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MR. CHAMPION: The meeting will plecZe come to ordefT. 

As you all know,"this iaa special meeting,with, to my present 
,--- 

knowledge, only one item on the agenda -- Which=s consideration 

from last week or the propozed drilling and operating contractto 
- 

replace the present contract of the Long Beach Oil Development 

Company. I think,we will bin with the staff ,..!eport'bY Mr. 

Bortig on the present status of that proposal, 'what llommunications 

there haVe be4n, and if there are proposed Oterations from the 

document we had before us last week. 

Before I do that, I'd like- to report that theoCity or, 

Long Beach has responded to our invitation to discusathe'terma 

of the Field Contractor Agreement'for the new area, the new  

Wilmington Field, and have invited us to have a joint meeting 

with them at our mutual convenience; and we will. proceed to set 

up a meeting for such a discussion as ,t!etweeh-st 	POin4;;7-,Of 

=c-,:lew and that of the State Lands Commimion. As you know;''they 

have offered us a„form of contract, we have suggested a quite 

dir,f_eenttorm of contract, and the situation being somewhat at 

a stalemate we are golngto have a discussion as to where to 

proceed, from there. 

Mr. liortig, will you proceed with a statement of the" 

present staff position on the proposed replacement contractl'or 

the,L.8.0.D.? 
0 

MR,HORTIG: Mr. Chairman, as outlined on page 1 of' 

the agenda item before you, pursuantto the directive of the 

CoMmiazion for deferment consideration of this matter to the 

meeting today and the suggestion to industry to submit any 

further proposala or raise anffUrther queAions, preferably in 

writing and prior to-this meeting, Written recommendations were 

received(froM Union Pacific Railroad Dompany,On October 7, 1963 

and from Pauley Petroleum Company on October 9, 1963. _tvies 
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of those'letteia are attached to your agenda items as exhibits. 

	

2 
	Additionally, yesterday afternoon by special messenger p letter 

was received from Shell 011,0ompany,' copies of which will be 
distribUted to you gentlemen now. 	L-; 

The suggestions of Pauley Petrol4um relate primarily to 

the matter of price basts, which were revered on the calendar 

item (again attached to the agenda item you haVe Were-you) as 

	

8 
	it was presented on SepteMber 30, 1963. , These questions ralSO 

	

g 	and the bases and answers thereto were also reViewed ih the legal 

	

10 	review dated September 27, 1963 from the Office Of the Attorney 

	

11 	General, which is also attached to Yeuragehda h10  Morning no 

	

12 	Exhibit B. 

	

13 	 Secondarily., the Pavey Piltnio 	• t tra ata 

	

14 	highest price Old for" ill by ar4Y atOekboAdn ' tvft 1 rh bouid b 
\,. 

	

5 	part of the wont letori  ttatr Ier 	san iuit 	Ft, vitikttAnal 

	

16 	uncertainty of the priceobane, 	t 	 t—flui 

	

17 	corporate entitles eannOt bC eOris. t4A 	 101nte rf 

	

18 	calling for bids, would nnenaattatO h ditrqua i- 

	

19 	bid offer by any pmanntti/0 f-mtrar. 

	

20 	 The Union falfie HatiroaA,Comp 	hfus aup.v4Dte 
,3"----, 

	

21 	operatibion the lion' ?t nth Itaror DopartmPnt tIdettnda panel 
, 	-----. 

	

-22 	could be contin00-.4 tinder wanting unit- aereemnOt', withoblethe 
s--- 0 

	

23 	necea 	 g sity of awardin a new -drilling and operatAng contract with 
 ,, 

24 , the Union Pacific pailroad CoMpany and other upland operators as -\ 
( 	 I 	

c: 
25 1  the unit operator ic,...4'.  all, of the fault block areas that 

1\
euld be 

	

26 	involved in the area as outlined - on the attached map whilch it is 

27 • proposed to be operated undethe nevk.contract. l%  

	

28 	The cost to the City;' and necessarily to the -S ate, 
— 0  

	

22 	through such method of operation and the lack of local control 
, 

30, have resulted in the recommendation by the Long Beach'Ilarbor 

31 	Departmeht against- such an alterhatiye operating procedure. 
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specific set of circumstances such as- we have befort vs --'where 
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You have just received the letter from Shell Oil Com-

pany, which reviews-also specifics with respect to bid procedUre 

as'well as relative to a recommendation that any, price base that 

might be adopted should be adopted by the commige1on in considera-

tion of Its applicatillity tO other State lanes and municipal 

leases and contracts in:the future. This is a problem which, it 
- would h.e extremely difficult to foreCast -- to determine for a 

A new contract Is required to continue operatiSn 	that such 

p ce bases can necessarily be tailored to be ao specific to 

sure the control necessary with the current crntratt and still be 

flexible ,enough to cover in the future any other circumstances 

economic, geographic, geologic, and pokorth. 

Under thebe circumstances, Mr. Clmirman,1wOuld recom-, 

n 

(;) 

15 

16 

17 

-mend that the Commission order the -three letters Wtethe 

record in orderthat their contents be available to:n11 but 0„  
without,the necessity of reading theM into tha record at this! 

o 
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point. 

MR. CHAMPION: Is there any question_, with regard to 

that procedure?, (No response) That, then,- will hei;the Order.*  

MR. HOSTIG: Now, additionally, at the netting of 

September 30th, Riphfield Oil. Corporation requested thatthO.r 

company's name be 1nel:0(;A with thc4e of, the companteu apecific" 

ally mentioned in computing the averageLoi>i  posted  pritt, as tint- 
, 

lined in Section 18.3 of the proposed drilling And '''-lperating 
0 

tract; and the Office of the Attorney General au tinted that 

approval by the Harbor Commission of termination or the ttotrotA4  

as provided inSection 4, be subject to approval birhe tste 

Lands Commissien, 
r-• 

Th(Te last two toommon4ttiott srr cotowPedIt by the 

staff and, therefore, represTInt ,theonWMOdifitatien4 	tbd 

These letters are attached =to end,, of trooterIpti 
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recommendations which were made to the Commission on SepteMber 

30th, the recommended resolution today ?coding; 

"It is recOmmendt8 that the Commission approve: 

1. The Drilling and operating cOntract (Long Beach Harbor 
Department Tidelands Parcel), including the specifications 
therein contained, with the following amendments:, 

A. Inclusion. of Richfield 011 Corporation in tho lint 
of those companies specifically tentioned i.n tompulIng 
the average of posted prices anset forte In 6ectlen 
18.3 of the contract; 

E. Addition of a last paragraph to section 4 of the 
contract, reading an fellows: 'Any terminatlen or-thla 
agreement prior to February ta, 19-851,. shall require 
State Lands Commission approval./ 

Alb° included in the resolution on&-xecommendedfor 

approvakare the notice inviting bids, 'tie bid corm, and the 

bidd' bond as submitted for approval 'by the City-bf Long= reach, 

refirred to as Exhibits B, 	E, and F respectively and hereby 

made a part hereof by reference to the official files-ot-the./ % 

Commission." 

-MR. CHAMPION: Vow, the situation is that after communi-

c‘ions -and comments that are all in, the staff recommendation is 

that we approve the contract as it was before us at the last, 
_- 

meeting with the exception O' these two amendments; and what we_ 

are really coneidering isthe,proposed:tontract with these two 

amendments, and this is the matter that is now before us for dis-

cussion -- whether there are other amondinento to be considered, 
-° 

whether there are other proposals-or comments or objections on 

the'recommendation an it-new stands`-- the contract wit'.1 these 

two amendments. bloẁ  think we are prepared to hear Ji'rOm anyone 

who wishes to make fOrther'StAement, comment-or abjection on the 

matter 	

Is there anyone who wishes to tcstifV-incy way on- 

,-- 

..-:..---=2  
this,  subject? Mr. Sieroty has some questions. "'-,  
0Q

. 	. 	 0 

. • 
MR, SIEROTYf We haye-this letter from Union -Pacific 

.„ 7) 
-------. ' e 

0 



which, front what I gather, proposes a rather different way of 

2 	handling this Now, first,,, of all I wonder whether Mr. Rortig 

3 	would like to ekplain,because I really can't understand 

4 	exactly their propoPial; and then I'd like to know whether this 

was considered previously -- this form of operations was Consid 

ered previously by the Long Beach Harbor Department. 

MR. HORTIO Mr, Chairman, in response to Mr. Sieroty's 

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

Commission that the election of the form of operation proposed 

for any particular tidelands grant area is at the option of the , 

State's grantee, in this instance the City of Long Beach) and 

the options are not, nominal with the Lands CoMMIssion to direct 

a different basic format for presentation without consideration 

for approli. Under existing State law we are limited to con-

sideration for approval only of Prop6Sed contract forms,. as ttey .  

(card presented by the State's,,grantettrUstee for consideration. 
(.; 

Therefore, this matter has been discussed with Union 

Pacific Railroad, but the election to not prodeed'With presenta-

tion to the State Lth'Nds Commission of a prepoSal(to proCeed under _ 

the alternative as of lined by, the Union Pacific Railroad was 

made'by the Lona Beach Harbor Department, -410 are the opnrating 

agency, who are operating the particUlar subject trust lands 

that are herein invelved. _Therefore, under those-circilOntandes, 

I think it r‘ould be appropriate to call on a represeatiVe.of 

the Long Beach Harbor. Department an theUs legal counsel- to give 

the details as to what vent`: into the conaidetion and possibly 

why the—altcrnativewas not submitted to the Lands Commission, 

MR. CHAMPION: I think that woUfd be the best proced-

ure. Woulcr;you step forward, please, and outline the proposal 

and tt‘e reasons for choosing in the alternative? 

MR. SPENCE: Yea. For the record, my name Id John °  
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Spence, Assistant Attorney of Long Bench. )Vhe.:1,City of LOng Beath 
0 

considered this proposal and it was not acceptable:, principally, 

for economic reasons and from an engincring standpoint. Now, I 

don't propose to go into engineering feature, but I do want 
. 

to point out to the members of the/Cortssion that this proposal 

would not take care,of the portion of the tidelands not in the 

° unit, and I am speaking spe4fically of Fault. Block V -- which, 

when it is unitized, will only have the Ranger Zone. The re-

mainder of PaultBlock V will not be in the unit, lo that crli&i 

not solve our problem. 

I would like to ask Mr. Smith to ditanna the: economic 

features of this with the Commission. 

MR. '11AMPION: Thank you. 

MR. SIEROTY: May I oak Mr. Smith to generally explain 

what the UniooRacifle Railroad proposal in? How does it:differ 

from the one we are a0ed to appro4? 

MR. SMITR: 'My name is V. A. Smith, Assintantfettolenam 

Engineer of the Long Beach harbor 1Xpartment. In answer to your 

,request, Mr. Sieroty, I am not :sure I can explain i..3e portion of 

their proposal which deals with the oil purhased. They appar-

ently are making arecoMmendaaon theb,  the oil purchased be 
O 

„._ 
IV 	 _ 

separated frpm operations, at least ,Insofar as the unitized 0i 0 	,,„, 	 i) 
areas are concerned. Their proposal for the sale of tie oil 

0 .. 
from these unitized areas in that we have recurrent bidding and 

they seem to feel,that this in dome way will resolve the quetion 
Q;, 	, C 

which has been roisecias to tht, advsntages of highest veraUS 

posted,,,or some ether means; but they deWt, tocanyway,,clearly 
17r,g0:. point out what -their proposal is as far) as-prie;pg is concerned 

1,1. 	%,0-= 	 't 
"MR. CHAmPION: ExcUle me:a Moment. Is there a repre- 

cc4 	 f, 
sentative of thejVnion Pacific hare?  

VOICE: Yes, two. 
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Q 

21 	I note inhere it said something about "There is no fee payable 

22 	to such operator," 

23 	 MR. PINNELL: That'S - quite correct. 

24 MR. SIEROTY: 'What does'that mean? 

MR. PINNELL: Well, Union Pacific would not be compen-,  

0 

0 

J 

0 

1 	 MR. 'CHAMPION: Could ypu speak to that question before 

2 	me. Smith continues? (To Mr. Smith) I think perhaps since we 

3 	have got this pituation where Mr. Sicroty wants an explanation pf 

4 	the Union Pacific Proposal, We2might first take their comments 

and then you might ,comment. 

MR. PINNELL: My name is D. B. Pinnell. T am General 

7 	Manilef'7Of the Natural Resources Division of Union Tadific Rail-  
road. Being present at the last meeting of this Commission, a 

	

9 	great deal of the discualton seemed to center about the manner in 

	

10 	whicbthe State and City would receive a fair price or a 'Value 

	

11 	price for its oil. It appears that really the only way that 

12 I that could be -achieved -- although the otherrmethod that is pro.. 

13 	posed by the City„of Long 13each,,that of average posted price,_0. 

14 j  has been widely us l5-- it this is a-deep concern of the State, 

15 	the only alternative method would be that of bidding. We didn't 

16 	

r , 
make any suggestion as to the periods that the bids would cover - 

or the partiCular amount of oil or anything else. We thought 

that was pp to the State and City. It is their oil.. to do not 
, 	-- ci- --,K2 

propSteto bid on it. ,:--' 
 

'MR. SIEROTY: How would Union Pac .1'
ie be compensated? = 

sated through a fee, as an operator or as a contractor would, 

presumably. Most contractors are cempenaated for their work by , 

a fee or a percentage of this or a percentage of that. The unit 

agreements provide that the Only thing a unit operator receives 

r operating the unit is a Six percent. overhead alloWance, 

administrative expense allowance, on certain costs ,- plus actual 

N.1 
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18 become the Wilt operatorOithat:correct7 

30  
gets a shate of the oil from each of-the fault bloeks and this is . 	 , 

11 	 ,.. 0 	 - 
delivered immediately, and tow the purchase is- handled is up to 

cots, of course.' The costa of oPera‘ the unit go to unit 

expense and are, therefore, divided up among the participants on 

11 

7 	 mn. HORTIG:. As to the unit, to be paid wherever these 
8 lands are included un units as theylareaentIy are for Fault Blocks 

9 	
, 

9 II, III and_IV; but at the present t1meA until changed, the • 

10 City of Long Beach is the Unit OperatoP and iscreCeiving this 

11 i  overhead allowance. 

12 
	

MR-,SIE8OTY: It_doesn,t go to the contractor -- it goeA L.1 
13 	to the City?_ 0 
14. 	 NB. MORTIGI Its-goes, to the unit operator; in this ease 

15 if the City continues as the unit operator, then the City eon- 

18 tinues to receive this overhead allowance under the-unitagreement 

9 17 MR. SIEROTT: • Now,flUnion Pacific is suggesting that it 

19 	 =MR. PINNELL:,, Yes; sir. Union - Pacific is tte unit_ _2. 	-// 
20 operator"Of a large portion of Fault BloCk8 II and III Units; 

, 	. 
„:21, 	the City is the-unit operator of a small portion of Fault Block 

22  II and III unita-and larger porkion of Fault Block IV, which 

23  l'is alSo concerned here. 	 0 	 -) 
I 	 5';. 	4  

24 	M1L=SIEROTY: And gene-tally 1046 operate on the six 
•:., 	.-0 

25 per cent all 	and would „Fa the oil out for bidding a 

28 PeriAitimes? 	
5 , 

c 	o 

27 	 MR. PINNELL: 	'Union Padific would 119t. The oll,from 

28 	the unit is distribut0,1mmediately to the owner, to the pattici- . 
20 

,,Pant who°is entitled to the dil.-  In this case, the State and City 

o 

the basis of their participation in-  the unit. 

MR. SIEROnrg Let me clarify- that point. Is thid•ix ' 

5 per cent in this renewal propal -- this six per cent overhead 
0:, 

8 ,;allowance? 

I 



the owner of the oil. 

MR. SIEHOTY: Well, 'let me :see what you are suggesting 

here regarding the sale of oil by the City and the State. In 

other words, the unit operator under yourproposal would. not be ,  

in the business of selling. You would turn the oil over, so to 

speak, to the City and State and ther-woUld be competitive bid 

ding held by the City and State for this oil ,  

MR. PINNELL: Correct, 

MR. SIEROTY: That is what You are -suggesting. I have 
o 

no' further questions of rye. Pin ell. 

mq,eiiiiin ON: All rl gh. Thank you,- Mr. Pipnell. 

orry to interrupt  you, Mr. Smith,'but this provides a ettejlr 

1 
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20 

MR. SMITH: _In considering the Union Pacific's proposal, 

there were several things-that occurred to us which appeared to 

make such proposal ,disadvantageous to both the City and the State. 

From a practical standpoint, the, idea-^r having several operators 

operating ,adjacent fault blocks is unrealistic, because wa_ have 

a large°00ter of what' we call general facilit;fes; and these are 

facilities which are common to adjacent,fault blocks and to ad-_ 

21 ,}scent or different groups of wellajt is lifficult for me to 

22 see how different unit 'operators could operate these general 

basis for us to-proceed, 
7i 

now in continuing the operation, of 

0 . 
23 :ftetlities, which are common to all areas of the-field'. 

24 	
. 	, 

In addition, of course, this proPosal is not a total 

-25,1 solution because it does nu, consider the City and Sta:40 proper;  

20 I ties which are not unitized and which in all likelihood will 

.,- 27 1 
 nAVer be UnitIzed,,,so we,„would still be faced with the identical „,  --.„----_— 

C7-2 same problem we are faced with 

those non-unitized areas. 

OUr major objection to the propoS51 is a matter of 
. 	0  

Z1 	economics.' We believe that this iixoper cent overhead allowance--- 

28 

,s9 

36°  



and I want to be clear on this -- the Six per cent; of our cost in 

2 operation of the unitized areas ie currently coming to the City 

3 and the State and if we were to relinquish our position as unit '00. 

Li 

4 operator,, we woiad then not only lose our six per cent -- we would 

9 

10 

11 

12 

13 

14 

15 

10 

'7117' , 

18 

' 19. 

20 

21 

22 

be paying someenc else,the nix per cent. 
.0

N 
In addition to that, the majority or' e CItyL 	trol- ■`• 

7 eem Division payroll is reimbursed by the units. We-have mat,a P  

quick calculation, which is based on our estimate of future 

revenues, future costs, against this six per cent, and our future 

paTroll, the reimbursement of'-'which we would loseif we w/ce no 

longer unit operator, and we estimate that such a proposal; if 

acceded to, would,result in a loss to the Cityand State of ap-

proximately ten per cent of our future net profit from Fault 
Cit2 il, III and 	=7,  

MR. CHAMPION: Have you estimated the general magnitude 

of that in dollars? 

MR. SMITH: The magnitude of it in dollars? Ten per 
_ 

cent of it would be on the order of $25,000,000. For thcae rea--' 

sons .4e cannot concur inthispriopoSalmcidentally„ there is ,-. 0 
subordinate-reason 

  -  
one a 	here that you might be interested in and 

'-- 
that is, Ot,courSe, the Harbor Department feels'that it has a 

responsibility in the mltte; of subsidence control. We feel we 

'have demonstrated we have-the knos-hots and the capability and 
."---1 	- 

 

desire to control subsidence; and we feel that the only 	yte 

assure continued subsidence control in the tideland ifreaie for 
fi:  

us to have operation control. 	 ,,,., 	, 

i 
c 	'  - MR. SIEROTT: How many unit operators are-there-at the - , 

-,, 
present time? ' - 

MP. SMITH: There are currently two companles-that are 

, 
30 unit operators of what we -call Segment 2 -- that is the areas'  

31 , north of Seaside Boulevard in four _feat block 	union. ,..,  
— 	 ,- 
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, 	000 	0  

	

8 	City's ether; contractor, whoever it might be,
, 
 operate sonesc3both- 6  

	

9 	above and below the Ranger 2one Using commonifacilities. 
, 

	

10 	MR.-SIEROTY: You nay the six percent accrues to the 

2 	northern portion thereof; and-Socon,►  Mobil is OperatOg in Fault 

3 	Block IV;,  and verYbSoon will, be operating in vault  Blps6k V -- the—. 

4 	Ranger 2one only,-incidentally. 

This, is another problem that would arise if this pro- 

Posal Were„Jeccepted. It would be virtually impossible for Mobil 

7 	to operate only the Ranger Zone of Fault—Block V and have the 

15 
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Pacific in operatlng in Fault Blocks'II and III-- that is the 

o 

11 	City- and StaW 
.; 

12 MR SMITH: That?is 
/' 
:Correct. 	 c 

13 	 MR.cSIEROTT: H w doe6 that work -- sin percent of the 	Q,, 

i4 	expense? 
MR. SMITHJ Six per cent of the majority of our unit 

- 	- 
costs are paid to us by the other working Interest owners ii' the 

unit. This is our- overhead allowancei0 

MR. SIEROTY: Why do you say the "City rnd , the State"? 

SMITH: -Because that goes into our oil revenues, 
C  

MR. SIEROTY: It does not go to theliong Beach City or 

Harbor Department? 

MR. SMITH: It does not go to the City. It is a par, 

of the revenue in the unit_accounting. 

MR. SIEROTY: SoOn effect, you are saying the Citr“ 

and State receive a certain portion of this overhead allowance 

from lands which are owned by private interests? 

MR. SMITH: That in correct -- all of the working , 
0 	. 

cntereste.-  The way it works:. There is a unit Operator of 

Segment 1. That-ia rthe City of%Long Beach in any of these units. 

There in a unit operator in''Segment 2. In-the case of Block-II, 
= 

t1 R. 

in effect. a   

- 



.).111 -. CHAMPION: I am not harping on the jurisdiction 

matter. What is the opinion'of the staff'? 

MR. HORTIO: 7We have no analysls contrary toNthat or 

the City of Long Heach,-, 

MR. CHAMPION: Do yousagroe with theMi 
0 

MR HORTIQ: To the extent that we have reviewed their 

analysi's, yes. 

we will, take, for example, that 15 Union Pacific Rally020. Union 

2, Pacific Railroad adacmbles all,lts coats for a given month and the 

; City astiemblr all of lts coats for a,given month and each -of them 

4 is entitled 	reimburaemenf of that cost plus six Per cent salt 

• of all of the working intercoto' income, and all of the working 

o interest owners share in,esch of the Unit operators' costSand' 

7 	each  of the unit operators' six per cent overhead. 

O Mn. SIEROTYI Have you concluded that,there would be a 

9 	leas of $25,000,000 to the City and the State if the City lid not,  
o 

10 	remain as the unit operator? 

11 	 MR. SMITH Thatfs correct. 'We would be deprived of 

12 

13 

14 

15 

10  
17 

IS 

10 

20 

21 

22 

23 

24 

25 

20 

27 

29 

30 

31 I 

apProxlmately ten per cent or the future net and our expenses 
()- 

would go down very slightly 	Tecause we fe61, even though-We 

were not unit operator, the size of our petmleum'ataff would 

'remain about the dame beeaUst we 'have ouch a Inrge- interest in 

the operation we cannot afford to ignore it 

MR. SIEROTY: That's-

- 

all. 

MR. CHAMPION: Thank you very much, Mr. Smith, Mr. 

Hortig, do you have any comments on this proposal? Does the 

staff in general agree with the Position taken by the Harbor Cam-

mission of Jong Beach, or have you reached any- oonclualons on the 

subject? 	 — 
- 

MR. HORTIO: We did review the analyses and we did dis-

cuss'with Union Pacific. Railroad the applicability ofthia. In 

view of the fact:  that, the Harbor Department has JUrisdietion.,.. 



,i) 
\.) 

MR. CHAMPION: Do.you wart toPursue another matter? 

MlifrBIEROTY: Shell Oil's letter here, which came it 

this morning,„ has a yiewlibint I- think ought to be considered. 

One point, which is inthe third paragraph, has to do ith the 

5 	fact that 'Under the contract proposed it specifies the companies 

(1 	whose postingS weLvalrtake,into consideraion. Shell raises' 

0 

o 

0 

7 	the point that maybe there are going to he other companies who 

are going to be poSting in the onexttwenty-Xiveyears and maybe, 
„,  

some - of the existing companies may discontinue posM.ng in the 

next twenty-five years; anr'PerhaPs this ;,clause ought to be a  „, 
little more open to take- in o consideration these changes.  

I think it-is'a good suggestion and thou4t we :night 
, 	 ---1 . 	,  

discuss that a minute. Maybe there,Wassome reason why,we 

picked only these companies and feel that'is the on74r, thingthat 

ought to be in the'contract, or stai:r&---I,Iiiiir suggestion-,  is a 
o 

worthy one. 

MR. CHAMPION: CHAMPI0N: We are niWit this resolution proposing 

to have Richfield. Mr. Hortig- , would you discuss that,  point? 
Zr ' 

MR. HORTIG: Yes, sir. In view of the fact thate- 
1 

tion 18.3 with respect to pricing determination specifies alt4 r- 
 

natives..... 	 ____„-„,--J 

MR. CHAMPION: 18.3 of what?- 

mg, HORTIG: The'proposed contract - 	specifies_ 

natl'os'are in turn dependent upon arithmetic comparisons made 

between posted prices, the companieS'who'have and are posting 

in the broadest scope) in„C.I.te Lod Angeles B43111,011 fields, who 

tornative .p, 7 bases, 0S/which the fir:land:lord alter- 

. 

;5 ”( 

o w 

have operated this way historicallYVwere inciudedin the list 

29 	in Ordtr to give the broadeSt realistic base tothis seltuatien). 

In view of the fact that Richfield. 011 reported in writing 

the .  Commission it is intending to also become a podter, it was  

8 

9 

-10 

11 

12 

13 

14 

15 

10 

17 

18 

19 

20 

21 

22 

23 

24 

25 

28 

27 

28, 

30) 

51  

fk, 



25 

26 

a the recommendation of the staff that they bp added to the list. 
4 WC have the problem-=‘ -- I believe I amc correct and the bell repre 

nentative will (-Straighten me." out if I amhot -- Shell is a Pnr-

4 chaser at the present time in the Wilmington Oil Field, but I 

not positive that they are Posting prices. 

MR. CHAMPION; May I ask:' Is thereany'obJeetioakte 

'device whereby upon a certain volume of purchases.over a certain 

period of time, such a company shall be automaticallyy-  the list;---" 

and failing belbw a o):Irtain leVel inn,certain period of time,- 

10 

11 

12 

13 

14 

15 

16 

17 

18 

10_ 

20 

21 

22 

23-

24 

shall be eliminated from It? Would that tlimina,,e the -,;roblem? 

MR. HORTIG: This, of course, is covered in the contract 

in that there is acontinuinj purchaser with an average of one 

thousand barrels-ifdaY.; but it does-not provide for removal or 

addition -- although- certainly your suggestion would be entirely 

acceptable becaUle 
= 

broadest base that 

ards available -- 
"t1 

the Oil. 

MR. CHAMPION: In order to - meet this problem, why 

Shouldn't we simply define-"continuing purchaser," and make any-

one who meets that definition eligible; and provide that.any time 

for a period of time he no longer meets the definition he is no 

longer included. It seems to, methis is a perfectly easy, self- , 
executing way of handling it. 

the inten a the program is,to havethe 

it ierpossible tr),obtain with the only stand 

a` repreten,t7..tion of th e. air,narket.vaiue of 

MR. HORTIG:= This is a slight variation.- I'd like to 

hear Deputy Shavelsonis comment on the lost provision, that 
0 

absent any data to the contrary, as provided in the contract, any ...\ 

one Isusidered a continuing purchaser. I- would thinkMlat 

either this section would be sufficiently flexible or would be 

the one that should be expanded. 	= 0  
3, 	 MR. SHAVELSON: Thatlanguage would not add any at ,.. 
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eoMpany to the list,,,and wouldn't fulfill-that purpose. In other 

2 	word's, that language 

3 	 MR. CHAMPION: What language are you referring to -- 

4 	what I suggested? 

6 	 MR. SHAVELSON: No, the 

-8 	tioned,concerning the presumption in the definition of any con- 

7 	t4mingpurchaser -- in the absence of evidence to the contrary 

	

8 	he is presumed to be one; but still the p ce must be posted, 

	

9 	under the present language, by one of the designated PurchaserS 

	

0  10 	and, therefore, that language would not help. 
■. 	' 

MR. CHAMPION: We would'have to expand the present 

	

12 	language incorder to make this self-executing. 

13 

14 

IS 	so? 

MR. SHAVED ON: - That is correct. 

MR. CHAMPION: Do you see any legal 1problemo In doing 

18 

17 

 must 	
, 

certain practical; problems that we umt not overlook and these,' 
, 

of course, were considered when we dihfted this agreement as ); 	‘0. -_-:---  
presently before you The.'t&itinuing purchaser definitIon, of ° 

-...'_`) 	. 	0 
Course, applies only" toWilmington•' and we feel-, because Of our 

interest in each of the ma.frr fault blocks in Wilmington and the 
0 	 , fact°that we getuntt,coordinator statements showing who has 

Purchased"...the oil and)how much, we will be able to pretty well 
, 

pin down who the continuing pOrthasers are in Wilmington. 
i4 

9..Now, the problem.: 'hat will arise if we open up to 

this future group orco!,:4anies„ there is no way of knowing 
° 

and this, of courrih, mhs discus )/ ed in the last meeting ten days,. 
t ago -- there is no,war of -krbw-Ang whetter or not they met_this 

language that Frank just-men- 
' 

SHAVELSON: I don't. 
-0% 

0-4411. gOLDIN: No. 

'MR,  CHAMPION:--Nr..;Spith, how would the Harbor Commis- 

lion ofof the City of Long_Deach-feel aboutJthat? 
n  

MR. SMITH: ,We are-certairat'in accord,  with expanding 

the base of the pricing as much as possible. .However, there are 
- 	0 (.7 



- 

0 

' - 	.,.. 

1. criteriaior whether they then,aftrir meeting it,failed to meet it. 
------ -- 

2 	 i MR. CHAMPION: ! assume that f someone withd to be 
0 	?j 	 0 

o 	3 included, that ir we -set this up so that they would have to sub- . e 
. 

NA  mit satisfactory figures that they did qualify as a'Contistuing 	- 0 0   
5 purchaser, your real problem'is when you knoW that they fail to 

O I be a continuing purebaser. , 	
a 

))MR. SMITH0 In order to be considered, / suppose they 
, 	 . 

e j would have to,continually have to satisfy the Harbor Commission 
) 	 0 	, 

9 	and the State_Lands Commtssion.  , 	, 	 . 
10, 	 MR. CHAMPION: I think they wou0ld have to be willing to 

,i, - 	 - 
11 agree to satisfy them on request, so the commitment is there to 

f_--;----. 	, 
12 f meet the request for information periodically. 

6,2  
13 	 MR. SIEROTY: Walt a minute. "We are talking about thist   

14 	section, referring not to Wilm)gtori Fleici 	 

15 	 MR. SMITH: That's, correct. 	a  

18 
I 	

MR. SIEROTY: .. but the general area -- the Signal, 
. 

'17 Hill0anditlglewood Fields. There is no reqUirement that anelof 	.- .'  
0 	le thete(posting companies named in here buy any amount of oil; I 

-le 	that correct? 	 0 

20 	 - MR. SMITH: That,Is correct: , 	 .0  

	

7( 	 , 	. 	 0 
21 	 MR. SIEROTY:_ So I don't thinkyou can impose upon 

22 	other companies, it seems'to me, a different btandard. 
 

23
, 	 0 

, MR. SMITH: Yes, I am afraid we-would have to. We 	, 0 	 0 

O 

a 

a'. 

- 

° 

o = 

O 

24 

25 

28 

27 

28 

29 

39, 
31 

couldn't let the XV Oil Company come- in and make a fictitious 

posting and completely upset our prieing,arrangeOcnt either to 

the adv,41tage:=Or disadvantage of the=City and State. It,would 
a  . 

have to be by posting. 

MR. SIEROTY: All right.. Why. dbn't you just take the , 
0 

words "bona fide posting"? 

MR. SMITH: There would havA to be, in illy opinion a 
0 	

0-  frezorlbed method for bona fide poStin
b. 
 g. 	 -e- 

o 	je' 

tf,-,  

0 

16 



22 

Q-.1 0  
.," 

1 	0 	MR. CHAMPION: L'don!t pee why we can't -, Aii we are  
2 i doing is opening, thl door to them and they ought to_be willing-to  

r 	3 provide the information 	make that privilege open to theM.° 
)-; 	_ 

often   kte 

4 These people are all now potting and buying,in the field. 

MR. SHAVELS06: May I say this, Mr. Champion? As Mr. 

Smith Pointed out, as far as the Wilmington Oil yu.eld Is coneern.; 
_ 

ad, we are open to any c5iitinuing purchaser whether er not it is-

one of these named companies. I Pat want to make sure that 17---  

0 

29 

30 

31 

We, in essence, are,attempting to avoid the'Xisting,of a long 
• - 

groU0 of companies 	merely saying that if one company actually 
, 

bUys and posts, they should''be centidered in this list. That's 

all I have to,say to,that., 

SIEROrn Why-Is_it that you haVen't bech.posting? 

0 

clear to every0e; and it is only when,wego0 to one et the oth 

fields, where we deviate from this, no that as far as the Wilmin 

ton Field- criteria is concerned; we d6 hr:Ve that.'. 

MR. CHAMPION: We itre fully protected? 

MR. SHAVELSON:1 Yet 

lit 	 MR. CHAMPION: ..I am sorry -- I didn't understand that. 
. 

15 	 MR. SHAVELSON: I didq't make it clear. 

16 	 MR. SIEROTIV%Now, may,I ask - - Shell is the one who 
711  17 suggested this I 4e Tppresentatives o8 Shell in the audZtorium. 

	

'\\ 	-\„ 
la I'd like to ask

kl 
theeodieherAhey would like to'-answer the ques- 

	

\ 	_ 

19 	tion: Why is it tha/1  thy do not Pest in this area?_ Are they . 

20-' purchasing oil in tte area, in an;%ot these areas that are 

	

. - 	 ,-----%.  

	

- 	 - 21 	ru.7med  

MR. CLARK: oturlan Clark, Shell Oil Company. 'We post, 
,„,,, 

0 23 in some parts of the country but never'have in California, and  0 

	

, 	 . 
24- the time may come; however,Ar'.-nandling en average posted price, 	 0_ 

, 	,/,'  -  
-,-, 	 ,,  

25 where this-might be necessary for many companies to do. Rich- a c; 	, 
26 field, obviously,sawthis and I think they are quite correct. 

- , 
27 

28 

„,, 

17 



25 

028 

MR. `CLARK : Just that we have,,never found it necessary. 

nfl SIEROTY1 Wow do you-h147,?'"What standard do you use 
0  

	

3 	your oil? 

	

4 	 MR. CLARK: Our leases provide that we meet posted 

5 prices in the field in the district in which the oil 1s purchased 

C and for many, many years we tied to specific compa

- 

ny poStingai, 

7 Because of certain` antitrust factoreand consent decrees; this 

8 Waa eliminated -- so we do,_not buy to anyo_particular company; we 

9 merely take what is posted there in A given field where we buy. 

IO Our own leases go fur

- 

ther to Provide thrft if there are no, posted 

11 prices, then we make an offer and then the landowner has thirty 

12 dayi,te accept the offer°and store the oil in the meantime. If 

13 they0 do not choose to take the offer, they take Ireland; if they 

14 i accept the offer, we payi)the offered price -- which is something , 

15 in the nature of a private posting, an individual negotiation be- , 
le tween landowner and purchaser. 

	

17 	 1TR. SIEROTTI, On this specific point, Mr, Clark, &you 

18 have any language that we should'include here to suggest• What 

lfl we are trying to tab is to provide that any bona fide posting be 

20 considered in this group of oil fields, so- that we may have the 

21 average of all of these pOstingh to censider as against the4Ver—,,,,,- 

22 age „of the -Allmington°Piold p6stings. Now, what language can4,0e0,, 

include? Do you have any idea,-airl 

MR4 CLARK: Oh, yes. Ilthink,thojPrIolk elstiqn'or '''''' 
o 	 00-0 	0 	, 	

' 	° 
,,.. 

most of the lease forms of major oil companips'atatTt this QTne 

langUage mould-be a very simple matter-.'{ We' did not furnish you 
6, 	,,-, 

with any or the language,. but it Might take all of*thirty °minutes 
O , 

to put together a clausa_that.lould- do this.   

lie Werc oMerely picking up the point Mr. champien mode 

lle- reelAble,shes10- te a continuing thing and certainly if' the , 	- 
pricing standards here are .ekpanded,, elsewhere, it might becoMe a 

IS 



0 

0 

• critical thing in the future and there might be a rcqueu_ 

2 other tompaniea to post. 

0HAMP1.0R-1 The advantage of the oil company involved 

At 	is that it,_dbes,paiticiPate in the pricing. 
, 

mocLARK; Thatls cor

▪  

reet. 

6 	 ,MR. CHAMPION i '1'am interested in'thimpoint. T;$o'yOu 

7 thinks _Mr-. Smith/and Mr.Tortig, that if the 00mMiseion were -7,   
0 without attemp4ng to give you any language at this time --`were 

R;  simply to instrUet=you cto try to:work out Some Self-execu4PS0 
7 	 - 	 - 

10 	language on ,thiS which would also require the company who wanted 

11 	to co

▪  

me in to provide the kind-of i0fOrmetion'needed,in  order to 

12 verify their legitimate status 7. - Do yo-u think that co,ld be 

13 done and we could simply enter that ea'an- instruction in the 
  ,,',. 	-   

14 	approval of the prOpeatd,ntract? 

15 	 MR.-NORTIG:„_ Yes, sir. 

MR. VjAMPION: A0o you ,see any problems with that? 
0 

- 	° 17 
	

MR. SMITH:= Mo„J: feel it could be accomplished. 

= MR. KDINOS: 	believe it could be, with a properly 

19 	worded procedure, included. . We are certainly interested in 
,-_ 

20 	broadening the base asmuchas possible.;: bUt 1 do want tO restate 
1,,„, 

21 that neither ther=aty of '14)4 Beach nor the Boara-of 'Harbor Com- 
.'')  

22 ' hissioners have any right whatsoever too investigate into the  
23 	bookstand records,aany company. Those companies mentioned'here 
  , 

24 ; Wre those wh& are known,of'record tO)be continuing purchasers and- 
,- 	_ 	 ,- 

25 	we would beArerY'-:mueh concerned if someone with a small refinery - 	0 
28 	came in _with a low pkee and depressed the price or,  04. .so 1 . 

o 	- 
27 think:there should be clearly set-forth theri'must be a deMonstra-  

0 
28c' tion to the Board and the Commisdion herg)priorto their Zeing — 

0 
2i- accepted 	that the leaSebe drawn in such way that such Person 

30 having demonstrated: to the satisfaction or the Board0and - rommis- 

Z1 ' sion are then to be_included in the calculation., 
	0 

,,-. , 	 = ' 

0 

0 

0 

, 

3' 

0 

9 

0 	 1 9 
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 xl 0 20, 

cz) 

MR. CHAMPION: I think that is included, Mr. Ridings, 
0 

and I agree -with you. =.1 think our position is exactly the same. 
= 

ife want to make sure we don't accept a designation here for, which 

4 f we can't make an adininistrative finding; <end I think the language 

5 j will be clear -- if someone is ctntereited, that theyothenvolun-
= 

6 tarily provide th,L^u information we need, becausePas you say, we 
- 	CZc  

would _otherWise have ho, right to 'invest- gate „or- adk. ,, But in 

order for-anyone to "qualify„ they would belie to `volunteer the 
	C. 

77-  

information. 	 0 7, 

MR. SIEItO 	I would tb,Niii'this could be done on the 
0 

10 

12 

13 

motto of 	City orr,tate., 

there is„ eomebedy'posting 

be able to attempt to include 

PM,' 	- 	- 	- 
in =-S bona'fide, poster, we ought 

In Other'wOrdat` ifwe feel:that 

to 

him in this. 
0 - 	 ) 

MR. CHAMPION: How :can we do that if =We are.  not in any 

positiOn to require him to provide the necesearyinforMatio0 

MR,'SIEROTY; Well, what information would we reqUire7 
_ = 

If he is purchasing 

MR. CHAMPION: We would is ve to have evidence that he 

was a continuing purchaser. 
O 

MEL SIEROTY: He May give you evidence of this or we 

may be able to determine - it independently. In other worde, I 

I think there =ought to be a provisioh° that i_t need not come from 

the oil company. 

MR. CHAMPION: It is to the oll'companiest interest to  

• do this, which is the only reason to,  roVide this in the contract, 

and think it ought to be left to them. 

MR. SIEROTV Nod ,necessarily. 

MR. tHAVELSON: May I make one comment as, to the present 

: pr o v is ion and how, this might, be expanded? Under the present pro.:?  .„.  
•.,••,,  

visions, there are two estements. °One' 1,5" that <any person pSst--,  
„ 	. 

ing is presumed to be a continuing -piirchtiser in the sbsence of 
. 	 - 	 . 

o 



-0 0 -  

evi4enee to the contrarYVandp.secondly, there is a provision re-

quiring the contractor-or, aoy of the Persons of whom the contrac-

tor may consist, ank'Of the companies, to furnish to the City, 

upon request fUll inforMation as to the quantity and prices or 

5 any purchases that theymightmake. So, therefore; if-we shOUld 

expand-. the definition of the determinative prices in `he other 

7 fields„,by'expanding it to include 

that field, then if oUr ctontractor 

artificially low price, I think we 

against that _As a ,natter 'of fact, 'we woUld know' whether orrcot 
- 

phe was svcontinuing purthazer, So what'itcomos down to is 

12 whether or not there would be;any danger to,the State of- any third 
, 

person tiling On artificially low' Price and, or course; if we 
assumed that everyone posting was a continuing purchaser. We 0 

= 
could easily make- that,change, but I wanted to know Whether-that 

0_ 
would,be aatisfeetori-to the City ir,we did that 

MR, CHAMPION: Woul&you like. to speak t9' that point, 
„r= 

Ridings or -Mr; Smith? 

MR. SMITH: I am not sure I completely under-Stood Mr.- 

Shavelson's prop8sal buti'think we have expressed in relation to. 

that,these companies could only be added,to'this list if they 

28, demonstrated that theYare, in fact, poSting and-buYing substan-

tial quantity-or_crude 
- 	 q- 

1!_itla.ChAMPION: I think what we are -dealing' with heze is 

la' elY a technical problem. - I don't -think there i0=sny 

m- 	

funds- 
, 

mental probleon what we are trying- to get at. What I would 

31 Suggest is that we continue with'other-matters and then have a 

any continuing purchiserzin 

Should attempt to file an 

=would have some protectici, 

13 

14 

15 

10 

17 

a8 

g 

20  

21 

22 

23 

24 

25 

r\ problem problem what would be acceptable to us and thahis that -° 

other companies could be added to this -homed list 

plies, as we have said,te[these fields Other than cjImington 

or this group of fields which deep include Wilmington -- and 
; 

27 

28 

29 

O 



1, recess when we are through with that; and iftherela a language 
0  

2 problem, you and the6staff can work that out'. 

SIEROTI: Let me make a few comments. First of all, 

4 there is no requirement in the contrict..tbat the named compOnies 

05 buy any= oil? 

6 	 MR. -SMITH:- That's correct. "" 
, 

7 	,. MR. StEROTY: So you are just assuming that th4Se,are 

8 pretty_ good sized companies and these are-the companies you are, 

9 going to look to. 

10 	 MR. HORTIG: Might I expand- on that POint=right there? 

11 Actually, during, thp period ot time'that the State tandommia.,  

12 sion baa had responsibilities in connection with Long Beach Har-e 
13 bor Department tideland operations, in excess of one Million = 
14 barrel's of oil were.accounted,for,at:posted prices, purcba00 and 

-15 paid for by namedreopanies; ,concurrently, during the same period 
„, 

18 of time., something
, 
 approaching a bundredMillion barrels of oil 

6 -"_17 from the Long Beach tidelenda and one-hundred twenty-five million 

le' from other tide and submerged lands'under State oil and gas leaseP 

19 throughout Southern. California, again by these same companies 

20 So, while there is not in tneOrygany legal contemplition
„ 
 Or re--  , 

,,, 	r, 	b 
21 q4rement that these companies purchase, pimply because they ., 

22 post, theDfactremiins that between=1956 and now they have done so 

23 to the tune ot*iut two hundred twenty-five million. arrels or 

.=, 24c,,) oil: -_ which looks like fairly realistic support for the program. 

25 	 MR-: SIEROTY Are there other companies 'which haVe'been 
' - 

posting in theae=fields? 

MR. HORTIG: Pertodically, and for Varying amounts of 
o 

prodUction. These .have been the companies whochaVelmen the,-  = 
Major pUrchasers and major continuing purchasers'. - 

' MR. GOLDIN: May the objective you are after bp. accom-

plished by the simple addition, after thenames of the designated 

° 

28 

29 

30 

31 

o 



1 	five companies, Of the terminology: "oroa4 otherimmon or 

13- 

14 

15 

16 

17,  

18 

19 

20 

21 

22 

23 
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entity- 1u ich can establish Its qualifitations as a continuing 

	

3 	purchaser." 

	

. 4 	 AM.7CRAMPION: "To the satifaction or the Harbor 

Commission and the Lands CoMmission.(' I think if yoU,,added 

those words ... 

MR. SMITH: And-for so long as they continue to 

2 

= = 

	

6 	MR..-  SIEROTY: The only.objection I have to that, is 

	

0 	 . 
10 	that `it- ought onot be solely the duty oftWoompanyto-eatablinh0 

its qualifications.-- Lot's asnUme,Shell Oil-Company started post-

12 	ing and posted-A- higher price, say, in the Ingleftod Field. It 

rt 

wouldbetothe adVantage, of the City and State to include Shell 

011 Company itvthis Hat) in order-toindreage the average, Now,- 

Shell for its own purpose:3\May not want to be'included. Shell,: 0 
N 

may not be the contractor *he: wins this bid and- they may have no 

Interest; but it is to Our 1n1;crest, If we can see Shell is a 

purchaser of subttantial,Auan'titlea.aud their ponting is bona 

fide, is there anyreanOn why wesho (hitt be able tOrinelude, 

them on our motion into the group? 

MR. RIDINGS: MrSieroty,-  in fartherance,:of your sUg-,-, 
_ 

goation, I'Vonder U the wording 	demonstration would be 
/1,„ 

by our staff or your ;staff? 	- - 

MR. CHAMPION: "Demonstrated to the satisfaction or.." 

That would open it up eitK1V way. That would glve>=Us the thl-
.0 

O 

26 	t tIVe: 

MR. RIDINGS: Conceivably, then, ca third party oil 

company could then come in'an a-demonstrator. 

MR: CRAMION.:, Mr. Chairman, moving onto another,  
p - - 

area,: the Senate Factfinding CoMMIttee, headed by Senator' _/- 	. - 
31 	0' Sullivan 	ndered,-I t1`tnk, a very great nervicer-to thin 

21 

28 

29 

`3t 

cJ 



	fj  

COmmiSsion- ent the people of California in theekPloration .or 

2 the contract that Was earlier before the Lands Commission on 

	

3 	another field incLOngneackithe East Long Beach Field. we were 

4 i deeply interested in their recomM4dations and we have folloWed 

5, some of them in our propotals to Long Beach in,regard„to that 

8 field, and We are apparently now reaching the paint where we will 

	

7 	have some direct negotiations tetweenthe land4 Commission, and: 

8 j the City of Long BeachFiUregard tethateontrmat. c) 

, Senator O'Sullivan, who is Chairman ef0that committee,. 

	

10 	sat with is at our last session and since therehas raised certain 

11 IqUettions'im regard to the contract whichAs now before urn and I 

=7, 

0 

12 i think we should go intocertain questions at thit time before 
. 	- 

approving the contract., I'd like to start out wir what 'I think -,-  
.: , 

is the most important area under eaaminatie here-and that is _ ,_ 
c3   

the issue of the highest versus average posted. price. I have a 

18 	numb‹-.,of questions I'djike to ask on this subject and I'd like 

to first direct thein to either Frink gartig- or the representa- -: 0 	 . 	, 	0._ . 	-   
18 	tives,of the Atterney„general wh6are=7pretent. 0 	 -- 0- .,.  
19 	 Mt( CHAWIONI,1BefOre wcoproceed with that, could We - 

20 	just` -clean up this vast matter beforgi Are we in ;agreement ci  
„,„ 

21 	on this. larig 	d- uage anwhen-w 	 u e have a final=action before us that 

22 	we will have that language? Would you read itt-againt 
. 	 , 

,23 1.„ 
0 	, 	_ - 

- 	MR. GOLDIN; "Or any7other,person"Ore4tity whose: 

24 	qualifications can be established tOcthe satitfactioncefthe 

25  
.04 Board and the State Ltnds ",Comminflioh il•. 	 0 00 

5-- 	--:--  
------,,, 

20 -;'-'r  
1 	

o'I-dontt,particularly approve of those pearls of wisdom - . 
27 	but. that's yoUr'thought in essence.  

1 	E528 	 MR, CTIAMPION;: You can have a little mares;p9113hitig 
o 

MR-  SIEROTY: WeIl, I have other questions.°  

C) 

0 	 24 

13_ 

17 

29 	 ,..  
time before we finally act, butI think We are. finallragreed 

30 	
_ 	°, 

now. Was„there any other thing hereMeteeded,to diSpose'ef? 
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MR. CRANSTON=' The first queStion,lwant to ask: WhiCh 

of these two'proposecitypenef prices, highest or average, are 

most easily subject to artificial manipulation by-the contractor 

andbr.by ether oil companies?' -. 	 col  

° 	HORTIG: If / mayessay an initial response, r: 

Cranston, which hopefully will be supplemented by the Attorney „o 	 " 
glnera's staff, the fadt that there are periodioally extreme 

variations in highestoposted price, but for limited _ amounts of 

oilDindicates at if the highestt -posted price were„ to be 

elected, as the criterion, this could4ore readily 
0

e adjusted by 
r) 0 

A mingle'
, 
 company without, consultation with anyone else or 

oh. :taking into account the'pompetttiveactors that gO into the 

determination of, an average price =4? because nominally these 

high Posted prices and extremes are specified in connection With 
- 	, 	- 	- 

a desire to accomplish a Ortioular spot pnrchase of a limited 

Amount of, oil and, thereforetheTdo not trulyjvflect reason-

able market value for the product and in the amount that it t 

available in a particuiaroil .field when the,base is'broadened 

to , inolude the-eConomic determinations of all,the or pur 

chasers real. 	
. , 

0 
We-have to remember this lathe background in 

rornia: Currently California can produce- only approkimateli 

eight ht ed thousand barrels a'day of the roughly 

four hundred thousand harrels a day of 	and that is needed,. 

Therefore, there -IBA market and there Will bCa  coriinued 

aMarket for every drop 0e, California-produced:oll within the 

framework of the California economy. How thia is affeqedJin 

the future with respect toProrcign imports, again does not re... 
-v 

late at all to how prices are 617:,t cempcttpitiveiy hefheen the 

'Various California,oll 
„ 

Patently, then, witi anifindependentserXes or 
o 	 _  

25 

= 
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O 
0 

0 

oc,  

, 
different companies having to purchase oil in these various 

	

2-, 2 	fields and their own determinations of the fairAarket price 

	

3 	based on 4primary considers ion of supply and demand -...- and 

	

4 	theAemand is high and se sup ly is low -- the, average is much 
1 1  . 	, 	. , 

less susceptible:Of being capable of being manipulated than a, 
, 	0 	,  

	

e 	one-company detersiination for economic considerations which are ,0  „  
7 -2 Peeul.r,to its ownorganization to set either an artificially 

,,, ,, 	- 	' 	. 	• 

	

8 	high or an artificially lowqprice fol. a product at a particular 

	

5 	locationfor a brief period of time.  , - 

	

10 	 This, has been the difficulty that has been experienced 

	

11 	before in this type of artificial influence ri extreme influence 

byJ1  12 "--- an independent prOducer, who set a high pOstel price for a 0 , 

	

 

13 	 , 
limited amount of oil-and absolutely'refUsed, to take any other 

	

14 	oil at that same price.-  Patently, this ts- net,a goodiriterion 

	

,, 	• 

	

15 	against which to make any long-term estimates or against which 

	

. 	„ 

	

18 	to calculate the net profits Under which the City and State Would 

	

, 	- 

	

17 	share under the proposed contract. 	' 	
,  

g 

	

p 18 	 MR. CRANSTON:', At our leOt session we diffienosed the 

19 _fact of uncertainty whiCh would, be ainvolved'in a highest patted 

	

20 	price in terms of the difficulties of ascertaining whether or 

21 I not actual oil weebeing beught and-sold at that prlie; and 1 

22 I 'think it was leftthat there would - be consideration as towhether 

2 	(there was any way or ascertaining whether or not it was, In fact, 

24 1 i wind and actual price. Have you or the Attorney General made 

	

25 	 l 	- 
any progress 	figuring put a-.way to deal with that problem? 

_-, 	0  

	

28 	 M. NPRTIO: Not a Solution to it, sir. The resulting, 
, 

	

27 	 r,,r ' review, which_realty_constitutcsi a re-review, titat 100 have had 
, 	 ,:) 	-,„ 	,, 	• , 	0 	_ 	. 

28 -extensively with the.st&ef of the Long Beach MerborDepartment - -- . 

	

29 	on just this,qUeation,,eame3badk to the tame conclusion that °  , 

	

30 	inasmuch as there is'Jno necesb--144\-for a public record reprer 
0 	 , 

sentation, thereis:mo .310.:teA °s6to the bona fide nature .P.   ,z , 	--- 	0 
- 	 0 

0',-  

Ct 



0 

c)  4 

or ahighest vested price: that-tests that haveheen.deviSed 

2 would ell cost the City_amiState in terms of--a distoUnted bid . 
. 

3 	on the centract.__Under these circumstances, then,-" the conclusion 
was again arrived at that the average posted price omthe broad7 0  

eat base on which it can be computed-Will probably more nearly 
:_.,,  

reflect the reasonable market value of California crude in the , 	. 	. 	. 
 

0,.  
area, with all of the economic f4dtors that impinge "on that being,  economic .s.)  

„..-„d)':',, 
taken into consideration. 

„ 0 

EFL CHAMPION: Do I understand from what you just said 

that in- your- opinion ifyou-Wrt to thwhighest posted price, 

that the difficultied and uncertainties involved in the estab, 

llshment of that, would=bring in your judgment a lesser net 
- 	 , 

profit °bid on the contract and thereby lose more'than might be - 

gaild by going to the highest posted basis? , 

MR. HORTIG: 'Yes, 

MR. CRANSTON: Does the Attorney General ASS" Office 
ccs 	 \J.  . 	, 

concur that there has not yet,been found a way to clearly estab-

lish that a highest posted price would be-a valid and actual 

MR. GOLDIN: Mr. Crahston, to date;= as a practical mat= 
e).0 

;ter, we have been unable to formulate or ascertain a satisfactory 

test o€? that which would 'onatifixte a bona fide highest posted 

11  'Price. 

MR. CRANSTON: Who Wight wish to manipulate the price' 

upwards -- a higher posted price? This got-s_into the realm of 

sneulation, but ,apparently there is fear" "someonemight do so. 
, 

Under what circumstances would thishedone? . 	: 
- 	 6  

MR. HORTIG::  WelljeireumstanCes
c 
 are alleged-to have 

occurred, keepihg personalities out of this, where'it has become ,-_- 

known throughout the industry that a particular operate!,  is re-- ,  
31 	, 	.,.- 	

,.: 	. 	 , 	0  
oqivared'bg earlier' lease -r-Inditions, which did not foresee. this 
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Wait a minute, Frank,:yoU have me a 

the price tag is on, iiI:cthe extra cost 

an -adequate determination; or is , the 

on the net profit '13 -d? 

28 , (:( 

Q 
0 

U 

7, 

)t hazard, to pay his -landowner's,  royalty as against the-  %hest 

.posd price in a particlarcti c-16, It is obviously a simple 
0 

matter for a competitor who Might w \sit, to create-_-„a problem for 

his competition, the lessee who hold this particular-lease, to • 

simply go in and post and never buy; nd-Wtb-nce test provided n  

for the bona fide nature of the ,pUrehaae or even small, purchases 
-,„ 

at the highett _posted - prides, /1.1emediaeely bringg! abut the,-necess- 
- 

 o 	----- 

it y for,  paying for large qua
/

ties of oil against what is really- 7--------- 

a fictitious - or a rigged highest posted_pkice, to thedisadvan- 

Cage of the particular lessee.' 

?IF Q  CAMPION: This could operate- as a threat against, 

1 

2 

3 

4 

5 

0 

7 

8 

9 

10 

11 

0 

0 

12 for instance, the contractor who might win the tflbid we am now 

13 discussing. 

14 
	

MR,_,ROATIG:' Exactly; snd in order to preclude such a 

15 Possibilityis why the basis has been developed as is here 

16 recommended 7 
17 
	

MR. CRANSTON: Are there any --conceivable safeguards to 

19 'protest against rifle:Lai manipulation by inserting S'highest 18 

artificial price that could be  1:)t in-  the contract or under 

20' present last' 

21 	,Q3 
	MR. HORTIG: ' Yes, there are, Mr. Cranster;„_but these 

24 were evaluated and it was concluded that no s 	and could be 
_e: 	- 	

at 
‘75-' 

22 

included which did not carry with it a substantial price tag and 23 
, 	

and State would`  pay for the benefit,- a piice tag,„„which
° 
 the= City

a  

of' Specifying highest posted price and determining that it was 

highest posted price, and would cost more than the difference 

27 

28 

	

	
MR. CHAMPION: 

little confused on ghat 29 

here the cost Asf making 30 
- 	- 

31 `price tag the influence 

that would result ..... , 7 
	

0 

0 

0 



 qt 

0 

1 	 MR. .110ATIG: The price tag is the uncertaintyof the 

2 bidder
0  

as to wiat he is going to have to face in the futtre;o 

therefore, he has/-to -take insUrance against that eventuality 

0- 	1-• 

0 

12 

13 refinery capacity of af,  particular operator. =Every refiner it d 

like to buy his oil fbr less 'Money than he is paying for°  it toov--y. 

4=1 his bid to the City and State. " 	. 

MR. CRANSTON: To turn to the other face of cbin, who, 
, 

8 	m., ght want to manipulate the price ='-downward? 
	,,,,,s , 

might 
 

--)  

, 

'.MR. HORTIG: This, of course, goes to the-. heart of 

crude. I think a_ f4rly effective definition of posted price is.‘ 0 	 0 
9 	that thi is the lowest price at -which a refiner can get his 

 
10 „k'efinery supply of oil and this is the measle of the effect of 

n , .,,,..ipply and deMand, and competitien, again in any Particular field 
-„, 

for a particular quality'of crude oil so it is needed for the 

This is Just automatic., but if bejean't get it for leal'mdney, 

	

10 why 	pays the higher price and a higher:price than that 	: 7 	- 	 e 	:JO 
which tr/le/  majorr-purchasers are Pir,rehs ing and which reflects the 

	

- 	il  
,==._- 	

■_-, 	, 0 = 	, 

	

n. 19 	averages..-7;sted price. ---'- 

	

20 	 MR, CRANSTON: Would - it presumably be the contiactOr 
_ 

	

21 	who could have the most fundamental interest' in seeking to 'bring 
0 	 5 - c, 

	

22 	about a lower average. posted price? 

13 
• 

18 	reasonqfble Market value, as shown on their schedule as the 

o24 

0 

25 

26 

27 

28 

29 

30 

31 

c7 	MR. HORTIG: This would depend upon a °series `or inter- , 
related factors that can't be precisely evaluated here, because 0 
if the contractor is not an integrated company he is in an en- 

0,0  
tirely different cposition. If he winds up as being only an inter-

ested  producer, he is interested in the„highest price value" be-

cause uner this circumstance he /tin make the most net profits; 

if he is an integrated operator and can consider trO.ferring 

some o - economic _ecek:10m1c problem to 	 operations,. there  

be an impact and a desire to have the- lowest posted ,price 
- 	, 



	

1 	for this particular operation. 

	

--2 	 MR. CHAMPION: He would be in the anique positiOn of 

	

 
3 	benefit. 

	

4 	I 	- 1fR. HORTIG: He would be in the unique position of 

	

5 	benefit. However, I must:stress the tact that this isn't the 
o  

	

15 	one contract, the. only One in  Calirornir.,  These same people also 

7 reouire oil over and above and beyond the amount of oil, going, to 

be available under thialontract and  all oethe major purchasers 

	

9 	in California will. Ir someone tried to artificialli'depress the 

	

10 	pric for thi production from this particular contract, they 

	

„ (-11 	would not get any other- oil from any other prochteer at this 
Q 

12 ,price; and in view or the favored-nation clause, the thirg re- , 
13 bounds-right back:to the highest price again. 

14 The opportunityin'oractice for anyone manipulating 

the price down,is-remote- and, of course, we tied to an average; 

and the,cOmpeWion is seeing to it that-the average 16 going 

ddown because,theycanri)get the,oil at the lower price,, either. 

MR. CHAMPION: In -your opinion, Mr. Goldin, does this 

contract tareguard against a=tontractor artificially lowering 

cthe price? -I want to know whether you think there ire others 

needed? 

MR. 

0 

HORTIG: If I might respond rIlat, I reel that the 

provision for the average anc•the competitivetorcesihreughoub 
.(:7  

ihefield and the fact that cinde oil is in short supply in 
. 

California -- all or these5work toward-limiting theabiAty of 
any contractor aepressing the price for=this one contract'alone-

MR. CHANSTON: I'd 1,1ke to hear from the. ,Attorney 

General on that one peint alone. 

MR. SHAVELS0N,: Wi°thought very eprefully2 We realized 

an average posted price provision does allow the contractor to 

past a, price and therefore affect a_ price at which he is account 

15 

iser 

17 

18 

19 

20 

21 

22 

23 

24 ° 
2 0 5 

26? 

27 

28 

29 

30 

31 

t able to the-City and State and therefore it is _very importanOn 

30 



0 

1 determine Whether-or not he can post an artificially low price. 

2 Bow, these are the protections in the contracti. 
a ' 

0 
0 

O 

etealatoroprOvision 141'18.3 wvr)ch would require them 'to account 

to the City and State at that higher price._ 

We also have the expifiA;I: contractual right to get from 

\\20  

21 

22 

23 

24 

28 

27 

28 

0 X20 

30 

31.  

3 	 First, he would have to De a continuing,$urehaser of 

° '4 oil insofar as-the Wilmington Oil. Field Is concerned, which is 
0 	 - 

5 -the -primary deterMination here; and if he posts an artificially 
. " 

8 low price, then preSumably,  he could not sell an average of a 

7 	thou-sandlbarrels pet day7 	month day.-each 	a twelve-month period at 

'8 that artificially low prim, unleas there were rtome sort of col- 
 

9 lusive contract between our confracter-ancYsome thiro 06ty pe11,4 

10 and we Clink Oat any such collusive OntraCt orthathature 

l';,V I eptered into forothe purpose-of deprivIng_the City and State of  

12 revenue would be, if not a clear cut Violationof Federal and 
 

13 	 . 	 , 
State antitrust laws, would com 	-;pe osalose to it'that no-company 

14 would dare try it and, furthermore, We thilit very likely could 

015 be a violation of thetCaiiforbia PenalCodeJnvolving theft by' 
--, 	- 

-2,,,-;P 	16 	false representation -- so that is one

,

,protection, 
„ 

0_, 
-'A4 

- 	0 .,. 

Another protection is, as Mt. 'Mortis 	 t4 they t,1 
111 	are gping. to presumably wish to by °they oil =in 	_1(1,and 

10, if-this is an artificially low price, then they would presumably 
. 

he,coriikelled to pay a higher price to someone else, higher than 

what they post; and-if they did that, we have theautomatic
, 

 
0 
	 0 

them complete information as to their other 'Ourchases:„ So it is 

a long ansWei2 fo your question, b14 with those protections, we 

think the average price could not be effeetively manipulated' by 
CD, 

our contractor 

CRANSTON: You feel that 	have protection in the co we  
contract ihtate law and,in Federal law? 

MR. SRAVEISON: Yes, sir. 



G 

0 

(3 

c, 

a 

1 

2 

3 

5 

MR. SIEROTY: On this ptint, the clause Which provides 

that the cdntractorMuat give inrormationregardiother pur- 

chases and must pay that price, in other words,. that price Which,)0 

would be established -- in what field does that relate, just to 

Wilmington Field or to all of them? 

MR. SHAVELSON: The escalator provision is. only  appll-

cable to purchases in the Wilmington Field. The information pro-

vision asto how,much oil they are buying or selling applies to 

all fields. In other words; we would be Supposed to know whether 

Or not our coPtractor Was in , fact a continuinipurehaserin any 

field, beCause We would have a contractual right to get from our 

contractor the necessary information. -Whereas we would have to 

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

ing purger, we weuld,---know for a certainty whether .or not our 

contractor was. 

6"7  

MR. SIEROTY: And does he reveal the price at whichile 
0  

is. purchasing? 

∎ 	MR. SRAVELSON: Yes. 
MR. SIEROTY: Tn all the fields specified-here? 

MR. 8HAVELSON: Let me read the language to you, if I 

may; it is very brif: _"The,contractor, it so requested by the , 

Board-of Harbor Commissioners or its authorizl?,  epresentatives, 

shall promptly inform the 'Board of the prices uSe'd=in valuing and 

the volume of all purphases and sales made by or to the contrac-c  

tor or by or to all persona or corporations comprising the eon-7, 

tractor of oil in. the Field or in,  he otherofidlds above desig-

nated." In other words, it applies to the field, the Wilmington 

Field -- the bthdr fields being the others,speeified. 

MR, CRANSTOM Going -to another matter, it has been 

6 
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31 manipulation scheme run exclusively by a' worldwide cartel. ,I'd 

suggested thtl: the proposed contraotWill result in an oil price 
I 	- b 

32 
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1 f like to know
c) 
 ifany ch price-fixing has occurred_under the 

2 LALO.D. contract. 

MR. HORTIG: Well, the State Lando Division is not 

aware thereof, despite having had supervising and aadit responsi - 
5 bility with respect to the operations under the contrattsince 

July 5, 1956. Inasmuch,as representatives 'at the operatkri__ 

agency having direct operating reapons,ibilitY are present,•1 

think a response would be in order from them also,„Mr. Cranston.' 

MR. GOLDIN: The - Attorney General's Office has no q-ilch 

information. -'`  

MR. SrENCE: Well, Lean say emphatically that the City 

of Long B4ch or,i, b6 Board of Harbor Commissioner, have never 

entered into any conspiracy on any oil prices. 

MR. CRANSTON: I don't think there was  any  snggestion 

you bad, but that oil companies might Under the proposed contract. 

But there has been no evidence of any such efforts and no evl-

dence of even unsuccesatul efforts-ran far as you-are aware? 

MR. SPENCE: An f..7,r as" I am aware. _ 

MR. MARSTON: Another question: Would there he any 
0 

n greater opportunity for such things to occur under the proposed 
0 	 0 

contract than under the present contract? 

,o MR. MORTIG: Well.„„ Mr. Cranston, I believe this must 

bc an academic answer to a very academic question. There would 

be less opportunity under the,proposed contract because of the - 	0 
broader baage of more competitive entities under'the program, and, 

there on% the necessity in order to ha-Ve any manipulation for 

a joint collusive effort of more entitities that \are,  in direct 

economic competitiontoday; and every time you involve one more 

competitor in an attempt ta achieve a manipulation,At dilUtes 

the, remaining Profit to be distributed as a result of any sue-

cessfui collusive effrt and thereby makes it less desirable to 

6 even attempt such a course. 
0 

3,3 



16 

20 

210  

MR. CHAMPIO1 :>*11, Such a-collusive thing is really 

not a matter of,thls0Centract,'Is it, but of State lawt'' If there 
2 	_ iscsucht. thing, State lawalready has adeezate protections. 

I(b,Iieve Mr. Shavelson has something in 1TR. HORTIp 

point here. 
, 	c  

MR. SHAVELSON: 3 have here a copy 

the major'9alifornia 011_ companies entered in 

District0Courti, an that decree prohibits the 

of the- decree against,? 

he-  United States 

companies from fix- 
- 

ing their prices in crelation to the- price of any particulatother J--, l„ 
,deVepAant In'",anY'-,  field, but it b.goes on to say that t4s provision 

11 	shall not prevent a derendant in-the purchase,of 4crudo all froth '-'-' 
-- '.s,.__ 

:12 - offering oil' agreeing t27_,P4'Y for saiS7crude 09 a price which' is — . 
13 	referenced to or..1_, expressed to be based upon the'llighest-.- low- 

_ 	 D _ 
14 D  ect or average of the-prices posted by.any two or more persons -- 

'4 

,, 

,-, cV 	 ur 	. e  , 	, 
IS = defen ahts. or 4,-'Irs, who may be named. 

So 1 believe that the Court is implying therefthat It 

0 

0 

-3 

4 

L) 

6 

07 

8 

does not regard the fixing or prices in relation to posted 

prices, whether highest, lowest- or average, as inhibiting com-
_ 

petition.,  Now, I am sine that there are some antitrust laws 
)), 

that might 0Asagree With that decree, but I think it is a fair 
0 	0 	 ° 	 - 

- - 

inference 

22 	 f> MR. CRANSTON 

23 1 this field to 

24° c';'' 	MR. 
, 

25 	Cranston, is that the ctimated , 	. 
26 	 MR. SMITH: 	remaining reserve 

serve any sweeping ,price-ftxing manipulatien?  
HORTIG 	ihink probably the best measure, Mr. 

is two hUndrd eight- 

. 	0 	 C.-J 
0 	 0  

een niiilion barrels 	 o 

MR. HORTIG: Two hundred e1ghteen mialionbarrels on 

\7-'4 
 
decline, this field having passedits,peak, havingn 

0 	 \ . 

operatiOn for twenty;five years, peak production having been 

reached some time past; and with the possibility on reasonable 

indicating that the economic-limit and the last barrel estiMates 

0  

CP 
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0 

0  

.A that can be afforded to be produced will probably ve produced 

betweeil 1985 and 1990,- after Which thiS'particUlar field will- 
, 

C\  
not be contribteang a barml of oil, and therefore no impetus or 

ability to enter into any conspiracy or use as a lever in connee- 0 

tion with price-TiXing 

AR.(RAMPION: '-'qiihat will be the average production -- 
0 	 0' 

around forty thousand barrels a day?6 

MR. HOMO; It is less then'Terty thousandw. 

YR. CHAMPI. ,Mhat is the total California production 

per,  day? 

('-' 	 . 
MR. lin7I0v); About e,,,,ht hundred thousand-barrels a 

ff 
.4\\N  

MR. CHAMPION: And whenWilmk tnn caries 4n, what. will 

U 

MR. HORTIG: lie estimate one hundred fifty to one 

=hundred sixty, thousand barrels a day. 
0 

MR. CHAMPION: On tep of the present eight hundred? 

MR. HORTIG; ' Yen, sir. 

MR. CHAMPION: $o you will h.p)ve about a million barrels 

a day in California" 

MR. HORTIG By the time we ,get- Wilmington in produc-

tion, alitornia' will be doWn, because over all product, n 

declining, 

.1111. CHAMPION: We are '6Iking here about forty -- we 

are talking about less than five per cent. 

MR. CRAN$SON: Who has called this field a "deplet 

' f 
Oc 

MR.- HORTIG: I have seen -art terminOlogy in one press 

report. I believe; however, staff ceil .nr and every staff apaly-
, 

sis in, connection with tie Lands Commission has bee4 that it has 

been in an area that has a -declining production rate, but 
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1 	apParently it is not a depleted field in the sene that a deplet- 

2 	ed"fleIll is200ed. in the oil industry -- which means an exhausted 

3 	field, When we have ovei.-a-hundred million barrels reserve remain- _ 

4 	ing to be produced., 	
0 

	

5 	 MR. CRANSTON: To stick a bit more to the highest 

	

0 	versus average price issue, obviously It is to the State's inter- 
 

est and State's,  policy to receive the highest price it can for 

	

8 	the oil it possesses. It hasbeen suggested th9 the Cunningham- 

	

9 	Shell Act uses the term "highest price" as compareg to this 

	

10 	matter of highest posted price in rgIation to the average po10d 

price. I'd like to ask the Attorney General's comments on
6, 
 that 

	

12 	point. 

	

13 	 MR. SHAITELSOU: Section 6827 of the rublic Resources 

	

14 	Code meray requirees that the oil be based on the current -arket 

	

15 	price plus any 	orPPremium; although in our standard lease 

	

le 	form it is tied. to the highest price in the'field, that As not 

a statutory requirement. 

° 	MR. HORTIG: Might I amplify on'that, Mr. Cranston? 

Of course, this also relates to oil anti gas leases as are re-

quired to be issued by the State Lands Commission, with certain 
0 conditions whio,h are provided by=the statute as minimum, and in 

theseollandrevleaseseturn to the State is a percentage 

of the value of the product -- therefore, the higher the value 

of the prciiket)  the higher the return, On the other handi if 

leases were offered forbid on an average posted price basis 

rather than the highest, it is patent that the: high bidder, if" 

the were rany substantial difference -- which there Isn't, 

between average and high-- a high bidde, would offer an even' 

higher percentage return to the State because of the ability to 

determine precisely, or more precisely, what his royalty Payments 

and requir4tents are 'going to be becalgie of the greater 

0 
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1\ stability and greater e6rtainty with which anaverage'price level 

2 A'''ten be determined, as .̀against erratic. fluctuations for9mounts of 

3 ;2•11 by a spot putchas0.. 

Contrasted with Qhat, we have the contract before you 

for consideration, where the return to the State and City is not 

directly related to the value of the product as the basic art-. 

terion, but the return is going to be on the percentage of the 

net profits. True, any difference between highest and average 

will be conpidered in the percentage 	be offered and wou alto 

xesult in a difference in the amount of net profit calculated for 

(lower value of prodUctionVbut,,it must be'remembered that the 

actual experience from 1956, =again since the State Lands Commis-. 

sion has monitored Long Beach operations, totlate undtr theexitt-

in6 Lpng Beach Oil Development contract, han shOwed.7that because 

highest posted prices have applied to only minor purchases of STA 

there has Only be 14/106 per cent difference between the highest 

and average posttd price during that time, 

MR. CRANSTON: The.„0.4,VioUs mandate of the State of Cali-

fornia to receive the highest price for its oil is not met legally 

or morally whether they receive highest or average posted pri4w. 

"MR. HORTIO: Nay I make one correction? There is no 
0 

mandate to receive highest Price; 	s to receive reasonable 
0 Value. 

rr 
MR. CRANSTON: Obviously, it is t r Statels retpOnsi-

bilityto receive the highest Price we can. 
0 

0 
	MR. HORTIG: TRue. 

MR. CHAMPION: May I ask — Alan, it lahAt the highest 

c,Price 	it is the highest profit to the State and City. 
c''-=--- 	 _ 	.,. 

MR. HORTIG: 'Under the contract we haVe under con- 

sideration. 

MR. CRANSTON: The contract which terminates=neXt 

31 
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March operates under average posted price, is that correct? 

• HORTIG: That is correct, but determined on a 

narrower base, than would be determined under the new contract. 
, — 

MR. QRANSTON:, Specifically, had we been operating 

under the highcst4osted price what would have been the differ-- 
ence in revenue to the,Stateof California?(/  

MR.110RTIG: We canit say there would be any difference 

in revenue. 

MR.-,cRANSTONt Per barrel -, - P')ant stick to per barrel. 

HORTIGt It ♦buid have been on the order of a 

hundred thousand dollars, assuming the difference in specifica-

tion as to how the value wastoThe calculated had not influenced 

the original bidder to' change his bid according to the yardstick 

to be used 

• CRANSTON: What is the revenue over the life of 
0 

this contract now? I just want to put this hundred thousand dol-

lars figure  in  perspective. 

MR. SMITlit About-'- on the order of three hundred million. 
),) 

MR. GRANSTOU: Three hundred -million and we are talkiig 

about one hundred thousand dollars. 

Another matter, Frank, which comes up in your comments 

and your staff report on this m ter, where you go into the mat-,  
ter of the one-tenth of a degree of A.P.I. gravity: Wogld you 

explain that and the relevance-of that, is it relates to this in 

terms of revenue•to the State? 

HR. HORTIG: Ole normal pricing provisions`  and specifi- 

cations by most of the oil companies purchasing oil have broken 

the prices0steowise by complete degrees of.  A.P.I. gravity. 

A.P.I. gravity is like s) thermometer and it hasl'big

▪  

ger divisions 

on it -- 300  oil may bring five c̀ents a barrel =core than twenty- , 

nine; and thirty-one, 'five cents More on top of that 

""2 
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This is the Way the matter is reflected-in the offerings and in 

the crude oil price4,--chedules I think I have here. - _ 

example, Mobil Price Schedule Number 91 effective, 

January 22, 1962 lists for Wilmington20 tO 20.9 gravity, 2.35; 

21 to 21.9 gravity, 2.41. In other words, suddenly,,  in going = 

from,20.9.gravity scale to 21, there is an increase of six cents 

a barrel and there are two ways to try to get that additional 

six cents. That/IS, to go through elaborate blending procedures, 

and at a cost, on a tank farm to mix up lower gravity oil with 

higher gravity oil, in order to get just to the brealwver paint -- 

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

tha calculations be made by straightline interpolation fiir 
0 0 

every degree of gravity , so this six cents differential will be 

divided -into steps of 6flo of a cent for each tenth of a dcgrcc 

of gravity, wh- t1.%ve,r the gravity mcasurts when the oil is shipped; 

the net'sult in applying this type of calculation,-  
0- 

had it beef_ applicable in past production to the L.B.O.D. con- 
, 

traet it is apparent that approximately three crts a barrel 

will be realized out or'kuture production for a given price 

schedul6"-than has been achieved here,,ofore because/this step, 
of 

arrangemeht, rather than a smooth Scale of prices over the 

entire gravity range. 

MR. CRANSTON--: That is three cents a barrel more due 

to this price against 27/100 of a cent. 
0 

MR. HORTI7/100 of a per cent. ,Vhile the two are 

not interrelated, more money will be received for the oil on an 
6 

average posted price schedule with the tenth of a degree gravity 

schedule 
0 

MR, CHAMPION: Withhut affecting the potential-- het 

profit. 

1411. CRANSTON: Unless someone else has-,some)cluestions 

39 
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ct 

.C:-. 	D,„  =, 
on average versu5 highest posted price, Ild like to 	into 

_ 
another matter. That matter is the additip

)1
al:acres which are 

being covered under thin contract, Ilhieh ere not covered' under 
, a the present contract. Can you explain why these have been added? 

MR. HORTIG: Yea, ;stir. OranstOn. I 670logize for the 
' 	- 

small map but you have it on yetao agenda. This is the tide and. 

subtherged lands under the jurisdiction of Long Beach Harbor Com- 

m Assion originally leased,underothe series of contracts, 'or 
(;) 

awarded under the series 	contracts to L.B.O.D. pursuont to 

(74-'mPPtitive public bidding.' As a result of odevelopment of the' 

deVeloped area, it was discovered that, contrary3 to the expeCta- , 

time that the seaward lqmit of0production VouIaSpe at this 
0 	 - 

dashed line, the limit of the leased areas, developments sUlmin- 
, 

sting in data andlyston Which field knowledge was only avail-

able four or five years ago demonsied tha the producti6n,_ 

structures ctue4y extended sOme'additional diatance seaward of 

the area whlehhad previously been leased. 

C:. (-7  It ,...7.p about.,,Siveyears ago that we had conferPnc6" 

with the Long Beach"Herbor'Commission on the aVailbiliti'Ond 
Li 	(i' 

29 	desirability of seeking a lease for (Ws additional adjoining 

,2,1-,_ ,fa. I must point out this is the flankar7,_on the seaward 

F side of the presently leased Herber, Commissijiim lends. This is 
If 

not any 9r the area that has been ;:enit,,dered by the-Commisslon 

1 to be included in a future development programknown as the Long 

I Brach Unit. As a matter of fait, between the area discussed here 
0 	4,  

26 I -as undevelopederea, and the LongzBeech Unit, there is another 
.. 

27 	City operating contrast known as Richfield TerrA. 
, 

20 	00  When we evaluated the economist; 09 the unqcVeloped 
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area as to offering it for lease separately, It appeared mar-, 

30 i/ginal from thtendpoint that a=new 'operator coming in, having 

to operate in the deeper water are0and from facilities outside 
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thedeveloped'-area7 whhwouldconfliet with the Long Beach Naval,- 

2 Shipyard operatiOns; the additional costs mr,‘having to go, pos-
, 

3 i sibly, out to the Seaward side-and slant-drill b 6k into the 

4 area; to provide duplicate facilities for handling-  the productiOn, 
c\ 	 0 

5 'duplicate over9those 	 existence for the L.B.O.D. opera- 

6 tion -- it was determined that Probably the optimum return for 

7 the City and State could be achieved Wineluding the marginal' 

flank parcels in any new coAiract offer'such as is being conald 
, 

eyed at the present time, where the efficiency of developing the 

entkle area will result in a maximum of profit being secured by 

the City and. State from developing the area in conjunction„With, 

the previously developed area rather than having sought to have 

it started.earlier.. 0  

i14?. CRANSTON: I take it your remarks a few minutes ago 

about the number of barrels in the field and)their effect on 

California market eonditionsKInclude that portion of the field as 

well as the,preseMt? 

MR. BORTIG: That is true. AS a matter of fact, ad, to 

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

forty thousand barrels-. 
0 ' 

MR. CRANSTON: Would it be feasible to= offer the field 

for bid and development under separate offerings by fault block? 

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

for the short answer, considering division of:cuntlivided interests 

and offering these undivided interests with the division lines to 

be the fault blocks t-again if I may show you gentlemen a dia- 

1 gram;;a crows section of the Wilmington Oil Field, Indicating by 

these curved lines the,approxlmate location of the subsurface 

fault zones -- You can see this renders a very complex subsurface_ 

micture. This complex subsurface picture; therefore, certainly 

,rdoes not lend itself to property description such that Area A 



( I 
can be described for a particularlease and Area p for another 

lease.  We reported previonslithat separate -Offerings by fault 

blocks would be complicated and disadvantageous, resulting irk 

reduction-of State-City revenues because of increased capial and 

operating expenses. Some of the principal factors contributing 

to'the undesirability of separate offerings are:— 

(a),The faults separating the-Dindividual blocks are not 

definite lines,_but are fault zones of variable wid h. generally 

there are no visible -aurface indications tirthbse faUlts, and 

their location and extent cani?be determined only from subsurface 

g6ologic data 
o ) 

(b) Reservoir stUdiea indicate that the faultsteparat-

ing the various blocks are not competent barriers to the migra-

tion of oil, gas, or Water. This ',keens that if the fault blocks 

were selected as units for separate ayes and there were comPOt' 

ing operatra, the competing operators could find they did hat 

have a fence between their Property, but a -sieve; and thei7 own 

operating conditions would affect the other operator. They 

would be draining gas and pressure back and forth and this would 0 
probably be the most prolific source of litigation we have had 

on tidelands. 

(c) The surface projections of the fault blocks aver=

lap. Milch of the surface area is directly underlain by two or 

three different fault blocks. In other words, if we Put up 

these vertical fences, we rind part of Operator A's prepertY is 

wit41n the fence, part of Operatot D's property is also within 

the fence and extends next door, and part of Operator C's 

prcrerty.starts at the easterly fence and goes over to the west-
., 

erly fence and extends out an indeterminate distanceto the west, 

Unfortunately, nature did not atrange these fault blocks in nice, 

compactd.ndividual units, where they could be ,described in such 
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o 

a manner where they could be considered forcoffers,, in undivided 

;Serests. 
s'aff'ej 

Next, duplication of equipment would c,lault, inasmuch 

as production fadilities Installed dig the last twenty-five 

years are common to 	fau2tblocks. Extensive modification of  •, 

and additions to the following facilities •ould0bc required to 
e),  

provide for use by separrate contractors -- and all of thesei, or 

couroc, at a` cost to the City and Statef 

rirst, the oil gathering systems, Whicklare common; 

the electric power systems, the dry gas systems;, waste water- =11 

disposal system e, water-injection sys'Cems, the tank farms, the 

shipping pumps ess4,1ines. Aetually, currently thereopre tank , 

farms that are being used for multiple fault block operotion, 

one: tank farm handling the production from an many as three of 

-the eXisting f:=,Ult blocks". Therefore, if the fault blocks mere 

16 to be the lease unit or the contract unit, you would tave three 
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/5 

contractors' production going into the dt.me tank, with no abso-

lute and assured criterion or how'to divide the production; and 

19 	-this, ,;of course, con only result in interminable argOent am to 

	

e71 	
„o- 

	

'-20:=1-Wno'is entitled to which share. 	--- 

Next, a substantial increase) in number of oper't&ng 

personnel Would result for a, multiple operattonoat against a 

single operation. Supervisory_and management personnel would 

increase in direct proportion to the number of separate'con- 

traqs aWarded; and this would carry with it the commitment for 

mare ofClc spice, equipment and automobileS. for the contractors' i 	 ti 

,0personnel, 

Finally, more than tventy,multible.* wells product sii 
e--) currently rom more than, one fault block. The produCtIg 

q 
vals of those wells actually are locatf on both sides 1,,f 

/,/ 7/ 	„:-; 
specific faults, again making imnossple the physical separation 
, 	0  ii 	 0, 	

, 	
' 	;1-- and accounting, by fault blocks, of oil produced. 
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Therefore, in summary, few additional facilities will  

be requited to develop the new area if tir entire haphne tideianda 

oil operation, to carried o_n under a Single 6ntraet. t  011 i oiue- 

tion.in the presently developed partel is drivreaft,T, Inl 	 , 

equipment and faellMien the1.4for-kz03uuld t eromo top411 
_ 

in the new area 	at no additional ri nt 

	

It must be reMembet44 thit, tbejotil 	invre 

end operating cents for the, 	stertv,tirtir, 	-1tctSit.t• 

and we do- have the problem ipli.rtthr. by A301[43 	tit ttOty, 
r  

of the effiel6ney nt ihperStion, achieving i∎oth they 

returnfrom the remaining productien and alno t.lre pretretinn 

that public Wm:Anent which has already been made in thia14roa 

which, aemittedly was de initially at a time when the estate 
Lands gommition had no statc:,ory responsibility, wit4f  re.specto 

thla operation. 

MR. CRANSTON1 Do you feel it would be feasible to di- 

vide up the field for bid purposes by resorting to the undivided 

interest route that we have achocateci in regard to the East Wil-
, 

mington Oil Field7 

 MR. HORTIG: Poatibiy an analogy wou.3 be, in effect, 

selling stock in a corporation to operate the efiiire fault block 

and the problem there is that the oPder (15c4i:, arative magnitude 

this operation and the Wilmington Unit that Is under 

dy by the State Lands 	 mission leads us to believe that the 

disadvantage, andlie diseounts,resulting from dividing this 
,-,--(/ 

"tvf; , smaller area would not Justify a 	k.,-,  4 	 ,- ng the area - whereas , 
d 

-  .are,-zionsidering the , poasibility of achliVing minimization of 

anti-monopoly allegations 'by reason of dividing a major field 

which the East Wilmington Field is going to be as distinguished 

44- 

Ulf,  city nhi Aat41.'-  

heretofore been advamc by th:0 t!Ity 

oil funds. in Other ,Werd1, tht0 Id 4 	 *it: I Ilp444  
4 

,,- 
betWen 

we 



from this smaller operation 	wht..h.,' az we have already0lndi- 

cated, will probably riot be with us after 1990 in any event. 

MR. CHAMPION_ And will never be more than five per 

Event of the 8tateun production. 

Mn. HORTIG: That is correct. 

MR. CHAMPION: The difference being that in the East 

Wilmington Field there is 'On opportunity, if there were,not: to -

be divided interests, of establiShing a dominant position'in. the 

California mn et -- whereas in this_situation there is no such 

Opportunity. - 

MR. HORTIG: Based on the East Wilmingtohrield, one 

operator havin control of a total of one-thir.ctc-third. g  

production. jj 

MRYCRANSTON: Are there any'ways in which the action 

we take on this contract affect prospective action on the East 

Wilmington contract? In other words, do we so any precedents 

that to us ,c,v'any action wo may wish to take in regard to the 

other contract? 

MR.. HOrlIG: My own opinion, Mr. Cranston, In no. 

This Will immediately prOatfe an argilment$  I am emit... from acme = 
industry representativeS and. indeedp'Zhell fiats toucheditbe 

point in their letter. If lmay parnphraSe it unleleMeobr 

can find me a copy - - I have L. Item c th ;lien letter 

of October 7th sugge_____ 

"Irrespective or whether the fInnl drel.aien 3n to ntt.11 
a pricing basis of 'average potavd Pril:e 	1 	1"at 
posted price,' we urge that the COMmialon tstob ish 
consistent pattern' as between MIAS iiInd 'tither tldP and 
submerged' lands offerings to0thlt in the  future: ale Offi.fr-
ings of. Publicly owned lAnds (whether eontrolled 	the 
state or by a political subdIvin0h that of) will contain 
identical crude-oil pricing terma." 

,?) 
General's Office, that 

Lands CoMMIssionis not establishing ailroc7qont anal ce!imittIng = 
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itself to use the identical terms In the other oper7ttifsns, this 

e then does not meet the test as suggested by the AC11, 011 Company. 

Through an intensive review of the operation, I belie,'Ie that we 

must conclude that it is not feasible to establish at any one 

time in connection with a particular operation 	and certainly 

not with,  respect_ to the Long Beach Harbor tidelands parcels -- a 

set of criteria that will-be so well controlled as to assure the 
"=. maximum of benefits and minimum of disadyant;ages in the operation 

of this area, which criteria are in turn also at the same time 

so flexible and so all-embractez as to fit all other leaning and 
2  ; 

oil contract considerations that may cOMe before the Commission 
c-?v  

in future, irrespective of their variations in geography,2- 

logy and economics. 

MR -CHAMPION: As a matter of fact, these contracts 

;•-..rt---g-e-verned by a different law than governs the,tidelands oper-

ated by the State LandsCommission -- these are two different 

statutes.-  

MR. HORTIG: This in the practical fact. 

MR. CHAMPION: So -this isn't conceivable 	you re- 

write those statutes. 

MR.' CRANSTON! Does the action we take on this contract 

relate to any action which-may be taken in the Legislature on 

23 	the matter of present division of revenues from Long:)Beath oil 

24 

25 	 MR. GOLDIN: No. 

MR. CHAMPION: In Other words, if there were to be a 

27 	change in the present fifti=ti-fty arrangement, that'woif4aut6- 

28 matically applyregardiess-of this contract having been awarded. 

29 

30 , tionship. It is only the Stati-utes%. 1957 that freeze that 

it 

relationship. 
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11 

/ 
MR. GOLDEN: Yes, sir. What I was looking for MB a 

specific provision that we had WritOen,̀Into the contract to 
= 	' 
	 = 

protect the State in the event of such a revision. 	 0 

MR. CRANSTON: YPd do have such a provision in the 
it — 

Contract? 

Al. GOLDEN: Yes, if I can lo4tett.. I believejthat 

it is found in Section 40 of the'contractiating to successors 

	

8 	and assigns. We were cognizant of the possibility that this con- 
0 

	

g 	tingency might wccur, so we inserted this proviSion for the State 

	

10 	to act in the Cy's stead - should the Legislature take'•=r3Uch 

	

11 	action. 

	

,12 	 MR. CHAMPION: That would be in terms of an entire 

	

13 	revocation -- that the State would act in the City's stead; but 

	

14 	if there were only a change by the Legislature in the allocation 

	

15 	of the revenues from fifty-fifty, is there a provision on that? 

	

16 	I don't think there is any legal 

MP. SHAVELSON: No. In other worda, this being a pro-, 

posed PontPact between the contractor and the City, it it none',  

of the contractor's business as to how,the revenues will be 

ultimately divided. However, it may be the contractor's busiaelul 

who has the specific authority. That's why thirrovition was"' --, 
-'- ------  

Q- - - - --- - - - ---,-:_ put in; but nothing was put in regarding this division, becausc- ---- ( 	-  

this doesn't concern him. at all. 

MR. CHAMPION: The State would operate the contrapt 

only on entire revocation? 

MR. SHAVELSON: If there were substantial differences; 0 

there might ba=more participation,b7 the StatepLands Commission 

c ithout' complete revocation. 

MR. CRANSTON: We have gone over many qubstions raised 

-by this Contract, but not all of them. I would now like to get 

into the matter that relates to our time schedule. In order to 

47 
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c) 

have the contract ready to go and to have the field continue to 

be developed as of the time this ,,,contract expires, what 13 
(;: 

necessary time schedule fot approval, sending_out notices, 
0 

awarding the contract?? 

MR. HORTIC: In terms of` State statutory requirements 

and the re uitements or----Fhe Long Beach City Charter, there is 

only one lialterable specification and this 1s a,requireMent in 

connecttbn with the award. of e...itract by the City 	that after 

bids are received there be, a, thirty-day waiting period before 

the contract can becomo effetive either in terms of having been 

approVed spy the City Cnuncil,er not objecteco by the City 

Council, or, converaelY, to bp terminated by rejection by the 
„--, 	 - 

City Council; but that thirty- day period must run according to 

the charter. 

The balance,oV the scheduled time, then, relates 
,,_,,  

necessarily to whet is most desirable and might be optimum in 
, 

terms of-Providing completely adequate time, if at all posSible 
-!.,--'' ./----= 

for all prospective bidders to evelr-ate the economics ofthe 

contract offer which in being discussed herof
,
today --- which; 

''' 	-- 
while it is'L,a smaller Operation, neverthtAess relates,to sUbston- 

, 
'tial amounts of oil production and to 'existg plant and,facili-

ties involving something in excess 01 six hundred operating oil 

wellstoday.Thts.,therefore,as_amatter of any neW operator 

entering the area is going to require considerable study and 

time is essential there. 

MR. SIEROTY: Frank, could I stop you right there? 

Has this economic information been'-made available to possible' 

bidders ac'yet? 

MR. HORTIG: No,,but may I plug that in at the point 
, 	- 

in the timecschedule I am aboUt to tell you aboUt? Secondly, 

ar0—nqually important, of course, in the fact that if there is 

cN 
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1 
	

to be a continuity of operations with the high,degree ei effi- 

2 	ciency that has been achieved in the Long Beach Harbor 11.1.4parttent 
3 	tidelands, 1E.tere is to be a contractor at midnight March 20, 

4 	1964 who is not one who has previoudly epeiated in the era, if 

5 
	

he should have such a cen7actor organization and should be the 

0 
	

high bidder as against the present operator -- then in order to 

7 
	

have staff training, indoctrination, even the necessary taking or 

inventories and even finding out where these six hundred wells 

9 	are located on the ground and where thee rt4bipelines go,-necessi- -% 

tates considerable indoctrinaticn period if there is to be a 10 

	

11 	smooth trTnsi%ion without a drop in efficiency at'- midnight en 

March 20th. 

	

13 	 Therefore, it has been previc,usly'auggeabed as a desi 

	

14 	able minimum for the contract effective March 20th, that the 

	

15 	contract should be awarded andftthe contractor know he 16- going 

	

18 	to have this obligation on March 20th by n'' later than January 

	

, 17 	2, 1964. This woad reqUire a start of the thirty-day charter.  

	

18 	waiting period nor---later-,than December 2nd and preceding J4 

	

19 	start of the charter waiting period, before award' of a contract 

	

20 	pursuant to a bid, there is required inthe statutes, in the 

	

21 	Public Re sources Code,'8tate Lands , ComMission approval of the 

	

22 	bid before the_contract can be awarded. ,This, therefore, to meet 

	

23 	this starting date'of December 2nd, would have to be before. the 

	

24 	Lands Commission-at the meeting currently scheduled for November 

	

25 	21st. 

	

20 	 MR. CHAMPION: //let me just ask: That means that if 

	

27 	we should approve this and this progressed forward'and the bid- 

	

20 	ding did not develop ao anticipated under the kind of discuOsion 
29 2we have had today, that one orcmore of our speculations did not 

	

30 	work out, that could at that time be turned down? 

	

31 	
MR. HORTIG: Yea. Approval is required or no deal 

appro4a1 of the Lands Commission. 

0 
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MR. CRANSTON: If-,,,it is turned dewn,to go off the 
,------; 	•,.--.' 	 _ 

, . 
sscheme for a minute, we oie9)!!!yare

, 
 not going_ have time 

i to have a contraetorlby March 20th. 	fr 	
i, 

MR. HORTIG: We would not.' 

MR. CRANSTON: What happens if we don't have a con- 

0 

MR. HORTI : One of a series of alternatives haie been 

suggested: Possibli,  reconsideratie, with amendments in the 

light of t131se circumstances, er a unit opetittion of the type 

such as has been suggested by ;;pion Pacific)lailroar- which, 

inasmuch an (and this is higAly speculative) they are operating 
fi 	7  
4Z = 

and they are there, and 't,he LonarBeach Harbor Department per.4, 

sonnel are there, an emergency and stopgap type of operation 

could be put together la,--%hone grqUps much more rapidly than & 

new contractor could dr/it; or, conversely, even expansion of 
7,  

the Long Beach Herber Department engineering end control staff' 
',7_  

could operate on, again, an, interim basis, the field with which 

they are intimately familiar and iridally contact until a new 

form of offer could be developed. 

MR. CHAMPION: As I understand it, Wowever, this mould 

be a sacrifice in the -mount of money We would receive in terms„-- 

of the present contract just so far as what we IcneveabOut, the 

present formula, 

Aal.) HORTIG: As against, reasonable 

believe''this would be t✓e inefficient method 

a cost to the City/7nd State to have such an 

MR* CRANSTON: Which,WoUld I-aye to 

other costs, 

MR. HORTIO: Thats correct. Now backing up one step 

further, it the Harbor Commission staff and State Lands CoMtia,' 

sion staff are going to have time-to do an adequate job of 

tractor by March 20th? 

expectations, I 

and would,cOme at 

interim operation. 

be  weighed against 

59_, 
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,,, 15 
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17.  

18 

19 

20 

21 

22 

23 

24 
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0 

staff evaluation of the bids,  without being in,our interminable 

2 	crash program and crisis schedule,__It_llsiild beAesirable if at 
62  . 

3 	all possible -- it would have been, to have the bids received by 

4 	November first. That being the case,r.And again having in mind to 

give the operator or 'Prospective bidders an adequate opportunity 

to determine what the bid should be in the liTt,of the contract 

'here being considered, the City should have published notices 
of intention to receive bids on Septerper 2nd -- which we have 

already passed. So we.ape behind schedule now by' at leaiit thirty 
V 

days; and these thirty days'aregeing to have to be made up by 

shorthening wherever we can to save time. 

MR. ,9'ANSTON: You do believe, however, that we can 

compress thit schedule and if we receive an appropriate bid whieho  

we act upon still be able to meet the deadline of March 20 l? 

MR. liORTIG: Yes, 

MR: CRANSTON: What would be the_tffect of any further 

compression of that time -period if there was not action by the 

State Landa'i  Commission! 

MR. BORTIO: This is speculative, again, upon who the 

prospective bidders are going to be; but if there are any inter-

ested bidders, and T assume therewould be under normal c cum-L 

stances, who have not previously operated in the 	-- as a 

matter of tact, there has been some conjecture here might be 

some who haven't,, even previously operated In/Ca=lifornia -- if 

2 

0 

25 	they had to start frem scratch and they cannot be given time to 
0 

20,-:-.1-makean evaluation of-what their bid wild be, this°Will result 

27 in taking increased insura:lOt-in Case they get this responsi 

bility or in some cases result in nejbi!,eing submitted because 

of inadequate time to,,become sufficiently knowledgable in this 

complex situation to proceed i,t).th an intelligent bid. 

The,ultimate argument on'thia, of course, isthat,you 

28 
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CRANSTON: Just for the record, who are the° 28 

29 	present. 

30 

S 1 

eiators? 

MR.'HORTIG: The Long Beach Oil DevcloPment-romPshY, 

• whi h 	a stocK corporation. r•incipal ntoetheiders at the 

U 

o 

could go to bid, have bids received_up to thirty days before 
o ,  

March 20th so that the waiting period Could take place, and the 

contract become effective for the first:time on March 20th. b0 Nrider' 

those circumstances, the only potential bidder in my estimation 

who would be in position to make an intelligent bid ruld be the_ 
6 

present operator because- he would be-thec'only one who knows about 

the full scale of the-op'e'ration. 	8  

MR. CRWTON:" Are you saYie--i.), then, that the delay 

playSto the advantage of the present '',ppra. r,--, a compression 
, 	.1`L)'---, 	0 

of the time necessary to consider the casts and methods necessary 
,:: 	, 

to getPthe field into development? =-0> 0 	o • field 	 . 	 ,,.,,o 

MR. UVPIG: Well, it mlts other idde/  at a greater 
. 

,disadvantage than the present operatorf, 

MR. CHAMPION:; If it puts other {ti dders at /disadvan- -,, 
Cage,:  don't you end up with an advantage? 

MR. HORTIG: RightL--, a matter WoevinW.cb. I didn't 

finish answering Mr. Sieroty,8 question, Mr/Chairman. It was 

the proposal, as reported at the last mee 'ng of,  the Commlasion, 

of the Harbor Departtcnt to hold bidders0 conferenc es and to 

Present a bidder5 1  package, representing the sum total or col- 
lected knowledge on the geology, 70nomics, physical conditions, 

deers, in order to give allp ,.?viouS non-operators in the area 

as broad a baSe of-knowle ,4e- on which to base their bids. dri  /7  

. Again-, evalu ion, of this data 10 going to require 

time and, therefore, f thippregram is going to be followed it 

is essential that it be adopted AS9soon as possible. 

operating requirementp, and's° rth, for all prospective bid
.  

27 

0 

0 
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presentotime art„in the approximate4percentages of Signal Oil and 

Gas Company, fifty per cent; Standard 011 Corpany of California, 
0 H,? 1r 

twenty,five per cent; and the remaining-twety.five per cent 

scattered, as reported at the last Meeting:t=on September 30th. 

The precise statistics" re: - Standard Oil-of California, 28.5; 

Signal Oil and Gas Company, 57.0; Humble Oil tadjlefining Com-

pany, 8.5%; the Termo Company, 2%;aMacrate (either oil company 
0 

Or as an individual, I am not certain) 2%; and one of the Con-

tinental_groupi 2%. 

MR. CRANSTTD Mr. Chairman, it seems to mithat in 

order to meet thedefAdlinea that would aeon to be the merit der4r-
"■_ 

able, we"ahould'aeek to ,act toda(y). The situation, when the Con- 

13 .-tract bids are let and when they return to us, would still per- 

14 	mit us at that time, although there would be vast complication 

15 	involved, to reject the bids -- which Ne would, of course, do if 
. 	, 

18 	they were unsatisfactory. Also, we would be able, if holes were 

17 	punched in the contract forms between now and then,Oto reject the_ 

18:  bids if for that reason they were improper. 

19 a However, I regret' to say I am not Otte ready at this 

20 po&it to approve the contract, mainly becalm certain material 

21' was handed to me yesterday by the Attorney Generial's Office and 

22 ,the staff, and que6tons have been raised by Senator O'Sullivan 
,t) 

and I' have not had adequate time to digest thin. However, I do 

not desire to delay any more than necessary and I'd like to ask 

if we' can recess until three o'clock this afternoon andAme alf 

we would be prepared at that time. 

MR. CHAMPION:, All right, that is satisCactorY to me. 
() 	- 

I'd-like to have some idea of how Much other material will need 

to come barezT -um or whether there in other testimony. ' 

MR. CRANSTON: Perhaps Alan hasuother'queations': 
a

✓ MR. SIEROTY: I haVe,aome qdestions. Perhaps ir 
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can raise them now, we might be able to work onithem bet"' en now 

and three o'clock. 

Frank, your mentioned that economic itiformation was ava 1- 

able but hadn't yet been dis/Jributed to possible bidders. It 
4 
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would seem to me that whether we act today or not, that economic 

infOrmation Could be made available to possible bidders. In fact, 

I can't see why it cotadn't,haVe been made available already. Al 
6! 

least,=possible bidders could be gathering their studies and mak- 

ing their evalUation, even - if thext didn't know the exact terms of 
\ 

the contract. 	.„-.) 

MR. HORTIG: 02 course, the exact'terms of the contract 

are such an essential part of the evaluation. 

MR. SIEROTY: I knoW that, 

MR. HORTIO: However, I think possibly the Long Beach 

Harbor Department should' respond as to that schedule, inasmuch as 

it was their intent to carry out this program. 

MR. 	 Smith ,SPENCE. Mr. Chairman, Ir. m 	till respond to 

Mr. Hortigls last question, bUt there Ls. one point I think should 

be made clear. If we assume =that the City or Long Beach could 

operate this field temporarily with the Long Beach Harbor tidp, 
 

lands pa^cel, we still have that big, problem: What are we going 

to do wit: the Oil? We can't dispose of the oil. We can't sell 

it except on\a contract let pursuant to Chapter 29 under compoti-

tive bids, for which we have to receive prior appryaIzf the 

State Lands COMmistion. So we can't solve it by doing the work 

ourselves, assuming we arc able to do It 

MR.. CHAMPION; Well, I-think that's a question you wort'A 
0r. 

have to face unless 16,1/ Iit'S-7-,r 

'MR. SPENLib-: I hope not. 	 0 
MR. CHAMPION: If we end up by posing it.for you, we 

will have to discuss what can be done aboutiI; but I think that 

discussion might be-acadeMic at this time. 



O 

a 

■•■ 

1 	 MR: SMITH: - We are now in a pepition to distribuLe this 

2 	Package, which we feel does contain adequate information for 

3 	potential bidders. to evaluate our proposal, We haul notodistri- 
c71 

4 	buted it yet, primarily,becausewe were waiting fer.an approved 

5 	farm oecontract. It is conceivable that a radically changed 

8 	contract would require additional information, deletion of in- 

7 	formation, or Modification of some of this ipforMation. 

0 

11 	and this 'Would be made available at that time. If it appears 

1Z- there is goingbe any delay in getting apprwral of this eon- .. 
\'\"---. . 	.,,  

13 	tract=i- the suggestion ofoputting this information out nowcmight - 
14-bevaorth considering. 

	

:- 	
, 

15 	 MR. SIEROTY: How long a period of time will be given 

18 	to possible .bidders between the time of notice et.  the bid and 

17 	the time that bids mint be received ? 

18 	 MR. SMITH: We are proposing a sixty-day period cf 

19 	advertising this bid and I believe that sixty days Is a fair 

minimum to digest this information and came up with an intent-

gent bides lie had hoped to be able to give them ninety days or 

perhaps even more if possible. 
0 	" 

23 
	

SIEROTY: I have no information as to what time 

24 	oil companies need to digest this. \II think it is an extremely 
. 

25 

28 

27 

28 	and State to extend the period of time and perhaps if there in 

29 

	

	
somebody/here that would like to speak on that we could get 

1/' 
that intormation. I notice we are'thinkingin terms of January 

2nd teiliarch 20th as a period of-time in which the new contract,:r 

(I 

can say thatowe - have made the assumption that this 

9 7>On-t--ract forMr-would be-approved today and we would advertise for 
_ 	 6.?  

10 °bidsat the earliest possible time, which wouU,be nexto  week ' 

20 

21 

022 

31 

30 

important point. '.. You want to encourage bidders, If there is 

any possible bidder who Cipieuld be cut offer in his examinatio&ar 

study of this, I think it might be in the interest- of- the City 

yf 

. o---- 



MR.,01101PION: Well,'we are approaching the hour of 

can familiarize himself with the new operation. That seems to me 

perhaps a little longer than required, and I'd like to nee any 

extra time given to study time 

MR. SMITH: That's right, Mr. Sieroty. If we have to 

compress- any of,our time schedule, it should be at the end, be-

fore the,award and the taking over. 

MR.CRANSTON:' Is that not action time? If the contract 

is awarded on January 2nd, the winning group,is going to require 

the time between then and March 20tOo take the steps necessary 

to aommence operationb on March,20th. I assume most of his study 

on :what he is going to de will have to be done before. he aids on 

the contract. 

MR. SMITH: That's tOrrect. The aliety days we spoke of 

is for assimilation of the information in rthis package. 

MR. CHAMPION: Let me ask your Da0youhame any notion' 

of how many bidders you are likely to h&ve -= half%a, dozen? 

MR. SMITH: It is difficult tcPsay how many of the in-

quiries we have had are really valid inquiries. 	don't nave a 

list of those with me
i
.1aut my recollection of those is that 

there may,  have been twenty separate companies or individuals who 

have asked for what information wan available. 

MR. CHAM7ON: Are there any indications if we approve 

the contract as before us substantially An form that there will 

be substantial bidding -= that'this will draw a number Of rivals? 

MR, SMITH: I really believe so. 

MR. CHAMPION: And' it really would be an unsatisfactory 

hiddingprocedure if that did not occur? 

MR. SMITH: That is C-,4hect. 

MR. CHAMPION: ThanI you very much, ,Mr. 

MR, SIEROTY: I have some other_ westions. 
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twelve thirty. We will p1an to `meet by three o'clock. If-there 

is anyone else who has questions they want to raise or who,at 
c:!  

going to Want to speak on this thing, I'd appreciate if you 
, . 

would let Mr.fortig or someone on the staff know, so we can 

apportion the time. We would like to conclude today and hope-,  

fully take action, today; and with that expectation I'd like to 

°We will stand recessed until three o'clock. 

(Recess 12:25-3:20 p.m.) 

MR. CHAMPIOH:' ItTi meeting will oleaseA4Me to order. _ ,q 	 `/- 	_ 
Mr. Hortig, I know Mr. Sieroty has some questions'

,
to raise; Did ,---, 

, 
anyone else register anything further with you:with,reference to, 

appearing or making-statements? 

MR. HORTIG: No, sir. 

MR. CHAMPION: All right, Alan, do you want to proecd 

then? 
	 - 

MR. SIBROTY: Yes. Ind like to ask the Long Beach 

Harbor Commirion - - We were talking at the end='of the session 

about the availability of the economic report, information that • 
, \73 

c, and you indicated that it was, you have compiled in that bool 

why that could not be made avail- available. Is there any Vesson 

able to prospective bidders, let's say,as of tomorrow 	se 
L. 

they can get started in analyting this information? 

MR. SMITH: As I said before; Mr. Sieroty.„ if it were, 

possible to put this package of information out with the pro-

posed contract form, -then we would .-6,i'surecthat we would. be 

putting out the correct information theywould need to make their 

analysis. It is available to be put out if the acceptance of 

the form of contract is going to be delayed for an appreciable 

1'-  

2 

-3 

4 

5 

6 

7 JJhays anyone who wantscto Speak to baize au opportunity to do it, 

but I want to get cleando up and take enough'ilme to do so. 
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period and we would certainly consider putting it out. 
t'r 	. 

MR. SIEROTY:, Irrespective of whether the contract is 

approved, these are separate' books, I elippose.0I would :think the,)  

econoMic informationrcould'be flArnished to prospeCtive 

5, so they could be getting started on their Oanalysis. Let's say 

6 the contract isapproved in a week or two- weeks. I am Just eoh'; 

-7 corned that the people who are bidding on this Would not have 

time to analyze all the data. 

MR. SMITH; Yes, I have that same concenn, and thelleve 

we can put it out withih the next few days, make it available. 

M14, SIEROTY Well, would you state, ten, 'to the 

Commissiodthat you would make it al:ailable by M nday,,hAater 

than°Monday, inca.ny case? 

MR. SMITE: Well, I would hesitate to say that because 
, 3 

2' 

3 

4 

, 
=71 don't' know the status of the repr6duction of it, to tell th-e 

truth. This copy I have is a preliminary copy. 	is being 

reproduced: now and I AT not sure it is actually physically pos-
4 ;/ Bible we would be able distribute it at this time; but certainly 

within a few days.,, 

MB. SIEROTY:-But ycu will make an attempt to get it 
, 	- 	X% 	, 

out at the earliest time irrespective of what the Commission 

does on the contract -  
, 

MR. SMITH: Yes,.I*think9Wp can do that 

MR. SIBROTY: All right, 

MB. RIDINGS: Mr. Sieroty, if I migk answer your last 

question, you said="irreSpective of what the Commissiodoes"-- 
-,,,.- ,:% 	 „ 

A great deal of the informatio of this book has been tailored 
,-,...---, 	 - 

fit the partidular- type of con' :-act we'  re are 	here. If 
• 

there is to be a substantial change in the type-or conract,-our 
- 	 1), time will have already been wasted and the time of anybody whej 

has started study along-those lines would also have been wasted. 
0  

o 

O 
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1 	 ST1:ROTy: =4  eM---hot nui",i if mill 	 was 

2 	nnsmincr, thnit there was economic informatics;: and petroleum 

3 	studies)  and so forth,'that were somewhat different and rot 

4' dependent on the form of contract. 

5 	 MR. CHAMPION: May I make a suggestion on that? If 

6. __we have a problem on that we can go into that atthe end 

the meeting. We will then know what the status .of the corn act 

8 	iaand this canbezresolved. Did you have some other point? 

MR. SIEROTY: Now, the contract proviOa for a termina- 
, -z.2 

Lion clause in the evert that the Contract in not profitable and , 	 Q 

notice of that is homany days, Mr. Hortig, do you recall? 
.1-. 

flow many days is it %one hundred eighty day notice? 
mil% HORTIG:

-- 	

believo. ith one twenty., 

R. SPENCE: One hundred eighty d&ys after the deter-

mination has- been made. 

MR. SIEROTY: In other words,,one hundred' eighty days 

after the City and the State are satisfied thatthe Contract is 

unprofitable, the contract will be terminated? 

MR. SPP,NCET 

ML ,PIEROTY: My-  question is this: Is that enough 

time? Frankly, here we are and it'S'October and we have been 

working on this f6r some time and we are worried abbut March 20th 
lS 0 

-- getting in there March 20th:' Is one hundred eighty days 

enough time? Maybe yom=need nine months. 

MR. SPENCE:Well, let me put it this -ay: If there 

is no delay in approving the contract anciit's been processed 

°juntas this contract has beemprocessed by the State Lands:Com- 

missien staff and the AttOrney General's Office, a hundred eighty,/ 

days will be plenty of time; but ifwe have a -lbt of dilly dallY-

ing, it won't be longnough. 

MR. Sti,;ROIU: Well-, we are thi6king twenty-fi-e years 

9 

10 

11 

14 
. \16 

18 

17 

18 

19 
20 

'21 

22 

23 

24 

725 

28 

27 

20 
29 

31 

r"? 
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in advance 	twenty years, or fifteen years 

MR. SPENCE: We havF been through this one 'hundred 

eighty-day period with the sniff ofthe Attorney General's 

Office. We are satisfied with it, provided there isnIt ‘Ry-

undue delay like We have had on this lone. 

MR. RIDINGS: May I answer further, 14r. Sieroty?_ If  
ye6, will refer to the testimony at the previous he/ring-on 

September 30th, Mr. Spence explained Wat it is ur plan to have, 

constantly on hand and preparedend currently up-to-date from 
to 

time/time- in meetings with the Lands Comiii-1.-Km, a fo,mm-ef con- , 
0 	0 

tract which would, in light of0the circumstances of the years as 

they pass by, best suit the continuation.' there neednot be 

the type of study preparatory to it that is needed here: 

further, this will.not come at a timecwhen the econom-

ics of the field are so great as they are now, but under a <";-  dif- 

fer 	set of circumstances when the magnifiurie ce! 	field is 

substantially:less and the problems likewise substantially less. 

It has been felt to hold a contractor in anzanprofitable posi-

tion for longer than six months may, As we have considered-in no 
o - 

many other cases, require him to hedge in his bid; and these 

fractional tpreentages-that he might hedge will amount to so many 

dollars in the earlier years. It is very important to get the 

highest return for the State and'City. 

MR, U.EROTY: Mr. Hortig, do you have anye, .444ntDon 

-the one hundred eighty days? 

HORTIG: No; I would,coneur in /lie coMmeh a you , 

have had from the Long Beach Harbor Mpartment; anC as Mt. 

Spence- reported, t3is was reviewed as to its prapticability be-

fore it was included as a specification in the'cOntract. 

MR. SIEROTY: Paragraph 4 in the Shell Oil Company 

letter asimabout taxes -- a question about severe tax; and 	o 
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meeting, and as far as Shell Oil. Companv,gthatWill satisfy thdtn. 
C 

MR. SPENCE:,  The City of.LOng E1ach concurs in that, 

`Mr. -Chairman.- '6 	------ 	0  
MR. SIERM: - Mr. Scott's letter for Faul7y Petroleum  

C P  raiseaGSeveral questions that we should u  briefWentWer. -The 
- 	' 

first question has to do with, he definition of continuing pus-, c 	0 	
'0 0 tT 

chasers, and it is my understanding that the thousand-,barrele of 

okl'per day that are referred to means that a purchaser need not 

o 

= r' 	 , 
purchaseiarthousand barrels every day, but that he purchase an-i,  

 11   

average of one thousand barrels per day over a period of one e1 
month; 'is that aorrect? 

MR. NORTIG: Over one year. 
0 

MR. SHAVELSON: Yes -- DUAng each of the preceding 

twelve calendar monthsk an average of a. thousand barreld a day ° - 

‘(. 	° U 

in 'any one month, say a thirty-day irionth; -over thirty thousand 

barrels, even if on one particular day he PurohaseTless than a 
- 	 , 

31 - ,  thousand barrels that would notAisTslIry him as a continui-ng 

29 

30 

U 

o 

I Understand this'has been informally discussed, and I think its,  

2 ought to be answered in the recm2d, answering the qu4tion raised 

in paragraph k. 
0 0  

so 

4 

5 

„ production license' taxito„be levied by the City will be paid by 
' 

the contractor and will bereimbursable. We do- V n't think that 0 a  

the language would be susceptible of any other meaeng, since 

9 	the tax is not measured by the reimbursable exPOsca-in the con- -.' 

16 1 	r' 	. 	„, tractors share of the net profit. So, therefore, fo- r perposes 
4 , 4 

of the record I would -like to -state that this is the purpodeor 
0 ,D 	0 

the contract 7- *Melte such'tax reimbursable. I understand that  .cs 
the representative of Long Beach will corroborate,that in open 

, 	,,  MR. S1AVELSON:r Mr.,Chairman, if I may make a brief 

remark on that, it is the intention of the contract that the oil 
‘ I 	- 

U 
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purchaser under the contract: 

MH.'SIEHOTY: In effect, tle,loes not haV;e topurchase 

3 every- day? 	 c 

4 	 MR. SHAVELSON: That is correct. 

5 	 MR.,.218RDTY: Now, his questiofi Number 4 hereis very 

6 i short: Hew will the contract treat tie bids? Letts take that 
o 

part first. How will the contract treat tie bide? I guess he 
0 

means how will the City-  and Commission treaCtie_blds, the 

procedure. 	, 	 0- 
NORTIG: Depending upon the nature of the tie bids 

- 	 _ 9  
received and any other conditions that might have been added•to 

the bid form when it comes time for evaluation and determin
0
ation 

as to which bids- are qualified, which, bids if any are tied in 

fact; and as to the manne-r of allocating an award as a result or 

a'tie bid, it is felt it is strictly a legal question which will 

18 have to be faced If it is a problem-ab-a result of bid submittals 

and wW tm,  faced during the bid evaluation procedure. It is 
, 

not feasible-during the time requirements to provide a complete 

Jet of speeificatfbnstencover all possible 6ontingeneies. 

147. SIEROTY:-  I wenda if the City has any information? 

Have you given any thought to the question of what you will do in 

62 the event of a tie bid? 
0 

ME: SPENCE: In the first place, we will wa until we 
0 	'----'-' 

get a--aituation,whore we haye----tie bid. - The City has had a num-

ber of tie bids and it has never posed any legal problem as far 

as -we are coneerned.s.\,:  The atatutes provide that„, 	'must be 

awarded to the highest responsible bidder and at that time the 

Boaid of Harbor Commissioners will have to determine who is the 

highest responsible bidder. 

011'. CILAMPIOK: The 6'tate often faces that problem. 4 
_ 	o  

tile, GOLDIN: Mr. Chairman, to minimize=this 
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MR.-̀ SIEROTY: Let me ask Mr. Mortis if he would care to 

on the last part of queition 4 there? 	 0 

JIR. MORTIG: Would 70,,..read the question, Mr. gieroty? = 

I don't have a ecpy oOhe letter bef6re me. 

MR. SIEROTY: "HoW will the -contract treat tie bids or , 

several bids that are 100% or better? Can there be more than 

loct% net profits? Will all bids-100 and over be treated as 

MR. IIORTIG I believe the .answeris,the same as pre 
-- 

viously--- if such bids'are received pursuant to particular 

Is-it not practicable to ask that the bid ,factor- be carried ost, 

perhaps, to four decimal points? It will, therefore, minimize' 

the possibility or the precise bid being submitted 

entities. 	• Q 

5 	 MR. CHAMPION: 	assume that thia is ut the option or 
A  

C 	the bidder, if he would like to do it 	hardly ,think we can 

7 	tell them to do it Ia thereany Objection to anybody samitting 

8 	a bid in four decimal figures?"ANo response) I-JuSt don't see 

9 i  how we can Issue a, directive of that kind. That's like saying 

10 C sometodY wants to bid ninety-two per cent, they have to bid 

11 1 92.111 or something. 

specifications in the bid offer, the first 	question is go- , 

ing to be that the bids received are responsive to the particular 

form of bid offer which is to be considered by the Land Commis-_,  

here today; and thereafter, the legal question of lead/ 

sufficiency ofp. bid in excess of 100% in the net profits. There 

is one tenable interpretation 0-- this is not necessarily legal 7- 

that,a bid over 100% could be viewed as aniffer to°Payi, in 

effect,-posted pklea plus a bonus for the oil. 
	 0 

MR. SIEROTY: New, question-liumber 5 refers to page 32, 
_ 

lines 18 through 23, and this particular clause prOvides that if , 
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proposed contra,t or under the contract which the Commiesioh is 

now considering, that such a purehase would net invoke the most 

favored nation clause as to the higher Price in view of„the<,  

18 	stock ownership by one of the participants In the corporation 

L 

 
19 	that was the contractor., However, if on- the order ormagnittW„ 

15 

10 

17 

c, 

higher pride would be added in, partieUlarly'as a posted 
0 - 

price, in calculationof'the average price Which was to .be 23 

21 	side of its relationship to the contractor-, -this contract at 

26 cto constitute'purehases of a continuing PUrchaser4 entirely out-

I- 

the contractor; 1,73.r one or more of the persons:  firms or'corpora-

tions comprising the contractor, purthasesoilOmothers in the 
- 	Cf..) 	 s • — 

3 -field, the price for the oil taken by any such Ourchaser"under  

4 	this agreement shall be the higher:of either the- priceas cal- 
a 

0 5 f culated above or the price paid by such purchaser to others. 

8 	Now, Mr. ScOttis raising in this letter the question 

7 	of-Whether in a situation like 1440,.D., where t.-.B.O.D. is it.„-cor- 

- 8 poratl* -- it ianot_a syndicate or partnership -- would a 

9 	stockholder such as Standard. Oil -- would Standard 011,60puri, 
o. 

— 

10 	chases be taken into conaideration sp as to cause'l:B.O.D. to Ipa. 0 

0 

9 	o Q 

	 ti 

11 -a higher pride in the event that Standard Oil would be buying oil 

12 	at. a higher price,in the field? 

`13 MR. HORTIG: Nall, I believe, Mr.-Sieroty, in the case 

14 	of your hypothetical example, if this were applicable to the 

The other side of the coin, as reporte4 on the agenda P 

item this morning with/I  spect 'to,this item, 14,thAt inasmuch \■, 

27- 	there is obvioiialy n certain method by which to forecast what 

28' 	0 	 0 
the corporate relationships and the stock relationship: or the 

A.  
29 	potential,bidders are going to be, and therefore-Some parties'' ,  
30 c.. 	 (y 1 to such an' operating,Contraet Who might be the successful bidder 

 11 I  could conceivably be subject to other purchases by another -pare   '77  

24 	Payable. 
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on his own account in a-manner so as to-reflect on the basic cOn- , 

2 tract- to such a degree of uncertainty and inability to evaluate, 0 

°3What theieconomid hazard of this'would be in the future, we feel 

-4 again constitutes an ==uncertainty as teEthe applicable pricebaser 
0 - 	, 	 0  . 5 and this would again necessitate a discount on the bid offer6oio0any' 

66  prospective contractor. 

MR. SIEBOTy: Well, you have a situation where companies 

get togetheras.-a partnership or syndicatet, Their other purchases 
IP 

9 are going.  to be considereCin=terms,of.getting_the State the bigh- , 
10 eat price, but in getting together as a corpOration„... they will not 

	

11 	be considered. Is that not correct? 

	

012 	 ',MR MORTIG: It certainly will be considered in that 

13 it qualifiea,An teams of establishing the aVerage'pricp for the 
. 	 -:- 

14 oil, It simply would_bot invoke the moat faverednation clause., 

l  k 	 MR. 5IEROTY: 0-That is what I mean.-  It would not serve  , — 
18 to giVe the City and the State tbe benefit of that higher price 

11 that that company which is :a member or thia group, by virtue of 

	

18 	its-stockholding, is paying in the-  same field, 	 ey- 
- 	 . 	 ,,, 

	

19 	„ ,:MR. IfORTIG Only to.the degree that this again, would 

20 be reflected Wthe calculated average price tobeused/vbich, 

	

21 	would be raised byAnclusion of thin price, - 	0 	0 0 
.., 6  

	

-22, 	MR. SIEROTY: My suggestion it that we add in bete. 
; 	 . 	0 D 	! 23 1 language which would-insure that a contractor which maybe afeor- 

, 
-I' PoratIon4„ Whose- ownership is by .stockhoIders, whOselowhershili is 

-- 	‹D' 	 „ 
_. 

in oil companies - -- maybe =we have to-have some percentage figure . , 
, — 

there; I would- auggedt_tWenfk per centz..--- that then that com- 

pany's purchases are goiht to `be coasidered under 	clause*,  

' MR., HOMO: Mel:LS othe hazard, 	course, or the other 

0.011.4 per..-6-ent ownership be'ing subject to.the possibility of hay-

ing to pv
, 
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0 

would be such an uncertainty as to again diseount_the) bidding,  
Q  

2 i.l and require insurance and no _matter what value we select -°- 

if We select twenty-Percent, I ain almost certain whoever goes 
-02,--  

--7-,-  
4 	outand buys atCbhe rhigher price will only--have nineteen per-cent 

' 	 . 

5 	so he doesn't trigger.- 

6 F 	- MR. SIEROTY: We are making ,quite a distinction as to = 

--7, whether this is a corporation or whether it is '1 noneorporate 
- , 

entity. -I think we are Just askine-for any one of these groups 

9, to t become corPorations,oso‘ as to negate this whole claune- here ''''`S 
 

10 I alto their buyine and making other purchases in the field. Anio  
11 	syndicate which became corporation would be under'this clause. 

12 	 , -ASR. flORTIG: Only in'the-event-that as a corporation  
13 	they did not bUy other oil in the field at'a higher ptice.- , 

14 	 „MIL SIEROTY: Right I nrii assuming they,are not <going 

15 	to be making other purchases in the field. 

18 	 Well, that's one question I_ raise, and I think it'R a 
.„ 	„ 

17.1 	serious question. 	 c _ 	u 	- 

MR. CHAMPION: It pones some real problems in term or 

what constitutes a corporation= .andwho belongs 'to it and how to 

handle'it. Bofbre I get into any amateur fUw, Jay, what is your 

_reaction to trying to deal-with one eorpotation and another if-

it happens to be made up-,of"a number or bil'companies? 

MR. SHAW:LSOM,  I.-think the point raised by Mr. Scott 
. 

and Mr. Sierpty.is certainly a goodJane. I think perhaps with 

a twenty per cent provision or soithething, we could draft some-

thing that would be workable. 

MR. 9OLDIN: 	 Champitin_put hi-I:finger on 

it I mean, coneeptionally;CI can't =take iispe_With the -̀sugges:- _ = 	0  
tio64.-Pract:ically, to enforce it, I_think Is a horse_of44:' 

- 	, 
differcent-color. CD 

- 	 0 

MR. SIEROTY:--.I don't think there is any question of 
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-20- 

29 

30  
31 

enforcing _it. We will know the compoittien_Of the,00rporationd 

'Which bid. 	 o. 

= 	 fi  
`MR. HORTIG: Again,: of course, we would have the haz5 

at I said -7',whatover,  the standard, in vi*-1-T---of the fact that this 

hypothetical corporation is again an amalgamation of othercor-g, 

porations; certainly stock ownerships' could be--adjusted so as toc,  , 

	

7 	meet any test that we preseribe nesCand avoid triggering the. , 	 _  

	

ti, 	moat favored nation-clause under these circhmstances.That be- 

9 -ing the case, the penalty for a lott in the bid „does =not warrant 

	

10 	trying'to include the addition of extremely difficult administra- , 	 p ., 
11 ,tilicontroltad mr. ChaMpion had dfiggested Would be necessary: , 	- 

	

. 12 	. 	MR. CHA:MfION:I'd like to ask whither the .song 	 C.)  

	

13 	Harbor Commission haa'-given any thought to thi4 particular preb- 

	

, 14 	lemfi has apy view on it?  
, 	

g 

	

15- 	1 51THCE: -.yea, Wo haveard we hae-Conqidered this 

	

10 	draft of this particular section as, being the test -under the cir- 
,9  

	

17 	cumstaTces, „Otherwise, as Mr, HertigjUdt said,  YOu  set a 

	

18 	figure of tventyper cent, so they, come Alengand'tutit to 

19 -OnineteTper cent to get out of that- provitiOn. ° The torporacion, , 4 
28 1 can't-beresponsible'for stock ownership. Many corporations, 

0 	, If you Want to reduce the percentageof-ownershin to ten per' \:\ 
, 	

ownership   

cent, that's fine. The ,,point isthat these oil comp0 ani that , 
- . 0 	 . 	0 	-  	("7 

are -going to be a part of the coilporation, -- let's take ii:B.O.D.- 

We will know the composition of 

n 	

the corporation,, I assume, and 
, — 

then there inoladminittrative problem,'as far as I see.
,, 

 At 

that point, the corporations,, the :oil companies which0ownolet's 
  

S  ay ten'per cent or more of that corporation, would- be obliged 

to report-theirpurchased in the field; and iftheirpUrchanis 

21  q: most corporations, Can't control their stock Ownership -to that , 	 ' 	6  
22  extent; so thinktt'a an idle act. 

28 ,- MR.SIEROTZ:: 'I–don't:think it io adoidle act at all. 
_ 	0 ". 24  
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are at a higher price than what the State,and City are going to 
A 

2 be receiving, then the State and City W8Uld have the benefit of 
= 

3 that higher Price.  That's "the purpose of this suggestion. at 

4  don't see It is a problem mechanically or administrativelY. 

5 	 1113,--471fAMPIOtri—  What about ten per cent? youwouldn't ,.  
8 have a aubstaSatial purchaser-. What iioulA there be wrong in setting 

7 itdoWn at that lower level? How much administrative ,problem do 
- 

'0 you really cause? 

Dt:. HORTIG: I don't think you actually reach the heart 

10 of the problem 	
0 

because the factors are not interrelated -- beCause 
o  

the  largestOutside-purchaset in ii).0 field could then be the one 

who has only-nine percent in thiccorporation, so he still  

couldn't trigger. 

MR. SlitiVELSON:-=--- I think we could add a simple sentence 

to the ffect that= where contractor a a corporation, Persons 

16 comprising the contractor- ahall-'nclude any person buying oil in 

the field who ,owns ten per cent or more of the stock or said 

contractor 	I offhand can't see canyreason why that wouldn't - 

work. 
0 _- 

MR. HORTIO: Mr.'Chairman, may I 	an admtnisArative 

21  questlion-cA-  Mr.- Spence? Jack, would a modiflOation of this nag- 

22 	nitude, as just suggested, constitute a substantive change auf- 

23 	ficient to require <this contract:to be resubmitted to the Harbor 

24 °.„- / dommission and the City Council? 
25/ 

)I  

MR. SPENCE: No sir'. 

26 ( 

provision? 
= 

o MR. SPENCE: Where is that? 

SHAVELSOM: On page 32, after line 26: -"Wherea' 

contraCtor isoa Corporation, persons, firms or corporations' 

'comprising the Contractor shall include any Person, firm or 
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corporation buying oil in the Field who owns ten-per cent or more 

of, the stock of said contractor." 	
o - 	-  

3 	 NH. SPENCE: May Io have just a//MomenC, Mr. Chairman? 

4 i 	' MR. CHA$PION: Yes. While-this is undet diScussion, 

do, yotOlaVe-anything further? Why don't you gaahead while they 

8 =are*Conaidering thin? c 

MR. SlENOTY: I have a related suggestion ,which will 

	

8 	cover the stone clause. Let me preface, it by saying ibis: In 

	

0 	the last hearing, we raised some question - ere wasCfeeling 

	

10 	expressed,here by Senator O'Sullivan and I expressed the Same 

	

11 	feeling-- that posted prices in our opiniOn_do not guarantee the 

	

12 	fair market value to the City and State; and we-have been working 

13 .with-this problem of whether highest poste4 price or. average 

posted price or market value or what will give a fair price to 

= 15. I the City and StaCe. 
, 	- 

	

16 	 Now, my feeling about this -- and I am speaking for my- 

self here, not for the other members of the Commission -- but 

I think that the,City and the State have'A right to guarantee 

%\i that, they get a fair' price for the o 1. I 
MR. CHAMPION; You don't hav t J exclude the other 

Commissioners 'on that statement. 
o  

MR.SIEROTY:liow, the question of highest posted 
- 	so 

Rice or average:posted price doesn't bother me as much as the 

use of the43osted price as a test, because in practice the 
0 -  

average posted pride and highest posted price have been much the 

same;,but I am-concerned with Wing  posted price- as the sale 

	

. 	gaugeand we have had objections to other forMkas, such as: 27:-. 
_'';\\_ 	, 

	

28 	 .. 
Nell, we don't'have_any other information.' 'All ritht. . 

	

29 	Now, one suggestion I'd like to make is that, in this„paragraph 

30 18.3 of page 32, in the same area we were just discussing, that 

	

31 	we enlarge the language in lime 20 which says "in the Field," to ,2 
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ing a g7ater•base against which t determine 'possibly a slighti,.. . 	' .2,., 	 0 
higher price on the average by, in-  effect, invoking the most ,s, 
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310  
0  

_ „ 
P- 	 u 	0 0 

Incluide the other Melds that we ha/Cheen using h,er7,--for the?' 
. '  

u 
posted. price -- Signal- Hill,- Inglewood, Huntington Beach. The " 

v  Q' 	0 	0 
effect or this would be that- if a contractor or if oil companies°  

 0  , , ;.., 
which ar a part-or the contractor, whether it is a corporation

,  - 
, e 

Q or syndict:jr -buys oil at a hieiercprice than, let's say, h.c?, 
o 

average posted price, which is so far-our test 	if one of these 

companiep buys oil at a higher price not only in the Wilmington 

Field, but in the Huntington Beach. Signal Hill and Inglewood 

Field, then) the Stt-to and the City liquid have 	 of 

that higher pricd0 as the gauge ror rriging out the oil under 

t 	 o his, contract. 

that,' I think, =is a fa---‘alt -native 
	

because I 

e c). 

think we have established. that thecae fields are similar enough 

for-consideration for use as pasting priceS, so `- think they- 

would be siMilarenough for the purpose of actual purchases, 

and here.we.have information available by the contractor or,  

'17 I party of the contra:Aor.____'-So it, is net a"-question f the infer- 
, 

18 	mat-ion being available, and , I think athis will give abetter 
„. 

19 	-'pricing system to this field. :It will tie it in to the othc= ,  . 	: 

fa:Ids and wevaill get the best price-that the -contractor is pay- 20 
 

'ing in the whole areaa. So this is, one suggestion that I would 
 0 	. 

raise, Mr. Chairman. 	 , 
— MR. CHAMPIOU: Does ,the staff have any comment on this? 

MR. HMIS: Yes, Mr, Chaiman. The fundamental Prob- 
...  

ilem with rospe to additional controls in =this proposed,' con-
- 

traCi; form ir,;-  applicable to this suggestion in terms of gravid- 

favored n4..).'1' .on clause-car to 

simply the Vilm4ton a  Field 

stated, Earries with it, of 
o_ 

(Julie ramifications of all .‘"‘O 

all fields and not limiting it to 

and the contract:or, as it is) 7,1;11,  

course, the problems and the° econ-

perators operating' in these other 

fields. Of necessity, thelrefore, not beinp ab1.4t,  '''to forecast 

0 IO 

. 



O 

06- 

   

I 

, 
0 

a 

*hat their economierequirements andr..Oasp requirements are 

2 	going to be, field by field, Sorthe.7-net twenty.-five years, to 
0 

3 	insureAhemselves against, again, being penalized or force to . 
- , 

4 pay 4 bbnus. under this contract because. of a higher price paid' , - 

5 	in another field, is another economic consideratteU-.- 

6 	 - MR. CHOPION: 10ufeelthii would discount the bid? 
. 	 =0 

7 	 MR. HORTIG: ..This will undoubtedly_discount_tho'bid. 

8 	
- 

, 	MR. CHAMPION: May we have the, comment of,the9long. 

4:9 

0oJ9 

0 

5 

Q  

11= 
.51) 

0 

9 
	eachWarbor Commission on the subject? 

10 
	

MR. SM111H: Yes, Mr. Chairman. - We concur In that 

.11 
	

view. We feel that the,base,for pricing as set forth in this' 

13 

12 
	contract is s•Tficiently hroad.to friAct 

(-) 

the-State and insure 

that we get the fair-market value for,the oil. - 

MR. CHAMPION: Is there any further comment onAhis? 14 

MR. SIEHOTY: let me just ask this, because the basis 15 

of my ,objection here is'to using posted prices as the sole gauge: 16 

I den't think that that-ought to be-the sole test. Here, we have 17 

an opportunity to tie it to actual prices paid in the area, to 18 

guarantee that we are going to get at least the best price that 19 

that particular contractor is paying for ,C11 in the area,. which= ' 20,  

must have been similar or else we WuuldnIthave the same fields 21' 	
,\ 
	. 

for the purpose' of testing the'peltefywice 22 	 ,,,-' ., 	• ) 
! 	 MR. CHAMPION: void the difference Is narrower than 23 

that, however. ,,You do haVea teat against actual price in the 24 

field itself. You are asking that that be broadened. The 25 

principle of prices in the field is already recognized in the 26 

conract,. You are asking that weclgo Into.  other fields and test. c> 27 	
0 	-  

28 	There is an area of speculation there,.WhetheyoU pick up more 

29 	price there orbY that uncertainty you cante a discount in the 
- 7-' 

J 
. I gather the staff in 1Bnglleadh disagree with it. -30 	

I 
	 a) 

gal 
	

You express my thoughts very well, MR. SMITH: Yea. 

Mr. Chanoion.- 
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MR. SIEROTY: I have c6e more suggestion before I 
,7) 

‹). 

10 

11 

12 

13 

15 

16 

17 

18 

19 

20 

21 
,- 

22 

24 

25 

26 

27 

20 

30 

tr 

0 
-1 

o ,. 
2 	quit- here and this, -fthink, is really A2Ijasic question again.  

r\  
3 	I 'Would likettee us be ahl to develop a test of the price of 

„ 	 •2  
4, the oil in termsef the Price generally prevailing and paid- An 

5 	the field. Now, weave this as a suggestion in the, contract, 

In the event that there is no netting; and I would think that, 
, 

7 	seven even if there ls postinthat this0 eu 	to-be used as a test. 
,---- 

My-suggestion Is that in the event- that the Barber 
0 

° 
0Commistion or the State Lands Cemmission does not feel that the 

potted prices represent true reflection,of the market value, 

they.eould use this test of the price equal to the-market prioe ,  

generally prevailing.nd paid in the field. That's baiically 

„ms a true reflectiyof the, 	value. , 	, 	0 

MR. HORTIG: The:  problems in numerical order are, of 

Course, number one, again a degredef uncertainty would be intro- 
,. 	.? 

duced, wherein theSuccessfa bidder would never be certain as 

to when an administrative agency might decide-to undertake 

studies of prevailing market price and necessitate and study 

that they were at such extreme variance with the:petted price 

_ 
0type for application to calculatien of either net profits or oil 

royalties under any existing contract. Establishment of such an 

agency, it would'appenr to me, would be nedessaryvand it cer-

tainly should be Trem an administrative standpoint, I would fee?.:  

an independent body -- because patently anyTdeterMination 14 the,  
, 	0  

Harbor-  Commission andjorthe'Lands Commission'as the landlords 

the idea we have We havesome language that pie Could subMI,t;,  

but%llat:s basically the Idea --, that We eksandlgo beyond 
0 

potted price, where we feel that=vostd prices are notiving. 
O 

base that they should become applidahle. This again Could-take 

nsurance in the bid and, frankly,-there is no governmental 

,--agency in the United States today that is making studies of this-= 	a 

72 



would invariably be subject to- hallenge in every instance that 

the Prevailing marketprice had been ".met too-faTtUp as a matter of 

obvious economic advantage, to the lessor., 

`MR. SIEROTY: Well, as I see it, the problem really is 

18' 

10 

20 

21 

22 

o 	 23 

24 

25 

26 

27 

29 

30 

31 

5 rWher-vou get down to it, who Is going to set the_price on the oil 

6 mar' not cOnVince0_that pogted prices represent any kind 
- 7 market and,_therefore, itTIII=.,a,qupation, really, of whether we 

8 are going to allow posted-prices alone to determine this, or ' 

whether the State will have the opportunity to find a market 

10 value. Now, theSecretaryof the Interior, I underakand, has this 

11 power in_Federal oil leases. Re can determine the price of oil.' 
,0 

12 Re may not be using that power, and we may not une it, either, if 

we feel that at the- present time posted prices come pretty close 

14 to what we considermarketvalue; but the secretary of Interior 

15 at least has -the power to make a separate deirmination and estab- 

	

, . 	 a   
le- lish the price of oil, and apparently ail,companies‘are willing 

17 to lease from the Federal Goyernment; ancras Izsee this contract 
_ 	 - 
`running'for ma nyi-many, 	years, we don'tknow what is goinOo 

happen to posted-prices and,I just feed it is a serious considera-

tion that we leave
, 
 entirely or almost entirely the question Of 

- 	_ 
the determination of the-price tbat we are going to receive to 

the 811 companies,- In determining their psted prices. 

	

- 	. 
MR. CHAMPION.: Well, I'd ,like to ,say-Whatwe really are 

trying to arrive at here is the market; and the mut -St-es Pre- 
within 	- 

seated to use  reflected the postedlirice was/So closeQa variance 

that we can chardly discern one from the other; and this is the 

whole purpose of the poating of Prices and postedPrices'really 

don't have any influence eXcePt,,,An relation to a market price. 

This cannoto beo  an arbitrary figure. _This is the pert that - 	- 
bothers me. • Posting has proved to be the most reliable method 

'that we can lay our hands on 

0 
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to raise? 

0 

1 

2 

4 

5 

MR. HORTIG: And the only indicatOr existent. 

MR. SIEROTY: fam,nOt convinced it th,a trueindica- 
, 

tion of the market price. This iS just a difference of'opinion. 

MR. CHAMPION:  Thatowhatmakes horse races. Well; 

are there further points in connection with this that YOU'd like 

MR, SIEROTY: No. 

MR. CHAMPION: Is there anyone who wishes to comment? 

MR: HORTIG: Mr. Chairman, I don't believe we had , a 

response from Long Reach with respect to the ossibility of an 

amendment reflecting stock,ownership in the contractor. 

1%1. SPENCEv Could that be read one more; times, please? 

AR. TAAVELSON:.  Adding a new sentence after- thecWord 

"contractor,"'on line_26 of page 32, reading as follows:  "Where 

contractor is a corporation, persona, fitift or CSrPortions com- 

prising the contractor snail include any person, firm or corPora- -  

e 

7 

8 

9 

10 

1.1 

12 

13 

14 

15 

16 

17 

18 

19 

_Yr, 
	

20 

21 

22 

23 

„. 24 

25 

20 

27 

28 

1i  

tion buying oil, in the Field who owns ten per 'cent or more of 

the stock of said contractor." 

416. SMITH: My only questi-uhIs that there would be no 	EY 
(J .  

quetion under this provision but thatthis hither price would '''- 

sRply,to„,that oiltaken'by the ten per cent_  interest? 

MR. SHAVELNON: That's right.°  In other words, it is 

simply substituting for the term "persons, firms or, corporations 

comprisinethe contractor" on Lines 18 and 19, makingaure'that 

would include stockholders of-the corporation, ..such as 

MR. SIEROTY: I didn't hear Mr. Smith's question.' 

-MiT;-SMITH: That this higher prico,which was being 

paid,by a ten per cent interest would set a newIligher price 

29 	ranlyfor his ,  ten per cent of the 

ZO 	 MR. SIEROTY: He. 

31 	 MR. SHAVELSON:. That's correct* in other words,(the 

711 

- 	•9 
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5 

7 
c, 

8 

9  

10 

11 

12 

13 

14 

15 

ie 

18 

19' 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

- 	0 
oil taken by him, as if he were a joint bidder. The purpose of 

this is dimply to make the stockholder, putthe stocktolder in 
- 6- 

the same position as if we had a joint biddingsituation... 

think that's all we can accomplish. 	— 
cf, 	 , 

MR. SIEROTY: under the present system, let'S say where 

L.B.O.D. is the lessee or thecentractort,As the oil taken in 

kind by the stockholders --- in other wordsthe Standard Oil Com-

pany owns twenty-eight per cent of L.B.O.D.• does Standard come 

in and take twenty-eight, percent of the oiiT.  

MR. SMITH: We have no ;knowledge-of the disposition-of 

that oil. 

MR. CRANSTON: I move the adoption of that amendment, 

MR. =mum-- I'll second, and if there is no fUrther 

question that will stand adopted. 

MR. 1101fTIG: There is another amendment,. Hr. ChaitMsn, 
0 

that should be adopted by the Commission. It was discussed,-=but 

I don't believe it was the subject of a motion, 

) 	 HR. CHAMPION: That is right. 
MR.,HORTIG: That is the one with yeference-to 

tion of the continuing: purchaser to be broadened:in the language 
6 

the Attorney General :sUggested. Would you read that amendment., 

please, Jay? 

MR. SHAVELSON: - Line 21.,__page 	- 	 "-w Delete the  
"and" before Socony Mobil (1111 Company end Insert- the words 

ti 

after_Socony Mobil 011 Company, Inc.,' liRichfleld Oil Corporation, 

and any qualified person or persons as herein,below de- , 
fined," aqd then that would simply be an insertion and the rF.st 

- of the
o 
 rovision"  would continue -- "... or their respective 

successors, etcetera," the way it 1s presently worded., 

MR. SPENCE: Except, Jay, on line 22,...— 

-HR. SHNVELSON: Right. -10n Line 22,after the word,/,)  

0 

0 

it 75 
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"companies," insert the wordsk"Or persons," and then add a new 

sentence on lind 26 after the word 'pipelines" reWing as 

lows: "Acqualified person, for the purposes of the foregoing 

sentence shall Mean and include any periOn, J.rm, corporation, or 

entity as can be demonstrated to the satisfaction of the Board 

8 „and thd State lends Commission 6- have purchased in any of the 

,aforementioned fields during each of the preceding twelve , 	 . 	= 

calendar months an average of at'least one ,thousand (1,000) 

barrels of oil per day." 

MR. CRANSTON: I move the adoption of those amendmets. 

MR4'2 CHAMPION: 'Second. Any further.comment? The 

amendment it`adopted unanimously. 

MR.FRANSTOM: Mr.-Chairman, there were two oter 
('/U 

amendments we agreed to: one, believes to Richfield Oil. 

))-5  MR. CHAMPION: That was included. 

18 	 MR. CRANSTON: Likewise the termination. 

MR. CHAMPION: -No, tt,e termination was not 

MR.,HORTIG: That is in the form,ot the resolution 

-16 	before you, unamended. 

20 

22 

23 

24 

25 

26 

27 

28 

29 

-30 

31 

Chairman; I'd like to say thia: 
- study the rather complex docullients 

yesterday afternoon relative to the 

MR. CRANSTON: 

O'Sullivan, before participating in 

attention to ,the fact that'whlIe Alan Sieroty hdre, sitting for 

Governor Anderson, iz 

he does now understand 

that there Is no significance to the State in highest posted 

priceaeagainstaveragepOsted price; is that riglt7 

AR. SIEROTY: Yes, Icthink the City and State would 

o 

Mr. 

I wanted an opportunity to 

that I ma0 handed Only, late 

questions raised by Senator 

any final action on this I have studied those documents and I 

think the time has come to act. Before doing so, I wart to call 

n_ 
not entirely satisfied with posted,vrices, , 
, and I want to unAerstanCthat jagrees 



current L.B.O.D,,contract which- is about to expire.? If that 
, ((=field were to be shut dowcn4, it would result in great'lnjury tn = 

the field and to the financial interests of the State of Cali 
fi fort a in that field. Continuing operation of the field is in 

the best interests of the'State„.r.,and prompt action on our part 

isi)est calculated to accomplish this:. 

0 

ry 

probably receive in they 	Rai leas revenue as a result of the 

2 	highest posted price is probably true because of the fact that 

3 	the difference'is so  negligible in practice, whereas the'fear 

4 	or the bidders, :r.arently, is rather 	 – substantial,as to the 
•  

5 , — 
chances of somebody coming in and trying to Put in a phony, high 

8 price; t-at to bid would be substantially less andYW'che long 

run the amount of money the City and Stat,e would receive would 

probably be lean. 

ma. CRANSTON: Having examincethat antother matters 

as thoroughly as we.were able to, I'd like to express that the 

Lands Commission finds itspy in this position at this piAnt: 
0 	- 

There is absolutely no legal means available tows to extend - the, 

c*, 

8 

9 

10 

11 

13 

14 

15 

18 

17 

18 

I believe that-the contract which in before us provides 

20 	the soundes(vehicleavailable'to us under prevail 3g circum- 

21 	stances for continuance of the operation of that field. Of 

22 	course, if we do not receive what we deem tc■ be satisfactory bids 

23 	under the proposed contract, we will have no alternative J' 

24 reject them and_we will then have to turn to the task of seeking 

25. some alternative meana of keeping the field going. 

28 	 That being the pOsition,I move that we adopt the con,. 

27 	tract as submitted.to. us by the staff, with the appropriate 

28 	amendMents. 

29 	 MR. CHAMPION: I'll aecond that motion; and I- mould 

30 like to. add only that because we do feel the pressure of, the 

31 	time situation does not mean, at least for meparsonally, that 



o  

O 

= 

I do not think that we have- examined every single question that 

has been presented, looked at every -piece of evidence or question 

that anybody has wanted to 	to this Board. I am satis- _ 
4 	tied, not only that we ought to act now, but that we are acting 0 

	

5. 	
on a proper instrument on which_toact.and I would not like to 

	

6 	have the inference so far as our action that bedause we do point 

	

7 	out uhis need for haste -- we do that oueOf deference to the 
8  fact that a number of legislators wanted more time to look at 

	

9 	it -- we do not, at least I Myself, de-not believe that this 

	

10 	Commission needs more time for judgment% lie cannot defer-to 

	

11 	those who have aoked_for this delay, becaune of the time sftua- 

	

12 	tion; but as for me:personally, I don't think_anymoretime is 

reokuired. Me have_made-an-aaequate and exhaustive inquiry into 13 

	 14 	allthepoints that havebeen made. 

	

15 	 That was a second. 

	

' 16 	 rs. there any o-6he= comment or question before action __./ 

17-, is taken? (No response) I-assumefor purposes of this ,record 
z  

18 we ought perhaps to tike a,formal vote. 

	

19 	 MR. CRANSTON: Aye. 

20
,,,,,  

MR. CHAMPION: Aye. Adopted unanimously. 	 0 
c,_ 

	

21 	 MR. SPENCE: tr. Chairman, on behalf of the City of 

	

22 	Long Beach, I want to thank the Commission for taking the action 
. 	. 

N;

o 0 

	

23 	you have today. We are convinced you have approved a good con- 

	

24 	tract: We want to thank :yoU, for your attention to it 

25 

 

I 
	 -MR. CHAMPION: The meeting is adjourned. 

,-. 
26 

27 
ADJOURNED 4:15 P.14.„  '-i' 

tl 
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AdmlnistratiTe Procedure, herehy c,Z;rtlfy that0the foregoing-

Beventyr=eight pages Contain a 	ull, true and correct- transcript 
, 	 _ 

- of the shorthand notes taken b;v__ciin the-meeting of the StAp 

	

—0, 	, 
, 	 , 	-:) 	 , 	\ - \  

(-, Lands,CoqmissIon held at Sacramento, California, on October 10, 
-, 	1,1 	4 	' 	- 	 '-'-= 	'\; 

1963. 	''''  
c--..._ 

Dated-: Sacramento„California, 0A aOr 
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COPY OF:LETTER FROM UNION PACIFIC RAILROAD COMPANY,  addressed 
1F45-Mr. Frank J. Bortig, Executive Officer, State Lands Commis:- 
zion, dated October 4,-1963:  

c.z) 	• 
At the meeting of the State - Lands'Commitston on-Sept-

tember 30, 1963, during which the propos0 drilling and Oper-
ating Contract. (Leng Beach Harbor Department Tidelands parcels 
presently operated-by LDOD inyAtist Blacks 	IV. and V) 
was discutsed, the Chairman re6ested comments and suggestions 
by interested petroleum dndubtry parties. 

The portion of the'propoSied cen,traet On which - most of 
the discussion centered was the prohasion for establithing the 
price which would ho paid to . the 0fty of Long Beach for the 
Production. in which the State' shwes, the., principal objection 
being that the price paid (the aOrage of no5yeral potted prices) 
watA)robably r2Ot repredenAtive-of the v4lue-Of the crude oil 
purchased. It is suggested that a way in which a tame-value 
can be established with certainty and without recourse to'th 
detailed records of all crude purchases in the cos Angeles 
Basin is that of awarding'the purchase contract tokthe highest 
bidder. If purchase contracts, 	let Periodically after com- 
petitive bidding for the crudeoil-produced by theDityfrom 
these Tideland-Parcels- during a stated period, the governmental 
bodieseould be certain that they were :,receiving the highest 
obtainable price. 

If this arrangement for marketing production were 
adopted, there would be no need for tying the operation of the 
properties to the purchase contract because a large PortiOn of  - 

,.the lands for whichoan operating contract is under considera- -  
tionare or will be committed to the Wilmington Fault Block 

III,-IV, and IF Units. There would be no difficulty in oper-
ating the properties. One method of Operating the Tideland 
parcels in thete Units which would be the least costly to the 
'City would be Oor the City,, to resign as unit Operator of Seg-
ment I and permit the -election of the present Upland Unit)Oper-
ators by the Working Interest Owners as the Unit Operators of 
Segment S ofithe various Units. This procedure, already is 
clearly established in the Weements: 

, 	One advantage to the State and City under such an 	\ 
arrangement would be that the - Tideland parcels in each Unit 
would be operated ;under the Unit Agreements by an existing 

_Operator thoroughly familiar with Wilmington Field, and with 
no fee payable to such - Operat;zr. `In addition, substantial 
savings in opera tiny; costs werId be realized by combining in 
one operation the operations new separately conducted by two 
different operators in each Unit. r--,Eurthermore, there would 
be ns need for any hasty consideration of An operating contract, 
since the procedures are already established- under the Agre'7. 
ments. It should_be pointed out that the State and City 
lose none of 	control which they now have Over the.opera-, 
tions conducted on the subject parcels theSrity's exist-
ing rightoas a Working,Xnterest Owner to participate in deci-
sions relating to operations, which is established in the Unit 
Agreements, would continue,, ,  f 8  

We consider \e'above arrangement to be. the most 
advantageous possibleto MO State And City, both from the 

5',/ O 

8o 



- standpoint of assuring the highest fair price for the oil and 
most competent and economical operation of the Tideland proper-

. ties, and reSpd-etfully suggest that it be considered by the 
Commission. 	, 	0  

Union Pacifid is interested in the operation of each 
Unit by'->a single Operator, instead of two Operators, so that it 
can participate as a Working Interest Owner in the expected 
savings which will result from such a method o1;operation. 

Very truly yours, 

/c/ D. B. Pinnell 
General Manager - Petroleum 

cc Messrs. Vickers, Map elland 'Desmond, City of Long Beach 

COPY OF LETTER FROMPAULFY PETROLEUM, ING. address to State 
Landa Commission, Attention. Mr. I. J. Hortig, Executive Officer, 
dated October 7, 1963; 

Gentlemen: 

The State Lands Commission, at its last meeting on 
September 30, 1963, requested comments onthe last draft sub-
mitted on_captioned matter. 

rSJ  
,:We received the revised draft7onWeddeaday, October 2, 

1963, for Which we wish to lpublicallycacknowledge. We also re-
ceived a copy of transcript of the September 30th meeting on 
Friday, Octobei(4, 1963. We wish to make some comments on `the 
contract,. 

1. We believe that there i8 an error in the definition defining 
"continuing purchasers." The definition used-in the contract 
is as follows:, (-Ts, 

"(c) CONTINUING PURCHASERS shall mean purchasers who 
tave,,  during each of the preceding twelve (12)0oalendar 
months, parchased an average of at Ibast one thousand 
(1,000) barrels of ori=par day in the Field. "In the 
absende of information to the contrary it shall be 
deemed that every purchaser posting prices in the 
Field is such a Continuing Purchaser." 

In-the transcript of the September 30th hearing, 
page 5, lines 13 and 14, it,state4: 

"L(Parerithetic47.i:Y, 'continuing. purchasers' rave been 
defined as those continuously purchasing one thousand 
barrels oil per day)" = 4  
Mr. Mortirs stated on page 15, line-31, the following: 

0 

"Identified as 'continuing purchasg4)- and in' our 
definition and` qualification they'MuSt be purchasing 
at least a thousand barrels of oil per day." 

We wish to submit that tI'V1 contracQ, as 'written, does not re--
quire a company to purchase "at least a thousand (1,001:) barrels.  
of oil per day." As written, a company could buy thirty thousand' 
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(30,000) barrels of oil on April 30th, -thirty-one thousand 	. 
(31,000) barrel-a of oil on. May 1st and thirty thousand (30,000) 
barrels on June 3Cth etc; and satisfy'the definition in the con--
tract, since they would have averaged-ht least ono-thousand 
(1,000) barrels of oil per day. If the contract is supposed to 
require the purchase of at least one thousand (1,000) barrelsoof 
oil per day, ap assumed, then it should be made to so read. As 

Ot now stands, a company would have to buy three hundred and 
•)-b1;cty-five_thousand (365,000) barrels of oil over a yearly period.- 
This,could be done buying thirty or-thirty-one thousand barrels 
of oil, one day each month. We dO not think this is a proper 
deiinition. 

We also wondered why it was necessary to fake it an average of 
one thoudand (1,0e barrels of oil per=,)--day when-the Septer.her 
30th transcript indicated that Richfield is buying; and has 
purchased in the past, large amounts of crude. I suppose it is 
because they do not go through the ritual of_POstinft. There-
fore, a twenty thousand (20,000 barrel of oil peOay purchasdr 
is disqualified in helping determine the value of crude under 
this contract, unless and untilthey post. Werecommend that, 
,the Commissionro-determine how many other continuing purchasers
)there.are in area that do not post prices. 

We strongly urge that the daft sentence -in the definition of 
"continuing purchaser" be stricken, since we do not believe that 
any price merely offered should constitute a method to value oil 
at Long- Beach. We believe that only Purchases, actually Made 
should be used in computing the price of oil at Long Beach. 

The sentence to be :stricken reads as follows, which is line 10, 
through 13, pagefi of the draft of the contract: 

"In the absence of information to the contrary, it hdL  
be deemed that every purchaser posting prices in the 
Field is such a Continuing Purchaser."  

t We objeOt to the use of "average posted price." We do not 
ink it is in the best interest of the State and the industry. 

We strongly recommend that the State obtain-the highest price; 
actually paid for crude ino.theofield by continuingo)purchasers, o„, 
as def'sned in the contract. 

Reference is made to the transcript of September 30th, where 
one company states that it has ought large quantities of oil in 

1, the past and is presently purchasing aboutotwenty thousand 
(20,000) barrels a. day. Since they do not POST their price could 
'rot be considered. How many other large purchasers in the field 

- actually buy but do not post?-  The State can no longer permit 
its compensation to be determined by only those companies who 
go through then ritual of posting. 

In 1955, after the Legislature passed th-Tldelsnds Bill,  the 
State Lands commission adopted the policy K2requiring the 

26 

	

	highest price fir its oil. It is still .f0-sAAving that policy 
on Tidelands leases. It must continue to hn e one price 

29 	formula for all Tidelands oil or be a party to chilling bids 
and eliminating CompeVition. The State must insist on the 

30 	highOt available price actually paid for crude under this 
contract since it issh "net profits" arrangement and since 

31 

	

	the State has no,right to take its orude in kind if they do not 
like the price being paid. 
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3. It,is recommended that the terms "unprofitable",1?e defined 
in SectionA, page 16, and 17 of the contract. The transcript of 
geptember,30thindicatedthat no one seems to know what it means. 
HOW can a bidder bid on ,a contract when the people who wrote the 
contractdo not know what they meant when the term was put in, 
the contract? This is a)very serious problem, since some company 
may bid an extremely high "net profits' bid. It might be argued 
that it was "unprofitable" from its inception. 

.11. How will the contract treat-tie bids or several bids that are 
100% or better? Can there be more than 405 net profits? Will 
all bids lop% and over be tree d as 100%? 

5. Reference is made to lines 18 through 23, page 32, of the 
-contract, which reads as follows:' 

"If the Contractor, or one or -more of the persons, firms 
or corporations comprising the Contractor,purchases oil 
from others in.the field; the price for the oil taken 
by any such - purchaser under this agreement shall be 
the higher of either the price as calculated above or 
the price paid by such purchaser to!Afiers for oil or 
like gravity in the Field." 

Me believe this is a glaring. oversight-here. It should be Modi7 
fled to include any company or companies, or person owning stock  
In a corporation who Is the Contractor. If it is not modified, 
it would permit persons or companies to insulate themzelVs from 
the pricing provision by forming a torporation-to be the Contrac. 
tor. In other words, if any company or person is the.Contractor, 
or-owns stock in the company acting as'Contractor, and any one of 
them pays higher prices to others in the field for oil; then the 
State would be paid at0the7higher rate. 

G. We have previously made ourselves abundantly clear on our ob-
jection to a pure net profits bid. In order to save time,-I 
refer you to my statement on February 28, and the Staff Hearing 
held in April, on East Wilmingtbn. 

7. 'reference is made to Section 18.2, page 30 and 31 of the 
contract, regarding the 12712a of oil the City may take In--kind. 
In reading the transcript we gather that the City would be re-
quired ,to sell that oil at the highest price because of chartet 
or ordnance proVision. If this Is the case, why doesn't the 
provision also apply' the other 7/8 of the oil? It is difficult 
for me to understand how an ordinance, charter or statutory pre-
vision applies only to the 1211, and net to the balance. Certain 
ly the intentThf/Sihe people is clear in requiring highest price 
for public propdAy. 

0 
Me assume it would 	

the property 
if thellarbor Department were to 

take over and cOperatethe property after March 1954,that the 
Harbor Department would have to receive the highest available 
price for the crude. Is that assumption correct? 

8.6--We strongly recommend that the State Lands Commission 
approve the award of the highest,bid and signify sameCiy execut-
ing the document. The document, as now written, does not pro-
vide for approval-and execution by the State. L1), Atilt prudent 
bidder would want tW,concurrence of the State Lands Commission 
in a trust setUp. like this. 	0 
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There are many other pants which we could raise,  
concerning the documents. We will not take Up your time with 
them until the major issues raised by this letter are dispensed 
with by the Commission and the documents-rowritten. 

Very truly yours, 
6 	 /s! L. E. Scott 

Copies to Commissioners, Senator O'Sullivan,, City Atty, 
Beach 

****,** 
COPY OF LETTER FROM SHELL 0IL-COMPANYdressed to 
Champion, Chairman State Lands COmmisaion,-dated October 7, 190: 

Long 

O 

Dear Sir:0  , 9 	 6 
In connection with your pending consideration of the 

	

10 	terms under which the subject parcel is,being offered,- we re= 
quest that consideration be given to the following matters: 

11 
 

1. We suggest that prior to-the time of the offering - 

	

12 	a System for resolving tietida, be developed—. 

2. IrrespectiVe of whether the final decision 3s to 

	

13, 	 :,-, 

utilize a pricing basis of “nverage poste4 price" or "highest 

	

14 	posted price," we urge that the:Commission establish a consist- 
,ent pattern as between this and other tide and sUbmerged lands 

-15 'Offerings so that in the future all offerings of publicly owned 
J,  
hands (whether controlled by the State or by a political sub-.' 

	

16 	division thereof) will contain identical crude=oil, pricing terms. 

Further; we suggest revision of, tho .contract to 
take into account the postings of all companies now or hereafter 
postingIorices in the Wilmington... Huntington Beach, Signal Hill 
and Inglewood fields. This would allow fortheVery real posai-
bility that in filture years not only may additional companies 
undertake to post prices, but aloe thut one at more of the 
current posting companiea may discontinue: posting in the 
affected area 	) 	 0 

3. Wetuggest that Sections 5.2 ao 26 of to pro-
posed contract be. revised so as to protect the operator from 
'liability for any act which it is compelled to perform against 
its better'judOlEnt pursuant to-an order or directive of the-. 
Board oS Harbor Commissioners.  At present such protection is 
afforded only with respect to liasIlity arising out of subsid-
ence and/or pub-surface trespass resulting from repressuring 
operatIons.- , ' 	 - , 

4. Section 17 (Nonreimbursable Expenses)' provides in 
part that no reimbursement will be alle ►cd for income taxes or 
any other tax which the Contractor .ay pay Upon the Consideration° 
TderlhOd 55-111cluding reimbursement for operating expenses) r.9= 
tamed by Contractor under the oontract. If it is intended to 
thereby impose non-refifiburcable liability on the Contractor for 
such items as the qty of Long Beach Severance Tax, then this 
should be made clear. Also it should be indicated whether such 
liability would _.attach to the gross production from the:w4A1-04 
or Only the Contractor's net-profits interest therein. 
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5. we assume that the specifics of any collateral
pertuts,:between t10.. C1t1,!;and/or Harbor Board and the State 
Lands Commission wilt- be made known to=alr'interested eemPanie'S 
prior to the time th6 ebntract is-Dermal?20-freredbidding. , 

0 	 urn very truly, 

SHELL OIL COMPANY 

/s/ p. E. Clark,47anager 
Lands Department 

Copies to F.J.Hortjg, and M.D.Hughes, Long Beach Harbor Dept. 
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