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MR. CHAMPION: The meeting will Please come to orgeil _
. Ns you all know, - thio 13‘3 speclal meetingwwlth to my present i S
knowlcdge, only one 1tﬂﬁ}on the agenda -- vhich=ig consideration

It y K3 @,

from lasu week of the propczrd drilling and operatlng contract: to
replace the prpsent contract of the Long Beach 011 DeVylopnent

Company. I think_we wtll bggln with the staff 'eport by’Mr.: o

A
‘’

Hortig on the present atatéﬁfof that proposal, what vommunicatimﬁ

0

. there have been, and 1f there are proposej glteratlons from the

document we had be;ore us last week,

Before I do that, I'd llke to report that theoCity of .

AN =

Long Beach hss resnonded to our invitation te dlscusa the” terms
of the Fleld Lonbra"tor Agrecment for the new area, the new

e
 Wilmington Fleld, and have 1nv1ted us to have a Joint meeﬁing

with them at our mutual conveniﬂnce, and wé will proceed to uet

o

up a m2eting for such a uiucussion aflﬁetwecn\ﬁﬁaxr poiﬂu\of o

N S

\ )

view and that of bhe Statse Lands Commiualon. Az you know, “they

have offered us a.form of contract we have suggested n.&hlte

lf{/)tnt‘rorm ol contract, and the aituation being somewhat at

a staxemate we are golng.tp havo a discusslon as to v here to

proceed from there, o “ y’ ®
Mr. Hoxtig, will you proceed with a otatement of thc

present ata“f position on bhc proposed replacement contract for

=
o

thnLBOD" o ' N

©

Y MR, HORTIO: Mr. Chalrman, as outlined on page 1 of-

. ) .
the agenda item bePoge’you, pursuangfﬁﬁ the directive of the

Commizsion for deferment consideration of this matter to the =
meeting today and the suggeotion to 1ﬁﬁust*J to submit any oo
further Propos al» or raise any 7 urther questions, prererably in

wrlting and prior ‘to-this meeting, written recommendations were o
rocelved rrom Union ?acific Rallroad Company‘nn October 7, 1963 &

and from Puuley Petroleum Company’on October g, 196J.‘/§op1es

el
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dlqtrlbutod tc you gcnblemcnvnow.

= 5 . { —~e
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" of those*lette#% are attached to your agenda ltems as eéxhibits,

Additionally, yesterday afternoon by gpecial nesaenger a letter

/‘//

was recelved from Shell 011 Company, copioq of which will b&
O ’1

The suggestions of Pauloy Pvtrolﬁum rclate prlm&rlly ho
the matte” of prlce bages, which were revIE%cd on thc calendar

1tEm (again attached to the agenda Jtom you havn before you) as

(Kﬁj
1t was presented on ochember 30, 1963 Thcsv questiong rafnxad
and the nases and answers thereto wWere a;go rovirwed in the lcral

review dated September 27, 1963 from the 0£rlee of tho Athornoy

' General, wmch 1s also attachied to yaur_agenin thn momxng AS

9o,

Exhibit B, N o ) ’ )
Secondarily, the mﬁoy Pefraleun Irkter sugpesta the
hicaest price paid for 911 by‘ahg ntaekﬁ&ldﬂr which Ehﬂuid hes

part or the cont actor, Lnt“i‘ fenisg apahi that i 51 8 addlf sﬁnal

“uncerbalnty or the prxcbﬂbaﬁﬁt 1 vIew af thﬂ fact that 4nﬂ

corporate entlblca cannet be fﬁrhtﬂﬂﬁ at ANy b - 4f adxenes o

calling for bids, would nhﬁnanltﬂ,ﬁ a élm Nt m e hist pmti*;r
bid offer by ang mw@ﬁt:tiw eontractar, L
The Unlon Pnﬂlrlc Rullrﬁad Ccmnany han fuEessstol thet
pnrado'xs on the LU‘iF, I_wach i ;u‘\gn Dekp-armmt t.'dcumdn paresl
‘could bﬂ, continuey nndr«r gxlsting unit 3 greomm\w mthom{” the 4
npccaalby of awnrd!nv o new urllling nﬁds;perallng cnnLracc with
the Unlon Punlric ﬁailroad Compiiny and other upland operators ng

the “unit. opnmtor Lo ‘all of the fault blosk areas that %pum be

*nvolvcd In the area ag ouLlined 'on_ thke attached ‘map whiich 1tjis - )

\ =
proposed to he operated under\the new\contract \\‘_ =,

o
The cost to the City and necesoaﬁlly to the Sbate,

?throumh such method of operation and hha ‘lack of loecal vontrcl

[C%

have resulted 1p the recommendatlon by the Long Beach ‘Harbor

Department aga*nst such an alternative aperating prccedure,
\ :
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-You have Just raceived the letter from Sbell

0il Come O
. pany, which révlew# also specifics with respect to bid procgﬁﬁ?e - i “
as®well as relative to a recommeﬁdation that any prlce base that Qﬁ Co
might be adopted should be adppted by'thc Commis.aon In consldera-
 tion of its appllcalillty to other State uaascﬂ and municipal

leases and contracts in; the ruture. Thls 15 a problem which it »
would be extremely dirrlculu to forcdast - to determire for a PG

'rpeciric set of circumstancea such as we havc hcror&,ps -~ 'where

3

a new contract is requlred to contunue oporat;ﬁn - that such
\prlce bases . can necessarily be ta'lored to %e 80 npecirlc to as= : j ) =
sure the control neceusary with the cuvrent contracb ﬁnd still be

flexible .enaugh to “eover in the ruturﬂ any other clrcumstances -

\.\/

econom*c, geographic, geolagic, and so rorth. g
i Under £hese circumstan»cs, M. Cﬁalrman,xl‘would recom-
_mend that the chmission order thegg Lhrpe lnttcrs 1{tc bhe

record in orden\that thelr contents be avail 1able tooall but = :
. et S - =~ /Q’

without ‘the nedessity of reading them ifito the record at hhia ¢

@
=

point, .
" MR. CHAMPION:

N N A ]
ISvthere any question, with regard to
that procednre? (No response) That, then, will behkhe order,*

MR HORTIG. Now, additionally, at‘chc meetlnf of

P

\ “
Sepcember 30th, Rishfield 011 Corﬁgratlon requnstod thab thelr \ o
company‘'s name be 1ncluuad with thd se of. the companies eﬁnciflp«
ally mentioned in computing the averagg_o¢§poﬂtod grices, ss outs
1lined in Section 18.3 of the propoued drllling and operaclng %nru:

4

tract; and the Office o° the Attorney General suggeohed that

approval- by the Harbo*~Commlssion of tﬂrmlnation of the cénﬁva"t,o

4

as provided tg>5ect10n 4, be subJect co.approval ﬁy the 3tate

-~
Q&
Q . o

Lands Commlssiqp.'@ - Lo e ®

Thog@ last twvo

/dcommendntiong are coneurred In by thE—*
staff and, therefore,'rég;es@nhfthe:oni§§ﬁbéif1catibﬁd"tb the 2

v Y
o

- # These letters are attached to end of transeript.
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recommendatidns whilch wore made to thcqcpmmisslon'onkécptember
30th, the rpcommendéd’resoiution today ?eading: ’ )

T

R "It is ecomﬂcndao that the CJmhlSSan apprave:

1. The Dri;llng and opcxmtlng c%ntract {Lonp, Beach H1rbor
Department Tidelarids Parcel), including the aspecifications
thorein containnd, viith the follawing amcndmento:

A. Inclusion of Richfield 011 Corporation in the list
of' those companies spreciflcally mentioned In cenpuding
thé average of posted prices ag set forhg\lﬂ Sectlen
18.3 of -the conbracL'

&

B. Addition of a last paragraph to uec*lon 4 af the
contract, reading as follows: 'Anx torminotion of thla
agreement pricr to February o8 ig8a, shall require
0 State Lands Commiaolon approvnl !
i

ATso included in the resolutlon ardsrecommerded for

approva}ﬁare the notice 1nvi£1ng Qldé; Ye bid form, and tha

reﬁprred to as Exhiblts B, C, D, E, and F respectively and hereby
mad° a part hereor by reference to fhe official r1103‘wf/%h

Commission." - _ o

o

/4
cégions and comments that are a1l in, the ztarf reconmendation _s

©

that we approve the contract 23 1t wos before us at the last-
. S

are really congidering 13 the proposed -onbract with these two

amendments, and this 1s the matter that 1s now before us for dis
I
., “‘cuaslon -- whﬂthor theru are othor amﬂndhents Lo be conuido‘ed

whether there are othef propoaals or comments or obJectlons on

o

5 the recommendation as 1t Ticw stanus <= the conbract with these

two amendments. How I think we are prnpnrnd bo hear ffrom anyone.

P

who wishes to mako furthcr stztement, cﬂmmpnﬁfor &bjection on the
\,

matter. - ” S ‘ , ?ﬂn
a Is thcrn anyone. who wishes to te tqu 1n&§gy way on
this subJect’ Mr. Siergty ha; some 1uestious. “. =
QEB, SIEROTY: We havh-this i;tter from Unlon Pacific
-7
7 »
= - oy

S

" A E -
biddsr/ﬁ bond as submitted for approval by the City“of Long Beach,

-MR. CHAMPION: Now, the 1tuation 1s that after ccmmun1~

e

meeting with the EXcep“iég G7 these two amendments; and what we

£

fi
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would

handling this.

. \

)\ )

=

L
e

%

R

' mhich from what T gather, proposes a rather«difrerent way of

Now,, rfzngof allj I wonder whether Wr. Hortig

1ike to gxXplain 34

because T

réélly can't understand -

exactly thelr prop? 41; and then I'd like to know vhether thia

A

was zconsidered previously -~ this form of opcration wasa consid-

ered previously by the Long Beach Harbor Departmenst.

"MR.>HORTIG:: Mr. Chairman, in response to Mr. Sierotyle

queation, I think as background I should first report to the

Commisslon “haL the electlon of the form of operation propoucu

for any particular tidelands grant area is at the ophion of the

Statecs grantee, 1n this instance the City of Long Beach; and

the optiona are not nominal with the Lands 60mm1 slon to direct

a different basi% format for presentation without consideration

&«\
for appro;;ﬁ;

Under existing State law we are limited to con-

sideration for approval only of %ropdsed'contract forma, as tiey

fare presenfed by the utate's,pranuee\trustee {or consideration,

Thererore, thls matter has been\discua ed wlth Unlon

Pacific Rallrcad, but the election to not pyoc.ed Qlth pregsenta-

tion“tp the State Lahds Commlaslon of a proposal %o prdéocd uhder
- the alternative as

D

1lined byjthe Union Paciflc Rallroad was

made ‘by the Long RBeach Harbof/nepurtmcnt, %ho are the ope "ating

agency, who are cperating the particu¢ar subject truast landa
that are hereﬁn involived.
I thinknib %g;id be approprlate ¢

the Long Beach Harbor Department

g cald on a repreae.,ativc of

o s

their lcgal counsct: to~glve

the detalls as to what uent»inbc»the»conslderation and poasibly

why the. alternative was not submitted

HR CHAMPIQON:

I think that

ure, WOul ““oy step forward, ﬁieaso,

to the Landu Commlqa'on.

/'VJ

would be the best proccd-

Therefcre, under Lhose»circumatances,

and outline the proposal

and the reas&na for chooslngsin ghe—alternativq?

. MR. SPENCE:

®

s

Yeg.

For the record, wy name iz John®

i

]

sy

b

i

o
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‘not solve our problem,

=

Spence, Asslstant Attorney of Long Beath, /Whe\01ty of Lowg Boach

: cons;dered this proposal and it was not acceptable, principally o

for economic reasons anqxfrom an engln erlng standpoint. Now, I
don't propouc to go into\Unu engincering roabure, but I do want
to point out to the members or thejCor*ﬁnslnn that this prop05dl
vould not take carevof the portion of the tiuelands not 1n the
unit, and I am speaking spec ricaliy of Faulk Block V -- whilch,
when 1t 1s unitized, will only hdve the Ranger Zone, %Thc re=
mainder of Waulb Block V wiil not be th the unit, -o that wouid
;J; R ' qw

I wou;g like to aak Mr. Smith to 0186us3 the cconomic
features of thig with the Commission,

MR. SIAMPION: Thank you. _ , N

MR, SIEROTY:k\May T ask Mr.:Smith to genq;ally'efglain‘ ‘ ?J
what the Unlon _Pacific Railroad proposal 15?7 How does itjg;ffer

2 \ a
from the one we are asﬂbd to appxové@ _ N ) ) 5
© MR. SHMITH: My name is V. A, Smith, Assistant. Petroleum -
Englucer of the Long Beach Harbor Department. In gnswer to your - 9
7

_Fequest, Mr. Sieraty, I am not aure I can explain bL.e portion of

thelr proposal which deals with the o1l purzhased. Tﬁcy'appar-ﬁ
ently are making & recommendatlon that the 511 purchasnd‘be

separated from operutlons, at leantfiknofdr as the unlti?ed °

a

3
areasare concerned. Thelr proposal for thc sale or the oll

from these unitized areas jn that we have rncurrent bidding and

2

they seem to fee) thaL tnin ln uome way will resolve thﬂ quelition )
wﬁich has bcen rmisadxan to the advnnfages of highhsb veraua
poétedgor some -other means ; but/they dor'h boc::hanywa 298 c]carly
pbint out what "their proposal Ls as far as: pricfng iz concarned

N\ = . ;
“ MR, CHAMPION° Exc&ggjre a moment, ;s ‘there a repre- &

v}

sentative of theJUnion Pacific here?  ° 7 ’ oo o )
o & I G

VOICE: Yes, tko. o LT S

. (‘7 ' 5 s = i R 2 B s
- o & : R - . ;
T -S: s
B U
7-,\\§\‘ (8 )

“
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Mﬁ.‘EHAHPIOﬁ; Could you speak to that qﬁéstign before
Mr. Smith %pntinues;‘ {To Mr, Smith) I think perhaps since we
have got this situation whore Mr. Slcroty wants an explanation of
" the Union Paclrlc proposal, uszmight first takc Lheir comments ’ Y e
and then you might comment:., ) o T e <00

PINNELL'

MR. My name is D. B. Plnnell I am General

0 ’ \'\ ©
Mana?er of the Natural Resources Divlsion.of Union Facific Rail-

N

road . Being present at the last meeting of this Commission, a

Q
o

gre;t deal of the discus sion scemed to centor about the manner 1n
whi:bgphe\stute and Clty would receivc a falr price or a vaxue o

, price for 1ts oil. I% appeara that rcally the only way thaL\

o : o
o o

that could be achleved o- alﬁﬁough bhe o*hev method that ls pro- T
posed by the Clity.of Long,Beach,othat of average posted price,. o : o

‘has been widely uaed -- if this 1s aadeSb congern or the State, :' @ g

the only alternative method would be that of biddlng. We didn't : J
¢ \

make any suggestlon as to the perlodu that bhe bhids would cover .

or the particular amount or 0ll or anything else. Ve theugnh )
; B\ L B
“that was up to the State and City. It is their oll. Ve do not
se, to b ) . T = i
propsﬂﬁ& o bid on 1it. .

* MR, SIEROTY:

= : we
How would Union PaciZic be compensated? - T e
I ﬁbt€:154here it said something about ithere 1qfn8 fee paygblev 7
to such operator.” ‘ )
M§3 PIHNELL:

MR. oIEROTY

. %)

That's qulte correqx; . BN oo
A ; o = ) x4 o
“Wihat does®that mean? k#—/ o A _

. MR. PINNELL- ‘Vell, Union Paclfic would not; be compen~ §

nBabed through a fee, as an operator or as a uontractor wculd, s

. presumably. Mosb contractons are compensated for t eir work,by
a fee or a “fhe unit
Q s

=

agreementu provlde that the only thing & unlt operaton receives

percentagg of thls or a«pcrcentnge of that.

EEF operating the unit 15 a alx per cent overhcnd nllouance,a

admlnlatrat1v7 expvnae allowance, on eerbaln couts Q— plus actual

/ o Af s | “‘ . ’ | ;,r

’
I
g
i}
[
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%f: costs, of course.” The
-2 expense afid are, theref
3 the baaIs ot{%pnir part:
4 '
) 8
92 . 5
‘ (] allowance’
7 MR. HORTIG"
> o .
& . 8 < 1ands are included un u
o 9 II, III and 1IV; but at’
-
. o 10
11 overh;\élallowance.
_ 12 MR.. STEROTY:
s 713 [l to the city?
— 14 MR. HORTIG:
g 15
10
§ 17 MR. SIEROTY:
) 18
x C 19 MR. PINNELE:-
e 20
21,
4 :
* 22
43
23 15 aiso concerned here.
o -
B 2 - MR STEROTY:
o [
o o . 25 % per cent a_lowance and
) 26§ per1daictimes?
27 MR. PINNELL:
Y ° 28
¢ P
“v \pant who 13 entitied to
. . ' 30 :ﬂ gets a share of the oil
AR ] il deiiveredvimmedlately,'
. e Sﬁ5
[N ) -

MR. SIEROTY:J iet me clnrlfy that point.

per cent in- this renewal prop@sal - bhiu olx per cent ovcrhead

become the unit operator, 13 that correct°
‘Q

-1

=

o —

costa of opera Qgé the unit go to unit
ore, divided iup amqng the participants on
1cipation in the unit, ’

Is this. aix -

v > < ‘ s
As to the unit, to be paid vherever these
nits as they, presently are for Faulg Blockn

bhe present tlme a{n until changed, the .

City of Lorig Beach is the Uhit OperaVO? and 1screce1ving this

. o
It_doesn‘t go to the contragtor -- 1t goes

o

o}

O &

It‘goes to the unit operator; in thiq xcase

1f the CIty continues as the unit operator, then the CIty con= %

Now, “Union Paciric 1s suggesting that 1t

N

N
Yes; sir. Union Pacific is tpe unit

operator*of a large portion of* Fault Blocks II(g?d III units ’
the City 1s the-unit operator of a small portion of FauI‘ Blork
r IT and III units and a largcr portion of Fault "Block IV, thch ‘

Vg
s e
s, N

And genéiall& wo({d>operate on the six

would put the oil out for bidding aft

=)

&

[a)

The o1l from

= o

Union Pacific w0uld ngt
the ¢34, In this case, the State and Clly
from each of -the fault blocks and this 1s

and‘now the purchase 13 handled is up to .

4

tinues to rsceive this overhead nllowanbe under the "nit\agreewentz

[

‘oos
&
o
-y R
o
o
>
SO
o
/ Q
B
{ - o
§-o ¢
// ’) :
a
i -
™ .

the unit iﬂ dlsﬁributed 1mmed1ate1y to the owner, to the partlcl-
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in the business of aelling.

Efagilities, which are common to all arcas of the field.

7

c
=3 3

4

the .ovner of ihé oli., o ' S

*. MR. SIEROTY

= ) o . S

Well, “1et me .see what you are nuggeuting

‘# hore regarding the 3a1e of 011 by the City and the State. In~

otaLr ﬁords, the unit opcrator under your’ ppaposal would nat be
5 -

o

You‘hpuld turn thg 0ll aver, so to
speak, $o the Cify and State and there would be competitive bid-
ding held by the City dnd State for this ot¥e

MR. PINHFLL. Correct. c g : -

8

MR. SIEROTY: That iu what you are’ suggestihg. I,h%ge
no further questions of y

Pin ell, = o4
A11 gjihv. Thankrioh;.nr. Pinnell,

\J/CHAn ON:
qﬂs;rr“ o interrupt you, ‘Mr, Smith, but this provldes a Dettgr
basis for us to proceed, - o . s

b}
In considﬂring *he UnLon Pacific's proposal,

MR. SMITH'

bhere were several thxngs that Qggggfcd to us whi¢h appeoared Lo =

- make guch propo%al dlaadvnntageouu to both" bhc City and the State.

From a.practlcal ﬁtandpoint Lhexicﬂa/ﬂf having sevgral operatoru

s /\

operating adJacent raglt blocks ls unrealistic, chause wkxhave

hner of what’we call general racillttvs, and these are

'—~x o

tacilities which are common to adJacent fault blocks and ‘to ad-r

a large “ovi

Jacent or ‘different groups of we ﬁ/'t 15 MLCicult for me bo

- see how digfcrenb unit- opﬂrabors could operave theae gennrax

o

N

In addiulon, of course, this propoaal is not a tobal
solutlon because 1t docﬂ nm} conslder the CLty and S\vgﬂ prﬁper-
‘ties” uhich nre not unitized and which in all liknlihnod will

_ngver be unitmzcd, 80 ve, woula still be faced with tbe identical ;
2 :
9

Nt i)

1ame proélem Me are faced with now in continuing the operattOp of

“those nen-unitlized areas, o ] iﬁ.; Y ¢

- &y

our major objection to the*prdposﬁl 18 a matter of

ecoriomics,”

7

Ve believe that this six per cent.: overhead allnwance--'t
‘ - O
\ 9 /”ji

[

k4
‘D
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z B 1 aﬁd ‘I want tb be clehr'“ on this -~ the six ﬁ;r 'ceﬁtb of our cost in
s ) 2 operation of the unitized areas is curren 1y eoming to the cﬂ:y
c o o 3 and the State and 1f we were to relinquish our ponition as unit
? 4 opemtor, ve woilld. then not ohly loge our 6ix per cent -- we would
"5 be paying zomecdhc elsefthse nix per cent, NG . 7 e
8 “ i addition to that, the maJorityﬁe (m:v\\‘b\r“{rolj§C
N 7. eum Divl)sion payroll is rnimburésed by the unita, He shave maé}\e@a
’ g | quick calculation, wiuc‘x is beucd on our nutimnt:e of ruture ‘i}\
: g § revenues, i‘ubure coa 2, ngainat this sJ,x peyr cent, and our ruture
Q;m pavroll, the reimbursexrent of“which e would leseﬁif we y,?e no
© . 11: \gonger unit: operator, smd we estimat;e that such a propesal, 1t
o i2 accr}led to, would result in a loss to the Ctty\ and State of ap-
; 13
14 Breks 11, III gnd . = . -
: >15 MR. CHMIPIOH : Have irou estimated the general magnitude
18 ‘Dof that in dollaraz - . I . "
10 MR. SMITH: The maghitude of it in dollars? Ten per .
. “ ig cent: vof Lt would ke on the order of $25,000,000. For tifcne rea-"
. © 19, |} son3 e \,apngt concur in thi*‘ prc/ag;aax.»::Inﬂdcntally, there 13
o ‘ 20 one subord:m((:at:er reasan here that you might be 1nberc...ﬁm‘ _ln and 7
21 that 1is, 6}? course, the Harbor Department teclu that 4t haz 2 T
. \zg’ res;mnaibility An the mnttcr of subuidence control. Ye I‘eel we
Lj2:', " have demonstrated we Have the ksot-how and the capabllity an&
= 24 .desire to control subsidence, and we feel that the m"lgrgfm lﬁ"fc’o‘/
25 assurecor;ﬁlnued subsidence control in the tideland &r @“Ta- for
26 frus to have opevat;ion cor;tr;;l,. o 7‘. \5\9 5
27« = MR. SIERO‘I’},{Q How mn}y unit opﬁ:rat,ors are- thcr& ab the
L / 28 || present Lt,ime?’ ° s ] / : ' :
s e 20 (; Te ME, SMITH There a're current;zy two companles that are
3¢ | unit operators of what we call Segment 2 =< tﬁac 185 the areas
e i)} " 31 | north of Seaside owlevard in four fault block v}‘f’ase Urfigon,
o = =7 5.

o
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&
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operating in Fault Blocks II and III-- that 13 the
northern ﬁOrtion thereof; and:Socong Mobil 1s bperét?ﬁg in Fault

Block IV, -and very)soon. will be operatlng in Fault Blnrk V ~= tha,

Ranger Zone only, ° ihcidentally. : ¢ “

This 18 another problem that" would arise 1f this pro-;
It would be virtually 1mponaiblc £or Mobill
to operate orly the Ranger Zone of Faulb*Block v and have the

-~

(‘ s
City's othcr conbrncbor, uhocver 1b mlghb bn; opc atc zonen both>

ab°v° and below the Ranger Zone, using comman facilitles.
_ MR, SIEROTY:
cié&land Statg? ] e ° . . =f i ) : ?. o

_ MR. SMITH: ThaZ/ﬂg/correcb. _ﬁ-* S :p'
- MR, <SIEROTY: Hqw does that work ~-- six per Lent of bhe

You say the aix per ceng accrues t8 the

=

o s . %

‘MR, SMITH;,

2 =

costs are paid to us by’tbe other working 1nterest owners’ ir, the

Six ‘per cent of the maJority of our unit

//

unitt This 15 our overhcad allowance) Iy K

o MR. SIEROTY: Vhy do you say the: “Clty 3nd the utatc"?

&5 MR, SMITH: -Because that goes into our oil revenues,

—

[

‘ in effect. ' o S .

MR. SIEROTY: It does not go to the ‘Long Beach City or

9

“Harbor Department? . . T L

O 4

.. MR. SMITH:

of the revenue 1n the unit‘accountlng.

. It does not go to ”hc Citv. It 15 o png?

5 .

MH. SXEROTY. So,bin cffﬂct, you,are wnyﬂng the City oc

and State receive 4 certain portion of this _overhend allowancc

rrom lands which are owned by prlvate 1nterests? = L0

MR. SMITH‘
Ef' w_y 1t works:

That 48 correct - all of the w0rk1ng

1nteresbs. There is a urit OperatOﬂ of

Q\Fgment i. That 1a uhc City of Long Beach in any of bhcua unitsa,

the cane of Bloek:11, h
= \o\::‘: =

There 1u a unit opcrator in Segmenb 2.

R
2

> ~ o=

11 -

N

o

K

o

PR

4

\:\Q‘?‘

(<3N

.



4

o

14

5}

3

- I . B Y

N A e R R B e D e e
Hozﬁmvﬁ,ambu:\%t"q

. 22

23

24

25

26

tozv

¢

26

30 -
31

28

t

I méﬁter.

. the City of Long BlEach. o o c”é,_

~ ) = - (L\ . o =
. - = \ = Gy >
o~ ) ;j" 3 - ’{& "\:\‘ ,’\3 o~ I
i = G \\\\< == s
e o o g '
- © E o ’ AT ; B ‘ N N o )
{ B B <] S o ~ N & ) \ 5 o -
we will take, for example, that ia Union Paclfic Rollroad. Union i °

Facific Railroud aﬂncmblcs all 1*0 costs for a given month nnd vhe

CLty asdembles a1l of its couts for o gl«mn nicmt,h arﬂ each of them

o

or all of the working 1ntercatu' lncomc, andaall of the working
taterést owners share in. gach or the unit opcrator ' contn and

each of the unit opnrators' aix pcr cent overhead,

&g

MH. SIEROTY Havn you concluded that bhere wWould hn a
loss of za;,ooo,oon to Lhc ‘City and }:h,e State-1ir the-Clty gtd not -

a 4

remaln ag the unit operatory

MR. SMITH: That's correct. We would be deprived of

approximaeely'ton per cent or the future net and our cxpenses
o
would go down vcry'ulightly -~ uéeause we fe@l, even,thoughFWQ, ' .

o
slze of our petr@leum stafrf would

z¢]

Temain about the oame bocause wé have such a large intnrest in

\\‘§§§ .
That's all., . ° S " : .
Mr.

were not unit operatce, the

the operation we cunnot afford ta 1pnore . - ¢
MR, SIEROTY:
MR, CHAMPION. Thank you very much, Mr.V Smith.

Hortig, do you have any cOmments on’ thls prcpoaﬂl? Does the

staff in general agree wlth the poaition taken by the Harbor Lom»

" misston of Long Beach, or have you reached any " concku"ions on the
@suchct° . == . - _ SN -
MR HORTIG., WQ ‘a1d revicw the analyﬂea and we did d1g~ ‘ 53

cuss’ witp Unlon Paciflc Railroad the applicability of ° thls. In
vlew of the Lact. that the Harbor Department has Jurlsdlctlon....

L

' C‘R. CHAMPION: I am nmot harping on the Juriudictlon '

thhat 1s the upinlen of hre sta’f” s £ .
- MR, HORTIG' /%e have no anaiysua con:;§?§?zs\rha@ ox
°;f/": ) P o

]
| MR. CHAMPION: Do you'sigree with themr LS

MR. HORTIG:

-O i
To the e%tent that we have revloﬂed their =

- analysis, yes. .

. E B . .
° N : (— N s 0 e
) 12 .. o 8 A
2 . “ - B n

=

is entitledZ{o reimburuemenﬁ'of that eost plua aix pcr ccnt dﬁt - ﬁi

o I o

0
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_MR. CHAMPION: Do.you wart to pursue another matter?
”LR.( SIEROTY: Shell Oil's letter here, which came in

this»morning, has- a }Aewpoint I- think ought té be conaidered. %g

. Gne point, which la 1in ‘the third parazraph has. to do'With the -

fact that underf%he contract proposed lt specir es the companies
) L

whose postinga we wlll‘takc Ante conoidenztion. Shell raises

the point that maybe, *hcre arc golng to he other conpanies who
,C"

£
are going to be postlng in the npxt twenty-five yearﬁ and maybe

\/ <
some ‘¢f the existing comnanies may dlscoﬂtinue poéting in the
I\
next twen

y-five years;’ anF~perhaps thispclquoe ought to be a
little more open to take- inéo conaideration these changes. '
I *hink 1t- IS ‘a good suggestion and thou%ﬁt we<might .

discuss that a minute, aybe theve waSwsome reason<whjawe

! picked only these companies and feel that 13 tge on]v thing ‘that

@

o

_ought to bo ;n the contract. or na,uc-uuurr suggestionﬂis a
“worthy one. i : ;

o N S &
N

= G

MR. CHAMPION' Ue are ngw in thio resolution proposing
to have Richrield

g? MR, HORTIG

Mr. Ho"tipr, woulﬂ you d:lscuss that Jpoint?
J

Yes, . sir. In view of the fact that N7

\*w P“O
£y

tion 18.3 with reupect to pricing determination spec;fiea af t

=" c

To w s - . =

nm cm\npmu-‘ 18,3 of what?.  ©

MR. HORTIG’ The ‘propesed contract - = ... Specifics, B

ﬁigsinatlve p:13§25 baseu,dgﬁ/yhlchfthe first and 09009 i wlter-
atlveg:-are 1n turn dependcnt upon arithmicic comparisona madt :
between posted prices, the companie““ﬁgo\have anﬂ are posting
1n the broadest acopgrlnche LoéDAﬁggles B\slncoll flelds, who

in order to give the broadest re&llstie ba e to: th1° sﬂtuation.
In view of the fact that Richfield o11 reported in wrltirg ' ,,) /

Pl

the Ccmmission it 1s intending to also beeome a poster,

E -

AGS

have operated this u;;\historicallyyfhere incxuded in the‘list ) e
@ ﬁ“

) s

oD

2
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the recommendntion of the staff th zt they be added to the 1ist,
We have the problem=-; I believe T am® correct and the'onell repne-
: ‘sentative will straighten me* out if T am not ~- Shell 1s a pur-c-
chaser at the presént time in the Wilmington 011 Field but I- am

N

there any obJeﬂtlonﬂto

7

ot nositive that they are posting prices.

. .53,’»‘ o

MR. CHAMPION. May T ask:”

device whereby upon a certaln volume of purchases over a £ gtaln
perlod of time, such & compuny ohall be automatically’fﬁﬁyhe
and falling below a ﬂf%tain level in ‘a_ certain ncrlod or time,v
shall be e‘iminated Trom 1t? would that*alimin&ue the ‘problem?
‘ MR. HCRTIG: '
in that there 18 aicontlnuinr purchascr wlth an average of one Q
thousand barrels a day; hut A$ doec not provide ror removal or
addition -- although' certainly your luggestion would be entirely

acceptable becatse the inten “the p"ogram is, to have “the

broadest base t%at it 1 posaible toyobtain with the only stand-
\\
arda available -=a represeng,tlon oft the\ a1r¢narket ,value of
i/ " - .
the oil. b : o B

MR. CHAMP;OM.

o

In order to meet thia nproblem, why

shculdn't we simply define “conLinuing purcnaser,' and make any-

ES

" one who meé%' that definition eligible, and provide that any time

ror a perlod of time he no lcnger meets the definition he 1s no

longer included. It seems to me th1° is a perfectly easy, self-

(U

executing way of handling it. T . . “ ;§

MR. HORTIG:- Thls is & slight varlation. I'd like to

£

hear Deputy Shavelson's comment on the \ast provfsion,“thet g

‘absent any data to “the contrary, as proviaed in the contract, any-

@

.ona 13 ~onsidered a cortinu'ng purehaoe " I would thinktﬁhat
eltﬁer this section vwould be =utricient1y rlexlble or would be <
" thé oné that should be expandeﬂ - ' .

o o ° 7 L oo DG
*" MR. SHAVELSON: That language would not adé any 4

1%

This, or'coufse, is'covcrad in the éontract

NS Lo RN

Y

s

\\

©
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cdmpany to the list,_and wouldn't fulf1ll that purpose, In other
word3s, thab language s1mpl¥’ .....

MR. CHAMPION: What languag,e are you referrlng to -- .

O B e

what I sﬁggested? ‘

“ MR. SH:\VE[SON: No, the language tha.t Frank Just. ,men-
tioned. concerning the pres umption in the derini‘ion of any con- /)
t&nuinu parchaser -= 1in the a‘bsence of eyldenecz to the contrary

v he 1is presumed to be onc; but utill\\he pt@ must be posted,

W o N d o

under the present ;anguage, by one of the designated purchasers

/ - 5 10 and, therefore, t:hat 1anguage would not hclp. . A
oyt - ‘
e \“\ // 11 o MR. CHAMPION: Ve wou ld “have %o expand the prosent

- 12 language in order to make this nelf-execubing, /

~ T

13 © M. smvr:n;on- “That 1s correct. S

1 |f MR, CHAMPION: Do you see any legal problems in doing
15 807 <7 ) LN o ‘

16 || MR. SHAVELSON: L dontt. -

17 | MR “\\omm ‘No. oo .o

18 D MR, CHAMPION Mr.. smuh, how-vwould the Herbor. Comml,s-/

<L

99 i sion of “the City of Long, Beach- feel abouts that? '
20° MR. SMITH: Ye are ‘certainfy 1n accord with expanding

: U
721 the base of the pricing as much as po.,sible. However, ther% are

22 || certain practical problems that- we \musb not: overlook and the...c,
- 23 of course, were considered when we :mfted this agrnemcnt as

24\" preaently berore you. ) Thc ’"oﬁb.l.nulng purchasnr dcfinit.» on, I‘ o

28 uccv.use, applies only to vlilmington and we feel becauue cf our

23 . interest in each of the majdr fault bl ocks in Wilmington and the

27 - fact® that we get- unitﬁt%)rdlnator stat°ments thWlllg who has
Q?B purchaued/ehe oll and;}m much, we ulll be able bo pretty well

D \29 q‘f Qpin down th the continuing purchaserﬂ are in Uilmington. o
30 ﬁ o, Now, the problyhat wilj nri...e Li‘ we open up to

. 31 i th1° future group of” c/o"'panles,/there 13 no way of.‘ knowing --
e

: nd this, of cource, (Was discusped In the last meetlng ten daJs

o

iy krow/'ing vhetser or not they met&this

> 15

A
ago -- there 1s ng_ wa\
. T o&

=

J

o

0

i

>3
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1 3’cx'il.terla,or whet:heru they then,aftsr meet m_r, 1t,ra'1ed to meet it.
R‘, M/ \._A_.»-
2 f:i‘ MR CHAHPION' I. assume thab if someone w;)shed to be
S° o - 3 ,1né1ud=d, that 1{,‘ we set this up 80 that they would hzwe to sub- . @ -
. \\\& mnit satisragtory rigures thaﬁ they did qualiry as a continuing SIS
' - ‘\\; 5 puz:chaser, your real problembis when you knon that they fall to ° ‘ “
- : =e g e w0 SN
“ ) 8 be a continuing Durchascr. . o , o
< ! % ’ : \\MR. uMIT}L In order t:o be considcred, I suppose tlwy . .
(S )
P 8 would haVe t:o ccntinually have to satinl‘y the Harbor Co-mnisng,on s |
. ’ oY r:‘ - « )
o I and the ‘State ‘Lands Commyssion. L . c . ‘
V- = = e o . c :
0. .. WR. CHAMPION:® I think t’ney umﬁd have £6 bé willing to 5 7
o A = © ) %‘
& . 11 agree to satisfy them on request, so the commﬂtmem’. is there to . 9 %{‘
- e e = &
T 12 mee} the requesh ror 1ntormatlon perlodlcally. 7 : S
°, 13 .'MR. SIEROTY: Halt a minute. e are talking _about t;hma N
=14 ection referring not to wzlmﬁgton Field .o..0 - R o ¢
/ ] (S = & ; - " R s ‘:
7 15 ® .  MR. SMITH: That's correct. !t , :
. : - I o
: . 16 _ / MR. SIEROTY: .. . but the general area -= the Signal, ' 7 é
_ s 7 Hllﬁ;é;andj':llgiewood Flelds. There is no requirement thmt any/ot 4 ‘
~ 9 18 these (.postiﬁg companies named in here buy any amqunt ot o11; 18
. o 19 | that eorrect? L2 BRI S
Yo L <20 | ' - MR. SMITH: -That . s correct: . - . fa
g . 0_—xF . . - o @
© T K\ 21 'MR. .;IEROTY . So I don't think you can 1mpose upon °
) ! N 22 othor companies, it - -seems’ to me, a different btandard.
g O
‘ _ ' . 23 | - » - MR, SMITH: Yes, I am arraid we - would have to. ue ¢ S
‘L o 24 couldn't let the XYZ €1l company come in and make S rictit:ioua R @
= 5 N i L ,7—
25 posting and complete:.y upaet our pricing \arrangcmc,;nt elther to e
~ . 7 - . } . K 3
) o <a the adv{’ntngeﬁor disadvantage of ‘the _City and State, . It_:;,would-
‘ : o 27 Y have to be by posting, . > o ‘ : ° .
28 ’ MR. SIERGTY: AL right.. Why dén't you Just take the .~
° ° 29 words "bona fide ponting“” , f i .o o c .
30 . 5 ce MR. SMITH: There would havé to be . in m}’ oplnlon, ) T
s L . : |
3 ,ésre.-,snbed fiethod for bona fide poati[}ig. S o g - ,
bS] | ! - . . - . i 0 \»,S\i o x
L v . o - v e : o a
2 ~ N o 2 - - = ;J, <
? o el i
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‘one of these named»companles.

' the time may come; however,air nanuling an average posted price, : e

e & a .

s MR. CHAMPION: I,don't see why we can't --« Af%[nv are
daing is- opening the door to them and they pught,to_be willtng»to

provide the 1nformation~t§pm£ke'that pnivilegé’open to then:°
These people are all now pouting and buying‘ln the fleld. .
- MR, SHAVELUON May I cay thia, Hr. Champion? 'As Mr. s

Smith pointed out, aa far as the w11mlngton 011 .gld 15 conﬂﬂrn-

x\ .

‘ed, we are open to any continuing purchaner whether er not it 15

I Just wnnt to make sure that

clear to every’\e, and 1t is crly when ue go to one of the oth

; {/‘(\
0o,

fields, where we deviate rrom thLB,V?o that as far as the Wilmin

ton Fleld eritepria is conﬂerned, vwe do huve that.

2 MR. CHAMPION:
MR. smvnn,ow

. Mﬁ. CHAMPION: .

) Mi\. smvmson. .

* MR. SZEROTY‘*\NOW, may., I ask - - Shell s the one who

= w( /

1'd ltke to ask tahen\ vihe

_Why 13 it thaq\ the

j “§Nr .
purcNeaing oil in tb/ area, An any © thcse areau that are e

We ﬁre fully protectedq' - -
ven - : €§ i., o

I am: uorrv - I didn't undorntnnd hh1t.

o

I didn't make 1t clear. °

J Lo

suggested this. 3ce & nggresentativea off Shell in- the audwyorlum.-

,he ﬁfhey would like to~answer the ques-‘

)y do not pdst:in this aFea? Are t}hey B

5 o

tion

n%pedg S s

=

' © © .MR. CIARK: »Durlan Clark, Shell 011 Company. We post_

in some pdfhs ef the country bnt nevér“have in Calirornia, and

@

where this. might be necessary fo" many qompanles to do.. Rich- : OO

- field, obviously,saw this and I think they are quite com:ect.a c L
He, in essence, are attemptlng to ayoid the listing of a long s L . s
group of companies - merely sayin@ thac ir cne company actually j

" That's .

151 o

y
buys and posts, tney should he cnnaidered in this list
N %.c N 2]

;all I have to say to that.c
MR. SIER 23

LA
ERT

- h ’ 1
th 1s iﬁ Lhat you haveri't been posting’

2

o

. - 17
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0 He teel»thisfshould be a continuing thing and certainly £ the .

©® T N @, s G N M

iaccept the orfer, we pafhthe offered price - uhich is something 0

'1n the nature of a prlvate poating,,an 1nd1v1dua1 nesotlatlon be~

- we are trying to 4o 1s

_to put together L clﬂuse\that uould do this. S e ' ':

2 . B
o A

MR.‘EIARK. Just that we have. never roand lt ﬁé;;qaary.h o

MR. SIEROTY‘

R

How do you. buy" “‘Hhat standard do you u..e

-
© “

to buy your oil?
MR, CLARK:
priceé in the field in the district in which the 011 is purchased

Cur leases provlde thaﬁ e meet postcd

and for many, many years we tied to specific company posb*ngaa

Because of certain antlitrust Iaﬁtora and consent decrees, thia ”ﬁ:a
was elimlna@ed -=" 8C We do)not buy to anyupartieular company, e

w

merely take what is posbcdcthere in.a given tleld where ve buy.

our own lﬂases-go further to provide thwkhir thbre are nojpoated
prices, then we make an otrer and then the landowqer has thirty i
I -

they’do not choose to »ake the ofter, they takc 1n kind, ir they

daya to accept the offér- and store the 011 in thn meantime.

o]

G

tween landowner and purchaser.

‘MR. :SIERQTTf

On this speciffc point, Mr. Clark, do you .

héveaany language that we éhouldﬁincludé here to suggest? What

to providerthat’any/béna fide poating'be~;

ageuor the dilmlngton "FPield pogyings.
includé? Do you have any idea, -sir?

MR CLARK:

f[ [

L think\the prlcing clauseo or 5
LR T 4. o )
most of the lease rcrms or maJor oil compan;es statp this.‘lThe e

Oh, ye.u

fore)
=0 o

language would-be a’ very simple matber;@ We7dld th furni h vou
with any of the langgage, butrit migpc take all ot“thirty minutes

.He were mercly p*cking up hhe polnb>nr. Champion.muﬂc e
E ) .

‘ 31 D’priging standarﬂs here are- éxpanded els ewhere, 1t might become a .

voée of . .,

R >
i < N 2

B

LV

tDnsidered in shig group of oll fleldﬂ. 30" hhat we may have the . Ul AL

G,
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A 1 crlhical Lhing in the future and bhgrc might te a x'cqu?.gr\ -
z { other gompanies to post. ” L :Q - - \
‘8 ,' "ﬁR CHAMPION.' The aduantage of the ollkcompany involya
4 | 1s that 1t _does participare in the pricing. B V B
5 - MR. CLARK: Thac's correst. ;,‘v;__— :5° 7' . ‘
8 ‘ ’ _MR. CHAM?TON. i 1 am interested 1:; this polnt. Do tou

s 4 think. Mr. Sm ty/and Mr.* Hortig, that ir thg Conmis&ﬂion werc
08, without attem/;it‘.ing to give you any languagn at this timc - wr\re )
B, simply to 1nstn\\v‘t you %o hry to, worlc out Some selr—eyecuﬁingj i

& .
18 R MR. CFIAMPION. Do you.see any p]:-oblemu with that" w o

14 apnroval of the propoaeu 3.

15 m.,non:rm., )‘es, sir.

10 1anguage on th*s which wouxd also requirn the company who wanted
) e o
1 t:o come in to provide the kind of 1nromation neede& in order to ° b
12 verify thelr legltimate status - - Do you think that: °°? d be '

1i'> ' done and we could simply entar thab aﬂ&an 1nstru‘.tion in the

= B

17 ® MR SHITH t%;a. feel 1t could bé accomplished. o
18 | . =, MR. RIDINGS: I belteve 1¢-coyld be, with 8 properly

18 worded procedure, 1nc1uded. ° We are certainly 1nterested in

r\

20 t broadeninp‘ the base as’ much as posslhle, but: I do wan,t to restatc

i

2 .j' that: neither the: z,lt,,' of ’i.ong Beach ‘nox the Boar«r of Harbor Com-
22 ° missionerq have anprlght Hhatsoever to mveot..lgate into the 7

o &

23 :. bcoks Land records oi‘ any co'npany "~ Those: companie.; mentioned “here

24 é‘re those who are mown of record to be contlnuing purehasers and’

25 ' we would be very -nuch vnr-cerned 11‘ somoone uith a- small refinery
Q

T TR

26 came in \with a low pr* ce and depresscd the pr_lce ox‘woi} ‘80 I °

Q2

27 _ think . thcre should be clearly set fox:bh there’ must be a demcnstra-
2p« tion to the Baard and the Gemrnissj.on hcra\mr.‘or to their Geing =

! N )
20 - accepted “- that the leasc be dram :m such way that such persop

30 having demonstrated %o the sa"isfaction of the Boardoand Commls-

<
s 0

a8 nitm are then to be includec! in the calculation. oo o &

A

N o ) . - s, RN f
[ - 3 ‘ i « .
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) = : i \\~ o w ) . . oof -
: L ) L C- , oo .o° SR
2 =i . ) ¢ w ‘ “ 2 .
) , 1 MR CHAMPION: I _think that 1a 1nc1uded, Mr. Rldmgs PR e
j@ - Z and I agree “with you. X thinlc our posicion 1s exactly the same.. C_‘
- ///S\ - AWe waat to make sure we don't acc\ept a des:l;_z,nation hereare:\ which
> N 4 ve' can't; ake an administrative finding, cand I think the language ‘i )
i < < & jowill be ﬂlear - Af someone L. Qtnterested, that thby sthenevolun- - \\1‘2
e tarily provide tho fnrormation we needu, because,@as you say, ‘we ° R
| 7?7 H would otherwise have nq rlghh to “in{irestw\gate -Or esk. , But 1n y .
’ 2 ) ) 8 order for- anyone to qu‘l.lify, %hey wo:quwcal V*heve %6° volunteer the . ‘71 e O
T e 07 1nfomat10n. o, i/v R JD ) f/‘“vﬁmci ‘ i ) D S
@ D 10 LN MR. SIERCZ(‘Z. Lwould t:‘l*:nk this could be done on the ' )
s T 11 mot?.o-’f(*)!‘“the cu:v OF Sbate. In” othep words,’ lf ‘we i‘eel that ' Ui" =
;Q 12. eomebady post:lng ‘:who ‘mue hona 'fide postnr, we ought t,o . r <
e & 13  be a’ble to att-»mt “to 1nc1ude him in this. e o -

7 14 K T . MR, CHAMPION. . How can we do that Af we are not :ln any - ° : o
7 - 15- positicn to frequlre him to provide the necessary - 1nrormatio-1° o s ¢
%?“’ : ’ ;16 "= MR, SIEROTY: Hell, what mfomation woulé ue require9 )

e e N 1’{ 1r he 1s purchasing .Z\. o ¢ e ) B i
0 TS I - MR. CHAMPION: Ve would tave to have evidence that he . 7
’ 19 , was a contlnuing purehaser. - to o R o o .0 ‘
N 20 || MR.: SIEROTY: He may g.{ve you evldence of /t:hlegor we . . ° #7 \
. ’ s 2L may be able to detemine 1t indﬂpendcntly. In other wol::m » I B )
- o ’ ’ 22 think ‘there Augnt to be a provision .,nat it need not gcme i‘rom - &
23 r the o1l company. e 7 A T ‘ v .
) 28 ) MR. CHAMPION: It 13 to the o1l” companles' interest to__ ;
- ’ ,?5 ! do this , thr‘h 15 the onIy x'ea.,on te nrovlde this 1n the contract, - o < .
S 28 || ang I think 1t ought to be left to them. «v_ . ZL IR A .
“ 27 | .. - MR, smnm~0 ;‘xos;@ necessariiy. 4 e - AR
’ 0 .31‘ . > 'm SHAVEL.,ON- Z)Mtny Im ake one commcnl: as_to the’\preuent . \\\ B C
’ : S provision and how hls might be e;cpanded" Undexf the’ pvesentz pro< . ' E
“ o - 80§ vlsions, there are %wo 3 atements. °One is’ that <any person pest-- 2 o
. ) . 31 1ng is presumed to be a continuing purchii.:ex‘ in the aabsence of . 2o Y :
o " Ty = B o g :] o ) «
. I A C T
o C a0 20, T ¢ .
- ‘ @ ) -
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' evﬁence to the contrary, and secondly, there i3 a provision re-
quirlng the contractor or any of thP persons of uhon the con,rac- “ﬂkh mﬁi o
tor may consist, any of the companies, uo rurrish to the City o
upon “equesf full 1nrormation as to the quantity and pricea or | ,;n
any purehaaca that theycnlght make, .So, thercrare, 1: We ahould o
expand the definition or the determlnative prices 1n—ﬁ\a ocher B A
rields,‘by expanding 1“ to lnclude any uontinuing purchaacr”1n ?1,~' EN
that field,»then 1r our cvntractor should attempt to rile an
artificially low price, I think we ypould have sore prntecticnf
agatnst that. mAs a natter of ract, “we wou‘d know whether onggot L&

To

Ohe was eﬂcontinulrg purchaucr, g0 what 1t comcs down to 19 b

sy

whether or not there would be=any danger t01the Staxe of: any thi
‘peraon rlling an artlriciaily low pricc and, of course, Af we . oo a"

asaumed that everyone posting was a continuing purchaser, We

'} could easlly make‘that»change, but I wanted to know whethér-that B o

< Pote T s @

would_be aatiatactory'to ‘the 61ty 1r we did that. . nf [N

p

<. MR. CHAH?ION

Houlonyou 11kq:§9 ypgakitpyth?t point, =

Hr. R*dmgs or Mr. Smith" B N ST
. MR. S SMITH:

Shaveluon's prop@sal but I think we- have expres«ed in relahion to: ¢

tE}s problem what uould be acceptable to us and that: 13 that >01~7

other companles could be added to this ‘named list - /ﬁhich ap-»foi o . O-‘

pliea, ‘ag we have nald, to“%heue rlelda othcr than(;;amington ;"’
or this group or flelds which does lnclude Hilmlngton - and

[ )/

’ that, &hese companies ceuld only e addedato ‘this list 17 they ;7 o

demonsbraggd that the? Aare, 1n fact, pos

tial quantlty of. cru?g/gil. ;””f%fﬁij »;:‘15 e : - o

c . oy
@

I think what we axe,dealing'uith,hexeig T

(o)

ting and buying uubstan-~ e Ny

7‘\

MR -CHAMPION:
1 -
larg§i§/;/techn1ca1 prcblem. I don't bhink‘then» is any funda- ..

mental problem on what we are trying to get ak. Hhat I aould B ' ] .o

RS

Tr B =

suggest 13 that ue continue wlth other matters and »hen have a:

= . B o

o™ L, = B : TEL W . s

& .

A

! < P AT ]

// ’

Q

ﬁ\ S .r. i

- Qe
¥

I am not sure(f;gompletely undpgstood Mr.- - .o G



&

- N o . . . i
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T . _ ;‘;2 v - - ‘ . .
Arecesa uhen we are through wlth that, and 1r there”is a langu:E: E }Q‘ ;.t
probiem, you and the/gtafr can work that out. S s e
5 ‘MR, SIEROTY: Let me make a few comments. Pirst of all,
:there 1s no requirement n the contract.thet the nc;ed'companies .; -
buy any-oil?- IR S U‘»Z ; ST .
MR, SHITH'- That's correct. Tel Q R -
> MR. glEROTY So you are Jijt;;acuming that thuaecarepﬁj .
Lpretty\good sized companies and tfese are the companies you ;;e ' < o

5 O" R . ,-’/L o E
going to look to. ' ~ S .

o HR. uon:rm. Mlght T exp"ﬁa on thu., point- rlght there"
iActually, durins thc perlod of time chat the State Landn Commlae
slon haa had recponslbilltieo in conncctlon ulth Long Beach Har-»'

bor Department tldelund operations, 1n cxcoos of .one milllon -A: - !' o

barrels of oll were avcountedjfor at posted priceo, purchasé] and v i

[ paid for by named companies, concurrently, during’the same period

N

A of time, somethlng approaching a hundred mi‘llon barrels of ofY . - ° o
rrom the Long Beach tldelands, and one—hundred twenty-flve mllllon 7
rrom other tlde and - aubmerged lands 'undér State oll ard gao leaocn

"throughout Southern.Calitornla, again by these same ccmpanies. L e

So, while there 1s not in theory any legal contemplatlon ‘or re-- ;’? ’ '\_ ,‘gg«:’

q”lrement ‘that these companics purchaae, olmply becauae they s ST LT

RS

_post, thevract remains that betneen11956 and now they have done uo

to the tune o%jggﬁut two hundred twenty-rlve million barrela ot

oil - which looka 1ike foirly realiotic eupport ror the program. °

Q

T
HR“ SIEROTY: Are there other companiea uhich have been 5 o

= .
o

posting i these. nelda'p I
V HR HORTIG: Periodically, and for vhrylng amounts of | ‘: .

production. Theae ‘have becn the companicn whoChave\‘een the

[

maJor purchasers and waJor contlnu'ng purchasers. - o >;

- P f MR. GOLDIN. Hay the objeg;ive you ‘are arter oe accom- B
pliahed by the slmple addltion, after the names ol the designuted
_y M e . . . R . - G

* = - : : ‘

- E . | 7 ] -

~22 . - . '
- °y |
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Vd

"{ Shell for its own purpoaes\may not want to be’ 1nc1uded.

£
Fé
il

’h“ s

‘five companlcs, ot the terminology "o

aﬁy'other peraon or

entfﬁ\\‘ﬁich can establish 1ts qualificationa as 2 continuing
purchaaer‘." Lo E e Ee

MR, CHAHPION

o

"Po the satisfaction or the Harbor
COmmisaion and the Lards cOmmission/” 1 think 1 you\added
those worﬂs sae R o Cos ;
m. SMITH: And” for sb}l‘ong, an “they continue to
e : 6‘/_/_:3 : A : _“ = ;
The orlyoochcblon )4 hnvc to thnt 15 ;f,

establish..l , .
6 MR. SIEROTY:

thatelt ought not be nolely-the ddty of thc ccﬁpnny “to estnbliaha

its qualitications.

ing and posted<a higner price, aay, 1n the Inglewood Field._ It -

' 3ou1d be to the advantage of the CIty and State to 1nc1ude Shell

- G111 COmpany 1p>thls 11st, ln order to increase the avcrage.

Howr
Sheil» q
may not be th° contractor whc wins thls bid and they may have no

1ntﬂreot but 1t 1s to our 1n.crcst. If We can.sée Shell i3 a

purchaaer of substantial quanlitlns and,thir pontlng is bona :

rlde, 15 there any rcanon why wetahog}dnft bn'able to: include

them on‘our motion into the group° o .

Mr. Sleroty, in turtherance or your sug--

= MR, “RIDINGS: >

geation, I’uonder ir the wording -a*the demonstration uould be

& 1o bflour atalf or your staff’ I _— . o T e ?LV

MR. CHAHPION "Dcmonﬂtratcd to the sntlstactlon of..

Tbat would open,it up oith’r wny. ‘That would glvé\un the int-

MR. RIDINGS COncglvably, then,ca third party“oil

AN

cempany could t§¢n come in as a demonutrntor. o ’ ’ 'fv

Ve <

MR. CRANSTON. Hr. Chatrman, movlng nn,to another

-area,. the Senaté Factﬁinding Pomm} ttee, headed by Senator
0'Su111van2¢:endered i 1 tk}nk, a very‘great aervice’to thln

rd
W
{
i
\

s

[}
5

Let's assume Shell 011‘Company started poat-,
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COmm1SSion'éﬁh the: people of Californla 1n.the exploration of- ;
- the contract that was oarlier before the Lundu Commission on - :
another fleld lmLomr Bcach the East Long neach Fleld. Ve were

deeply inLereoted in their re"ommvndations and we have- followed
" some of tﬁém 1n our proposals to Long Beach incregard to that ff

rield, and we,are apparently now reachlng the point where we will
' have aome dlrect ncgotiations thneen thc LandKTCOmmission and -

the City of Long Beach’in,regatd to’ that contrawt.v <J e e,

3: Senatar O'Sul;ivan, who 1s Chalrman of that committae,
sat with us at our 1ast session,and since then has ra1 ed cer aln
,queutions 15 regard to the contr act uhlch is non berore ug ana I
think we ahould g0 1nto certain questions at thls time berere

approving che contract.,'l'd 1ike to shart out wit h what I thlnk

J
1s the mosb iniportant area under examlnatch hcré’nnd that I3

the jssue of the highest versua average postcd pricc.

'“/N\or qneationn I'd likc to ask on thia subject and I'd lixe

to first direct them to either Prank Hortig or the reprewenta-r
tives:of the Attorney General uhé’arerpresenh. e
o MR. CHAHPION' ‘Before we proceed with that, could wa

Are we 1n agreement

Just.cléén up~thjs ‘ast matter befor;J

T

i)

on thls lanyuage and when -we have a final action before us that

ve will hﬁvc that languare’ wOuld you read 1t ngaln.o ‘;

¢ - . MR. GOLDIN: “0r any othér }Jef«on or extlty uhose -

C

quallfications can be chgbllshec pvihhc satisfaction “of -the

|- _Board and ‘the State qugs %omnisslo ;3
ﬁi:f y

o)

T
Q

You- can have a 11&*1e more¥p04ish1ng

bub that's your thaught in e§sence.v‘ 0,

MR CHAMPIDN.
time bofore ue rinally act, but 1 tbink wa are rlnélly-agreed

Uaa there any otﬁnr thlug heretwe"needed Jto diapqse ot’

-HYOH-V
: . MR? sxmo'rv.

ﬂcll, I have other quenbions. . S

T have a .

I don}t particularly‘appreve pr those paarls of wisdom -
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0

N
Lasish

8

3 variatlons 1n hlghentopqsted price, but for- 11m1ted amounts of

"a;ﬂlngle cowpany uxthout conuultabion with anyone else orf %1&95?:

N

u

[

=)

- 9 MR. anNSTOH- The rirst questiéh‘l ;ént,to~£nk: ‘Whiéh:

'or these two proposed types: of prlcea, higheat or average, are

N

QL

' most easily subject to artitlcial manipulathn by the eonb“actot

e
.
& e

:ang/br by qthet 01l companles°
7 MR, HORTIG.
Cranston, uhich hopefully will be supplemented by the Attorney

If 1 maycessay an 1n1t1a1 respon'eg\Hr.

0 K

aneral's starf, the ract that there are perlodioally extreme oL }" N : J

Q

Qs

Cldndicates tynt Y, the highest posted price’ uerejto be a BRIV
QF Lo .
electeq)as the crltvrlon, thiag couldsmore readlIy be adjuated by

onesﬁaking 1ato accouns the competi;ive<£gQ§?rs that go 1nto the

= o

’ detcrmination of an avcrage price -£>becnuse nominally these

high poqted prices and extremes are specifled 1n connectlon with

3 ‘ °
e T S

a desire to accompllsh a partiuular spob purchasc of a limited

N -
\ >

anount of 011 and, therefore,ethey do not truly rerlece rﬁason-r

able markcb value for the product and in the amount that 1t v
~avallable in a purticu1:?§911 field when the base 1s “broadencd.

Lo 1n61ude themeeononic determinabions of all: the ihﬁbr pur-

chaSets af oil. .. 5

We -have to remcmber this 15 the background in CaIL- .

rornia Currently Calirornla can produce only approximately

eight hund ed thousand barrela a day of the roughly one million

“four. hundred thousand ‘barrels a.ﬂay of Sjmand that 1o necded.,

5 Thﬂrefdre, there 18 a market and tnere w111 hria c%rg nued

omarket for every drop cF’Calitornin-proﬁuced ;o011 within the
framework gf the Californla economy. Houethla 19 affeg%edﬂin

the future wlth respect to?torcig1 1mporta, again doés not re- -
late nt all to how pricea are’&)b campgfltlweiy belt ;cen the
%:'ﬁ. )

Patently, then, wiq@ an’ 1ndependent series of. = ;
B \Jf“ B

\./

o

various Callfornla o1l rielas.,' 4 .

Q-

D

[ o ~

-
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difrerent companies hnving to purchase oil in these véiious
Eia

| fields and their own determinatlons or the falr market price L o

&

e

bascd on t{?(primary-consideraiion of supply and demand -= and

the demand is hlsh and| «he supply 1s lou - the average 1s much L o

0

i

Y.

less susceptible uf being capable of being manipulated than a . -

’ one—company'detcrmination for cconomlc considcrationq which are E

g peculQpr o 1ts own, orranization to set elther an artificially

~ @ -

1owqpr1ce for a product at a particular

a0 LT . -3 e o
. =

, hlgh or an artirlclally
locatfon for a briefl period of time.

o 5% N o

= . This, has been the dlrficulty that has bccn experienced o

o

who set a high pnstcd price for a C :

berore in this type of artificial 4influence d extremé influence

“by an 1ndependent producer,
limf“éd amount ol oil‘and absoiutely«refused to take any other AN
011 at- that same price.” Patently; ‘this is not a sood\crltcrlon ; s

against whlch to make any 1ong-term estimates or against uhlch !

to calculate the net profits under which the.61ty and State would

5 £ . - Y

share under the proposed contract ) = e e . L

MR. CRANSTOH At our last session we dlnbun sed thiv

. fact or unc,"tainby which would be dnvolved in a,higheat posted

price in terms or the dlrricultles of ascertalning whether or ) 2

not actual oil was“belng bgyght and~ sold at that privc, and T 1 >L S
“think it was left that there wauld be consideration as to whether
’Vcthcre was any way of ascertalning whethcr or not 1t was, 1n>fact.
a yalid and actual‘frlce. Hagﬁ you.or the Attorney Oeneral made’ ;

- any progress in figurlng—out ﬁfway to deal with that problem” ? S R

e MR. HOREIO Not a solution to'1t, Bir.

e

The resu1t1n5~
review; whlchkreally constitutg% g re-review, 6;;£ ue hnve had -

exten ively with bhe at&rf of the Long Beach Harbor Departmenb
‘on just this, question, ‘came back to the same conelunion that® . -

1naamuch as’ there 13:00 necess%tsxfor a public recerd repre— = L3
: i
\\nu to thc honn fide nature - ’ S

a

o S0 T = c

"

> . é

: . o Q-
- N @ - - B

sentacion. there 18 no simJ}2 te

20.% =

W,
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Q

o

‘Q%‘

13,
14
15
16
17
18

20

2l

22
23
24

26 -
27
28
20

30 -

of a highest posted pricea thab tesbs that have been devised “ - )
.

,would a11 cost the City and State in terms of -a diucountcd bid

l

on thc cqntravt.n_Under Thege circumatancnu, then, the ‘conclusion ,, . 0 O -
was again grrived at that the average posted prlce on the broad-

~est base on which 1t can be cemputed u111 probably/more nearlyr - » =

rerlect the reaaonable mavket,value of Cnlitornia crude in the ° e

Q:'c @
B

area, wlth all of the economic factoru tha 1mp1nge on that being
o 5 > ‘r . :__57:5 . 2

taken 1nbo-considerat10n. 2 e T - . :

- s, » O

&

° HR. CHAHPION. Do I ﬁnderutand from what you just aald

that 1n your opinion.‘nyou qgnt to the*htghest poeted price, S Bcj -
that the dicrlcu;tles and uncertaintles 1nvq1ved }n the esgabq‘ N ¢ L ®

,lishment of that, uould‘briﬁg in your Judgmcnt a lcsaer rict . R
& . : .

profit bid oif the contract and thereby 1one more‘than might be - . _

o * R =

gajﬁed.by going to the hlghest ponted bguis’ - : - 5
MR. HORTIG: ‘Yes, sis. S RN S v
' MR. CRANSTON: Dtges the Attorney Generalls office .

concur that there has not yet. been found a way. to clearly estab- <o

liah that a highest posted “rice would be : -a valid and nctual - . i {

Q . B

MR. GOLDIN: Mr. Crahston, to E?;te, as a practlcal mat- 7

o

*er, we have been unaﬁie to fﬁrmulate or asccrtain a satisractcry B b

@tegt of: that which would cqnstiihte a bon@_fide highegt po§ted

_— ; ° ) o R >

‘price. B R , oL P

o HR CRANSTON Who ﬁight wluh te manipuiate the prlce“ o RPN

o

upward* -~ a hilgher posted prlce°i>This g0es_ 1n€o the rEalm of

"speculatlon, but - apparently there 1s fear someone mlght da so.

ynder what circumstances would thia be done° - . ‘. ] o"

.. M. HORTIG: We'll, circumstances are alleged- to have ST
¢o"curred, k82ping personalitiea out of thls, where 1t hagibecome . : 7, ;
known throughout the 1ndustry that a.particular operator is re-» o . "j
2 qu1red by earlinrtiease "ﬂdltlons, ‘which did not rorelce thia ) o ‘ 51

. . . . .
S~ L ° ' ;

o
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-1 hazand, to pay his landouner'sf rc;,alty ‘as against thg\ughgat ¢
2 postcd price 1n a partlcularrfim It is obviouuly & simple
3 matter Tor a comyetiwr uho m) ht \ah. to create a proklem i‘or\\’ :
,4 v: ;{'13 competltion, the lessee who hola\x t!\nis particlﬂar ‘1lease, to\\§'\‘\,f
j,5 almply go 1n. and ‘post and never buy; ) nd- wltx-\ncr tcst provj.dcd
6 for the bona fide nature of the purcﬁaae or even sma;.l purchases
-} at the highezt pocted ‘prices; 1 eﬂiately brlng%ﬂnbou" the ﬁcees{ )
é + 1ty ror pay.lng for large que.é;tino of 011 against what 1s really\ :\\\ :D:
'9«? a fictitious ‘or.a rlgged nighest poateurlce, to the“disadvan- 3
- 10 -J tage of the par ;lcular 1essee. ‘ . o , |
11 g HRK dﬂAHPION' Th,ls could op;mt# as a threat againat, ) . ) 3
12:. for 1nstance, the contractor who might u!,n the ‘biu we ar now . o ” |
13 discussmg. \ o ] sl ,oE n - h%
;4 | ’ HR,J'OBTIG. E‘.xactly, and 1:1 order to. breclude such a_ . i
15 pcssibil:lty\ is why the basis has been deve‘loped as 18 here: e é‘ ' }
18 § recommenced,” ° , ) P <
: ! “ o oL 8 . . T
17 o MR. CRANSTON: Are there any fconceivable sa!‘eguards to : ° l
18 iﬂprcterst 'against \Q;‘iriclal manipulation by ‘!Lnsc:‘tlng a highest j
19 artificial price that, could be p‘\t in: the contract or under ° T .
20° pres:cot law® . 0 ) e o o
2§ o " MR. HORTIG: ° Yes, there are, Mr. Cranttov,\._but; these
22 N were evaluated and 1t was concluded that no sai‘e/ ard could be &’ ) ;
.2'3 mclﬁied whi.ch aid not éarry with it a subctantlal price tag’ and :
§4 a pi‘ice tas\uhich the Ci.t;? and Sfate uould pay for the anerit“ ,
?"\ i of specifying highcst posted price and determining that it was t >
@6 highest posted price, and ‘would cost more than the difrerence V o //: .
27 | that would result ..... .~ - e T
28 " MR. CHAMPION: Walt a-minute, Frank, Jou have me a . °
26 1fttle: jconfused on vhat the price. tag 1s on. Is\the extra cost =
_30 here thefcost of making an adequate dctermination, -or 18 the . G o ble ;

31 T price tag ‘the 1influence on the net prol‘it bfd’

28

(2]
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" 26 tirely difrerem; q)osition. If he winds up Las being; only ari 1nter-

o

27 estcd producer, he 18 1nt:eres€ed :I.n the\“highesb price val;.e be- s
28 fause umler this c*rcumsbanr'e he wj.ll make the mos t net prcfit o
wo2w if he 15 an 1nt:egrated operator and czm consider trz'h.-ferring ) ¢,
. 30 ‘ sor;xe o‘ “the ecodomic Droblemfo Jj;l"lpt'y onerations, t:here " \Ej e
3} a be an impact- and a desire to have the" 1owest posted pr' ce - e
3 o . . i
B . 7/ 29 , “

14}
‘ ,lé\ o

G

‘MR. }{OR"‘I * The price tag 13 hhe uncertai—nty “of the

O o .-
bidder as’ to \mat he 1.) going to have to face in the f\.t\‘ire,e '

thereforo,b he has/m —cake 1ns1..rance agains" that‘; ev ntuality i,

fils bid to the Gity and State. O C R

W

o “MR. CRANSTON: '1‘0 tairn to the other l‘ace of ccin, w’ho
\r\rgtght ant t:o nanipulate the price ’doumuard" . = =2 e
: ) <

/‘
’V/W m. HORTIG: - This, of course, goes “to the heaxt of

"!(

L*\‘ N °

crude. I think a fairly erfective derinition or povted ‘price 15& ' cf .

© D 9 B Lk €,

that thfs\i,s the lowest price auvwhlch a ret‘incp can get his ) e

= e
refinery 'mpply of 011 and this is the -reasv.t\jre of the effect of R

W
fod

for a partlcular qualltyﬁoi’ crude 011 as, 1!: 18 needcd for the s

13 rerlnery capauiby of ar partlcnlar operator. ‘Every re%iner 1@

1f - 11Pe to buy his 011 ror less money than he 13 paying for’it” t\&

: a
15 This 1s Just: automatlc, but ir h,e )/can't eget 1t ror less money, .
10 why ‘he pays the hlgher price :%d a higher price than tbat nnder
17 wnich t /c major purcrnsers are purnli%a/shﬁg and uhich rei‘lects the-
NS

|
18 § reasongble market value, as shown on their schedule as the . -

o o S

9 | avenage\gﬁgted price. © o, I 7 L

20 | " MR. CRANSTON: “Would 1t p"esumably e the conr:racter- e T
21 vho vould ‘have the nost: fundame@al 1nterest“ 1n seeking teo bring'

Q

22 ?ibput a lower averagd posted pr.lce" Ue s ) - ) o
. = . = - ) ) <
23 o e MR. HORTIG: This wuuld depend upon a°serles ‘of inter- ° A

2]

w24 related facbors that can't be precisely evaluated here, because

25 ] if the contractor 1s not an mtegrated company he 1s in an en-

prply and demand, and cempetltion, again in any particular i‘leld S

()
f
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25 Calitornia - all of these?work toward l;mlting theaabil&ty'of

v P q
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‘fror this particular operation.

HR.ACHAMPLQH' He would be in the hnique position or

5.

benefit. - - g o L N
‘ - MR. HORTIG:. He_ would be in the unique’ positio}:for , St e
= © P N [ R
'benerlt, However, I muet“stregs ‘the ract that this 1sn't the ‘o

'ohe contract, the onlyégpe in Calirorniav‘ These<samﬂ pcople aiso “

&ggoalre o1ll over and above and beyond the amount or 011 .going to’ S :g‘

B

¢ ‘o

“be available under thia contract and all. of” the major purchasers 7 T a

S

7

in Ca/}fornia willi. If uomeone tried to artiriclally dépress the

pric or th3>production from this particulnr contract, é&ey

= Cor Ll

would not get any obher—oil rrom any other<producnr at this’

~price; and 1n view of ﬁhe ravored-nation clause, the thlng re-

bounds rlght back'to the highest price again. 5/ S . S

- The appor*unlty inénractice for anyone manipuiating
the price dounxia rcmote and, of courne, wa tleﬁ tQ an average;
and the\cog§et}€10n 1s acelng to it tha?‘%he avcrage 1 going

J
down becauae . they can't’get thenoil at the lower price, either.
MR. CHAHPION. In “your cpinion, Mr. Goldin, does th1°

(o)

. conbract safeguard azainst a‘tontractor artificially loviering ; s e
‘the price? I—Hantrto know Hhether,you think there are others *

o : , , , _
negded? gy : “ T L=

2 —
=g

MR. HORTIG: If I might regpond f 'st, I reel chab the

? provision for the avevage ann*the competitive forces‘%hraughout o,

o

the field and *he fact that crude 01l 1s in short supply in P,

s

any conbracbor depressing the gfice ror this one co*tract alone,

£

T " MR. CRANSTON: I'd\;}ike to hear from th:. thtome,; BT

General on that one point alore. . ’ PR o

14

- MR. swwrmouf We” thought very L}roruny% Ve wealized
j’@n,average,posted price pravlslon does allow the contractor to : B
post a.price “and thcrefbre affect a p@lce at which he is account- ';’ ) SR

atile to the,City and Sbate and thererore it 10 very 1mportant b

B
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e

~#hat they post; and 1f they did that, we have thesautomatic . o

calatoroprovi.,ion in ‘18, 3 /w'r/.l)ch uould requirc them to account _— .
: to thz G:Lt:y and State at ehat higher price. i / D

i
o 25 them complete 1nformat10n as to thei’r other purchasem So -t 1s

.false representation-- so t:hat 13 one protcction. oL F g

o . . S s s & ° o =
R i - = s ) ’ S
: . . T o o G
v ?IE' = R S B o =
- /' o = = 6 o ke o
" oz - = . S
= = E = e s ’ <
= - S s ©
N o ® N = =
e o . 4 [ f - . T _D - "G °
- Lo 20
- : e o . . ;
H . s
determine whether or not he can post an artilicially low price. ° 2
Now, these are the protections in the contract° = : . e Te
= : .
P . Pirst, he would have to be a cont:lnuing I urchaser of AR . i"

01 insofar as-the Hilmington 01,1 Field is concemed, which is ' : IR
the priﬁary de\.ermination here, and 1f he poots an artiricially .
lcw price, ’thcm preﬂumab’.ly he cou.v.d rot .,ell an average of a :

thouuand ’barrel., per day each month for a twelvc-month perlcd at .-
tnat art:[ficlallklow prlce. unléss there nere some .,ort: of col- ’ ) e

lusive conbract between our contracter and some thircd p“a/rty selle;-

EER : -

and we tnink that :my such collusive contract: cof tha nnture

qntered into for, the purpoue or dcpriv mg the City and State of ;
revenue would be, 11‘ not a clear cut vlola*.lon of Federal and - N = )
State antitruutjlawa, would ce'Jme B9 close to 1t°that no canpany v ) ‘ : s
would {:!Jare try it; and, furthemore, wo thieg 1t very lﬂ:cly could S
‘be a violat; on oi‘ thef Cal].[‘ornia Penal Code J.nvelv.lhg thelt by - ‘

s

Another protection 1s, as Mr. Hortig rf@n“g\ i

are going to presumably wish to buy other o1l 4n t(] DR |
A _ . ;

1f-this is an artificially 1owcjprj.ce, 'chen tney would presumabfj N - >
. - o =, . TR

b%ggmpeiled .to péy a higher price/to someone else, higher thm] B -

We also have the express eantractual Plght to get from ¥

\k_; lon“g anbwer'? t’;o your quest;ion, bqé wlt:h those protections, ve ) o “
27 think the average price could not be \efrcctivel:y manipula.ted by *© : g
. D, g E - T ey o °
28 ¥ our contractor. ® s : _ S e N
_ B . R - ) =
o ©20 & ;y?’ CRANSTON: You Teel thatowe have protection in the / o
30 .} contract l\»tate lavw and-in Federal law?” . . IR ;4/ Te o ‘
= v N a - N . s 7‘ “ . ‘
31, MR. SHAVELSON: Yes, sir. : . o -
s 7 : = : “ a
o o B = NN 0 )
S ) o 1 _, (X ‘ G o <
_ g . {T ';/ 431 i o
, S M e ) . .
L ‘ . : =, 1\/ ey < s E\i\f Y
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) MR, SIEROTY: on this Potnt, the clause ﬁhich provides
that the cdgtractor inust give 1nrormat10n regardi\w e _other pur-.-

chases and must pay that price, in otHer words that price which oy

would be establishvd -~ 1n what field ﬂoea that relate, Juat to -

e

=

e

wxlmington Fleld or o nll of them’
~ MR, SHAVELSON

a

The escalator provlsion is only appli-

cable to purcrases in the Wilmingbon Pield. ‘The 1nformation pro-

fa)

*vlsien as‘to hOW~much oll they are buying or sellling a Lies to

all fields. In cther words; we uould\pe suppesed ‘to know whether

of‘not our coﬁgfacboc was 1n ractta contfnuiné-purbhaser‘ln any o

fleld, bccauue w#e viould havc a contractual right to get rrom our
ccnbractor the necesnary information, . Hhereas we would have to

guess as to a third party, as to whether or not he was a continu-

 1ng purc(:fer, ve would/know for a eartnincyk;hether ortpot our

contractor was, _ . .
‘MR, SIEROTY: And d%éhshe revegi the prlcetat whiich -he
=2 - ] :

As purchasing? -
A\n N

MR. SHAVELSON: Yes. @

MR, SIEROTY: In all the fields specified here?

MR, SHAVELSON' Let me read the langudge to you, 1if I/éﬁ

“may; 1t 13 very bride: Mhe, contractor, Al 50 requested by the

Board .of Harbor Commissioners or 1b3 authoriz?a~{epresentatives,
shull promptly'infonm the Board of the prices udct-dn valuing and

che volume of all purchasea and sales made by or to the ccntrac-

tor or by or to all persona or corporations compxlslng the con-~
tractor of 011 in the Fleld or in the ohhernrielﬂs abovc desip-

nated.” In othcr.words, it applies to the rleld, the Wilmington

Pield - the'othér fields bcing the others. apecifled.

“\J ¢

MR, CRANQTON‘ Going te another matter, it has been .

“uggested tha the proponed contractﬁwlll result in an 011 price

[

ﬁmanipulation acheme run excluslvcly by a worldwlde cartﬁl. Id LR

=

R

N

e

4
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" MR, GOLDIN: The : Attorrey Gﬂneral's Office has no i}ch :

~
g N

be 1ess opportunity unﬁer thedproposed contract becauac of the
broader bawé or more competitive entities under’ the program and,

thnreﬁbre{ the necesstty in order to have any'manlpulation for

=

4

contraet.

MR. HORTIG:

inbgrmation.»‘

MR, CRANSTON:

MR. SPE%FE. As fer as I. am awarc. B

MR.

MR.” HORTIG:

CRANSTON :

¥

a3

:co aven. attempt quch a course

&

“

bility with reapect to the operations undcr the contract since ﬁ

pes

)

1 cessfui colluoive efrgrt and thereby makes it less desirable to,

Anothcr queetion-
: (o)
contract than: under the present contract? -

{

“f be an academic anawer to @ very’academic question.

entered into any ronapiracy’on any oll prices.

vy

Hell, the otate Lands’Divi<ien is not

dence of ‘even’ unsucccsarul efTortSwas rar as you/are aware’

Wmﬂdth e

%

W

greater opportunity for such things to occur under the

There would

like to know ir any 7Lch pricefixing has occur;ed_undeg the

aware thereof, desplte having had supervising andaudit reaponsi-

July 5, 1956 Inasmucn}as representatives af the operatiﬂai\\ //ff
agency having direct. operating responsibility are present, T

think a response would ‘be in order from them also,eHr. Cranston

o

MR. SE$NCE: Vielll; I can gay emphatically that the Clty

of Lorig B/%ch or-tie Board of Harbor Commieaionef%?have‘neve;

; I don't think there was any suggestion D
you nad but that oil companies might under the proposed contract

But there has been no evidence of any auch effoerts and no evi-

any:

%mosedf_

Vell,, Mr, Cranaton, I believe this must

' a Joint collusive effort ot more entitities that‘ere’in direct
aeconomle competition today, and every time you 1nvn1ve one mo
competitor in-an attempt to" achieve a manipulation, At dilutp

the remaining profit to be distributed as a result of any suc-
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isgeuch @ thing, State law

ﬁt here.

B
et

the nalor California o1l companies entered 1n éhe Unlted Staxes

o

uhall not prevent a defendanﬁ ln the purchauc<of/crudﬂ
oftering o& arrenlng to pr for qafﬁfcrude o;; a price
rerercnced to or ig etprcsaed to be based upon the nighesgijlow-

> et or‘average ofﬁthe prices’ pcsted by any'two or more persons -

“defen antu or oh

©

pntltiuu.L Now, I am
that might ﬂjaagrea with that decree, but I think 1‘ is a rair

1nrerence.

o

C"nnubun, ls uhat tnw cstlhated evssa

AN

feen ﬁiilion barrels:

operatlon for twcntyufive years, neak prdduction having been
reathed some time paaL and wlﬁh,the po3siblillty on reaqonnhle

eotlmate, indlcat!nr that thﬂ euonomic llmlt and the laut bwrrel

/5

MR. bHAMPIQjC>”H511, such a calluuivc tﬂdng is really

nct a matter oLJthioocon_dact 15 “it, but of State 1am°‘>1r there;

/ﬁiready has aggquatc»protectiona.

MR, HOHTIQ~ 1(§llieve MNr., qhavelson.has something in

e

: “
£

- P 5
HR SHAVEESON:

. @

I have hﬁre a copy of thc decree qgaim#

\\;‘

e a o :

’ Diutrict _Courtsy an& that Geree prohibit" the companies from fix-
ing theﬂr prices ln‘%vlation to the pricc of any particularVcher
derendant 1n any field but 1£lgoe‘ on to say thag Lb%s provision

Qi« from N -

\‘)\

& SN
which 1u

ﬁfaa who muy bc named.

So T beliqye that the Court 1s 1mp1ying therej that 1t

S

does not regavd the rlxjng or prices ln relation to posted

prlccs, whetber highcﬁ%, moueshvor aVorage, as iﬁhihiting com~

s
u;e Lﬁat there are some an‘&truwt laws

0o o Yt 5

N

c B o «

Ly

o MR. CRANSTON:

@
r«.L; T°ask if vt;he%@ is sufficlent oil in R

Il

this field to serve anv uweeping price-kaing manipulatign’

MR. A

D

HORTIG.

nink probably the best measure, - Mr.

{

‘& . remalning reserve 1s two hundred §1gbt—

s

MR. SMITH

9

- ©

a

o Sy 3 .9 ) .
. MR. HORTIG Two hundred elghteen miZlion darrels on
\ a decline, thlu fLeJd having passed 1its- peak, having§§T§R§$n
Q’;

&

7

@

o

[
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1 that van he aﬂ‘omed to be produccd will probably o produced
2 between IQBS and 1990 P after which thls parbicular field will:
N B
e, B not be conty ‘“-dng a barrel of oil, and therefore no 1mpct\},1s or =
> 4 “abil'lty to en*:er Into any coasplracy or use at a lever In connec- o
“ 5 I tion wlth price-—fixingw o ) .
s Tv'IR. GIAMPION: “ihat will be the average product:ion -—
7 | ‘around forty thousand barrels a day? & .
8 - MR. HORTIG: It is less tham’ forty thousand T3en. ’
p 9 MR, CHAMPI‘ZN: that is the Lotal\ Califarnia production -
o .® ’ R G
10 pel: day? g ) ) g
. Py .
11 MR. HORTI (7 2. Thout g,;).d;ht hindred thousand barrels a
it . Y
127 day. ) \\ o “
, i > o e
13 MR. CHAMPION: - And vhen Wllmington comes 4n, what will .
24§l 16 be? ¥ Y T R ' '/
15§ MR, HORTIC: . We estimate onc hundred [IfEY to one
168 |l hundred sixty thouuand ‘barrels a day. .
, o o
17 ; - MR. CHAMPION: ° On bsp of thc present eighi: Tundred?
18 . MR, HORTIG: Yes, sir. - ks,
R oo « 9 ) 5ol B
1e MR. CHAMPION: So you ':‘-fill/b%ve about a million barrels
20 fi-a day in California, ¢ s ‘ i
21 . MR., FOR’I‘IG° By the time we get Wilmington in produc-
“ 22 tlon, C&11 rornia will he down, becauue over—all product1> n ois -
23 L geclining. . T o ' (
9 S 28 ’ MR CHE\MPIOH' We are taiking here about forty -- we
e ]
i/ are talking about: less than five per cent.
28 , . MR. CRANSION: Who has called this field a “depletedl |
?7 ‘, _f.':‘l;(':l‘.‘l?fi ] ot = < ) '/“ ’ o o 5
28 : MR. HORTIG: I -have scen tnaj: bemlgolog,r in one preSo
20 rc;‘port;. I bel'evc, howaver, stal‘i‘ comu snd every staﬂ‘ analy- )
i 30 sls in, connecnion wltn tﬁ‘ne Land’s Commission hias been t:hab it has
|
31 been in :an area that has a declining produd;.ton rate, but: . fat
5 de ) " : . N
; ) & N -
Q 5 Q i
035
i
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apparentﬂv it 1s not a depieted rield in the senSe that a deplnt-
fed fleid isjnch 1n the oil industry - which means an exhausted

field, when we have over T a=hundred miliioq barrel§ reserve remaln-

= (o]

ing to be produced.. o

< P ¢

MR. CRANSTON: Torstick a bit more to the highest

versus average price issue, obviously it is to the State's inter-
est and State's pe&icy'to receilve the highest price lt can rS}
the o1l it pogsesscs. It has been suggested tha‘Ra the Cunningham-
Shell Act uses the fterm "highest price as cemparc“ to this
matter of highest posted price in re%ﬁgion to the ayerage posted

‘price. I'd like to &sk the Attorney General's commen*s 3% that

. I a

point. @ )
MR. SHAVELSON: - Sectibﬁ 5827 of the Public Resources:

Code merdly requirqa that/Egg,oil be baoeg on the current markets
price plus any boniis or prenium, alfhough in our standard lease
form it 1is tied to the highest price in the”field, thau 1s not
a statutory requirement. .- .

@ MR. HORTIG: Might iampnry on*that, Mri Cranston?
Of course, this also relates to oil aﬁaag;s leases as ape Te-
quirnd to be issued by the State Lands commiénion, with certain
conditions which are provided by the statute as minimum, and in
these cil ;nd ?asoleaaeq\bng\return te the Stutc 1s a percentape}
of the valu2 of bhe product -- therefore, the kigher the value
of the proanqg? the highEr the reﬁﬁrn.L’On the other hand; if
leases were offered for bid on an average péﬁted priee baslis
rather than the highest, itAis ﬁetent that the.high bidder, if“i
gh&we werecany’substenfial difrerence «=- whilch therevisqff,
betweee/gyerage and high -- a.higﬁ‘blddé} would Bfrer an even’ -
higher pcrcontare return to the othe»bocauue cf the ubilitY’+o
~determine pneciaely, or more precxsely, ﬂhat his roﬂulty pnymenta

and requirements are’ going to be becanse of the greater _
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3,

utabtllty and greater c@ talnty/with which an avernze pricc 1evel

\\an be detervlned as against erratlc fluctthions fors axounts of
/_\

fgll by a spot purchase.

a

Contrasted wvith <hat we ha"e the contract before you

\}

for consideration, where fthe return t¢ the SLate and City is not
dlrectly related to the value or the product as the basic cri-

terlon, but the return 1s golng to be on the nercentage of the

net profits. True, any‘dirference ‘between highest and average =

will bhe cousi&crod in the perc?nthgé\\\ be offcred ang wou alsae

resulb in a differsnce in the amount of net profit calculated for

dower value of production”but it must be remembered that the
2 J
“actual experlenée rrom.1956,.ﬂguin since the Statc Lands Commis-

ﬁsion has monlitored Long Beach opera*ioﬂs, toqute under thegcxlst-

ing Long Bcach 011 Development contract, shas showcux,hqt bccause
hlghcsu posted prices have applied to only minor purchauua of 6?1
there has cnly be lﬂ/ﬁoo—pnr cent difference between the highest

and average posted prLce during that time.

7

MR CRANSTON: The,pbyiou mandatc of the State of Call-

rornia Ea receive the hlghcot price for its oil i3 not met legally
or morally whpther they recelve highest or ayerage posteu prLse.

%ay I make one correctlaa? There i3 no

Obviouslyg 1% is tﬁgkitatels reqponsi-

b]lity Lo receive ehe ‘highest price vie can.

o Mﬂ HORTIG: TRue. o )

' MR. CHAMPION: May I ask -- Iuau, it 1@@\» higheat :
ercﬂ - lt 15 the hlghes* prcrih to thc-State and City.

= T
‘Under the contract we have under con-

N

MR. KORTIG‘
51de;at¢on.
MR. CRANSTON:

o - . . . . B

2 O

The contrdct which terminates next

4
N

o ‘MR. HORTIG.
S o
@andate to geoeiverbighest prlcé} :::;g\fg\reccive reasonable
\ value. 7 ° §§§\\\\\\ R . L
< ‘ - - q &
’ MR. CRA STON.

o -

VZ:?‘
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March operates under average posted price, 1s that correch?
MR. HORTIG: That 15 correct, but determined on a

narrower ba nrthan would be determined under the new contract.

mz. CBANSTON: Speelfically, had we been operating

RS
%

undar bhe hlphcoﬁ\bcstcd.prlcq_ﬁhat,ﬁéuld have been the differ-
e nce in revenuc to théastate:of California? ”
7 MR. "HORTIG: Ve can't say there viould be any dlfrerencg

" in revenue, - = '<]

ﬁﬁt\‘iiggANs'row Per barrel -- (st stick to per barrel.
=

MR. HORPIG: It vbuld have been on the ‘order of a
.
hundred thousand dollars, assuming the dirrerence in opecifica-

the original bidder to change his bid according to the yardstick

MR. dRANSWOH' - What 1s the revcngf cover the life of
. < >f' L
this contract now? I Just want to put this hundred thousand dol-
./

. lara {igure ln,ger*pective, T o

MR. SMITH: Abou® on the order oé three hundred milllgn:

MR. CRANSTON: Three hundred million and we are balllg
abput one hundred thougzand dollars. o,

Another matter, Frank, which comes up in your comments
and your staff report on this mqttnr, where “you go into the mat-
ter of bhe one-tenth of a degree of A,P. I, gravity. Hould you
explzin that and the relcvance 9{ that, #3 it relates to this in

terms of revenue to the 3tate? o N

Y n & b -

MR. HORTIG: Tﬁ

catlons by most of the oil companlies purchasing oil have broken

e normal pricing provisions and speciri-

the prlce stepwise by complete degrees ol A.P.I. gravity.
LA P x. gravity is like a thermometer and it haSJbigger divisions
on 1t -- 309 oil may'pfing five;cents a hgrrel Tore than twenby—

nine; and thirty-ome, Tive cents siore on top of that.
o = b

tion as~3 how the value was ko be calculated had not influenced -
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This {s the w%y the matter is rerlectggfin the offerings and in \
the crude oil price .schedules I think I have here. - - 7 \§47£
Aa;;for example, Hobil Trice Schedule Humber a1 effcctlva :
Janunry 2‘ 1962 lists for Hilnlngton.“@ tCe 20. 9 gravlty, 2 35; A
21 to 21. 9 gravity, 2.41, In other words, auddenly;~1n rolng B
from;20.9 gravity scale to 21, there 1s _an 1ncreaue of six cents
é'bafrei and there are two ways to try to 5et that addit;pnal

six ceﬁ;s, Thag/ié, to go through elsborate blending procedures, P

and at a,cost,‘%n a tank farm to mix up lower gravity oil with
)

oS ~ Lo 0 :
highér gravity oil, ln order to get Just to the breakover point --

which you can't always doj; or, as is proposed in this contract,

that calculations be made by straightline interpolation for
' 3 o

,every degrce of g» avity s So this slx cents diffnrential wiIl be

alvided ‘into steps of 6/10of a cent for cach tenth of a dcgrcg

of gravity, wh- t’«nr the gravity ncasures ; whan the oil is shipped. -

N

= ' The net'; ~sult in;applylng this tvpe of calculatlon(

'had it beet anplicable in paas production to the L.B.0.D. con-

tract it is apparont that approxlimately three o? ts a barrel
will be reﬂliyed on% of Tuture production for a glven price ©
schedule\fhan‘/aa beon achteved horefyfore - because/this step . §§*=

- arrangement, rather than o smooth scale of prices gver the

entire gravity range; i o
N MR. CRANSTON: That ls three cents a barrel more -due

to this price agalnst A7/100 of a ccnt

(HORTIG; ~T7 /&OO of 2 per cent. ¥hile the two Are

not interrelated, moTe monew will be recelveéd far the oll on an

o

average posted price schedule with the tenth of a degree gravity

B A PR

schedule. ) -
L g .

' MR. CHAMPION: Without arfgcting,thé;potentialfhet

profit, - . CE ’ ‘ S

a ° UR. CRANSTCH: Unless someone lee 128 ‘sor€ questions

= E e

32
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ﬁ_ on avérage versuf,highcat posted price, I'd like tg\go»lnt0° ®
) ; another matter. That matter is the additl /nal acres which are. i B
2 3 ‘belng covercé under this contract, thich‘yére not ;gvercd under , N
4 the presecnt COHtPBCu- Can you explain why thele havc bern added? ) y
5 ‘MR. HORTIG: Yes, jfir. Cronston. I zilglogize for the = ! N
6 small map bub'iou have it on yeur agenda. Thismis the tide and.
7 submerged lands under the Jurisdlcfion of Long Bcach Harbor COm- o7 %
a8 \ mkssion.orlginally leased Lnder -the serics or&contracts, Qr _\' }
9' awarded under the aerips of cont racts ta L.BR.C, D pursuvant to ) . ,
16 ‘ cpmpnbihlvn publlc blddlng. As a result of dnvolupmcnt of the’ . . l
11 devolopLd 1rca;(1t was dis coverod that, con?%aryfto the expecta; 5’ -
12 tion® that the séaward 14milt oE-product101 WQuLa,/e ab ?his (%«
isn dashed line, the limit of the leased’ areas, developments culmln- ’ 4
14 ating in data an;ly“L¢Ean whlch.field knowlodge was oﬂly avail- ) ‘
-15. able four or five years ago demonwﬁxgﬁ;d th\t the produetlon__ ﬁ
18 structures ctualiy extended sgme uddltlonal diQtancc scaward of
.17 :he area which“had previg/ply been leaucd. - i &%7 éa‘ !
12; < ¥k - It w8 abou»kfivr/yeara ago that we had conferoncé;‘, §§§§E : a
19 wl%h “he Lnng/Beach;Harbor ‘Commission on the avai}?blliﬁ'gind - = ;
20 dealrability of seeking a 1ease»£or\Jth addltional adjolning ;
?3g5§?ag§a._ I must point out this is the flank argiﬁ/n the ueaward -
22 i slde of the presently leased ‘Harbop Commlsslbn lands. This 1s
=23 E not any pf the area that Las becn .nn¢,d9red by the” Commis:ion
24 to be lnbludﬂd In a fubure dnvelopmnnt propram known as thﬁ Long E o
25 I Beach Unit._ As a3 mattér ;r fa¢t, bebveen the arca discussed here N
26 i -as undnveloépd aroa, and the Long, Beach Unit, there ts ‘another o
27 : Clty operablnﬁ contract known as Richfizld raf>99“h. .
28 oo Yhen we evaluateé the ccononlcq ©n the ungevnlnpna g
29 nrna aglbo orfering lt for lease sceparately, Lt appnarod mnr-sQ“ ) h
30 /ginal frnm sy andpnlnb that a-new aﬁ?rafor coming in, havlng C .
314 ; ta opcrate in the deeper water ared and from ‘Facilitles outs lde
< < © /\\// o w9
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Shipyard operaticés; the additional costs of having to go, pos-

s1bly, out-to the seaward side.and slant- dr11l balk into the

area, to provide dupiica&e faclilities for handling the production,

‘duplicate over 'those alreauy in existence for the L.B.0.D. opera-

<

tion -~ it was determined that probably the optimum re€§;; for
the City and State coulﬁ be aéhieved hyﬁinciﬁding the magéinaf
flank parcels in any new co§§fact offerﬂigch ags 1s beins;ccnnld-
ered at fhe prgnenﬁ time, where the efficiency gf queloping the
entive Area will result in a maximum of:brcflt being secured by

the Clity and State from developing the area 1n conjunction with

the previecusly developed area rnther than having sought to have

u
/

1t stdrtes _earligr. o ‘ 5
MR. (RANSTON: I take it your remark» a few minutes ago

a\

about the\number of barrels in the rield and’their effect on

Califcrniza market c01dition8\ﬂnclude that portlon of the field as
well as the presert? ' '

MR, HORTIG: - That 1s true, #8 a matter of fact, ag to

the undeveloped area, the estimates range around an estimate of -
o

=

- forty thousand barrels.

o
~

/ <

MR. CRANSTON: Vould it be feasible to- offer the fileld
3 - - 5 : g

for bid and development under separatq_off&rings by-faq}t block?

MR. HORTIG: No, sir. If I may refer to a staffy report

for the short answer, conalde"lﬂg diviaion of(uhdxvided 1nberests

(22 -

and of fering these undivided intérests with the division lines to

“G

be the fault blocks -- agdin if I may show you gentlemen a dda-

/ gram\a cro&s section of the Wilmington 0Ll Fleld, indicating by
these curved lines *he -approximate locatlon of the subsurface )
fault zones -- you can sce this rcndera a very complcr subsurfacc
nicture.

N

rgﬁoes not lend 1tself to property desc"iption such that Area A

o

“This complex subsurface picturgf‘therﬁrore, cBrtainlv

’

=) ] 1 ' ul

the developedoareQ? w?Z;hmwauld qpnflicﬁ‘wfih thciLopg Beach Naval -

Y\

-G

9
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. compactindivlidual units, where they could be:ﬂeacr;bed in guch

o = 1Y

O
2
&
e
&
o
o

Y

7

- ' - P ‘);’:!
can be deseribed for a particular-lease and Arca B for another

lease. Ve reported preU1ousi;:chat separate %ffcpings by féulﬁ

blacks would be complicated and disadvantageouu, -esulbing 1% a

reduction of Sbatn-01ty revenues because of lncreaaed capfual and-

operating expenses. Somp of the principal fnctors contributing

Q

to°the undesirqbility of separate offerings are'“‘f/

. (a). The faults separating hhéﬂindividual blocks are not

derlnitergineq,,hut are fault zones of varlable widLh Gerierally

there are no vislble:gurface lndications 3 ‘thece radlts, and-

a

relp cation ‘and extent can«be determined only fhom subsurface

ﬂ:

5 3 < . N B
gcolog ¢ data. . &Q

S
= °

(b) Reservolr stﬁaiea indicate that the faultszrparat-
tng the varicus b’orks are not competcnt barrlers to the migra~
tion of oil, gas, ‘or water, Thils Zeans bthab if the fault blocks '

viere selected as unlits for acparaﬁeyagases and there were compat= "’

ing operators, the competlng operaters could £ind they dld nst
have a fence between their Property, buc a sieve, and their owni
opnratlng eondiflons would affect the othcr operater. :They .
would be dralning gau and pressure back and forth and this would
probably'be the moat proiifiec aource of litigation we have had
on tidelands. | R A

{c) The surface projections of the fault blocks: &Vers
lap. Much of the surface ‘arca 18 directly underlain by two or
Chree different fault b}pcku. In other words, Lf we put wp
theso vertical fences, we [lnd part of Operator A'a prebepty s’
within ﬁhe.fcncc; part cfcbnerator B's property is also within
the fence and extends next door, and part of Op;rator C's
prQEQqu}sturts at the easterly fence ané goo- over to the weg t-
erly reééc and extends out an indeterminabe’ alsiance to bhe vest.,

Unforé unatnly, nature did not arrange theoe rault bloeks in nicc,

©

a

N

i<t
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A RE

a manner vhere Lhey could be conaidercd ror ol fers. in ungdivided :

3 *

= n

XN"WZ’{"S ts, K ,
=l - o° : .

B Next, dupllcation of equipment viould pesult, 1na smucty

as production racilitien installed d;?ﬁng the last twgntx;five

| and additions to the followiﬁg fﬁullitie »ould be requlred to

provide for use by qeparate contract*rs -~ and ull o: thesey of

57

courge, at a" cost Lo Lbc Glty and otatc. S

G /i o . o
Tipst, the oll gatncring gsyctema, whiclv are common;
bhe el»stric power syatems, the dry gas systems\ waute wabcr-

disposal oystcm ¢ water-inJccticn yscomo, the tank farwa, the

W

shipping pumpu anu\lineo. nctually, currently therecgre Lank

" farmz that are belng uscd for mulbiple fault bleck operption,
ones tark farm \andllng the produciion from as many 11 thron ol

b

— e exl"ting fﬂult blocks. Therefarc, 1€ the fault hlocks were

-to be the lease unit ‘or the conhrgct unit, you would bave bhreg s
contrantora' production éolng 1nt6 the gZme Eank;:thh no\abso:,
Tlute and assured criterion of how to divide the nroducfion, and ©
thiu,wor courso, can only result In 1ntorm1nun1ﬁ argyﬁent as &0

\wmho,Ls entitlcd to whlch ‘share. <2 4

Mext, a2 substpnt;ai 1ncrea 9719 number of onerﬂting

personnel would resuly for a multlple operation ‘as apajnst a

o

aingln operation. Supervlsoryﬁand managcment porsonn91 would
1ncrnu3c in direct praportlon %Ho the numbnr of ueparatc con-

t:ranta awarded; and this would carry with iﬁt the gommgtment for

= .
aperuonnel.¢,3 4
' Flnally, more uhan.twen,y mult::l.bl«a‘(.weil.l.a produe LI
currnnﬂiy From more than one fault bTQck. The ﬂrGQuc A lnter-

ol vals of these wells acbually are lo»ahﬂé on,both sides ©F

1 s

specific faults, again making imnosopble(fhe physical -,paratloh

[ Pt ~ Q
and accounting, by fault blovka, of oll proencﬂd I~
i .
P =
/ h3 . R

i

v

yenrﬂ are common to all raudt blocku. frtonsivc modifdcatlion of "
t ) -

mére office sp ce,\équipment ang automobileéﬂ?or the contractors’
2 <_j Qui.pr )
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‘ antl—mcnopoly allegations by reason of dlvldlng a najor field,

= E N

.l
)

o . N
N ARt - g =

Therefore, in summary, Low addlblonal facilitlios wiil

be requirgd to develop the new area 1f the FﬂLlrﬁ hanpnr tidclwnﬂq

o1l operation_la cafrled ny nhdnv n ﬁknplo 6%ntravt, 611 ﬂ?ﬂdUEu

7
tion. ln the prosonth dﬁvainpnd parrnl 19 derpasiine, nq n“pp1u5<7:
equipment and raem uL@n Lherifine W melv! Mrf*fm avs LAt Lor ‘{"‘r* =

g w5
in the pew arﬂa ~= at no additionnl s“u“f. L Em‘* f‘i{y fn‘ni State,”

It muat hey thwmhrred Hhat. thec ot 1) !*’ 

a1 Investpany
and opcrati»g cpgty rgv the T fubf, spepsting c-ﬁﬂf&ti SR
herctofore begn advan revdd by the Dty ﬁ[ ot Poscl Foom LiAstapts

=B

oll i‘uqu. 4dn ether wm«, this 1o a ;mnz Ayerwr ] oaperatico ng
i s
und e do have the problem oL A Triertion by by ahepste «ont imafy.

AR

of 1 he effirlﬁnry of thb/opoﬂﬂbiun, achleving Lokl Lhe wm?*ﬂﬁén
return. from tho remaininpg prﬁducblcn«nha alao the prﬂtvc iﬁn o

that public IRvnstrent which has alrendy been made in ths‘ﬂrnu -

= [N
wh!ch, admittedly, was madc initlally at a time when tho otﬂtﬂ
f—»m' \\\\\ o

Lwnda‘gnmmlq%ion had ﬁo statuory respanuibility wib’7 espect *o
this opcrablon, : ” o

‘/dﬁ MR, CRANSTON: Do you rcel ik ﬁould be fcasible to di-
vldo up Lhc Cirld for bld purposes by roqorting,to the undivtdon A

Intérest rnuto that ve have ad\ocatcd in regard to the East Wil-

<

m*ng*on 011 Flﬂld°h¢ : <

‘ MR. HORTIG: Pussibxy an analogy uouL) be, in erfect
sclling stock in a corporatlcn to operate the eﬁéirp fault block e
and the problem there 1s that the oPder oa’ 0hparat1ve magnltude
bekviern Ghis operation and the Wilmington Unit that 13 under
s{}dy by the Séate Land3‘ﬂ¢;m1“sion lesds us to believe that the
dis advantaggg angi;ﬁb dLocounLo xﬂuultlng rrom dividing tbi’

\g < 2 A
umallcr areg viould not JusLLf; aiv%eing,bhe aieq =- wherc1s, wa</

:ara »onsldering the possibillty of achL“ans minlmlzatlan of

which the East Wilmington Fleld is gqi@g to be. as distingulshed

() Yy
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R ‘ q Trom this smaller opcration - whikh, as we have alreadyfnjd* Y
. 3 o~
v 2 cated, will probably not be with us afte; 1900 in any event. , g
b 23 MR, CHAMPION; 'And wlll never he more than flve per ‘ . 1
. ) o= . A
/{ 4 can of the oLata‘ﬂ pragugction, © o |
Vd . Sz B B c
o 5 MR MORTIG: That 1is correct. - i o g . -
- 8 - MR, CHAMPION' The difference belng that 1n the East }
"7 W1lm1ngton Field there is an opportunity, 1f there were. nﬂ*:to
) 8 be divided interests, of establishing a dominant ponltion‘ln.thc i
L 9 California mﬁ:&eb.~- wherens in €his olbuabion there 1s Ao much ) ° S
10 ‘| opportunity. - R ,
11 . MR. HORTIG: Bascd on the East Wilmlngtow Field, one
= 20 "‘7,
12 5 ‘operator havi%g control of a total of one-third. of the-State’s -
» 13 producbion. 0 » - = . =
e o 14~ . HR//CRANSTOM. Are there any ways ln which the action
15 we take on this contract affect prospective achicn on the East ’ :
: 18 Wilmington contract? In other words, do wé Set uny precedents “ @
o S 4 thb_ﬁtc us_#p/an; action wp may wish to take tn roepard to *he ’ =
s 7 'L/, 18 other contract? 7 ) ) o gy
18 9 R MR-‘HO?TIG: My own opinien, Nr.«Crnnsboﬁ, 18 no.
20" | This will 1mmedlate1y prt»‘ gée an avrgument, I am sure. from aome i
-
e 21 industry rcpresenbatives and. indeed, “Shell has taﬂcdﬁﬂ\ﬁh\th“
22 ' point in their letter. I T may paraphrage it whles \\\nmﬂﬁnr )
| pH . .
ZB_i ‘can find me a copy - - I have 15, Itrm € o the Chell lester
24 } of Octobpr Tth ug‘% 7 - Y : : ;5\’
25 ko - "Irreupectlvﬂ/or vhether e Finsl desioion §8 %o uttllze= .
. . a prlcing basis of" Taverags post. ﬁ ﬁfl-n’ a7 nighenat -
' o B © posted price,! we yrge bthad the fommisilon establiah a [~ Vo ~
T consistent pattern’as between hnis “ana hther Lide and : .
- 27 submerged lands offerings Sncthat in the futupes all ﬁrrari e
; © ings of publicly owned lands {whrtheyr contynlled by the
o 28 State cr by a polltical uubdlvzﬂlﬁn thefeol) ulll contain S,
e 29 ) identical crude-oil prlning termg. " . , 7
-0 wWith the’ renling,jmd I Belleve bhe cmcur»mwn of the m—.tomey
) *31 General's office, that by approval of this rnﬂfracb [hp State |
o Lands Comiission is not estahlishing n:brncggnnt el cnmmitrlnp N
o ) < . N \\\\ . ] -
. o i . .
O Q; B o ;\\‘ © ] — t - o
.’1" \ 5{’{/’\\“':/ &
’ K = \ .
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itsellf to use the 1dnrt1»a1 torms In the other apﬂrwtlﬂnz, thislr
then does not meet the test ag suggested by the Shell 011 Ccmpany.

Through an lIntensive review of the ope“ntion, I DPliOVC that we

5

musf corclude tbat 1t 1s not feasible to eutahlluh at any one

time in consectlion with a particular opnrnt}nn -- and certainly

Ao

not with regpect_ to the Long Beach ﬂarhpr tidclnnds parcels -- a

N

set of criteria that wi‘l be so well controlled as £o assure the

maxlmum of bznelfits and minimum of diaadvanﬁage" in the opePﬁtion

of thla area, whlch criterlia are in turn nlso at Lhe same timc

80 rlexible and so all-embrarit\ - to rit a11 other le azing and E

oll contract connidoratlons Lhat nay comn boferc *hP r‘crmmimu.f)n

\/
in future, ereapcctlve of thelr vartat’on in gcography,%gao~

_logy and ecsnomlcs. U ’f : . ; a

HR CHAMPION' As a matter of fact, these contrachs \ \\
. . ) B At
" are governed by a dlfferent law than governs the.tidelands oper-

ated by the State LandsYCommlsaipn -~ these arr two dlffg%cnt

-~

statutes, - " g e
MR, HORTIG: This 1o the practlcal fact.
MR. CHAMPION: So-this isn't conceivable unlels you re-

write those statutes. . . > 4@\

MR.° CRANSTQN: Does the actlon we take on, thls contracﬁ
relate to ahy actlo% whilch-may be taKcn in the ch*slabure on

the matter of Breqont dlvision of revenucs from Long»Beach oll
;Lxrr N
[~ dlj"

35
e

N ) -
MR. GOLDIN: Ho. N

MR. CHAMFION: In other words, Lf there were to be a
change in Lhe preaent fl;ty“frfé; arranccment that- wou\\ auﬁ?\‘
matically apply regardiess: of thiu contract having bc;n,awardpd
The wording of the contract does not freegze any particular rela-

tionship. It is only the Stabutes % 1957 thatl rreeae that A

relationship.

46 o
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revocation -~ that the State viould de in the City's sbéad; but - ¢

by t:his déontract, but not all of them.

A\

/ 73
Y

What I was looking for was a

g

spccific provision that we had writcenvinto the contract to

MR. ‘GOLDEN‘ Yes, sir..

-

protact the State 1n the event of such a revision. k }L' o
MR. CRANSTON. Youd do have such a provision in the

1 v . . 5

’ e = =

MR. GOLDEN: Yes, if I can loc%&u 1k,

1t 1s found in Section Y40 of the® ﬂontrac¢\~elatlng to successors 7

I believe ‘that

and wsigns. ‘We werqrcognizant of the poasibilityy;hat this con-

tingency might ﬂicur,‘so we inserted thiQ provision for the State
to act in fthe CJ\y 8 stead” should che Legialature taks augh

< =0 &y
action.) I o

MR. CHAMPION: Thab would be in terms of an entire S

if there werz only a c! ange By the chls latuare in the allocation N =
of the revcnues f{rom rl"ty-rlfty, 18 there a provisioa on that? -

I don't think.there is any legal qu estioﬂ. -

" 3

ME. SHAVELSGN: No. In other word;, th*s being a pro— |

posed cont{?ct between the contractor and the Cl ¥, 1t 13 none Vot

of' the contractor's business as to- how,the revenues wlll be
ulbimately’divided Howcvcr, it may be thc contractor's bualnﬁza

3 .
vho has the specific authority., That's why thl ﬂrov*s;ggxwas - v

~—
put in; but no*hing wao put in regardlﬁg §hls divlsion, bncauSﬁ\tt

this doasn’t concern him at all,

{XO

4

MR. CHAMPIOM: The State wouid operate the contract

only on entire revocation?

O

MR. SHAVELSON: If there _viere subsﬁzatial differences’,

rhere might be«more partlcipation by the Sﬁatc Landu COmmiasion

3k1thout complete revocatlon. . % Coe
e o # . :

MR. CRANSTON

\

We have gone over many quﬁstions raised

I would now like to get
= Qe

" inte the matter that re1ates to our time sehedule. In order to

o

by i 7 ‘Hw
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'awarding‘the contract? . ‘ ) ‘

 1wh‘1e i‘ is A smaller ope ratilon, ‘neverthéless relates‘

‘tial amouqtﬂ of ofl production and to CYiua;PE plant ;ﬁh racili-

time is ='ssentia] thcre.

©
[}

N

%
o
=t
(o83
|
|,

. . o -

S . N -

" have the contréct ready to go and to have the fleld continue Lo

o

@

be developed as of the time this contract expires,,what is tﬁe/

necessary time %chedule for approval, scndingiout notices,
B > .

MR. HORTIG: In terms of-State statutory rcquiremcnﬁn

only onec uialterable speclfication and bhis s a requ_rcment in -

and tnc reiuircmentﬂ o;,hhe Long BGLCh City Charter, there Ao
conneﬂtzﬁn with<the avard. of ¢ asract by the CiLy -=_ that alter
bids are received Lhcrc be;c thirty-day w alting peniod before
the conbract can become efrevhlvc either in tcrms of having beéen
approved by the Ciry oguncl qr not obJectedv,o by Lhe City

Council. or, converqvly, Lo be tcnninato% by reJechion by the

%

City Council;rbut thaq thirty-day period must runlaccording to

the charter. -7 o . N
: —EE

=

Thc baiance,nﬁ the: scheduled time, then, relatcs
Jccssarilv to what ie most dcsirable and might be opLimLm *n
terms of*ﬂ%aviding vomplctely adequate time, if at all poqslblc, ° =
for all prospective biddera to evﬁlréﬁjﬁihe economics er‘Lhe -

/A‘%ﬁ/ . =

contract offer which is being discusscd hergstoday -= whlch i C
f/t ’

to- nubstan-
A
ties involving something 1n excess or ix hundred operating oll
wells today, - This, ther'roro, as a anter of any new opcrator
entering the area is going to rEquire considarable study and ) ?é
L .
HR. SILRO’I‘Y' Frank, could I stop you right there? ,
Has this economic informutlon beer\made avallqble to ponsible

bidders a\\yeb’ . S ) E : o .
MR. HORTIG: No. ‘but may I plug that in at:the point ) - .
= . ‘\\/ - - ‘
in the time® schedule I am about ‘to u@}l you aboutg Secondly, ] i
; &y ' g b .

a&&zgggéély impoftant, of course, 18 the fact that if there 1s = ©% e
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Mareh 20th.,

2, 196&

\
21st.

%

to be =& continulty of operatlons wlth the hlgh

able minimum for Lhe contract efrcctive March
to have this obligation on March 20th by n-~
waltl ng period nogkiater than Dncembcr 2nd;
start of the charter waiting perlod belors

pursuant to a bid, there 1s r&qulred ln the

bid before the. contract can be awarded.

MR. CHAMPION: /Let me just ask:

E " MR, HORTIG:

appro@al of the Landa Commission,

Sa

G

—
4.

Q

Putlic Resources Code, - Kfate Lands -Commission approval of the

20th, that bhe

later thaanahuary” 4

I3

degree oY erfi— 0
clency “hat has been auhipved in the Long Beach Harbor P’pa tment '
bidelan&s,-igﬂtbere 13 to be a contractor at midnibht March 20,

1964 who is zot one who has prcviously cpetazeﬁ in the atéa, if‘A

he should have such,a,con,ractor organ{gation and should be the

high bidder as againat the preuent dperator -- then In order to

have stafl training, Indoctrlnation, even the noccssary ta lng of
1nventorlea and even {inding out where these six hundrcd wells

are located on the ground and where tha%x\pipelinen go,;ﬁecesui-

tates considerable 1ndoccrinativn period if there 18 to be a

7

smooth tringibion without abarop in ef;iciencyYat”midnight:on

ey

N Therzfore \@t has been prcviﬁusly suggcsLod a8 a deslr« (\‘ \
i A

oS

contract shouid be awarqed andisthe contractor Imow he 1% going

.;;k‘:‘

Thiu would reqiire a start of the thirty-day charter &
and preceding é\é
avard of a contract

dtatuth, in the

w0 ™~
<o
S

.This, Lberefoh,, to meet

=

work out, that could at that time be turned down°n

/

this starting date’ or December 2nd, would have to be bcfore~the =

Langs Commissten- at the mecting currently Bcheduled for lovember

=3

That meany that if .

we should approve thls and thls progressed forwardsand the bid-

9]

dlng dld not develop as anLiclpaLed under the k nd of discudaion

f//we nave had today, thah oneé or. Juore of our upcculnttohs did not

Approval is required or no deal -~ =

g

]

Ga
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= MR. CRANSTOM: ;gS;t 18 turned‘down, £ go off the
© /\ X i\ .
schedgle for a minute, we qbvibunlyyare not going,to have time ’ @
. A : =S
+6 have a -ontrachogbby March 20Lh. = ] . . ] s
: O; = B [ = /’A
Mit. HORTIG: Ve would not.’ &
N MR. CRANSTON' What happens if wm “don't have a coti~
tractor by March 20th? . T % T
‘ MR. HORTIf: One of a series of alternatives have been
suggested: Pousibﬂ rcconsidcrabipgu with amcndmcnts in the ==

light of tfﬂse circumatances, of a,unlb openxtion of the t"pe
such as has been zuggested by Union Pacific Rallﬂoaﬂ\»~ which,
inasmuch as {and thig is hlgﬁ?y speculative) they are opnrnbing
and they are there, and “ﬁn Lonngcawh Harbor Department per~
gsonnel are there, an emergency and stopgap type of operation
could be put tgrether bt;lhosc groups mucli more rapldly than¢§9
new cont"actor could /rfit; or, converselsy, evch expanaion~of
the Long Beach Harbo; Depﬁifnent e.gineering and control staff
could operate on, again, an interim baaia, the fileld thh whlch
they are intimatply familiar and 1n“4a11y contact until a new e
form of offel could be developed, ' -

AN

* MR, CHAMPION: Aa I understand it, however, this would
= A/

be a sacriflce in the amount of money ve would recelve in terms ..

of the present contract Just so far as wvhat we know 328gt\the
P TR

KA o
prcsent formula,

MR, HORTIG’ As againsg reasonable expectations, I

7 V7
believe “this would be tyé/inerficienf mebhod and wou1d~come at

. d
a coat to the City/yad State to have such an interim operation.

MR. CRAN/TON' Hhich weddd rave to be wei@hed againat
other costs.

MR, HORTIG{ Thatfs correct.é Now backing up one stcp
further, i the Harbor commiﬁsion gtaff and Stave Lands Corfimis-

sion staff ang going tc heve time to do an adeguate Job of €>Qg

o . W \\

(%]
>

-9
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. staff evaluatlon of the bilds- without being in_ our interminable’
crash program and crisis schedule, it wsdld be: desirable it at
all possible -- it would %;ve been, to have the bids received by
November first. That being thc case,—and again having in malnd to
glve the operator or p_oopecbive biddérs an adequate opportunity
to determine what the bid should be in the 1i ih of the contract
" here being considered, the City should have published notices

of 1ntent10n to receive bids on Septgyber 2nd -- which we have
already pagsed. So7nga;§ behind schégple now by at leatt thirty
days; andAthesé'thirty d;;s”grétgcing to have to be made up by _

Nl

shorthening wherever we can to save time.

& MR. FRANSTON: You do belleve, howc@ef, that we can

ywe act upon still be able to meet ?hé deadline of’Maréh 2o§b?
MR, HORTIG: Yes, air. % )
MR.. CRANSTON: What vmuld be théfgffect'or any further

compregssion of that time “period ir there was not actlion Sy:bhe

State Landg, Commlssion® ) _ ,

MR, HORTI®: This is speculative, again, upen who the
prospective bidders are golng to be; but if there are any inter-
" ested bidders, and I asgume }herejwould be under normal cijum—
stances; whp have not previously operated in the ggé%?-- as a
matéer ol Téct, there has been some conjecture tﬁere»migﬁé be

gsome who haven't even nrﬂvioualy'ope“ated ln/CEIifornia -- "Af .

they had to atart from ncratch.and bhey cannot be glven time to

2@;5“xmake an evaluation of what their bid wil} be, this will rosult
\

in taking incrensed insuraide: in case they get this responsi-

‘)
bility or in scome cases result in nq;bif:@cing submitted because

i)
of inadequate time *o»become sufficiently knowledpabln in thls:
complex sltuation to proceed with aﬁ[intelligent bid. )
The. ultimate argument on‘this, of course, 1s ‘that you

o . (,_,/"2

«

4
P

: compress this schedule and if we recelve an appropriate bfﬁ whi&h«

y

-

&
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3 tage, don't you end up NL sh an ad"anta5a7g

&

5]
[t

ar

ﬂould go to bid, have bida recelved up to thirty days before ©
March 20th 80 that the walting perilod could take place, and thc a e,
aontract -become erective for the first timP on March }'_’Oth.c Under(
thooe circumutnr@es, thc cnly potcntinl hlddcr in my estimation

who would be in positlon to make an 1rtelligent bid would be the ooow

>presenb operator because he woulﬂ be- the onily one who knows ahout &

=

the full ‘scale of the. opcration. 4 - o

5o ‘MR, CRANSTON-7 Are you sa?iJ" then, that the delay

plays. to the advantage of the prescnt“opera P = @ comprension‘;
T,

fe]

=2
of the “time necpasnry’to consider the cozts and methods necessary

to gcé7the r%nld into development° =L Aj§7'{ . , /
. / ' iy . .
MR{ 'HORTIG: Well, 1t pats obher g&dde’ at a greuter/
. G: P
wdlsadvantage than the present operator, - ' K f

MR. CHAMPION: If Lt puts cthprﬁ”?

= =

- MR. HORTIG: Rinht “~ a matter of seméﬁtlcs. I didn't o

flnlsh anowering Mr. oieroty'“ queution, Mr//Chatrmnn. It was
V. |

_the proposal as rcporbed ab the lant mé)y’ng oft the Commission, “ .

or the Harbor Department to hold bidders“ conferenc es and to
present a bldders!? pnckage, represengan the uum.botal of col— ) ~a

o

lected knowledge on Lhe geology,//;»nomlcs, physical conditlonn, )
operating requirements, andknj/§7rth, for all prospective. bid— v
deés, in order to give alZﬂgggviousAnon—opératora in the area | @

as broad a base of knowle f on vhich to base thelr bids.

a

L
Again, evalu ,Lcn of this data 18 golng té require

time and, thereforc//jf i'hi.:x pr@gram i3 going to be followvd it » <
1qcéssentia1 that/ 1t be adopted as 'soon as possible, , ) | . °

A , MB< CRANSTON: Just far the record, who are the . . P T
prenent,ﬂ epators? & ) , T

/“AE MR. HORTIG: The Long Beach 011 Developmento: Compouy , 0"
) }ﬁé/; 15 o stock ?Qpbqrnqun. Trinedpnl n%ockholdcrs‘éﬁ the A ’ v .
a N
, 52 i R
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present ;iN the aprroximate ;/iéaércentages of Sighal 011 and

Gas Company, fifty per cent; “Landard 011 Co anv of Californla,
Lwentysfivo per cent; and the remaining‘twqifyqrive per cent

" scattered, as reported at the last mectingdon Scptember 30th. ;/§§%
The precise statistica 'are: iotandard 011 of Califgrnin, 28;9;1 '//2
Signal 011 and dasQCompany, 57.0; Humble 01l anduaefining Com- “7/
pany,kB.S%; the Termo Eomphn&, 2%,uMacrate (éitherdoii éompany , o
or as an individual, I am not certain) 2%; and one of the Con-
tiggntal greup, 5. o T

MR. CRANSTO@ I Mr. Chairman, 1t scemso to me7that in

P

order to meet the d ;dllnea bhat would geein to be the most dP"ir-
: Z d/ i
" able, we//houl seek to act today, The sinuatlon, when the con-

;tract\bids are let and vhen they return to us, would still per-
mit us at that tihe, although tﬁgre would be vasézzgﬁplicntion
1nvolved, &o reject\phe blds -- which we would, of' coursc, do if 
‘thg; vere unnatidractory. Aliso, we woulid be able, 1r holes were.
punched in the aontract form between now”and Lhen,ﬁto reject thc/ ’ / i

= 5

bldu if for that reason they were lmprcver. ’ = '
J; H%wever, I regret’ Lo,say I am not gduite ready at thlo
point to Approyg the cénbrﬁcb, malnly bccnugbfcertaln material
was handed to me yeaterday by the Attorney General's Offlce and
<the staff, and que‘Zlonc h1vc been ratsed by Scnator 0O'Suillvan
and T have not had adequatc tlmc to dlgest thla. Nowever, I do
not dcuire to delay any more than n%cessary and i g like to ank

if we can recess until three o'clock this afternoon and secAif

)

o

we would be prepared at that time,

MR. CHAMPION: Allc right, that 1s satisfactory to me.

. &

I'dwliko to have come ldea of how much othér mézerlal wlll nced

=

3

to come brr\rg us or vhether Lhere is other teatimony. =
N “
MR. CRANSTON: Perhapa Alan ‘has ‘other queatlons.
N - - 0
MR. SIEROTY: I have pome qugutionu. Pcrhaps ir I
: -

b}
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' rm. HORTIG: 0; course, the exact “terms of the’ contract

Yy
=

<

) S ’ ’ g . c ':“ u '\ 7 . ’ x ’

? >
o - ‘ :
- o = o 7 /'j/x 8 -
can ralse them now, we might be able to werk 32gthem betwzen now

and three o'clock

) Frank, you mentioned that economlc lnformation was avail-
able but hadn't yet been diahrlbuted to pesalible blddcrs. It
would seem to me that whether we act today or not, that economle

v C

information eopld be made aVailable to possible bidders. In facg,

I can't{see why 1% cggidn't”haVe been made ayailable already. At

[ @ s N
leaat, ‘possible bldders could be gathering their studles and mak-

= - i A .
ing thelr evaluation, even if the&,diﬁn'twknow the exact terms of

the contract, =

3

are such an essential part of the evaluation.
o o MR SIEROTY: I know that. ' .

/ MR. HORfIG' However, I think posslbly the Long Beach
Harbor Department uhoulg respond as to that schedule, 1uasmuch as
1t wasz thelr intent to carry ouL thiu program.,

MR.;§PENCE: Mr. Chairman, hr. Smith will res .d to
Mr. Hoptig's lasﬁ quegtlop, but there is.one pelnt“I think sheuid
be made ciear.< If we aguume that the Ci%y of ;eng Beach could
operate this rieid uempa%arlly wich the Long Beach Hurbor tldc-
lands pﬁ*cel, we s8till nave that big problem: What are we going

the oil? uc can‘t digpose of the oil. Ve can't ucllo

1t ercept Sh\e contrnct let pursuant to chapter 29 undcr uompotl—
tive bids, for which vic have to receive prlor 1pprnynl\.f the
State Lands Commission. So we can't solve 1t by doing the uork
ourselves, ausumiﬂg vie are able to do it. -

MR. CHAMPION: Well, /Vhinu LLat's a queotion you won/”

‘have to face unless weﬂggie/zfvéi" yoii. ’ ©

°MR. SPENCE: I hope not. o oy
MR, cHAﬁPION. If we end up by pculng it. for you, we
will hnve to discuss what can be dong abnut‘j‘; bu* I thinu that

discussion might be-academlc at this time. BN
. . 2 PR o f— [N

7
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“the time that bids muss -be received ?
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o
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MR, SMITH: "We are now in a pasition to distrlbﬁbe ;hls
package, vhich we Teel does contain éheqpate information for
potential bidders to evalaate our proposali We have notodlstri-
buted it yet, bfimafily“becausggwe were waltlng for .an approved
rd%;bof“contract, It 1s concelvable that a radically changed
'contréct would requlre additional 1nrormation;‘deletion of in-
formatlion, or modiflcatlon of some of this 1nrormation.

I can say that, we ‘have madc the as uumption that this

&7

© bids' at the earliest possible éimc, whilch houluAbe next_ week,

vjf o
jkzﬁh rract form -would be. approved today and we' would advertise for v, ]

and this Would be made availab’e at that thne. Ir 1L appears
there 1s golng i g be any delay in getting appro"al of this con-
tract; the supgeséibn ofoputting this’ 1nrermatlon o&t nowv¢ mlght

3

Abe\rorth cgqsider¢ng.

A MR SIEROTY: How long a:period Sf time will be<}1ven

to posaible biddern bebwnen the tlme of notlce of" the bid and
MR, SMITH: Ve are proposlxg a sixty—day perlod cf
advertislng this bld and I belleve that sixuy day ia a falr .- A

minimum to digest tgis 1nformation and cOmP up with an intelli-
L\

o

gent bid:; “We had hoped to be able to 51ve them nlncty/ggys or R

perhaps eyan more if poasilble. ’ Céiz;; N

MR, SIEROTY' I have ne Information ags to what tlne \\g
oil companiea nPed to dlgesb this. “I think 1t 1s an exbrcmely
important point. “You: want to encourage biddcrat Ir theme is
any possible bldder who Woulc be cut offo1in his examipation 22;?
study of tth, I think it mighb be 1n thp 1nLeresL of the City o
and btatu to extend the perlod of lec ard porhapa lf there 1s
asome?ody/nere that would like to speak on that we cou1d get o /
thatliiformation. I notice we are thinking in terms of January f

2nd to March 20th as a period of” time in which the new contractﬂr
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‘extra time given to study time.

" fore the.award and the taking over. s s

G e

can familiarizn himuelf with the new operation. That seéms“to me?

perhaps a llttle longer than required, and I'd 1ike to see any

o

§]

o

MR. SMITH: That's right, Mr., Sieroty. ir.we have tp“' .

'compreaé?any of -our time schedule, 1t should be at the end, tc- o n

MR.’GRANSTON:: Is that not action time? I the contract -

is'awérdedzon January 2nd; the winning group-is going to requlre

the. time between then and March 20th_ to takc the steps nec cdssary N

to commence operationa on March, 20th., I ausume most of his study .
R A : R o
onwhat he 15 golng to do will have to be done beforc he bids on ~ .

the coftract, T T V _ : “e

MR. SMITH: Tn;t'"1dprrect. Tne»slﬁty days we apoke of V i
1s ror assimilation of the 1nformation in this packagc. o < s

MR. CHAMPION: Lct me ask you: Do you have any notion“ N ’
of how’mgny bidders you are likely to have -- halfngfdozen?

MR. SMITHE It 1s difficult to say hon many of the in-
quirleu we have hnd are really valild 1nqu1rleu. 1 don't hiave a
dist of those uith mc, but my rccolloctlon or those s that
there may ‘have beer twenty separate compwnies or lndivldu;is vho e
have asked for what 1ngormatlou vas’ avaliable.

MR. CHAMP ON: Are there an y 1ndications ir we approve

zrthe contract as before us subhstantially 1n,¢urm that- there will

be substantial bidding -= that “this will uraw a number of rival .
(’ CHEE \\\ .

MR, SMITH: I really’be1inve so.

3} N

Mﬁ. CHAMPION: And 1t really would be an unsatinfuctnry

biddlng~procodure if that did not occur? .. - e

C:::; MR. SMEITH: That 13 cpFrect., - o e e v
S ( 7M§. CHAMPION: Thanl(;ou very much,,Hr. Smith. o ; foo
ﬁ% : MR, SIERCTY: © I have some other{qmestions. - -7 :
r MR.zCHEMEbe:/)Well,‘we are approaching the hour ofé, @ -V
= N : _— S Ceo <: : Q‘
© 5 | N
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,but I want to get cleaneu up and take enough *Time to do g0, * G

\about the avallabillty of the economic report,41nﬂormatlon that

@

Y
=

J
@

-
- - ) I3} <
a S0

twelve thirsy. We will plan to meet by three o'clock If thers R
1s anyone else who has questlonu they want to raise or who , aré 7
golng,to want to speak on thla thing, Itd ~.ppreciz:te ir you G
would let Mr. Hortig or someonc on the stalf know, 50 vie can,ﬂ

apportion the time. We would 1like to conélude todhy and hcﬂe--i Q

" fully take action todqy,’and with that expectation T'd like to ) \

have/anyone who wanta cto speak to ‘have an opportunity'to do it, z

2

g °We will stand receased until thrce o clocx. i ) < =

(Recess 12 2;- 120 p. m.) s . e

> Q

) MR CHAMPTIONY fhe mcetlng will nlease- VA@c to ordergw )

Mri Hortig,rl know Mr. Sieroﬂy has Bome questlono‘{; ralses 915 = : s
éhyone else regiéter‘anytﬁing %uithgf with ybumwithQibference %0.
appearing or makingQSbatemenbsv ‘

MR. HORTIG: No, sir. o - .

o

o °

MR. CHAMPION: All right, Alan; do you want to prodwed
then? ' - IR "

MR, SIEROTY: Yes. I7d like tl ask_the Long Beach
Harbaricbmm;aslqn - - He wer; talking at the end?of the sesslon

° = - o

8]
yOL have compiled in that book, and yoﬁ indicated that 1b ¥as,

_available. Is there any mngason why that could not be made avail-

able to prospective bldders, let's uay,qas of tomorrow =- 5o
they can get started in analyzing this information? . - ]
MR. SMITH: As I sald before, Wr. Sieroty, if 1t were

rossible to put thls package ;f lnrnrmation out with the pro-
posed éontract form, then e would n- sure .that we w0u1d be ’ :
putting out the correct 1nformat10n they~uou1d need to mave Epeir g
analysis. It is available to be put out if the acceptance of

the form of contract is golng to be delayed ror an upprcciable
< Q

<
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vout at the earlilest time 1rrespectlvc of what the Commiuslon

| rit thefparticular typc of convract we ‘are dlscusslng hcre.

‘w\

‘pcricd and e would ccrtainly conzlider puttlng 1t out,
7

MR,

SN

3

- MR, cIEROTV:; Irrespective of uhcther the contract 10
apnroved, thcuc are reparatc books, I q%ppoue.g I viould, thlnk the

<

economic information could be fuxn;shcd to progpﬂctlve L,d ers

so they could be getting started on their‘analysis. Let's say.

‘T am Juot cony
w

cerned that the peopf@ vho are bidding on this wouid not have

the contract is ;pnroved 1n.a veek or two weeks,

time to analyze all the data.

©

MR. SMITH: Yes, I have that séme cdneern, and igbelieﬁé

‘we can put it out within the next few days, make 1t availab¢c.

J

MR SIEROTY:

J

Comrlaslon” that you would makc it BLﬂlldblC by Monday,

Uell would you utatc, thcn, to thc.
~//

a//ater

o @\ -

S

than’ Monddy, inGany case?

MR. SMITH: Uell, I would hesltate to say that because

=T don't’ know the status of *he reprcduction of if, to tell thc

. truth, Thls copy 1 have is a prellminary cony. “1t 18 belng

rpproduced now and I an not gurc 1t s artually phynlcally po%-

l
,,

'( uib1e we hould be able dlstrlbute it at this tlme, but certalnly

i

[ttt

uithin a few days.@

s )

MR« SIEROTY But yGu will make an attempt to get 1t

R

< <
© <

dopﬂ‘on the contraot?” ) S ‘ B

SMITH Yev’°I think*we can do that,

MH. SIEROTY: o

o

All right. .
° MR, RIDINGS. WMe, gieroty, irz mlght ‘ans wer your laut

question,libu saiu "1rrcspective or vhat the CommissioL{docs

A great deal of the Informatio of thIs hook has been tailo“cd\to~
(e o=

I

therp 15 to be a substantial change in the type of contﬁact, ‘our

tlme will have already been wasted and the lee of an;body whqj

has started study along those lines would ‘also hd"e ‘been waatcd;
}\ . ) o _ P it
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'\qﬁ—, STTR(JTY- */‘i‘ ,-,qm rm!- mn«a ¢ m-t"l? 'hn v.'-rhad, I was

cx

w"ﬂyminn.fhﬂr there was sconomic lnformatich and petro’eum o s

‘studles, and 89 forth,“that were somewhat differenn and not B e

dcpendent on the tprm of contract. ) fjkyy/ Kn

Y MR. caguyxon- May I make a »ugge»tion on bhat’ Ir

o . e

q=ve have a problem on that we can go info that at’ the cnd re

y
the meeting. We wl2l then know vwhat the status .of the contbact
1§ and this can begresolved. Did you have some other point?
MR. SIEROTY: Now, the contract provide-d for a termina- ©

= - ‘z/ i
4lon clause in the event that the contract 1.': not profituble and j 7
Q

notice of that 10 hon - many days, Mr. Hortig, do you recall? ) j I

How many days.Is it Wxine hundred elghty day v notice° o Fo

MR. HORTIG: believe’ &ts one hwenty;( . oW

MR. SPENCE: One hundreéﬁeighty diys. aftcr the deter- Jt B
mination hat been made. :° B . ©

MR. SIEHOTY In other words, one hundrcd elghty days . 5

by

after the City and the State are satisfied that&bhe eonbract is

unprofitab1e, the coutracb uill be herminated° : ;y ST g .
' MR. SFENCE: Yes. - . -
MR. SIERCTY: My~question 15 th1;~ Is‘thab‘enough . k o o
time? Frankly, here we ace and 1t 's” October and we have bagg | ‘ -
working on this fur some 61me and we arc worricd about March aoth
== getting in therc March 20thi’ Is one hunéred eight; days<Lb
cnoagh time? Méybe you-need nine months, %f£§5;£:Q§Q§::; s o
4 ,
<~ MR. SPENbEzy)well, let me pat it thi" wy: I thereT ‘ S =
is- no delay in approving the conLract and 1t!s been processed N
DJUut as ‘this contract has beenfprocessed by the State Lands; Com- .
mlss*on stafrf nnd the Attorney General'n Office, a hunornd.eighbyc7/ §§
days will be plenty of time, but if. we have n 1ot of dilly dally- e ) ' ‘
ing; 1t won't be long nough. o - _ : . ;55%
MR, sf?;no‘m. . ' |

1%
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in advancé Z- twenty years, or fifteen years. . ' , o

office, We are satisfied with 1t, provlded thcre 1sn't

dollars 4in the earlier years.

o

I\

[

Q

MR. SPENCE: Ye havg been through this one hundrec

y-day perlod with the Ltaff of the Attorney General's
'\\

B

Hay'I answer {urther, Mr. Sieroty°,
/

undue delay like vie have had on this one.

1
4

° MR. RIDINGS: ir

\ydﬁ williiefer to the testimony. at the previouu hezring .on

September 30th, HMr. Spence explalnnd gpat 1t is lbur plan to have,

constantly on hand and prepared. and currently upr+o-date rrom
to

time/time 1n meetlngs with the Lands ComiissEn a fonmdof con—

0

-in 1ight or»the circumstances of the years as

qn,
™
tract which woq}d,
they péss by,ffggt suly the continuatibn. So therenneed not be
the type of study preparatory to 1t that is needed here. ‘
: grurther, thla will noL come at.a_ tlmpnwhcr the econom-
1cs/9f\the fleld are so great as they are now, buf under a dif-
ude
e ©
substantla‘lygless and the- problemo likewlse substanbiallj less,

ferent set or’circumotances when the magnlk

- It Has been felt to hold a contractor in anzgnproritable posi.-

tion for longer chan six months may, aégwe have considered~dn 50
many other cases, requlre him to hedge 1n his bid; and these
fractional nprcentages that he might hedge wlll ameount to 8o many
CIE 35 very important to get the

highes+ return for the State and uiby.

Hortlg. do you have any _cn

{3 MR. S*EBOTY. Hr. ment\on

the one hundred eighty days?” " ; .
§ : 5
= ' MR, HORTIG:

‘Nos I WOuld goncur in e commeh*S‘you

ot

have had from”the Long Beach Harbor ﬁ@nartment- and”‘as Mr,

Speﬁce'reported, tq;s was revieued as to 1ts practicabliiity be-

fore it was included az a specification in. the;céntract.
O

MR. SIEROTY: Paragraph 4 in the Shell ‘011 Company -
» letteriaskS‘éﬁout;taxes --a question about severar /é tax, and

. V/’
£l B ©

NS,

e

.
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the tax 13 not measured by thc relmburnable oxpgnﬂqsuin the con- (3

meeting and as far as Shell 011 CQmpanv,guhat u111 aatisfy'thcm é

"Mp. Chairman._
R

average of one thousand bar“cls per day over a period of .one

E . Do e

&

. o . <
- I understand this has been 1n£ormally discu sed, and I think it

o

ought to be answeredcin the reco?d, andycring“the quéétion ralsed

a

o~

hﬁfl_cﬂairman, irt T mai nake a brief

An,paragraph k, . 8

Q
4
8 o

&

MR. SﬂAVBLSON-w
remark on th%yg it 1s the 1ntention ol the contract that thL 011

prodﬁition license ta;/to,be levied by’the city wtl] be,paﬂd by

-the contractor and will beireimbursable, We do n\t think that o

“the language would be auaccptible of any other meaﬁlng, since

a

:tractor's share of the net prorlt. 50, thererore, for ﬁhrpones

or the record I would_likc to atate that thiu ig, the purposc of

£
the contract =- tomake such tax reimburaable. I<under»tand that

the repreaentative of long Begch will corroborate_that in open

“MR. SPENCE: Thc City of. Long 'ﬂach concurs in that,

=

o

w
a

MR. SIEROTY: o

e

Mr.,Scott's letter ror Paulpy Petroleum =
rqlsesCaeveral queotion" that e should brlcf yﬁ%nuwen. The

-

first question has to do with yhe dcrinitlon of cont;nuing pur--
chasers, and lt is my . understanding that the thousand barnﬁls of

oil per day that are rererred to means that a purchaser need not
o .

purchase a thou and barrels eve“y day,. but that he Eurcha&e anf?’
ooz “" -

month; “is that- comrect° :?i
lf‘

Over. one ycar.

(&)

= e >

° MR. HORTIG:
U o
MR. SHAVELSOH' Yes -- During each of the preceding
N 2. -

twave calendar months; an average of 2 thouuand bnrrels a day

N

)

durlng each of the precedlnp twelvc montho. So if he purchased Y

in ‘any ‘one: month, say a thirty-day‘montﬁ, ‘over thirty thousand -

7
barrels, even if on onc partlcular day he purchasedgless than a

thousand barrels, that would not«dlnlrallfy’him as a cOntinutng -

ﬁ ES
o
a x

B ) V oo N

£x}

Q
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purchaser undcr ths contract-

MR. SIEROTY: In effect, he Joes not have to purchase

every day? ’ o )

MR. SHAVELSON: That 1is corrcct.

a
- i)

MR. SIEROTY: Now, hls questiofi Number 4 here 15 very
HQW‘wlll the contracb breac tievbid‘ Let's take that

&

short:

.pant Tirst. How wlil the conbrnct treat tie bida? I gliess he

means how will the City’and Commlssion treat tle. bids, the 8

i % = o . 3 B : . &
© ”\tEHR HORTIG: Dcpending upbn the nature of the tle bids
= =

procedurc.

recelved and any other condit*ons that mighb have been added” to
:thP bid form vhen 1t comes tlme for evaluabion‘and determination
”as to which blda are oualifiod, which bids ir any are tied in
facb, and as to the manneélof allocating an award 23 a result o’

©

a ‘tie bid, it 13 felt it ls atrlctly a legal quentlon which wlll

! {
have to be facded if it is a problem aw a reuult of bid submittals

and wi&: be faced during the bild evaluation procedure. It 1s

2 g

not reasibleoduring the tlme renuircments to prudee a ccmplete o

- ﬂ‘et of specificatiﬁns towpover all posslble con‘ingen,ieo. ’

MR, SIEROTY:~ I wonadk 1T the. City has any 1nformat10n" o

=

Have you gliven any thought ta the question of what. you will do 1n

J 7

o

tlie event of a tie bid?
MR, SPENCE:

o I R

[ <
The 61ty has had a num-

get acsituatlon uhcre we havea=tle bid.
g a"'we are concerneda=7The °Latutes provlde that 1t must bec
awarded to the highent responsible hiﬂder and at that time the

Bod¥d of Harbor Commlssloners will,have to determine who 13 the

S highest ronponuible bidder.,

" @R. CHAMPION: The /‘tate oft:en faces that pronem. &
K. GOLDIN: ¥r. Chnil.nntm, to mi 1mize‘this possib:ll:lt.f,

- o
o . R S o - .
A = o s . s

o

In the first place, we will “qitig:tll we

ber or tie blds and 1t has never posed any 1ega1 probl@m a3 far QQ

s

. 0

= o

Q
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1s it not practicnble to ask that thet;id f&ctor be ca;iicd omt, o
pcrhﬁpo, to four deuimal points? -It wlll, bherefore, ml 9e°°
‘the posslbility of the precise b1d,b°1ng subm;&bed by nuxclple \ e
cntities. R . T ) o : ”

MR. CHAMPION.: X asaumc that thls iz at the option of
rhe blddér, if he would like Lo do it. I hnrdly think we can : g
tell bhem to do it, Is there any ochction ‘tc anybody -ubmitting A i
a bid in four decimal figurcs?ﬁ‘(No regponse). IuJust don't see »
" how we>cah~iasue a airedtive'of that kind. . Thut'a 1ike naylns '

. \,

qomcbody uunta to bid ninety-twa per cent, thcy‘have tq bid

92,111 or aomcthmg._ RO e
. o
MR.“SIEROTY: Iet me ask Mr. Horhlg if he would care to RS
= o
8 ment on the last part of queation i hhere° o 7

- TN
- Mn HORTIG: Would yqﬂxread the question, Mr. Sieroty’
I donft have a ccpy of the letter: berore me.. i o . - :“/ ° . .

MR. SIEROTY; "How will the:contract treat tie bida or’

several bids that are 100% or better? Gan there be more than ’

300% net profita? WL%I al} bids 100% and over be treated aé - s Va;;?
100?:?" o o ‘ S, N =
g MR. HORTE"' I believc the anuweriis the same aalpre- ° . ¢ ;
viously == 1f such bids are receivnd pursuant to particular . e
specifications in thc bld offer, bhe first- legal question 15 go- ,GQ E :
1ng to be that the bids,rﬂccived are responnive to the narticular ’ .
torm of bid otrer whleh,is to be cons 1dered by the Land" Commls-:’ 5 s )

sion here today; and therearter, the legal qunstion of legal” 4
sufficiency cf'@ bid 1n excess of 100’ in the net profit». Thera
13 one tenable 1nterpret1tion(7- this is not necessarlly 1ega1 —-:

fhat_a bid over 100% could be viewed as an Jirre:t- £5° pays in

5
[

erfect,—posted prlce plus a bonus for the 011. 5 b
° MR. SIEROTY: HNow, questién Humber rernrs to page 32, . ’
ﬁ lines 18 through 23, and this partlcular clwusc provhﬂea that ic . . @
- K & R e N . ° . ¢ o

1%
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.1 J the ﬂontractor, HnY one or ‘more of the persons‘ fires or corpora- N
'2 tions comprisi:ig the contractor, pl(:\)rchases 011 qyom others In the o
. ) 3 W .f1eld, the price for the 011 taken by any such purchaﬂer under . Y
. & this agreement shall be the higher of either: the price:as cal- © y
°5 culated above or ’th. price pa.lc‘ by such purchaser to others. A : 2
R 6 - , ﬁow, Mr Scott— 1s ralsing 1'1 this letter the qiicstion' - R Qo g, ’
7 ol of-whether in a sltuation_like 1,B.0.D,, where L.B. 0 D. 15 a coc- o ) .
"8 || poratio n -- 1t is not_ a syndicate or partnership - would a
B o - 9 stockholder su\_h as Standard 01l -- would ‘Standard Oil'sopu » L .
5 " " 10 chases be taken into consideration 8o as to cause I .B.O. D. ho payka ° s .
. ) il -'a higher price in the event that atandard 011 would be bu.vin(; o.ll
12 || ata higher price in th% rle1dz ¢ o © 7 S o L
I 13 R MR. HORTIG: Well, I belleve, Mr.~SlcrotJ, in the case . -
7 14 || or your hypothetical example, 11‘ this were applicable to the )
= 0 s proposed contra>)t or under the contract which the . Commisslon s ﬂ\\
) © 16 || now considering, that such a p\urchase_would'not 1ngo_ke the most Y
s .o "ravored na’tlon clause as’ to tiie hlgher price 1:1 view of, thK 3 ) ga
v NE > 718“_” i stock ‘ownershie by one of the partlclpanta An the corporation, ) S
u E > 19 ‘ that was the contractor,. llowever, if onm the order of” magnitu-aa : P |
2‘»%: to constitute purchases of a continuing purchascr, entirely out- .
‘:f"*' 21 ' side of its relationship to the contraetor, this contract at o=
»%:;':%*:';:; ——==—=22..1l_this higher price would be added ln, particularl; ‘as a postec! b . : s
= . {,‘ 23 pric:\in ca.n culation of the average price whlch was to be ) :\/: P J
,i:;) ’ 9 : 72’4 pgyagle,, . \4}{“ ‘\j ' o o : : = 7 /0
> 25 l o The otherﬂaide of \the coin, as reported on thc agenda s )
. 206 . 1tcm ‘this morninn' with spect to . this 1tem4 is that 1nagmuch as™ = ’ i s
o 27 | there 1a obviolaly /n/ certali method by which to forecast what o ° . '
° . 29 the corporate relatiom-.hlps and the ntock relation.;hlr*; ‘of the ’f ¢
o - 20 potent‘}al ‘bidders sre going %o be, and thererormsome part;.en © oL |
. 7 30 to such an operating co'xtm."t who m:lght be the succe sful bidder T . -
i - 31 | ‘could conceivubly be sub;je'-t to other purcl*asca by n.nother part,é' O )
. o




ﬁ - . . c% D ( o , Q??{f
" = B 5 -
- 1 -§ on his own account in a manner 5o as to reriedt on the basic con:\}*};\* R
2 tract to such a degree of uncnrtaint:y and 1nah1nty to nevaluate o\: e
;'\ °3 what thes economic ha‘.ard of this would be in the tut;ure, we 1‘e..1 R
*QH ap'ain constitutes an uncer ainty as to the applicable price base -
. 5 ‘fland this would again necessitate a discéunt on (the bid orrer(orﬂ‘any )
” S : Ge pro.,pec,tlve;contractor. = & ;; < coeT Ty ( )
‘ ' 7 . ? MR, SIEROTY Well, you ‘have é sﬂ:uation where companies \ o
. | pet topether\a; a partner xip or syndicage.‘ The:lr other purcha\ses o
) - %) I are going to be considered. 1n:t:erms g(‘cgcbtlng, the State the high- o s ’ ) SS—F
E O 16 eat price, but 1n getling together as a corporation they will not - .0\ :
’ - =11 \bc gonaider cd. Is that not cerrc_cb" < B . ; E
_ 22 . .MR, HORTIG. It certainly wlld be conuidered in that ) g
: - Q _BL 1t qaalirie- ‘in terms of. estab:l.lshlng. the average prf.w for the EEETE .
' ¢ e ) 14 oil, "It simply would not iivake ‘the moatfrévomd nation claus‘..c ’ IR _:OV
o 15 - MR. SIEROTY -;«That is what I mean. It would not 'erve ) |
16 | to glve the Clty and the State the bcnc(‘lt of thab hlgher price
‘ A T 17 that thab company whlch 13 a member or thln group, by virtue of . ’
- ’ i} 18 | ass stockholding, is paylng in the same rLfld. = s, ’ ’
o e ,19 5 . M’R. HORTIG: Only to.the degme thab this,. ugain, would .
° ' 20 § be re!‘lected 1rr the calc\ilated average nr;lce to ‘be used,’ Which— CL
C;C;\f’ 21 would be raised by~1nc1usion of this price. B . R . : o
A (/ ()’22:,7 s . MR, SIEROTY-' My suggestlon 13 thatjwe add in lr\ere - i ) o
L= }E' _23 languae;e which would 1nsure that a con*’-actor which may ‘be a- core" i
'}%5: ‘ =’14: porat:j.on, whosr ownerslfip is by stockholder.,, who.,g ;\mershlp a8 : o
- - 25 . 1n oil co-npanipa - = mayge we have to have some percentage figure .
28 there, I would suggest,tweilty p;:r cent . that: then that com- < e : ’
S ¢ _ ; 27§ pany's purchases are golng o b-: conuidered under thlsb clmme. L L SR 7
’ b e 28 ﬂ ° MR, HORT,I(} v"e]O:.L theuﬁazaru, of course, of the: o;t;ﬁr j ,
s o 29 eigjxty per cent owm:.uship being n\,bjeccstato the ;)o.aslbility \\ol‘ hav- - SR »nm
o 7 o G:?Q - a high:h price bfcfau j\\: the fuvored nation oc:lszm S HG <
R : T 31/ was«/ ur.lggered‘by sézri;ime hold):lﬂvg t:w-nty per. cent: ‘of the .,tock, o o
o 5 ;&‘Jc‘ :"G;: : , . = ] D 1 = * < ) ] :
o R 65 - <
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would be such an untertainty as to agaln discount thesbiddings = o

R ana require insurance and go matter what value we select -9-

- [N .0
1r we select tnenty DCr cent, I am almoat certain whne'en&goea

‘\“out«and buys athhe higher price will only»have nineteen per,cent

so hn<doesn't trigger= ) o‘p’ s 5

s . ]
E " MR. SIEROTY: Ue ‘are making quite a 4iutinction as to

~
<.

whether this 1s a corporation or whether it is a non-corporate 2

entity. e think we are Juut aekingﬁtor>any‘ene of these proups . W
o :

a

to become corporations,oso as to negate this whole clau ¢ here \\5

c ]

a¢ to their buying)and making other purchases in the rield, Anyu o _ S

SJndieate which becane corporation would be under“this clauae. L

IR, HORTIG Onxy in the éven & that ao a corporation . : S

they did not buy other oil ‘An theﬂfield at a higher p{lee.- ‘o Y:D
B L!) ) e

Ri_ht., i um a;suming thgy%are net Tolng

i
\
|
J
it . e T ki
|
i
|
\

- .- MR, SIEROTY

&

to ‘be making other purchasea in the,field. > L .
‘Well, that's one question Itraiae, and 1 thinx t'ssa o ;
c: 0 ’)\ ®

=

very serious queation.

. MR Cl{AHPION

IS

Hhut constitutes ‘a corporation and who belongo to it and how to

It pos‘s some real proolems in tnrmw or
handle“it. Befcre I get into any amateur 1aw, Jay, what 1s your
reaction to trying to deal - with one eorporation and another if
it happeno to ‘be made up:of ‘a number 01 011 eompanles” /

.{R. SHAVTLUON:: I‘think the point ralsed by Hr, 5cott

= ) 2

and Mr. uieroty s ceruainly a good one. I think pcrhapa with N

aJ

‘a twenty per - ce1t provision or gomething, we could draft some- - a
thlpg that would be. workable. S ) ’ o
HR GOLDIN'"

1k, 1 mean, cenceptionaily,il ean't take 1usue,w1th the\uuggea_

o
D [ Q

o

I thinkJMr. Championiput hl%}ringer on o =

tionskpractically, to enro-ce It, ] think is a horve ‘of : a r? o O”i
different eolor. .
!4!

- -o'(‘q DJ) B 9 '(: " s e =R
z

o ' qHR. SIEROTY ’ZI’don't think there is any question or % .
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o =
‘1@)— %nfdféiﬁé;iél He wiIl nou the composgtion dr thnfcernorat;ons
2 [Which bid. - _
3 7 M. _HORTIG: Again, o; course, we uould ‘Tave the hax}gh
, 3 Il as I sald,”whateves the standard, in v'er*af the fact that this
ES hypabhetical corporatlon is again an amalgamation ot cther cor-g
8 j.porations, certainly stock ownerships could bo- adjuoted so aq %o° '
7 a_‘meaﬁ any teat that we presoribe now,and avold triggéring the (Dq -
'83."most favored nation clause undeé theqe c1rchmstances. { That be-
9 A—lng the: case, the penalty for a 1030 1n the hid does not - warr&nb
10 trying te include the addition of ex&@emely difrisult administra—l
11 tivg}cont;ols, as Mr. Champlon has suggesLed_nould bernecessary.
TR AN -y CHAMPION: I'd like to ask. whether t:he Long Beach o
13 Harhor Commission haa given any thought to thia particular prcb-
C14 L dem, basiany view on 1b9 ;7' e L - i i
» 015L* “g ;:  MRL SPEHCE- ics, we have,s ud’wc ha?c congldered this
186 dra.f‘thor this particula; section as, being tl?c test under the elr- '

_'l; cumatawces., Dtheruise, aa Mr. HorCEE,Ju;t sald, you set a’

18 figure ‘of tuenty per cent, JO thex}comc alang and cut, 1t to v§§ R
19‘ Oninefeg? per’ ‘cent to\get sut of that- provision. , The corporation

20 can't be responsible éor Stock owneralkilp, Many corporatlons,

21 G mOst corporatlons, ;an't control thel stock onnership to that
22 vextent, s0.T think 1t's ‘an 1dle acy. . . o

I m.msmxzm ‘L.don't thinkc 1t 15 an nuue act at a1l,
734 I 1r you want to reduce the" percentage of‘ownnrshln to Len, per ;

: 35€? cenf that's fine, Theﬁgoint 1afth;§@;;ese o1l companiéB thabﬁ
éeékg are geiﬁg to be a part of the corporation, - let's taka LaB,O D.
27 we will know the compoozfion of the. corﬁn;#t;on, ‘I asaume, amd ¢
28 then thcre iszﬁo\admint trative pFBEi;m, “as: far as I see.’ AL
29 -that roint, thc coryorations, the oil companlﬁs ﬁhich ownﬁlet'

30 o day ten“per cent ‘or more of that corporatlon, would be obliged ,%
s1 ;'to report‘their purchases 1n the rield, and 1f their purchaaes
Q i 9 & ) s,

&)

w

A
(4

;-

a

o {4

T

9

e



@<

- A

0N & t

. o
‘f/
T T I I I T T - I B I
P R G N M O D ® WA B s W N O

=
&
Q

o

[
~

I contrattor is-a corporation, persons, firms or corpurationu - i Taw

I*E\3 G

41

/7%

P

[

SR A b -

Sl

N < - o o

>
¢
¢

G

‘ e
{

=,

“\ - .

are at a higher price than what the State and City are going to o X
<§y :

be receiving, then the State and City uould have the beneti» of % -
that ‘higher price., That's “the purpose or ‘this suggestion. §I »

don't gee it 18 a problom .mechasically or administratively.

o

MBw‘PHAMPION’ What about ten per ccnt” You wouldn‘t >

have a aubsta“tial purchaser; What wou d thcre be wrong in setting

it»down;at tngt lower level? How much administrativeﬁproblem do

you reall)y cause? , - : . 7‘.‘D
MR, ﬁBRTIG I don't think you actunilyAreach the heart - <

ot the problem because the factors are[%ot inferrclated;-- becaucn _

the 1argest 9utsidefpurchaser in éhe'field could then be ‘the: one L - .

who has on1y=nine per cent in thio.corporation, 80 he still

® : L

couldn't triggor. R
= H'R B SlmVEl'_SON

I think ng\coald add a simple gentence - -

to the\sffect that‘whore contractor la a corporation, persons ;"' R \

comprising the codtracto. nall/’nclude any peraon buyling oil in )

the field who .owns tcn per “cent. or more or the stock or §al1d :'

contractor I orfhand ¢an't sce any<reason uhy that wouldn't g
‘viork. A I
MR HORTIG

questi@ﬁ*%f Mr,- Spcnve’

©
P

o Mr;*Chairman, may I egﬁ.nn adminiq;rativo
Jack, would a modification or this mag- ~
nitude, as just suggeuted, constitute a subutantive change sut- DA

ficient ‘to require 4his contract =to be resabmitted to the Harbor

Q'fCommission and the City’ Council° ; o SR o

MR, SPENCE Moy sime - o - -

MR"SHAVELQOH: Do you have any objection to the

pr-'ovj'gion?' E - t> i b‘ {';’ . - . : - P B
o MR. SPENCE: Where 1s that? . ° o I
) S : .
s Myhere” ¢ o

oHAVELuON‘ on page 32, after line 26:

conprising thc oontracoor shall include ﬁny pernon. firm or .

<\\A068A R o ;
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k corporation—)uyin@ ©ll in the Fleld whc owns tcn«per ccnt or more

- do; yoq/hnv ”nnything rurthcp? th don't you £0 ahead while they

rm. SPENCE: Muy‘xﬁhave Just nﬁmement. Yr. Chairman?.
. N .
- - CHAMPION: Yes. While“this is under diacussiou,

“ oy

=

- are cgnsidering this? & e S e e,

HR: SIEROTY: I have a related suggection hich will =
cOVcr .the sche-ciauvé._ Let me preface 1t by saying thls' In
the last hearing, we-raised scwe question.-jifﬁere was: teellng o

expressed here by uenatc" O'Sullivan.and I expressed the aame

»

. oakthe atock of sald contractor." o Z:\ o ol

rcelxng - that posted prlcea in our opinlgn do not guarantee the'/

ralr market value tc the 01ty and State, and ue have been- working -
-with-this pgoglem of whether highe t posteg‘price or average

posted.pricé«of market value or what willrglve.a fair price to

' _the City and stata , - o L ’\ . -
Now, my reeling about this -- and I am speaking for my- =

self here, not<for the other memberc of the Commission -- but e

o]

: I thlnk that the Clty and the atati have-a right to gunrantee

that they- get & fair price for the. o\§3\¥’ﬁ _ . s
‘f: MR. CHAHPION. You don't hav'“*n/exclude the other

B > B

COmmissioners"on that“sﬁatemcnt 7o . ‘
MR, SIEROTY* Now, the question of highest’ponted
erce or average “posted price doesn't bother me aS'much as the °

e of the. posted price as a.tesé? becnuse in practice thn »

average posted price and hlghcst poutcd prlce have been much the
sSame; - but I am(concernﬂd wlth(ysing posbeu prlce as the sale

gauge and we have ‘had - obJections to other forﬁhlas, such as., ?

e Ee =

L "ell, we don't have _any . other 1n1‘cormzﬂ::u:r'."‘~ 11 rtght. o ey

wa, orie suggestion I'd Ylke to make 1s thag,in ‘hisuparagraph
18.3 of page 32, in the same area we were Just discussing, that

< ve enlarge the»}anguage 1r line 20 which says "in the Flead,” tq "

L e

©
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‘17/h}

uould be olmilarc e'lough for tbe purposn of actual purchases >
“and here~me have 1nformatlon avallablq¥by the contractor orJ;
parby ol‘ the f-ontra,Jor.d So it is nét a que.,t::lon (S;f‘ the ;nl,‘or-/
mabion belng available ), and I think this will give a“bcbbc“

‘prlcim’ .,ystem to this lleld I!, w!.}l tie 1t 1n to t'.he ot:hcr °

: {‘f.\./lds and we\\will get the best price that the scontractor 1s paJ-
Xy

So this 13 onc ..uggeotion that I \Jould

!.ng in t:he wholn arcu.rb

0

‘ raise, Mr. Chairman.

5 e . MR. CHAMPION:

Yes;

H!‘.

Chﬂil‘mﬂn .

Doen “4he Btnl‘f h'xve any comment on thls?

Thc fnxdamcntal prob-'

° HP-. HOR’#‘IG.

c

(/‘lemf, ‘with rospec/l, te n.ldlt.icnal contrgls .An t:hia propo'mdvcon-
t:rac., form 19 appllcablc t;o this suggestion in terms of provld-
2
1ng a g&eater base agalnst? vhich $O determlne Epo'a.sibly a 311

hither prlce on the avcmgc by, ESiy ef(‘ecc » anaking t.hc mont:

favored nyylon claudo gs to . all f,leld*’ and not limitzlng it to

’—sigplyfthc Mllmington Flcld and -the contractor, as l.t 133?:70‘:

[2)

ated » &arrie.. with 1t:, of course,

omic rarnh.lcations ol‘ all‘\operat:ora operating in t:hese other
u,, IS

rtc-m., '

\\\
0!.‘ nccc 1sity, the ei‘oxe, not: being abl*‘to fov-emst',

the problema and *heo econ- |

S

(

e Q ] N G, ;&7 . N ° = = : B -, e ¥ o 2 T
- o . =} - N L ° o - -
= 0 o B B ° < - - L&
o : g, o o - v e . o %=
G o T o =Ty © T e 0" L .
s Z- \\(: ' o AEY a - - - — » » - s { e~ o » -
3 o B ) g;) . R \\C .. O o‘\.,‘ - 0 °Q :)// . S )
-J\\ ,? - ° o o= W == °o - \ °
o > g N ” - - P . R ( S o N
A a . ° [ S o
S \'\ . i e 5‘ /_/ = ¢} ”l: E Q,yo
-7 AN /ﬁ " include the other &lelds that we hauée\j becn uolng h,re/f‘or they “ o s
Tao W W . IS 2 °
. o2 pOSted price -- Signal- H111, Inglewood, Huntington Beach. The °© h
i S °3 b eﬂ‘ccu of this would bé t:hat: Af a contracbor or if oil companies
o S o ’ 0 g K Rt
° 4 whlch aré a parteofl the conLractor, whc-t'.hr'r H‘. iz a corporatlon °
r;o . « @ Q <
- 5 or syndica@eJ “buys ou at a higher: prlce t:han, lct's a2y, - cT.?ht:) : o
. ’ 6. average po..ted priﬂe, which is_ao far our tcst -=“1f. one of t;ho::x3 5
7 companies buy" c*l a*' a higher p)gico not only 1n t.he Wilmington o
8- I‘lelc‘., bu,r in thc Hunb.lngt:on Beacl Signal Hill and Inglewood 7 (/? . )
. 'AD ) I‘leld, thcm the 3 atg and the City nc:ul:l have é ¢ beucfit or k” D G- i
,16 that ure‘.hcz- prlge as the gaurc for rr,lcing oub t:hc oll under ; % s ~‘§
B /)r c a K - o © o o - )
. //r«-\l—l th_lf’ cont:ractq : . NI o/ - ;!
L T = w«’ that, T tm.nk, 1s'a rem/ an,s;%ivn -- because I
@ : '<o thlnk we have establiohed that t:hesc f1clds are similar enough .
: oot - 1 ?\' for. consldcrabl.on for use ags posblng pricen, so I think they . v : i
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7 view, )
-contract 1s ericiently broad to B__éECt the State and 1nuu%e
- that e get the zuir market value for, the 011.

kI dor't think that that” ought.. to be the - sole,teﬁt

] ﬁr. Champion,

EN - - ) : T

4 @

what their cconcmic requirementa and<\urchaqp reqpirementu are

going to be, rield by rield Por the=ﬁe55 twenty-five years, to =

_insure’ tnem elves against, again, being penalized or forc?ﬁrto .

pay'u hoE!S under this contract because of a higher prlce paidJ
in another field 1s another economic considcratiou. _ =

= HR CHAHPION* ‘You fﬂcl thl@ would dlscount the bid? ;,;, -
MR, HORTIG.

~ MR. CHAMPIOH- Hav we have thq)comncnt of, the Long

(:ﬁ\ M 5

00

[ c

Bnaoh Harbor Ccmmiuslon on thc uubJect°

&

- MR. SHI“H Yes, Mr.: uhairman Hc concur in thaé 5

We feel that thc ba..e for pric;lng as set J'm‘th in this’ o

o
By

- MR, CHAMPIOQ. Istthere any further comment on<this?
MR; siE§OT¥: Let me just ask this, because the basis  °

R v

o

otrmy;objection here 13°to using pguéed pr*ce as the sole gauge:
Here, we haye
an opportunlty to tile it to actual prices paid in the arna, to -
guarantee that. we are golng to get at 1east the best price tbat
thab particular contractor 1s paying for ©%fl in the area, which- °

must have been similﬁr ov else we wouldn't have the sdme flelds

for the purpose a{ Lest}ng tho. Prated price.

i

MR, CHAMPION: ueJ.U the differcnce la narrower than

a

that, however, ,You do have a test against acbual price in the

field 1t031f Ybu are asking hhat that be breadened, The o <

contract.' Ybu are asxing-that we go into other fields and teat
2] /,% ;

Therc 15 an area or speculatton there,. Hhcthcrvyou plck up more < .

price there or By that uncertainty you cause ‘a discount in the

‘et 9/% I gather the starr in Long*Beach disagrﬁiuGIth 1t. @

MR, SMITH:

= .

Yes. You~expres" my thoughts very well, »

This wnl undoubt edly dL count_the bid,

7

L ah ke
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. Cﬁinsuranve in the bld and, rrankly; there is no governnental

K

K T - MR, SLEROTY- I haye oae»morﬁbsuggeStLon b~forn 1 e ;§§§ o
. quit fiere and, *hla, I think, is really a%gautc qpestiﬂn again. St ‘*

D
'vthe oil in tcrmswof tne prlce generally prevailing and pald An

the field, Now, we ave thio as a suggeation in the contract,c i ) 0

e

in the event that there 1s no nostlng, and would think that, ¢
5f§jto be used as a test.

;cven 1t there 13 posting,tbat thia o
T My- sugge Lion ls that 'in the event that the Harbor x

posted prlces repreoenb Lrue reflection. -of the market value;

“they could use this teat of the~prlce r.qu:x~I to the markcb price ) &,
generally prevailing and paid in the field. Thab's baslcally

_the ldeca we have.' We havn some 1angudge that vie uould qubmit,: ST s

ﬁ
bug'nhgg 3 baaically the Wdea -- that wve exﬂand agd(go beyond

pdéted.prlce, where we feel that*vosted priceu are not‘viving

us a true rerlecbio Jof the truc markec value. . s 0

a, o -
5? - MR. HORTIG: Thy problems in numerlcal order are, of ¢ G
course, number one, agaln a degree o£ uncertalnty would b€ 1nt; -
duced, whereiln thq,succossful biddcr would never be certain as
to when qn administratlve gga?cy migg;‘dec1Qe-to undenrtake
,studles oft prevailing marketxprlce and necessi£ate ;nd'study:
thab they were a* such extreme v1rlance with the pCJLed prlce . :f“ ] “

- baoe fhat they should become applicnblc. This agailn @ u1d ‘take \9
’ =

s

- agency ‘in the United States ﬁoday that is mqkins studies of thiajfgﬂ " )
ctype for application to calculation of either net prefits or 011 Lol
royalties undér any exlshing ‘contract. Establishment of uuch o ‘?3ﬂi
agency 1t would® appcar to mc, would be. nccos ury,-and it cer-

@

talnly’should bea from an administratlve sLandpolnt, I would fe9

irdepondent body - becausc patenbly‘any determinatlon,bﬁ tue

R Ha rLor*Commission and/br -the ‘Lands Cemm 15010“ as tge lanﬂICrdu

- 7 - <

- Thoutd ke k~see us b% ablé to develop a test of thc price of -~ e

oCommission or he StiLn Lanus CCmmisslon does not feel that the . @' N

N



&

&

S,

”running “for ma ny, many yearo, we don't know[what is goin

- sented to ug’ rerlacted ‘the posted 7

W
,
\

would lnvarlably he subjert tn““hallcngn 1n every>1n=tanco that =
the brevailing markeb‘price had been Set too rar~up as a matter of
obvious economic advantage to thn 1essoru

TR, SIEROTY:

VWell, as I see 1¢, fie problemAFeally i;
Wi ynuuget down to-1t, who 15 going to set the price on the oil.
—— )
arket‘and therﬁfore, 16 \‘\\uestion, really; of vhether we
1 TR R B
q;e going to allow pu“ted<ﬁricé3 alone to determine this, br "
“whether the State wiil have the opportuniby to find a market
value., . How, the: Secretary'of the Interlor, I underagpnd, has this
powver in Federal oil 1eases. He can determline the price of 011.-
we feel thau at the present tlme bosted prices come pretty clowe

to what e consider mar&et .value; bt the Secretary of Interior

= -

u
at least has the power to. malke a separate deﬁ~rm1nation and estab-

‘1ish the price of 011, and apparently 011 coépanies‘ane willing

: qto lease Trom the Federal Geyernment; and\u Tosee this ccntract

)to
\ ? o 7
happen to. posteq\'\rj.ceu ané,l JUub fc01 it is a serious censidera-
N “ el @

tion that we leave entlreiv‘or-nlMoﬂt entlirely the question of - o
TR
“the deter’ination ot the prlce Eha \gg.are going To receive to
\
the €11 companies, ‘in debermining their posted pricep.
\\

~ KR, CHAMPION: Well, I'd’ 11ke to say w:nt we really are
Ery ng to arrive at here is tnc market, and the markgt ‘28 pre-k
o vithin Ny

ricc

\
was/so close’a variance

‘that we .can hardly dlsccgp one rrom the other; and this 13 the
wholc pnfﬁoae of thé}poﬁting of 5r1ccd and poated’priceStreaily

don't havc any 1nfluence except_in relatt=n,tu a markeb price.

This cannot be_ an arbitrary rigure. \This 13 the pnrtnthat

Posting has’ proved to be thc-most rellable method

bobhers me.‘

 “that we can lay our hands on, - - e R e;f

D

N .7 o

He may nob be uwing that power, and we may not use 1t, either, 1f

P

I am nof cSnvinw that pooted prices represent any‘kind of-'ge e
AN d\\\

° 4
o

-
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1 MR, HORTIG: And the only 1nd1cai.or existent;. NS
2 “mR. SIERCTY: I am not comu.ncad it I3 .a true lndica- e
2 tion of fhe market price. This 13 Juat a difference of opinion, ' =~
4 MR, cmwipmw That 5 what makes horse races. Well, -
8 re there further points in connection uith '!;his\j that; you'd 1ike
6 || to raise? o ° , L B
7 - . smno'nr No. - . ). E
8 : " MR. CHAMPION. Is there anyonwwrcb wishes to comment? .
9 J MR- 'HORTIG. Mr. Chalrman, Ic don't belleve we had a = .
10 rcespo'nse from Long Beach with respect to the“possibility of an ﬁ :
= 11 amendment rerlpctj.ng 'stock ownershlp in the gontractor. ' )
12 . ¥R. 8 'NCE,’; Could that be read onc moreJtimc, please? > | E
13 . SHAVELSON:’ Ad,,dlng a new séfitence after the “word d‘ P
:14 "eentractor," on line 26 of page 32, ';eéding asufoilowsv:" "mxéj;'c .,; . i
15 : contracuor is nL/corpﬁra’ion, persons » l‘?ims or corpory \}ons com- ' J
18 || pris ing the contraétor L. a{l mclude ny peraon, firm or corpora- .
17 ticn buying oil in the Field uho owns fen per \.ent or more of : (\
18 | the stock of sald contractor.” S et )
18 LMR SIMTH ) My only quest%an “is that ‘there would ‘be no B \ R
20 I "quegtion undér this provislon but; _that-this higher price would * . ’
21 epply,/‘o\that 011 ‘taken by the *'en per ce;lb interest? ’ . = ‘
o\‘\,z;?’ i } MR, SHI\VI‘ISON. That's right. In other words 2 it is , - ,;
23 _simply substituting for the term "persor., , rirms or. corporation*‘fv 2 2ot :
.24 h compgising the conbractor" on Llnes 18 and 19, making bure that E
25 } v.L-oula ﬁpclude stockholders of the ccrporatlon, such as L. B 0 Do, s
26 - MR. SIEROTY: I dldn't hear Mr. Smith's qucstion. o o
27 | MR SMITH: TG this higher price which wa beiné - !
- 28 pa!.cL by a ten per cent Lnt‘erest would ..et a newi\hlgher prlce ’
20 - only\tor hls_ten per cent of the oil L ) >
8 MR, SIBROTY: Mo.© .o o T
31 o, MR. SHAVELSOM: That'a correct; in other words, (Jthn \
| ' . ) : T L A /7\.]:.‘_ : ‘ _ N o
‘ -y =
- R =

Q
1

°

v

o
|

v
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1 | oil taken by him:%as i" ﬁe were ‘a Joint: bidd/"r. The nurpose of T :
é 4 th;lﬁ is Simply to make thc stockholder, put; t,hc stockholder 1n0_ 2 ,
3 'l':'he same position as // we had a’ Join* bidding ultuaflcl)n. T S o
4 think that's all we can accomplish. = 7 ot =
5)\1 ' MR, SIEROTY: “Under the present sygte;h; 1et;>’s say where ’ =
6 | 1.B.0.D. 15 the leasee or the® contraZf:oxr,: 4s the ollbta"cn in B .
7 H.nd by the stockholders -="1n other wordgthe Standard 011 COm-~ h L.
Qa pany ownsg bwent;y-eight per cent of B 0 D., does Standard: come o 5w ”~
9 4in and take twenty-eight pcr cent of the 011” o —_— 7 9]
10 - MR. SHMITH: He have no knowledge of the disposition of 7 e s
11 || that o11. 0 T . Voot .
12 MR, CRANSTON: I move t:he adoption 01‘ that amendmen
13 ~ MR. CHAMPION= I'11’ second, and 1f there 1s no further
14 | question that wllf?atapd adopted. . o L A- e
15 | 0 MRf 'HOR\TIGE_; T!lerz is another ameﬁdment;} Mr. Chafm‘an, - : . .
ie that sh&uld be adopt:ed b; the Comm’isslon.o It was dil,s,cussed,;?utr o,
AT I don't belicve it wau the .:ubject of a mction. o ; - )
w | WR. CHAMPION: That is right, o ZoF
19 T \H MR. HORTIG: ~That is the one wlth rercrence to defini- - - :Q"
.20 | tilon of the continuing purchaser to be broadnned °in the languagc '
21 the At;t;orney General “uggested. VIould“ you rea“g that amendment; R
22 please, Jay? . . | o . ' . s @
2 ) MR. SHI\VELSOH : Line 21, ,pagc 31 DelPte the word ’
24 1 "ana" vefore Socony Mobil 04.1 Company and flnsort: the words
55 art/er_ aocony Mobil 011 Compa’)v, Inc.;“ Q"Richfleld 011 Corporntion,
26 and any nuallflcd person or persons as herclnvbelow d;-f )
27 rined," a then that would aimply be an 1nsert,lon and the {::jt
28 of theD rrovif'io:'\l 'ﬂOllld cor-tinue - "...7or their respcctive o RN
, 7290£ succeésor Sy et. cetera, " the way it is presently worded . ‘ \ . ’\q}
so Il . MR. SPENCE: Except: Jay, on lne 22..... B -
31 M. SHAVELSON: Right. On Line 22, after the word .2
. u‘»‘ﬁ # » U
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and then add a new

=1 :11 "companie u 1noert the words;\"Or persons,'
2 - o - P Lo
2 sertggcﬂ on 1ine 26 altér’ the word "pipeline"" rg?diﬁ@ as fol-
3' _wiows. "Arqualified person, for the purpeses of the foregoing
o ° . '4 N uentence shall mean and 1nc1ude any person, Llrm, corporat an, or‘
5 ' entiby as can be demonsurafed Lo khc qat{sractlcn of the Board
. . S 6 aqg the State Lands Commisslon ﬁ% have purchaoed in any of the’
i 7 - axorementioned fields durinr each of'the preceding t&giizj»
’ 8 A caléndar months an average of at’leaut one “thousahd (i‘ooo)
© _ 8 | varrels of oil per day." ' : A <
s Y ' © MR. CRANSTON: I move the adoption of theae aménggnc:;.ts.
11 MR CHAMPIOH: ° Second. Any further. comment? The
12 amendment 1s‘adopted unanimously. - r
u S13 ’ IR, CRANSTOH. Hr.ﬁChairman, there- were tﬁb other
. 14 Hramé;dment&\we égreedxto: 'onc,ijbelievcxas to Richfield 011. e
o is || ;:«m. CHAMPION: = That was inciuded. _
18 o MR. CRANSTON: Llkewise the tex_yninauoﬁ. A
N 17 5 ~-  MR. CHAMPION: No, thie termination was not,
. 1? MR, :‘HORTIG- ‘That is 1n the form of the reso}/uuon
u \b ) 19 before you, unamended. : . . : )
o 20 MR. CRANSTON: Mr. Chalman; I'd like to say this:
: ; N 21 I wanted an 0pncrtun1ty’to‘étudy’the'réther cémplex dbcuﬁengi _
\§§52‘1 2? that I wagjhanded only late yesterday afternoon relati"e to the
%E questions ralsed by‘Sen1tor 0'Sullivan,  before pa“tlcipatlng in
24 . any final action on this,v I have studied those,documents‘nnd I
- 25 || think the time has. come to act. Bérong doing so, I want to call
. 28 atbontion to the fact that® while Alan Sieroty here, oitting for
.. 27 _Governer Anderson, 18 not =nt1relj satloried.wlth posted Jrices,
- . 28 . hc dons now underutand and I wanb to uﬁSel tand that hf//greeu
?9 “§ that there 13 no u.gnificance to the obate in hibheut posted =
;0 .. price” as agalnqt averagc postﬁd price, is that rigbt° T
o r§ 3 ¢ 65 MR. SIEROTY Yes, Icthigk the city and St@te wauld
) G o T ;:vr ‘o S ’U,.f'
. . o . ,Q:Qﬁ ._ 7 @:
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probably rcceive in thq§;on¢ é&n less Tevenue aa a result of' the

= e

A

highest pozted price is probably true because of the fact that =

0

& .
the djfrerencp 1s so negliglible 1in practice, whereas the fear
of the bidders, ap?arcntly; is rather substantial .as bo bheA

somebody coming 1n and trying to pub in a phony highi)'
N )

chances af
1NN
price; t- aﬂ\ohp bid would te uubstantlally less and/ln/the Jong

run the amount of money the C Ty and State wduld receive would a

o ’ * ==\ kil :
probably be lcsq. o . = .o

" «current L.B.G.Dc

MR. CRANSTON: Having cxamlncdrthat an&agthcr matters

_

, as thoroughly as we.uvere able to, I'd like to express that the

. Lands Commission finus 1tse3f in this position at this point'

There 1is absolutnly no legal means availablc to us to extend the,

,eontract which ;s about to

—

:fleld were to be shut dowii, 1t would result

the Cield and to the financial interests of
- @ 7 5 _
forfia in that field. Contlnuing operation
the best interests of the State,.and prompt

18 ‘best calculated to accomplish this}

N

explre.' Ir that
in greab*xnjury ta . : c{
the State of Calil

o en

of the rield 45 In ~ °

action on our part o -

some altefﬁative means of keeping thc field going.

I believe that the contract whi h,ig'before us provides

the soundeséyvchicle available- to us under prevailxsg circum-

‘stances for continuance of the opnration of that field. - Of e N

course, if we do not recelve what we deen 5e éabiuractoty bids -
under the propooed contract, we wlll have no alternative “but to“\-/

reJect them and we wlll Lhen havc to turn to the task or seeking

\..)

That being the position, I move that we udopt the con-

tract as suhmitted~to us by tha starf, with the approprlate

\ e

amendments .
'nn CHAMPION: “would

I'll second that motlon, and &

4

like to. add.only that because we do feel the preagure of;the

time gi;uaqgon does not mean, at lcast for mé personally, that

I d : 3
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1 I do not think that we have examined every 31ngle question that
< 2 has been presented, looked at every plece 61‘ evidence or que#tian

~3 |- thav anybody has wanted tO*preoent to this Board. I ‘am °atis-

4 fied, not only that we ought to act now, but that wc are: auting B
- 5 Y on a proper instrument on which_tO:actJand I woulg,not 11k9 to
8 have-the infercnce 3o far as our action théﬁ 5eéau§; weidé point.. -
) T out @;13 need for hastc -- we do that out of defercncq to the
o 7‘ 8 fact that a numbe; of leglslarors wanted more’ tlmc to look at
| ) ® | 1t - we do not, at'least T mycelf, do not believe that thia
. 10 Commi sion needs more ‘time for Judgment~ Ve cannot defer-to -
7 11 those who have asked for this delay because 6f thegilme sftua-
- V <12 tion; but as for me personally, I don't Lnink_agxﬁmore “time 18
13 Areéﬁire Ve hayg/mad ﬁ/aﬂeq;;;;‘and cxhaustive 1nqu1ry “into:
e LS U S I "heﬂpbints that have been made. B
o 15

That was a oecond. - -

- ls there any on“n ’/Bmment or quesfion before action

7. ;io raken° (No respon"e) I ausume ror purposes of this record

o - 18 e ought perhans to f,ke a. formal vote. L s
=19 MR. CRAMSTONM: Ayce. _ »
- 20 om CHAMPION: J\ye; Adopted unanipously. - = - .; :
' a S MR. SPENCE: Jr. Chatrman, on behalf of the City of
: 22

p : ‘ . 22 Long Beach, I want to tnank the Commisoion ror Laking the action
. y o O =
A 23V‘  you have today. Ve are convlnced vou have approvcd good con- //%

. . 7
24 - ) N L °

- Lo _ tract, We want to thank yoL.for your attention to 1t. “ e
' 250 * MR. CHAMPION: The meeting 1s adjourned. . -
Al R . L T -
’ 26 5 : - o . . . A
S B -, . . . e
T ADIOURNED L4:15 BiM.
27 A A U e (3
T - 28 ; ~ °
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, S 4 Y © I, LOUISE H, LILLICO,.reporfer for the Cffice of -
L Ve /9 . Admlnistrative Procedure, hereby cart iry bhat the roregoing
. O Lo ) |
- - 6 @ ..eventy cig'lt pages coni.ain aft nil, Lrue ard eorrect Lranscript
E o “of the shorthand noi'c taken by~ \/in the- mr-eLing of thc Stﬁe
- 3 = :
ERE N &= B Langq CQ/mmlsoion held at Sacramen’-e, California, on Oct:nber 10,
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d 1 COPY OF LETTER FROM UNION PACIFIC 'RAILROAD COMPANY, addressed
: 6o Mr. Frank J, Hortig, Executive Officer, State Lands Commis- .« 5
o 2 2 { sion, dated October 4,.1963: . S i
- . o 74 ) ’ o
"3 Dear Sir: I : = b , S
i m o 2 N . : < d N ‘ \‘v\i*: ) i
‘ 4o o At the meeting of the State Lands Commisslon on. Sept- o
: tember 30, 1963, during which the propos&d drilling and oper- s 7
- 5 atlng contract (Long Beach Harbor Department Tidelands parcels 7
T presently operated by LBOD In Bauit Blecks I, IX, IV and V) ’ {i
8 was dlscussed, the Chalrman pééﬁestgd comments and suggestions . 3
by Intercsted petrdoleum industry parties. . . 3 z .
7 oo o ~
o The pqrtion of thelﬁgoposﬁd contract 6n which.most af B .
8 the discusslon dbntereg vias the proglsior. For establishing the ' s
price which would he pald to the CYty of Lonr Reach for the S ‘
- 9 ‘production in whlch'the Staté shiges, the principal objectlon =
- _ V beiug that the price pald (Lhe avorage of agveral posted prices)
- 10 . Was.probably nat represenablve of the vilue™of the crude oll
spurchaged., It Ls augpested thab a way in which a trae. value =
el ‘can be csteblished with certalnty and wiithout recourse Lo the @
< & detalled records of all cpude purchases in the ©os Angeles
12 Basin Is that of awarding”the purchase contract ta the hlghesat
bidder. If purchase contracts vere let periledically aftern com- :
= 13 petitive bildding for the crude oil-produced by thedcitg;grom : R =
L . these Tideland-Parcels during a stated perlod, the geyernmental ' :
o =~ 14 bodies could be certain that they were. receiving the highest
= obtainable price, N
o \\\}—EILS o = - - : R °
2 N e e ET this arrangement for marketing production were e
5 ¥ 168 adapted, there would be no need for tying the operation of theg PN
. properties to the purchase contract because a large porticn of . T
‘ 17 <the lands for whichean operating contract i3 under considera-~ - : ;
) tion .are or will be committed to the Wilmlngton Fault Block
. 13 II, III, IV, and V¥ Units. There would be no diff*culty in oper-
h e ating the properties. One method of operating the Tideland

parcels 1n these Unlts which would be the least costly to the
ity woulgd be Qor thHe Clty.to resign as Unlt Operator of Seg-

s < 20 -ment I ard permit the ‘election of the present Upland Unif) Oper-
N ) ators by the Vorkling Interest Ovwners as the Unit Operators of
© J 21 Segment I of: the variow Units. This procedure, alfeady Ls )
0 cleariy estoblished In the Agrecments: ’ }Q
?: 24 > et ,/?"":) - 1\
. A . One advantage to the State and Clty under such an’ A
23 yarrangement would be that the Tideland parcels In each Unit

<
o '! weuld be operated under the Unlt Agreements by an existing -

e - 24 _Operator thoroughly Camiliar with Wilmington Field, and with ®
"no fce payable to such Opcrabtovr. <In addlitlion, substantlal E
‘ 25 [ savings In operating, costs wcgid be realdzed by combining In
: ,‘ one cperatlon the operations now sgparately cohducted by two
Y 28 | dlfferent opcrabors in each Unlt. “Furthermore, there would }
S - : be no 'need for any hasty conslderation of an operating contract. =
‘ 27 slnce the procedures are alrecady established under the Agreﬁz
- ments, It should be polnted out that the State and CLuy willy
28 loge none of the control which they now have over the opera-
G ) . tions conducted on the subJéct.rparcelssinee the (Slty*s exist-
¢ .29 Ang right:as a Working_ Interesf Owner to participate in deci-
.8lons relating to operations, which is established in the Unit
29 i\ Agreements, wouid conginue7 o jfﬁ °
) /
31 We consider th “Ebove,arnangement to be the most

. adv;ntageous possible :to The State and City,

e

both Crom the

W - -

? : | / —: © 80 .
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'standpcint of assuring the hlghest fair price for the oil ard

most competent and economical- operation of the Tideland proper-

' tles, and res rnctfully‘suggeqt that it be considered by the
' Commission. ,

g

-Unlon Paclric is Interested in the operatien40f each
Unit by®a single Operator, instead of two Opcrators, so that it
can participate as a WOrking Interest Owner in the expected
savings which will resuft from such a method of: operation.

Very truly‘yours,
': ’ ’ /s/ D. B, P4 innell =

f General Manager - Petroleum
cc Mesars, Vickers, Ha?;cllfand Desmond, City of Long ‘Beach

v

**}*I'* .
O

......

COPY OF LETLER- FRO}M PAULEY PETROLFUM, ING. address to State

Lands Commisslon, Attentlon Mr, b J. Hortip, Fx@cuﬁivc Officer,
dated Octobcr 7, 1963:
Gentlcmgn L

The State Lnnds Cé%mlsuﬁon, at 1its last meeting on -~

September 30,7 1963, requested comments on .the last draft sub- >

mltted on captionad matter.
=3
" We recelved the revised draft -on Vledriesday, October 2,
1963, for which we wish to publicallyfahknouledpe.' Vle also re- .
celved a copy of trnnscript of the September 30th meeting on

Friday, October 4, 1963,

contract

Ve wish to make some comments on the

lg\

il

)

1 Ve bedlleve that there 1b an error in the definltion defining

contlruing purchasers, "
1s as follows:

Thn definition used in the contract

- "’c) COHTINUIHG PURCHASERS shall mean.purchasera vho
havey durigp each of the precceding twelve (12) .calendar
months, pOrchased an average of at least one thousand
(1,000) barrels of offger day in the Fleld. "In the
absence of informatiocn to the contrary it shall be
deemed that every purchaser posting prlceu in the - ©
Fleld 1s such a Continuing Purchauer. P .

In_ the transcript of the September 30th. hearlng, on’
page 5, lines 13 and 14, 1t states

." (Parenthcticaluy, 'continuing purchasers! bave been
defined as those continuously purhhasing one thousand
barrels oil per day)" -

: ; )
Hortig’otated on page 15, line 11, the fecllowing:
: ¢ = - ’ o

-and in°our
be purcha<1ng

Mr.

"Identified as ‘continuing purchase#zs!
definition and’ qualification they” must
at least a.thousan@ibarrels of oll per
does noft re-- -
(1,008) barrels

Ye wish to submit that thp contrac@, as written,
quire a company to purchase "at least a thousand
of oil per day."

s .o : . o o
- ﬁ S ’
< < :
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day' by

As written, a company could buy tnirty thousand
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£30,000 barrels of oil on April 30th, thrLy—onc thousand

31,000) barrels of oll on.May 1lst and thirty thousand (30,000)
barrels on June 3Gth etec, and satisfy ‘the definitlion “in the con--
tract, since they would have averaged ‘at least one’ thousand
{1,000) barrels of oil per day. 4if the contract ls supposed to
requlre the purchase of at least one thousand (1,000) barrels-of “
oll per day, as assumed, then 1t should be. made to so ‘read. Ao

; 1t now stands, a company would have to buy three hundred and

“sixty-five thousand (365,000) barrels of oll over a yearly period.

This.could be done buying thirty or “thirty-cne thousand barrels

of oil one day each month. %e do not think this 1s a proper 8]

definition. SR .

tYle also wondered why 1t was necessary to kc 1t an average of
one thousand (21,0023 barrels of oll perAd/y vhen -the Septerder
30th transcript Indicated that Riechfield is buying, and has °

purchased in the p1ov, layge amounts of crude. T suppese 1t is

because they do not go fhrourh,the ritual of. ooutlx:. There- Ny
fore, a twenty thousand (20, 000) barrel of oil pqp Zijay purchasdr /%/
is disquallfied in helping determine the value of crudesunder C

‘this contract, unless and uﬂtillthey post. Ue:recommend that.
‘the Commission~determine how many other conblnuing/puzcha“erg
’Lhcrﬂ are 1n area that do not post pricc v

Ue strongly urge that Lhe(ia*t sentence in the definition of
"continuing purchaser" be ‘stricken, alnce we do not belleve that

any price merely offered should constitute a method to value oil

at Long Beach, . W2 belleve that only purchases actually made “
should be used ln computing the price of 011 at” Long Beach.

The sentence to oe stricken reads as followa, whlch 13 line 10,
throngh 13, pag«»ﬁ of the dralft of the contract:

N

"In the absénceé of Information to the contrary, it qhai
Fleld 15 such a Continuing Purchaser,”

\. vie obJect to the use of "average posted price." Ve do not
th*nk 1t 1s in the best interest of the State and the industyy.
vie atrongly recommend that the State obtain the highest prlce\
actaaxly pald for crude in:the flield by conb;nuingﬂpurchasers, o
as dé"‘ned in the conbract

/
Refercnge 1s made to thc transeript of September 30th, where
one company states that 1t haz“ought large quantitlies of oil in =
the past and 1s presently purchasing about.twenty thousand
(20 000) barrels a day. Silnce they dag not POST thelr price could
not be considered. How many other large purchasers 1n the fleld
actually buy but do not post? The State can no longer permit
1ts compensation to be dektermined by only those companles who
go through the‘ritual of posting. =

In 10)3, after the Logislmturﬂ passed +h° Tldelands Bill, thn
State Lands Commliasion adopted the policy ququing the .
hlghest prlce for ita oll. It s still \%':Lng that poldcf N\

on Tldelands lcases. - It must contlnue to have one price

formuia for 11 Tldelands ¢ll or be a partj to chllling bids

“and eliminating ‘compe®ition. The State’ must insist on the ; ‘
highest available pr*ce actually paid for crude unfler this a

- contyact since 1t 1s{& "net profits” arrangement and since’

the State has no .right to take 1ts crude in kind if they do not ,

like the price being paid. ) , 8 { <

< . o

5 D
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be deemed that every purchaser posting prices in the &
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-~ Wle bolleve this 15 a glaring
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3. 1It.18 recommended that the terms unprorltable be defined

in Section U4, page 16, and 1T of the contract. The transcript of
' September: 30th-indlcated_that no one scems to kncw what it means.
How can a bidder bid on a contract when the people who wrote the

contract, .do not know what they meant whern the term was put ir -
the contract? This is a very serious ?roblcm, since some company
may bid an éxtremely high "net profits" bid. It might b2 argued

that iL was "unwroribnblc from 1ts inception,

y, How will the contract treat tle bids or several blds that are
Can there be more than 1007% net profits? Vill
all bids 100% and over be trea’ ‘4 as 10 p”r .
5. Rercrence is made to iines 18 “h"ough 23, page 32, of the
-contract, which recads as follows: ~

"I the COntractor, or one or more of the persons, firms
or corporatlons comprising the Contractor,purchaaeu il
from others in the field; the price for the oll taken
by any such purchaser under thls agreement shall be

the higher of elther the price as calculated above or
‘the price paild by such purchaqer to otﬁnrg for oil or
like gravity 1in the Field,"

oversight-here. It should be modi-
Fled to include any company or ccmpanles, or person ounlng stock
in a corporatlon who 1s ghe Contractor. If it Is not modiera,
i1t would perilt persons or companles tc insulate themuclués from
the pricing prevision by forming a corporation to be the Contrac<
tor. In other words, if any company or parson 13 the. Contractor,
or -owns stock in the company acting as=Confractor, and any cne of
them pays higher prices to others in the £icld for oil; then the
State would be pald at.the-higher rate. -
6. We have prevliously made ourselves abundantly clear on our ob-
Jection to a pure net profits bld. In order to save time,-I
refer you to my statement on February 28, and the Starf Hearing
held in April, on East Wilmieptdn.

7. ﬂéference 1s made to Section 18.2, page 30 @nd 31 of the
contract, regarding the 1247 of oll the Clty may take “n<kind.

In reading the transcript we pather that the Cliy would be re-
quired .to sell that oll at the highest price because of charvter
or ordnance provision, If this 1s the case, why doesn't the
provision also apply the other 7/8 of the oll It is difficult
for me to understand how an ordinanc -y chartnr or statutory pro-
vislon applles only to the 12%% and not to the balance. Certaln-

1y the intent"of.she people is clear in requiring highest pPice

for public p:opcfty.

N,

" We assume 1t would ro “ow that if the Harbor Department were to

take over and “operate the property after March 1964, that the
Harbor Department would have to recelve the higheut available
price for the crude., Is that assumption correct? .

8. %e strongly recommend that the State Lands Commission

. approve the award of the highest-bld and signily uamc<§y execut-

ing the .document. The document, .28 now written, does ot pro-

vide for approvaliand executlon by the State. ESAﬁ“ Prudent

- bldder would want the concurrence of the State Lands Commission

in a trust setup 1ikefthis. 9
’ 2. _
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There ara many other pdints which we could raisz- o
concerning the documents. Ve will not take up your time with )
them untlil the major issucs raised by this letter are dispensed N

with by the Commission and the documents rewrltten. -

> PR , - ‘ -
> . Very truly yours - T )
& " /s/ L. E. scott ° : .
Copies to Commissloners, Senator O'Su1livan,‘C1tj Atty, Long . -
Reach ’ ; ) N T
5 A
ERRHRER ) S

COorY OF LETTER FROM SHELL OIL.- COMPANY’“Hdrcssed to Iion, ‘Hale
Champlon, Chalrman State Lands Commiusion, dated Ocsgber T» 1963:

Dear Sir: - _ - s
- l/ O ® . :
= In connection wilth your pending ¢onsideration of the

‘terms under which the subject parcel 1is_ being offered, we re- .
quest that onnoideration be given to the £ollow1ng matters: : S

. 1. Ve sugpest Lhat prior to-thc leo of the offering
a dystem for resolving tie bidg be developed. i ) = a

= 2. Irrc°poct1ve of ‘mether the rinal declalon is to ’ c‘
utillize a prlcing basis of “average posted price"” or "highest
posted price,” we urge that the-Commission establish a consist-

. .ent pattern as between,thlu and other tilde and submerged lands
: afferings so that in the future all offerings of publiclj‘owned L

{lands {whether controiled by the State 6r by a political sub-’
division thereof) will contain® 1dentica1 crude-oil priclng terms.

Furthe1®
take into account the

. posting ‘prices in the

and Inglewood flelds.

we suggest revision of the conikract to 2
postings of all compénieg now or hereafter :
Wilmington, Huntington Beach, Signal Hill

This would allow for the “very real possi-

- any other_tax which the Contractor

billty that in fdture. years not oniy'may"addltionul companies
undertake to post prlces, bui alae that one or more of the o g
current posting companies may diacontinue posklﬁr 1n ehp
arfected area. ) o

3. Ve huggest that Scetions 5.; and 26 of the pro- -
posed contract be revised so as to protect the operator from
"liability for any act which it 1s compelled to psrform agalnst
1ts better “judgment pursuant to-an order or directive of the.
Board 2£ Harbor Commisaloners. At present such protection la»
afforded only with respect to liab&lity arising out of subsid- N
ence and/or Qub-gurfacn trespass resultingvfrqm repressuring
operations. . o )

- R Bl

L, Section 17 (Nonreimbursablc Expenses) provides in

part that no relmbursement will be alleowed for income taxes or

|aY'pav upon ‘the conslderatlicno

{dcTinéd 85 Ineluding reimbursemenc for operating expenses) ro= E

talned by Centractor under the .contract. TIf 1t 13 intended to : D
thereby” lmpose non-x y {mburcable 11nh11tby on the Contractor for -~ |
such items ag the CJCy of Long Reach Severance Tax, then this T . i
~ 8hould be made clear. Also it should be indlcated vhelher such o ‘
11abllity would attach to the gross producficon {rom the’ property

or only the Contractor's net-profits interest therein.
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, 5. WHe assume that the specifics of any collateral - g
agreemctuls: between the City and/or Harbor Board and the State .
Lands Commission willl be made known £0 -all™interested companies .
prior £ the time thé céontract is.feormaliz=offered for bidding. - .
B . C ) e a ) ° ’ ks
. 0 ,X%ra very trulirﬂ, " i s
SHELL OIL COHMPANY. _—
o ) . o )
= e * o= /3/ D. E. Clark, -Manager . B
T =0 Lands Department . .
Copies to F.J.Hortig, and M,D.Hughes, Long Beach Hdarbor Dept.
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