of the waiver provisions of the Public 

Resources Code. filed with the D.O.G. If I didntt make 

.1,7;'01.1' clear before PIO if it is clear now 

KIRK';  =D: You mean it can be in the .... 
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i-411. • (j11.A.V4:1.3UI • 	d.r 	la-ttor a 

clisorotiwt with tho COW411JJ:LOU IJ j10.1; I Liount to 

114. LI1L;1001): i don't ut this dato want to throw 

uiy morloy4ronches into our iettinti; a leaso, au invfitatio 

out to lease, but this ono -- If thwe were some way aloe 

the line that air. Wanonmachur sug.estud 02 a restricted 

availability as of the time that wo aro usin:j this as a 

pattern ... In other words, if m ever go out with a lea 

adjoinin3, except as a wildcat, this wouldn't be :ado 

available; but somehow so this could 'oe evaluated by the 

prospective bidders. that would be the purpose of it. 

WAITZLIACII : Yes 

'Ia. PEIRCE: Ur. HortiL2 

KR. HORTIG* 	comment? 

PEIRCE: Yes. 

HORTIG: The primary difficulty the staff has 

reco:nized on that problem -- if we could carry a program 

as you have susgosted -- the priary difficulty is the 

difference in statutory provisions and the practice which 

has grown up, to suggest to the Commission that it should 

be provided that this data ho released under a State Land 

Commission lease when the identical data are required to 

be filed as confidential information with the Division of 

Oil and Gas and aren't even available under subpena. Sv  

from a State policy, it would appear to be incongruous 

to require on the one hand that a document be filed as 

	...1.11••••••••11( 
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conrideatial ;Awl on the ()tiller and anoth(n7 agency proceed 

to broadcast the iill'ormation. 'ais could 	be a probly 

that the Le4;islature should rocolAcile. 
	 [ 

14a. Paau: 	Zurther discussion? Dr. b.avelor 
DR. RAULER: 	Chairman, in view of Lir. Norti 

last statement, and in sy2pathy with Jr. Nirkwoodvs state.4  

taunt, it m.4;ht be well -- the Commission might well con-

sider puttin an open door in this paracraph, so in .:,he 

event there was legislative action to clear the point or 

make other provisions, that this lease would come under 

that future act of the Legislature •••• at least ;sive you ar  

open door to do the thinr;s you have in mind. 

FIR. KIRKWOOD: ;Mould that be feasible, Jay? 

SHAVELSO: If I am correct that it can be 

done now, it seems to me that Nould be a lot simpler --

not meaning to intrude on policy, but as a statement of 

legislative intent. It seems to me there is a difference 

between a statute malin those thinE:s secret as to every-

one primarily concerned probably with private oil leases 

and private operators Who want to keep the information 

confidential, and a leas3 applyinL,; to State lands; that 

a legislative policy applying to all oil lands necessarily 

applies to a lease by the State Lands Commission. 

TL,'IR. PEIRCE: Any further discussion? 

1,IR. KIRKWOOD: Unat is the problem, Jay, what 

would be the problem if no mention is raado in this lease - 

TenwoOMM. 
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if the lease loos as it is now 	and subsequeni:ply a law 

wore enueted applicable, requiring this to ho done on 

Otato-owned lands and under.  State leases? Could it afZc 

the findings under this lease after the adoption of that 

act? 

ER. SHAULSOU: I think to the extent this lease 

makes the information confidential, conceivably that 

would be an i;:.paircnt of a contractual obligation and 

would therefore be invalid. I don't want to commit our-

solves to that. 

DR. KATaER: This lease is subject to the condi-

tions available under date of bidding, so if you issue 

new regulations by lesislative act you have to leave the 

door open in order to make this lease come under anything 

like that. 

1;1R. ERCK: idartin Erck, idmterey Oil Company. 1dr. 

Chairman, members of the Commission, at the moment I don' 

know the answer to the question that has been propounded. 

I am sensitive to your problem and I am also sensitive to 

the ancient and honored custom in Cailfornia. 17,7 company 

represents interests in California and abroad and I suppo 

most of the gentlemen here do. As a result, I don't know 

what the answer would be as to which they would prefer. 

I do have the feelins it is a very basic question that ha 

been discussed here. It is not a question that has been 

raised in previous len. thy discussions of the form. It 
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a quostion of Polley , lb i-luy huvo Lt vtilm, it in or,; 

a mattur n.  at hao tie= ;;:ivo% tho at:4(kibion that ib should 

be civen and becauso of the act that I 0,on't Palow, for 

wcample for !Ely corapany wha' wy answer would too 	we 

operate in both places 	think Li other reprosontativo 

know what their companies' policy would be that they 'wouiJt 

be up lettin3 you know, that's what they are here for 

today, to lot you know what they want you to know about 

think this is so deep and the policy so funC,amontal, it 

should not be changed just prier to the eleventh 'your of 

this lease. 

142. LO=: After that invitation by Ur. 2)rck, 1 tlink 

I should say that for my company, Superior Cil Co2pany, 

we are opposed to co dissemination of drillinz and ceo-

logical information. I can understand the viewpoint of 

r. Wanenmacher and ho u, in all deference to him and his 

associates, how they rii xt look at a situation of this 

kind, b inz in consulting practice. The oil companies wh 

are spending their aoney have traditionally, in Californi 

considered their zeoloical information as part of their 

investment in the property. This concept has been curries 

over into the state law. The LeE;islature has always 

raconized the confidential nature of infollqation filed 

with the Division of Oil and Gas; and it has sone so far 

as to allow the operator to withhold filinghis los on 

wildcat wells until 	ronths alter the,' have been 
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thPs %)ropor ios. 	At tie impros- 

co.tLp 1M tea. 

Now, y thin!: £0i' 	Coumissiou to take ally ()Thor 

viow oint is ju t. inviti 	.urthor lisiqtorout on the 

part ()I! industry .111 

siou frolA two idncs th4t wore said 3enator 4 ir Nie. IOW 

egislatur fornia. In other words, itts all 	at for 

	111•1•.••••••••••••11al.,  .11.01•10.M.M• Mr.01•••=•••••••••MON. 	 

5, 

Uchards, rocardirr the possible conflict oa this subsider cc 

question. I wi inclinel to ac,ree witl Senator itichards. 

I think 	there is one authorityiu this Stat., thatto 

vested with an authority to :auk° a decision and another 

Coramiosion that?s vested with the Jurao authorLty, the 

oporat r can be LI violation of his is 	erns by co:41y- 

with the State statute. It Joe= to rao from that and 

what has been said about Sta.6o lands boin different, from 

private lands and therefore th y should )e able to publici 

this information, it looks like an effort is bein3 made, to 

zive special treatment to the lands of the State of Cali- 

to pass laws hut it's all right if they dont a apply to 

State lands. 

I wouldn't want the inference loft that the lease 

Dona 	its present form in acceptable as 	- as my compan' 

is concerned. We thinl: the royalty rate as established is 

Tway too hich. 	thinl: it will aiscoura e 

think it will dissuade an operator in producinr, rLis wells 

at ma:zimuLl 	e so as uot to L;ot Ito au unprofitable 

opeatiog. "Z1al"11: you. 
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