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lfﬁeﬁruary 28, 1963,

'flrbt,

MRa CRANSTQH;“ ”ne meetlng Wlll pleaﬁa ﬁome to

‘joxder, Flrst item is canfxxmation mf‘mlnnkes of meeting af

W

pe

- cav, ANEERsoN» sﬁvmave*fj”
m,. cﬁqﬁmmﬁ.‘ | Second,

'7In.v1ew Qf the famrly“large number of people aere\lmterested

71n Item 15, 1f ‘there is no objnctlan we wmll take that up

vUnit, Wllmlngton 0il Fl&lﬂ :Frénk?

MR; HORTTG* iMra Chalrmau, the Comm1631on has

recelved requésts that these lattcxs be rea&

i
kfour let ers, speclflcal ly: Two from,RlchfleJd ﬁii Corpdratim

dated.May 2 and 7 resyectlvely, one from,Pauley Petroleum .
dated May 93 and cne from Jade 0il and Gas, dated May 10» |

~ What is the pleasure of the Comm1351on? Shdll

these be rcad verbatlm at thls time7 Or, as establmshed as

‘kla premedent, pOSSibly, at the last meetlng, tbey might be

consldered for introduction 1nto the record without the

»,necessmty of ﬁeadlng them verbatim,

,VkMFv CHAMPION* x move we enter them without reading

them,varbatimﬁ

- GOV, ANDERSON: Secmnd.

MR« CRANSTON: The motion is made, ﬁecanded and so

‘nxdéredw The letters have been received by mambers of the

MRQ GRANSTGN; The mlnuues are approved unanlmously¢VN,

'Item 15ﬂis~1nformative,3ta;gs Report on Long Beach

e the,recordv-. g

ONFICE OF ARMINIBTHATIVE BROGEBURK, BTATE OF CALIFQRNIA




1| Commission and have or will be,read'by'thEmgv
| r’(Lﬂtter5~referred_toAare_repréducedbeLoW):'

ALl letters are in reference to LONG BEACH uniT, |
. WIIMINGTON OIL FIELD. S 7

’Addﬁeaséd~tq.ﬁancrahleAlaﬁ,cranstmn,‘datéd‘May’

1 2, 1963, from gichfieldvdilvqupofqgion:v

% pichfield 0il Corporation holds oil and gas leases |
covering approximately 1024 acres of "land in the Townlot
Area lying within the 'Participating Area’ of the pro-
posed Long Beach Unit of the Wilmington Oil Field, Thig o

constitutes a little over 53% of the participating Town+
lot Area. We write this letter in our capacity as the 1
holder of the working interests in such oil and gas
leasas in the Townlot Area,

" We have just received a copy of the transcript of
the 'Public Review of Proposed Field Contractor Agree-
“ment® conducted by MrgﬂFrank:Herti% Executive Officer
of the Commission, on April 15, 1963 in connection with
the Commission's consideration of the subject Unit, and
have noted an argument made by Mr, D, E. Clark, repre~ |

senting Shell Oil Company, which is reported from pages
52 to 64 inclusive of the transcript, o

As we understand Mr. Clark's argument, it may be
summarized as follows: - B S \

' (a) Ordinances of the City of Long Beach forbid the
drilling of oil and gas wells from surface locations
in the Townlot area of the proposed Unitj |

‘:{B}‘tﬁe dGVelopment,of the Tdelot‘Area will result in
4 net profit, after royalties to the landowners, of
- $120,000,0003 |

(c) such profit cannot be realized unless drillsices are
made available to the Yownlot Area from the offshore
drilliis islands provided for in the enabling ordinance]

T T (d) therefore the City should charge the working inter-
23|  gsts in the Townlot Area the amount of the profit to be
e realized by them as a ‘drillsite royalty' for use of
24 the drilling islands; | ' | |

. =B (e) otherwise, holders of the Townlot Area working intexy-
i ests will have an advantage in bidding for the Ofifshore
28 | Area Field Contractor Agreement measured by the profits
to be realized by them from the Townlot Areas

e o OFFICK OF ADMINISTRATIVE PROGEDURK, STATE OF CALIFORMIA
S TRRSR 66 10NN Br ‘
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' The forégoing argument is specioyty, but it is im- |
~valid for many reasons, and falls of ivs own weight when
 only two basic considerations are taken into account,

oo

... The first such consideration is th~* the COffshore
- 1. Area cannot be developed for oil and ga unlesssthe
. Townlot Area is also developed concurrently therewith
- without incurriung danger of subsidence in the downtown.
- business section of Long Beach; and this fadt constitutes
- abundant consideration moving from the Townlot Area to -

the 0ffshore Avea for drillsites.

. ‘The second such consideration follcws from the
firsty It is that the Townlot Area will be developed v
‘regardless of who is the successful bidder for the Field
Contractor Agreement, and if there is a profit to be
made from such development the holders of the working |
interests will make such profit, whether or not they are
 parties to vhe Offshore Agreement. It is illogical to
& SR © ¢ assume that the holders of the working interests in the
e 11 ', Townlot Area will bid more for the Offshore Field Cop-
I C - tractor Agreement because of profits they anticipate
t2]  from development of the Townlot Area, becauss they would
SN - thereby forege or dilute such Townlot Area profit. In
13| - any case, they would still have no advantage over gom- |
: petitors in bidding for the Field Contractor Agreement |
14} because such competitors could likewise bid more becausd
- of profits they anticipate from oil development in some
151 ‘other oil field, What is the difference between A being
| willing to forego some portion of its profits from the
18| development of the Townlot Area in order to bid more
N than it otherwise would for the Offshore Area; 2nd-§ |
2 being willing to forego some portion of its profits fromp ..
1 development in the Mideast in order to bid more than it]
18 | ~ otherwise would for the Offshore Area? It is entirely
1 unlikely that either A or B would be £oolish enough to |
19 | treat-anticigated profits from oil development as 'money
‘ in the bank,’ but 1f such an assumption is to be made
20 | at all it should be spplied equally to A and to B.

S-S R - S T

pRE]
<

a1 | R The two basic considerations referred to above sten

from the Initiative Qrdinance adopted by the people of

20 ~ Long Beach at an election held on February 27, 1962,
Section 1 of that Ordinance reads as follows: |

Section 1, It is hereby found and determined:

a) That it would be in the best interests of
o5 | the City of Long Beach and the State of California to

| authorize and approve the ianst'tution of a plan for the
conrrolled exploration and exploitation of the oil and
gas reserves underlying the presently undeveloped portid

-

2!
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‘as said didtrict boundaries are defined as of the
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should increase the amount of oii ul imately recoverabl

Mok thé,giag,gﬁdﬁsubmerge& land areas heretofcre grante.
to the City by the Stateof Califurnia, and located
easterly ol and outside the Harbor District of the City

effective date of this ordinance, Sald presently un~
developed poxtion of tide and submerged lands (which

shall not be deemed to include any of the tide and sub~|
merged lands committed to the Richfield 0il/ Corporacion| -

Parcel 'A*’Brillin% and Operating Contract and presenti]
under development from the Harbor District) shall,,for

~convenience, be sometimes hereinafter refgrred to as
the 'Offshore Area', » . | Lo i

W

| o )
- (b) That the results of detailed\engineering |
reports and the interpretations of geologic and seismicl -

data indicate that undeveloped oil and gas reserves in
eronomically recoverable quantities underlie certain
portions of the publicly and privately owned upland

Properties located easterly of Pine Avenue in this City),

and adjacent to and northerly of the Offshore Aveas
Said upland properties shall, for convenience, te “ome-
times hereinafter collectively referred to as the
"Townlot Areal, | o

~{e) That the said Offshore Area and Townlot

"Area are included within the geographic boundaries Or a

Frabt

Subsidence Area, as heretofore fixed and established
by the State Oiiﬁ@nd Gas Supervisor pursuant to the

provisions of Section 3336 of the Public Resources Code|
~ of the State of California, (smphasis supplied)

-(&) That the results of'stﬁéiES‘by;qqalified'

engineers which have been conducted in certain ‘segmentsj

of said Subsidence Area, and the demonstrated beneficia
effects derived as a consequence of putting the recom-

‘mendaticns so made into operation, indicate that the onll

feagsible method that can be expecied to prevent or
arrest subsidence in such an area is by repressuring
the subsurface oil and gas formations thereunder; and
that such repressuiing operations, in addition thereto

from the formations underlying such \area aund protect
the oil or gas in such lands from unmieasopable waste.

(e) That unit or cooperative development and
operation of the popl or pools (as hereinafter de/ined)
underlying the said Offshore Area and Townlot Area is
necessary in order to prevent and insure agzainet the
occurrence of subsidence.,  (emphasis supplied) "Pool’
shall mean an underground reservoir containing or ap-
pearing at the cime of determination to contain, a
common accumulation of crude petroleum oil or natural

DFFICE OF ADMINISTRATIVE PROCEDURE, GTATR OF GALIFOHNIA
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~ Ysas or both. Each zone of a general structura which |
" ,is separated from any other zone in the structure is a | *.
~ separate pool. L : S Tk ’ RN SR

ww W

By the foregoing section of the Ordinance the peoplie
of Long Beach have determined that the Offshore Area and -
4 the Townlot Area shall be developed concurrently, becauge
P “Both are included within the geographic boundaries of a
i 5] ‘subsidence area,' as established by the State OIl and
: | : Gas Supervisor pursuant to the provisicus of Section
6 3336 of the Public Resources Code; that 'the only feas-

~ible wmethod that can.be'exgected”to.preVent or arrest
subsidence in such an area’ (i.e. the Subsidence Area |

| above referred to) 'is by repressuring the subsurface’
F g ~ 0il and gas formations thereunder; and that such repres+
& - guring operations, in addition thereto, should increase
9 the amcunt of oil ultimately recoverable from the |

| formations underlying such area and protect the oil or

10 | gas in such lands” from unreasonable waste'; and 'that

b  unit or cooperative development and operation of the

11} - pool or pools {as hereinafter defined) underlying the
R |  said Offshore Area and Townlot Area is nedessary in
¢ 121 - order to prevent and insure against the occurrence of

5 o subsidence.’ | o . .

-

B | ~ Such determinations made by the people of Long B
14 | Beach in the Ordinance were based upon sound grounds,
 If the Townlot Area is not developed in a unit with the

151 Offshore Area many technical problems will be created
e | for the Offshore Field Contractor and for the City of
b TS Long Beach and the State of California. Subsidence oony
| o ' " trol would be uncertain; the recovery of oil would be

g B 2 reduced; and operating costs would be increased. |

>

18 | o The Ranger Zone ard all productive zones underlying |
LT " the entire undeveloped area are continuous inter-connected
19 reservoirs and arxe pressuve-connected throughout except|
. for possible faulting, Any pressure barrier faults tha
20 | exist trend north-south and would not separate the Off-
‘ ‘shore Area from the Townlot Area, This geologic fact
is demonstrated throughout the Wilmington Field and
nearby in the Fault Biock VI Area, including Richfield'
o |  Offshore Parcel 'A! and the area developed by Preducing
L I Properties, Ing. onshore adjacent on the west ‘to the
Townlot Areas o o

iy

7

| - It is beyond question that the reservoir pressura

24 -~ underlying the Townlot Area should be maintained becausg
| of the danger of subsidence. The only possible altemmap
25 pive to the development and repressuring of the Townloti |
o Area would consist of drilling a series of water injec- |
26 tior wells designed to create a 'water curtain' between ]

&

: OREICE GY AUMINIETRATIVE Fl‘bﬁﬂﬁuﬂﬁr 5*}‘“‘&’0“ CALITORNIA
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1 “the two areas. If such an native 1e I i
- the two areas. 1 ~such an alternati L8 1
g feasible at all (and there is sgmefaﬁggtlghgggﬁtﬁﬁlly
2 | Ehe'1%396ﬁ10n wells would have ﬁﬁiﬁedriliéﬂkprihcz)éll*
of .l srerhens celitlag Lilmde md wrhd sprniech |
. e LLDE  aePatdld he Offshore and Townlot Areas at |.
right angles or high angles and create a wi Yoo honce |
4 inefficient 'water curtain.,' T CTeRis Ale and hencel
- ; ent 'water curtain.’' To avoid ultimatel ing
\ water to the Townlot Ar i ‘ esoary to T
5| GHII the injeotion wells seme distance south oF th
v bt 1E e med e (4 > alLStanes . SOt o :
; separating line and ths City and StatE~wouldisacrig§ce
” g%czgzrg gf’an'enirmousbamount of 0il friém the portion
o f the reservoir lying between the injection wel s
”7,  the separating lingw~g . he‘lngeétlonvwells and
8 J The pfoblem ofkcreatin ‘and naintaini -
,wéﬁ gggt?%ﬁglgiaﬁ would germanegtly Sﬁ?gﬁgit?égg 3ff§§§§§
g ml reas and enable reservoir pressures ir
areas to be maintained would be extremegy COmp?exlnlggzh
10 eﬁamgle,reserv01r pressure in the aquifér‘lyiﬁg north
) -»2& the Ranger Zapa'productive limits of the Townlot
1 dﬁei_is below original pressure because of withdrawals
of tﬁ" gas and water from the Signal Hill 0il Field
19 Wiimigggggeg‘?;g?elgeas$ﬁ and from other parts of the
, Wilmington 0il Field., Thus, if a 'water curtain' wer
o) ‘ _thus, 1T ¢ ter ot were
13 gﬁobgbmaégtainad at original pressure between the Offf
T frogétﬁn Townlot Areas, imevitably oil would be pushed|
14 tably__eKProducL;veTownlot Area north across the water|
o ~ table into the lower pressure aquifer and it would be
15 necessary to inject still more water into thp water
| C?rﬁilg, further‘gxPandlngtit;"Tozpreventihis,7it: 2
18 mxg ‘f eyngieggﬁry ?or the City to drill an additional
| iﬁ of water injection wells into the aquifer morth of
17 - the productive Townlot Area and to attempt to maintain |
| reservoir pressure in the Townlot Area and the Townlot
18 ,g%ltﬁg,ggd&%@@n‘by balanpgd injection on either side | .
. difficuit?n'qt Area, To say the least, this would be
=20 It is certain that by arbitrarily placing an otl
S T wise unmecessary 'water c%ftain‘ aﬁiﬁgspiﬁzlﬁinéﬁroégigia
o a1 voir Lha'over»all effectiveness of the watex injectibﬁv“
5 | pgigram in the Offshore Area would be reduced and less
= 25 oxl would be recovered, The maintenance of the 'water
_ ggrggmgidwou@d be an_over-riding and continuing factor
23 injecgion?r in all planning, both far production and
24 - ‘
 Costs would be increased because th jumber
- of drilling islands and the same f&dil%%?ezaﬁgiaﬁﬁggg%
gibke minox gxceptmnns)‘wnuld be required for the Off-
26 gggighogeratlon.as would be required for the comusined !
ff-shore Townlot unit operation. If the Townlot Area |

T AR 89 108M o0
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~ equivalent to the po: |
by the Townlot Area if it participated, but without any
' additional benefit to the Offshore.Area, .- =

‘should pay drillsite zentals or should pay for any soi
- of ‘pass~through rights.' It is of course implicit ir |
a unit plan that 11 participants share in proportioni | .
to thelr iuterests in every barrel of olil produced Lripm|
- every well located in the unit area and in all expensgs)
Drillgites and wells in a unit plan belong to alljparhiw

‘cipants and are opeyated for their mutual benefit in [ { -

- constructed within the geographic boundaries '3f the 1

‘hereof, and to be utilized as surface drillsite areas |
for the exploration and explodtation of the oil and gas| -
reserves underlying said undeveloped Offshore Area and |-
the adjacent Townlot Area. (emphasis supplied)

 brea, it also provides in Section 4 that the northeriy .
boundary of said islands shall not be closer than 2,000
 feet measured from the center line of Ocean Boulevardkf;‘

{

"doeéanot*ﬁaréicipate“thén;allbaapiéal expenéitvfesfaﬁ@?

amount off$M6Ex§xsessgcést§ﬁandfexpendituresﬁﬂﬂﬁldrbeg£f f 
he portion thereof which would bé borne| |

h

.. It is clear from ﬁhe‘fcregoimg“that*the‘usb‘afiﬁh#~f;»
. offshore drilling islands is not a giit‘tauthe_mownldﬁprf~'

“Area. TF¥urthermore the suggestion by Shell that a chax ‘
be madé To the Townlot Area for drillsites is entirely |
inconsistent with socund unit operation theory aad'pradﬁfl

tice, It is paradoxical to conterd that under a plan,
of unit operation, some participants in,tha”unitlplanf

¥ LaL ,
the development of ﬁhe unit area as a whole. This was

~ expressly recognized in the Initiative Ordinance of | |
. February 27, 1962. Bection 3 thereof provides as i
. follows: SR e D

P . .
i NI

,seé, 3. Suhject to the cCh&itionsj*limitaﬁ,:

tions and restrictions hereinafter in Sectiod & provided,

the necessary number of offshore islands, in no event|

§

to exceed foui, are hereby authoriwed to be located &nd

i

said Offshore Area, as above desvribed in Section 2

While the Ordinance -makes tha drilling islands
available for wells to be bottomed under the Townlot

r
o
}

[

The result of this provision is that wells to be| |

bottomed under the Townlot Area must be direstionally
drilled at much higher angles and for much longerzdxg(
tances, on the avrage, than wells to be bottomed und
the Offshore Area. The proposed Long Beach Unit con=j
tains a formula (which in unit agreements is called

the 'equity formula') for allocating oil and allocating

costs to three major areas, namely; (a) the Offstuce |

.

|

58 RTINS

&

“cogts 'would be borne by the Offshore Area, and the || .

A

t]if

er|

[c—
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- Yarea, except Tract No. 23 {b)~Tract‘Nd, 2, which is

 cations between tracts in the Townlot Area,

‘owners of such wells were required to pay drillsite ren

*  lent to what drillsite rentals would amount to, if

vinced that there was no poss]

operating, maintaining, repairing ox enlarging Offshore

the Alamitos State Park‘owned by the Statevof Cali-

forniaj and {c) thke Townlot Area; and for Similarwallo;,

J

In most cases, an oil field is not unitized until |

after it has been developed, and costs of drilling are
not included as a factor in an equity formula, But, sij
the proposed Long Beach Unit is to be formed prior to.

development, drilling costs are included as & factor in

the equity formula, The operation of this factor in
the equity formula, as applied to wells bottomed under
the Townlot Area, has the same effect as though the

als because of the penalties incurred due to the greate
costs of drilling w '4 involving higher angles and

greater footage. The net effect of including drilling |

costs in the equity formula at the proposed Long Beach
Unit is to reduce the value of the total acre feet of
oil sand in the Townlot Area by 17% when compared with
the acre feet of oil sand in the Offshore Area. This
constitutes a substantial penalty to the Townlot Area
in favor of the Offshore Area and is more than equiva-

this were a proper case (which it is mot) for charging,7'

drillsite ventals. If any greater penalty were imposed
the northern one-third of the Townlot Area would be

rendered uneconomic and the value of the remaining two-|

thirds would be materially reduced.

The Townlot Area owners (except the City with
respect to its Townlot Area property) unanimously pro-
tested against inclusion of drilling costs in the Equit
Formula, but finally acquiescgd'when.theyrbecame‘con~

bility of reaching early

8

e

e

4

agreement with the City onm a form of unit without making

this concession. We have never withdrawn, and do not
now withdraw, opposition to this 17% penalty, but,
nevertheless, we have stated that we are williug to
sign the Unit documents in their present form.

The working interests owners in the Townlot Area
will share a still further penalty for the use of the
offshore drilling islands in that they will pay their
pro rata share of the cost of the islands but will
acquire no ownership therein, 'Unit Expense as de-
fined in Section 1.41 of the Unit Agreement includes
all costs and expenses in comnection with the 'plamning
constructing, reconstructing, erecting, equipping,

Tslands for Unit Operations whether incurred befere or

b
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SR ”“aﬁter the extectlve d\Le of thlS agreement ' whereas
- - "Unit Facilities' as defined in uectlon 1 42 sPeciflcallv
.2  excepts the foshare ls»andsa . |
5 . Your. attentlon is also dlrected to the fact that __
St ".”under the proposed Unit documents the Townlot Area work-|
4  ing interests have yiglded complete control over the |
| rate of development 2nd the rate of production and over |
5| i the représsuring program tc “he City in prdevy that fears|
- ~ of subsidence may be allayedg This consiitutes addi-
61  tional consideration moving to the City; and State from
. ~ the Townlot Area owners for the drilling of wells from
71 the offshore islands to be bottomed under the Townlot
| : )c T A‘rea» )
M, g 87 L |
L | - In summary, and. w1thout reference to the serious
T'rlff 9 - question as to whether the City has the legal power to |
; develop the Offshore Area without 1rclud1ng the Townlot
10| Area in a unit, we respectfully submit that there is no
L | competitive advantage in the p051tlmq of the Townlot. - |
S 11 Area working interests in bidding for the Field Lontrac-)
.  tor Agreement, and in view of the substantizl contribu-
12 | - tions requlred of them under the terms of the Ordinance
and of the Unit documents, there is 7o jUStiflC&thn R
13 ~ whatsoever for a drillsite or,'ﬁaS°~through charge,. |
14 |  We will apprec1ate it if thls 1etter is 1ncorporatei
| in the record at the next meeting of the Commission,
5 | Yours very truly |
16l I o RIGHFTELD OL GORP@RA‘IIQN ,
o SRR R By /s/ R,. We Ragland Vice Presidept” -
17 ks
18
Letter addressed to Honorable Alan Cranston, aated
T May 7 1963, from Rlchfleld 011 Gorporatlon.
s =0 " Just prior to the comclusion of the 'Public Review'
21 - of the documents which would constitute the subject Unitl,
e " conducted by Mr, Frank Hortig, Executive Officer of the
S ¢ on - Commission, on April 22, 196 . Mr, Alan Sieroty, repre-
SEA senting Lt, Gov, Anderson made the following statements:
83 | 'Y think it should be on the record here that the
24 State Lands Commission is concerped greatly, if not
= | primarily, with the correction and prevention of
25 subsidence, And I think we are very much interested
in what effect this contract might have on subsid-
56 ence. And particularly it has been alleged that

ONFICHE OF ADMINISTAATIVE PROCEDURK, 3TATE OF CALIFORKIA
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‘dividing up Tract 1 into undivided interests would
create a subsidence problem. This is perhaps one of -
‘the foremost policy questions before the Commission at
this time, I think we ought to have a little more
definite information on this,' -~ e

- participation in the Field Contractor Agreement was

‘that one of the smaller interests defaults in such

)

One of the many difficulties with the concept of offerd

ing for bid undivided interests im the Field Contracton
Agreement is that it deprives, but at the same time .
relieves, the Field Contractor of the full measure of
responsibility which it should have in connection with
the prevention of subsidence. This is illustrated by
the following example: | - s

Sﬁ%poSe'the Field Contractor has only an,undivide&~

65% interest in the Field Contractor Agreement and

there are several smaller interests making up thevremaﬁns;’

ing 35%. Each of the smaller Laterests would, of cours
have the obligation to put up his pro rata share of thy
expenses of the repressuring operations, Then suppose

obligation, Who is going to put up the money for the

defaulting party's ¢hare of the repressuring expenses? |

The Field Contractor cannot reasonably be expected to
do so, particularly because the defaulting party's

due to the method of bidding and not to the Field

Contractor's selection or agreement. Neither the City|

noxr the State would have funds which it is authorized
to use for assuming the obligations of the defaulting
pacty. The City could not use tideland funds, and
surely would not desire to use general funds obtained
from taxation. Mor has the State authority under ~

present law for such an expenditure.

Yet the repressuring operations must not be inters

rugte&@ Once a pattern water flood of the kind that
will be necessary for repressuring this oil field has
been started irreparable harm will be done to the
reservoir and to the pressure system if it is discon~
tinued for even a short period of time. In ordinary
situations, a defaulting party is given some reasonabld
period of time to cure a default, but in the case unde
discussion there is no such thing as a reasonable
length of time to permit g default to continue,

Nor would a performance bond constitute an adequat
golution to the problem, because gdomeome has to put up
the defaulting party's share of the money pending
settlement of a claim under the bond.

e,

o

r-e
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i The waterflood program for the Long Beach Unit will
consist of two carefully planned and integrated phases, |
the development plan and the water injection plan,  They
will be designed to accomplish two basic objectives: . |
(1) to maintain pressure in all productive reservoirs

to prevent subsidence, and (2) to produce the daily
quantity of oil deemed to be desirable by the City in
the most efficient manner. Spacing of water injection |

“and producing wells and rates of water injection and

X &

oil production will be determined in the plans.

Operators conducting waterflood operations are al-
most always reluctant to reduce injection rates because
~ they have learned from experience in so doing that pro=
duction rates and ultimate recovery can be substantially
| reduced, This is so since most reservoirs consist of |
9 lay-rs (or subzones) varying in permeability, oil and
. - water saturation, and other characteristics, The Long
104  Beach Unit waterflood, as in the case of all engineered
|  floods, will be designed to flood eack of the many sub- |
11 zones at Wilmington with maxinum efficiency by controlled
| movement of the waterfront to properly flood all parts |
12 of the reservoir., The Ranger Zone is by far the largesy
- producing zone in the Unit area and will therefore pre-|
13 . sent most of the flooding problems. It will be on a
| pattern basis while the other zones will be flooded
14 | . peripherally. A reduction in water injection rates, 4 -
 particularly in a pattern flood, would damage the de- |
15| signed uniformity of water movement, and theriaby reduce|
L  pressure control and increase the danger of subsidencea|
16 | Ultimate rvecovery would also be lessened, Failure to
| drill required water injection wells:and install re-~
17 quired water injection facilities at the proper time
L would be an additional factor that could make it diffi-
e 1.8 cult to maintain pressure throughout each separate
'“dﬁb” S reservoir, ' ) e T

@ = e o & AN

+

| | - The plan originally agreed upon and placed in opera-
20 tion will be varied during the life of the flood but
e  only after careful studies based on detailed reservolr
R Y ] analyses which demonstrate that the plan should be -
S B varied to improve subsidence control ox ultimate recov-
ETRE ery. BExperience has demonstrated. that most changes in
S ‘ injection plans are to increase the water injection
e 2z rate, resulting in increased costs. Certainly, un<«
N © planned changes made on short notice because of the
24 default of a participant could only increase the danger
‘ of subsidence. - '

28 The proposed Field Contractor Agreement points the
24 way to a sound solution of the problem, and one which
: protects the State and City against default. Section

s QUFIGK OF ABMINISTRATIVE PROGEDUTIE, BTATE OF GALIFORNIA
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~ the interests of each party in the bid and fixing the
rights and obligations of each party in case the bid is
successful., In the case of the proposed Field Contracto

3 4

| ”34:Ofthe'Agxeement'perides:

~ 'If Field Contractor shall at any time consist of |
- more tham one Person al] reference to Field Contrac:

tor in this agreement shdll be deemed to refer to
‘each and every of such Persons and each of such
Persons shall be jointly and severally obligated to

perform all the obligations of Field Contractor undér

this agreement except as hereinafter in this sectio
otherwise provided, Each Person comprising the
Field Contractor may perform hereunder, any or all
of the obligations of the Field Contractor in be-

half of all Persons comprising such Field Contractoy

- It has been a common practice in California and in |
other parts of the United States to form bidding groups.|

The companies constituting the bidding group muke a
written agreement in advance of the bidding, establishin

Agreement, such an agreement would contain provisions
adequately protecting non-defaulting parties against the

consequences of a default by any of the parties not ful-

filling its share of the obligations under the Field Con
tractor Agreement., Provision would be mada for the

. parties not in default to take over a defaulting party's
share of all the latter's rights and obligations under

the Field Contractor Agreement in case of failure to

“meet its financiall obligations or to take delivery of

its share of the oil. Tbus, not only non~defaulting
parties to the Field Contractor Agreement, but also the

State and the City would be protected against the conse-| =

quences of any default.

1t goes without saying that anyvsueh'agreementvbetwmenl_

the parties constituting a bidding group must be made
prior to the bidding. That would be impossible, of
course, in the instant case, if the Field Contractor
Agreement should be offered for bid in undividod inter-
ests, No bidder would even know who its associates woul]
be in carrying out the-obligations of the Field Contracy
Agreement, - | ‘

01l companies of the calibre qualified to do the
best job under the proposed ¥Field Contractor Agreement
will want to know in advance who their associates in the
undertaking will be, ~In théir group agreement they will
dasignate one of the companies to perform all of the
obligations of the ¥ield Contractor con bebhalf of the
entire group. The company so selected must have in bein

0%

&

) SRS

g

d
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-pressuring programs, and while the City is designated asg

© N @ o s W W e

- parties constituting the bidding group) to carry out tha
duties of the Field Coutractor to develop a repressuring

- group, and to present his program to the State and the

- the different undivided interests (and such differences|

they are going to exercise the highest degrea of care ij
avolding the dangers of subsidence. A company which

for the Field Contractor Apreement may well hesitate to

i

per day, and having the 'know how' to perform all of |
the repressuring techniques and operations involved. |
‘No one can go out and acguire Such an orgamizdtion., It

- would have to now exist. R R

This is rQCégﬁiZed"ithhe proposed Field Contractoy

and the gréygse&}Eigl@;gontracto;;@greement and ‘the pro+
posed Unit Operating Agreement all give the City the -+

Mg 1arge, exﬁériéngedﬁqrgaﬁizatidn7capable of devéﬁbpiag;ﬁgif
and producing from 150,000 to 200,000 barrels of oil

ﬁAgreement;.7“hila'the'City*Ordinance‘oﬁ February127,1962jﬁ‘l

right of control over development and production and re< -

Unit Operator under the proposed Unit Operating Agree~

- ment, nevertheless the proposed Fleld Contractor Agree~|

ment also provides in Section 9 thereof that: 'Field
Contractor shall perform all Unit operations which are
the responsibility c¢f the City as Unit Operator which

the City Manager requests Field Contractor to so perform.' |

The most efficient method of bpération would be for

the‘company designated (in the agreement between the

>

o

program, after consultation with its associates in the
Gity for analysis and approval., However, if there are

ly, would desire to participate in the development of
the program. If differences of opinion arose batween

undoubtedly would arise because net profit is involved)
it would be necessary for the State and the City to
settle such differences and for that purpose to create
and maintain large technical staffs, The over-all rc~-
sult would be endless debates, delays which might be
critical, greatly increased costs, and general loss in
efficiency, It would be far better for the State and
the City to deal with one responsible organization if

would otherwise desire to bid or join a group in bidding

>

undertake tha'véga“resFansibility of avmiding;the-dangeﬁ
of subsidence witnout knowing in advance who 1its asso- |
ciates would be in carvying out the agreement.

It will be appreciated if you will have this lettet
OfL 4

read into the record at the next meeting of the Commissi

Respectfully submitted,
RICHFIELD OIL GORPORATION |
By /s/ R. W. Ragland, Vice President’

ORFIGE OF ADMINISTRATIVE PROGHDURK, STATE OF CALIFORNIA
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"'tion,oféMra’FﬁfJﬁ*Hortig,fExe¢ﬁtivevOffi¢er, from‘Paulez
| Petroleum Inc., dated‘ﬁay-93f1963:' | -

@ﬂ@!

‘ 5 : : L K . i Lo Co : 1&

. Letter addressed to State lLands Commission, attem-’

“on March 28, 1963 the City of Long Beach filed a rebut~
- tal to certain of my remarks made at the February meeting
of the State Lands Commissioa, Said document commences |
~at Line 10, Page 63, of the transcript of the State

- APERY. JENLEY . SDNGI SEOIPIE SRR, & SR | as e : 23 e L SYPY SO, ’
fTands Commission Hearing of March 28, 1963: ‘Subject: | .

Comments by City of Lon% Beach relative to the statement
~ of Mr. L. Es Scott, Pauley Petroleum Inc. to the State
Lands Commission Meeting 2-28-63,' | | |

"At the April 22 hearing by the Staff of the State Lands

‘Commission, there was a letter from Mr., Johnny Mitchell,
President of Jade 0il Company, made a part of the record
which appears at Pages 63 and 64 of said transcript and
reads in part, as follows: ,

"The proponents, THROUGH THE CITY OF LONG BEACH,*
made a splendid documented report, answering each
of Pauley’s opposing remarks, sssss’

| #Capitalization added

MIf Mr., Mitchell's statement is correct, it is requested

that the statement by Long Beach be modified to set forth

the names, addresses, and identity of the othér prepon~|
ents whom the City of Long Beach was representing in |
order that everyone knows who they are in the event
‘there are future proceedings, No one should object to
the correction of such an obvious oversight.

"It is requested that this letter be read into the
records of the May meeting of the State Lands Commission.

Yours very truly, o
/s/ L. E. Scott "

ootk

Letter addressed to Alan Cranston, Chairman, State|

Lands Cmmmiséimn, from Jade 0il & Gas Con, dated Houston;
Texas, May 10, 1963:
" Tt would be appreciated if you would have this

letter read into the record of your next meeting on the
proposed Long Beach 0Ll Development program, or forward

OFFICR OF ADMINIBTRATIVE PROCKOURE, HTATE OF GALIFORNIA
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~ "it at once to the Sepate Committee or amy committee |
- now actively meeting with regard to the Field Contractor|s
 Agreement or the Unit Operating Agreement of this prograg.

- record along with my letiters of March 6, 1963, March 27,

© N e A ™ BN e

- Texaco. In the interest of the State of California, the

Senate Watchdog Committee headed by Semator Virgil

Operating Agreement was drafted and agreed upon only

It is my desire that this letter become a matter of
1963, and April 2, 1963, all directed to the State Lands

Edmund G. Brown,'

Commission, and my letter of March 29, 1963, to Governmor s

- Simce my letter fe Governor Brown of March 29, 1963

two additional hearipzs have been held by the Commission]

At both of these meetings the utter disregard for prac-
tical, intelligent industry practices was shown in the
arguments presented by Pauley Petroleum, Shell and

City of Long Beach, and the taxpayers who will benefit
from the revenues of this large oil reserve, I must writq
this letter and object to the present acticns of the

(%72

0'Sullivan of Glenn Lounty, California,

To reiterate to you and Senator 0'Sullivan, the Uni

i

after months of careful and deliberate study, In the
course of completing the Unit Operating Agreement, each
meeting was conducted with the onshore lease operators,

the City of Long Beach's legal and engineering staff and|

a State representative present, The Field Contractors
agreement was as carefully drafted by rhe City of Long
Beach and the State of California as the Unit Agreement

that both of these agreements were written with great
consideration, primarily to protect the City of Long
Beach and then to benefit the State of California. Thes

i *

£

agreeménts permitted arms-length relations for the biddipg
il companies. Remember, these contracts are for a 33~ |

‘year operation of oil and gas and should first protect
the City of Long Beach, then benefit the State of Cali-
formia as well as the successful bidding combine of the
Field Contractors Agreement., | :

 Senator 0'Sullivan's committee has assumed the |
responsibility to review the existing Field Contractors
Agreement and the Unit Operating Agreement, I find it |
quite strange and quite unusual that instead of engaging
a legal firm which has substantial experience in oil and
gas contract agreements, Senator 0'Sullivan's committee |
has instead engaged the services of Mr, Oscar Chapman
and Mr, Milton Friedman. I seriously question the abil-
ity of any practicing law flrm, regardizss of reputation

or integrity, to interpret the terms of the Unit Agreement
or the Field Contractors Agreement unless they are highlly

DEFICR OF ABMINISTRATIVE PROCHDURYE, STATE DF GALIFORNIA
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~and the Unit Operating Agreement. It must be emphasized :
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tors Agreement are of such great importance to the State

o term$\Oﬁ'these,cantractsa' , , S

and Mr, Milton Friedman are members of the same law firm,|
- specializing in matters other than cil and gas, It seems
“odd that Mr, Chapman and Mr, Friedman would be called in
to review the dispute between Pauley Petroleum, Shell and|
Texaco vs. the City of Long Beach. Under these circum-
~ stances and conditioms,. it would appear to me that Mr,

Democratic Party and apparent friendship and coumnection |
with Mr. Pauley, one of the participants in these hearingp.

* gion, the most important item has been completely ignored

trophe when subsidence cccurred due to unregulated producp
tion of oil and gas and a lack of preplanned administratiye
‘control to prevent such subaidence. It is estimated that|

beautiful city, additional material damage smounting to |

its own protection from subsidence and decids the terms

damages of subsidence and, even afiter such a crueial ex-

Yexperienced oil and gas attorneys, experienced in agree~
ments of such magnitude. - A o
 The Unit Operators Agreement and the Field Contrac-

of California that only the best qualified oil and gas
law firm should be invited to review.and approve the = |

. I do not have to tell you, the Commissionmers or the |

7

time Mr, Ed Pauley was a dominant figure in the Democrati:
Party. According to my understanding, Mr. Oscar Chapman

T

Chapman and his firm should disqualify themselves from
this matter due to Mr, Chapman's prior position in the

; E

Ta all of the meetings before the State Lands Commis

by Bhell, Pauley Petroleum and Texaco, The City of Long

Beach and its metropolitan population are the only poten~|

tial losers in the drilling for oil and gas in the East
Wilmington Extension, The Senate and the State Lands Com
mission know that this fine city sufifered a great catas~

H

4

aside from the ugly, irrepairable physical damage to this

over $90 million was suffered. During all of the Commis-
sion meetings that I attended, Pauley Petroleum, Shell

and Texaco had the audacity to eriticize the City of Long|

Beach's contract as if this city had no authority to charg

it demanded from the bidding companies in order for the
successful bidder to be able to produce oll and gas in
the East Wilmington Unit and still protect the surface
features of the city. | -

The city voters énae‘befere\experienaeﬂ the actual
perience, decided by a city election to permit this East

Wilmington ¥Field to be developed. In this election, they)
voted and approved certain requirements that they felt

OEridh of AﬁMlNlHTRATWE‘ PROCEDURE, STATE OF GALIFORNIA
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 contracts are altered, subsidence is possible,

one unit operator and voted that the City of Long Beach
91 |

12

14|
 today. The same responsibility could be placed on Sena~
tor 0'Sullivan's Committee and the Governor's decision, |

18 |

19|

22|
2

We onshore lease owners (Jade, Standard, Richfield, |

Signal, Union, Superior, Continental, Egstern and Revereq

Brower and his Land Owners Association) reviewed the
operators we acceptedl these requirements, acknowledging

regret that I am unable to say the same about Shell,

f .
continued to tear down the protective provisioas that
were included in the contract %o protect this city from

inefficient operations. If certain provisions of the

I want to impress in this letter and underscore the
requirements cu the part of the people of Long Beach,
The City, in passing this ordinance, voted in favor of a
supervise this operation. There were otner vital issues
voted by the citizens of Leng Beach, Anything less than
compliance with the voters approval of these issues could

prove a future responsibility of the present State Lands)

Commission and equally so of O'Sullivan's Senate Watch-
dog Committee,. Playing politics on such vital issues

5

makes it possible for the future protection and growth of
one of California's great metropolitan cities to be seriy

ously impaired by the State Lands Commissioners' decisiog

This matter concerns more than just who gets the oil.

- You and‘yoﬁr Cé&missioners are dedicated to uphold
the mandates of the City of Long Beach. .

Senator 0'Sullivan is aﬂreprasentative of Glenn

‘County and a defender of the vights of the people in his|

district, I am sure he is enough of a statesman to
recognize and respect the rights of the people of Long
Beach. . L | | e

o T personally‘belﬁeve,that'ﬁhe»?eVénue'to baJdériﬁed‘
Ffrom this oll field by the State, the willingness on the

part of th¢ people of Long Beach to accept possible dam=
ages and physical losses, should relieve the slaims of
Pauley Petroleum, Shell and Texaco that the City of Long

Beach is not entitled to write their protective contractl

To be truthful, Long Beach's share of the oll will be a
minor compensation because thie eity will be under con-
stant hazards of drilling, production, blowouts, cave-in

[¥ 7 2R
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| "necessary for the protection of the future of their
 great metropolitan city. | i |
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This walidates the necessagzﬁprovisian>af'ﬁha FieldfCQne

' review and approval by t;e%§tate)i;that_the;City'and Btag
 must have full control over|the operation in order to
- minimize such hazards. B LR T e

i. -
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.. grass root oil men who have. fousght fer-their-xights and ¢~
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stirvival in rugged, two-fisted tradition, However, this]
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responsibility to the State, as well as to the City of. |
Long Beach. This issue is the Uity of Long Beach's risk

it will definitely prove my point that polities play a

"and possible subsidence during the next 35 years,

tractors Agreements (and thy

reeme | the side agreement between the |
City of Long Beach and the 'State of California covering |

By now you are aware that I and my company are

is my first experience with mixing politics and the oil.
business, Especially against a competitor such as Mr.
Pauley, with his record of long, devoted service and
contribution to the Democratic Party., Coming from the
ranks of true independent oil men who always fight for
their rights, we intend to fight for the future of our
small company and for its future security against any
political odds. | | . ‘

It is hoped that yeur Commission, Senator 0'Sullivajp

and the Senate Committee are aware that the future pro=
tection of the City of Long Beach, the welfare of the

State of California and the taxpayers' future compensa- |

tion in the Long Beach upit is much more valuable to

- your state than any political consideration that may be |

involved, | | |

It is not apparent that Semator 0'Sullivan recog-
nizes. the magnitude of the Long Beach oil field and his
and the State of California's gain and should not be
allowed to become a political football., |

The State Lands Commission and Senator 0'Sullivan's

. Committee have been advised by Mr, Pauley that he wisheq

a delay on the decision of the State Lands Commission ou
the Field Contractors Agreement, For this reason I will
predict the decision of the legal firm engaged by Sena-

tor 0'Sullivents Watchdog Committee. I predict that My.

Chapman and Mr, Friedman will recommend a delay and

further study, Naturally, Senator O*SullivanFS“Gommitteé‘
will accept this recommendation and ask for a delay, I

further predict that the Governor will urge yov to_delaj
your decision and, £loally, that your Commission will |
agree to such a delay and further study. There is no
reason for a delay, except that Mr. Fauley wishes it.

T£ such a decision is renmdered, as I have predicted
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