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with the.City Council of Long Beach in 

regard to the proposed development of the 

East Long Beach Wilmington Oil 	It 

is the suggestion of the Lands Commission 

that this review be concede the staff 

level, and the Commission hereby authorizes 

the uommission s staff to meet with the 

City Council ls staff for this purpose at 

a mutually convenient time subsequent to 

this afternoonls joint Commission-Council 

session. 

I move that is the present statement of pos ion 

by the Land$Commission on this matter. 

GOVERNOR ANDERSON; I will second the motion. 

THE CHAIRMAN: It has been moved and seconded that 

this position be adopted, which. I think opens the way to a 

productive discussion this afternoon by the Long Beach City 

Council. 

Is there any dicauss .on or co nt fram Long Beach  

on thisstatement' 

MR. LINGLE: Iant Harold 	,Ole, Deputy City  

I can only think that your suggestions will lead to progress. 

I am not a thorized to make any statement on their behalf. 

I know that we have considered it, the points point by 

point and I know the staffs are certainly more than anxious 

to meet with your staffs. 

0 AO 
	 mocantata, a A 0 0ALIrti 
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Thank you, Mr. Ling1e. 

GOVERNOR ANDERSON a What is the status of this me 

is afternoon? Is this a meeting of the Lands Commis 

4 What is the 1,-egal s Jettusof it? 

THE CHAIRMAN: I think under the circums tan esthat we 

are the guests of the Long Beach City Council at a regular 

meeting of the Council Is that yoar understanding? 

MR 'LINGLE: It is a regular meeting, a meet4ng of the 

Council. l dons t know, I can't speak. for -- you certainly 

guests. (Laughter.) 

THE CHAIRMAN: Self-invited guests. 

GOVERNOR ANDERSON: As long as we will be discussing 

matters, is this in any war in conflict with the Brown Act? 

Am I correct, is this meetitt,'• that we - is there any 

guidance that we should have as to what we can or canna 

at this meeting this afternoon? 

MR. GOLDIN: In my opinion it would not violate the 

Bruwn Act 

MR. CRANSTON: It certainly won e  t be secret. 

MR. GOLDIN: Your meting today will be open 

relatively certain that the Commission will not take any►  

formal action this afternoon. I think the purpose 	to 

exchange ideas toward the end of arriving at a constructive 

solution, and I see no legal impediment to such proceeding. 

THE CHAIRMAN: With that I think then that the motion 

ds adopted, and i the absence  a,bsen.ceany further - is there 

Df411411a1TOTIVit PRO 	wriVrrt or CALI ronNIA 
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any further. 

TIORTIG: There 	4 

THE CHAIRMAN: Oh 	Appleilent item. 

Well, thev time has been a nded to 2:30 insinstead 

of 2:00. 

MRS HORT G: 2:30 p.m. 

THE CHAIRMAN: Do you wish to speak on the supplemental 

item? 

HR. HORTIG: Yes, Mr. Chairman. As the Commissioners 

will recall at the request of the office of the Attorney 

General you gentlemen individually have heretofore executed 

a letter of understanding which was delivered to the City 

Attorney's office of the City of Long. Beach with respect 

to the disposition and continued payment of tideland oil 

funds under the section, under the provisions of Chapter 

29, 1963, and under the provisions of the Public Resources 

Code. For your action to have full validity and full support 

that is required, it is required that such action be pursuant 

to a resolution adopted by the Commission at a meeting, and 

therefore it i recommended that the State Lands Commission 

ratify, approve and confirm the arrangement with the City 

of Long Beach pursuant to which, one, the city of Long Beach 

will forward to the State of Cal forniA, the full statement 

of tideland oil ;1,nd dry gas revenue due to the State without 

deducting therefrom any sums sought to be coll cted under the 

provisions of Section 710 
	e Code. of Civil Procedure by 

0 10Y4 	ADM I t41 	ORQCR3ak11i6i, SVATK Or CAMPOritilA 
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'4 Shoemaker, et al., vs. the State of Californiae  San Diego 

5 Smp.ertor Court case number 238691, the City is authorized 

6 to deduct any amount that it or any of its officials :Yr 

'7 employees are required to pay fram any future oil or dry 

8 gas revenues due to the State of California; and 3, that 

9 the State of California will defend the City, its officials 

10 or employees in, any action filed against them because of 

their failure to make payment to the San' Diego Superior 

12 Court on behalf of Howard E. SbDemaker, at al., pursuant 

13 to filings under Section 710 of the Code of Civil procedure', 

14 all as more particularly set forth in the Attorney Generalls 

15 letter dated October 28, 1963 to the Long. Beach City Attorne 

16 	THE CHAIRMNR: What is the pleasure of the Board? 

17 	GOVERNOR ANDUSON: I move it. 

18 	MR. CRANSTON': Second. 

19 	THE MUM: Stand approved. 

20 	 No further matters to come, before the Commissio 

21 	stand adjourned. 

22 

23 
	

(Meeting adjourned at 	0 

24 

25 
	

oo0oo 

26 

. 	 " 	 " 	
- 	 • 	 . 	 ' ' 	 ' 	 ' 

prictt br AtimitatoTRATIVit 11110cgoulltx4 41'04 oto eALIVONNIA 

alleged or judgment creditors,/ 	that if any final 
judgment requires the. City, its officials or employees, 

pay any sum in connection with the case of Howard E. 
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STATE OF CALI 

COUNTY OF LOS 

1, Eargaret L. Lombard, CSR, Rearing Reporter for the 

Office of Administrative Procedure hereby certify that 

the foregoing pages Number i through 81 contain a full, 

true and correct transcript of the stenographic notes tak 

a by me in the Netting of The State Lands Commission of the 

State of California, in Los Angeles, California on .  

November 6, 1963. 

DATED . 	ember 1 1 63. 
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LONC'BEACH, CALIFORNIA, WEDNESDAY, P-MEMBER 6, 1963, 2:30 P.M. 
c, -E!,../ ,, 	 . 
ooDoo 

. 	' 
VICE MAYOR }AYES: Come to order. Modem clerk, will 

you ca ii the roll? 

- 7 presentd 

THE CLERK: Mr Mayor, we have the affidavit`Of-'0aini- 

order of adjoulment to be received and filed. 

(Moved and- seconded.) 

1 fl , THE MAYOR: No ''objection; it it so ordered. 

'12 J 	'Ladies and gentlemen, we are gathered here today,  

13 fn an adjourned meeting of:thel.ong Beach CitY0CouncM, and 

14 we are pleased to have with us in attendance at this meeting 

16 the members of the State Lands Commission of theite,Of 

10 California.  

The purposeocthis meeting is to discuss various 

aspects of the offshore oil ,contract,,_ proposed contract, and 
=„- 

to that end,we intend- to inquire and to pretent certain 

matters to this body and to the State,Lands Commission. 

21, This Is an informal meeting. Neither bodyAS'inten.lingby g 

22 this meeting to take -Any:fc,mmal action, but it is an 
G yr  

For purposes- of. identification I would like to 

25 introduce to each of you, ao, that ell of you are familiar 

with them, the members of the State Lands CommissiOn and 

also the Members of the City- Councili First ofall, -‘sitting 
. 	6 

on the stancliiere with me, the Chairman of the State Lands 

Finance of the State of 

And slatedi the end of the 

Controller of the State of--  

, 	0 
(Roll called by the city Clerk, indicatink)Councilmen  

:Graham, °,;;' _t, 	 , (:-.,„ 
Keller, Bond; Sullivan,-Gint,/Corbett, and Vice,Mayor,Hayes 

i 	) 
x 	 ,,._, 

23 
0

24 

exploratory session. 

26 

27 

28 

29 

30 

31 

Commission and the Director of 

California, Mr. Hale Champion. 0 
council table,to my right, the 

Et 

O 
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24 

California, member of the State Lao& Commission, Mr: Alan 
A-- 

Cranston. And,tO the left,-, the Lieutenant Governor,ef,the 
. .7-j' 	 0 _ 

State of alifornia, member of the State Lands Cpmmission, \ 
the MonaidAe Glenn Anderson 

Memberi oL the City-Council seated to my right and 

around the table, Mr. Raymond C. Realer-Of the 1st District„,  

Mr. Bett,Bond of the 2nd Distttot, K. Emmett Sullivan of 

the -6th District, Mr.4allieM S. Grant of the 3rd District,  

Mr. William Graham,of the- 8th District, Mr. "Pat";Corbett_ 

of,the 9tiv,District. And I amJame.s,A.'Hayes of the 4th 

presidingotoday as the Vice„,,HaYor in t1c0  absence 

s visiting 

yourself at the time that you, speak, So -that 

are able to identify you tn the record. Also,I would like 

each of you,to use the microphones in order to make it 

possible for everyone in the room to hear. 

I neglected to mention, and-,72 think I should 
, 

introdUCe at this time the,rxetutive„Officercef the State 

Lands Commission; who undoubtedly will be sipeakieg cOnsider- 
\ 

able today, Mr, Frank'Hortig. 	 , 

Now at this tiMe I would like to introduce 

ef,the Honorable Edwin Wade, the Mayor, who i 
\\,s 

the Mayers Conference in Japan., 

I would-like to request each pf you 

because "thereare many of you: bere4to today, 

who speaks 

identify 

cne reporters 27- 	 - 

\ 

(.; 

251 Ht.-Champion, to makernatever remarks he would care to 

20 1 make at this time. 	 ; = 

27 	MR. CHAMPION: Thank you, We appreciate very much 

28 this opportunity to-nee-Land discusa,these mattexs with 

20 you to 
	
and as you said, the „Commission itself is not 

30 in any kind of a formal meeting, and:,  the remarks we make 

31 will, be as individuals= in this kind of an exploratory 
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7 

1 sesSien and when'T—ipeak, 1 inauded, I do not necessarily 

2  ."speak'fot the Commission, and_that will be true of the other 
/'  - 	- 	in  

3li members. We want to=enterito a-ftee and full Oscursion. 
5 , 

4 As °a matter of fact, fthore may even be still seise differences 
,,,.. 

6II of opinion on some: various points. The main thing is we 
i\ 	, 	 m 

wane to explore them. 	' -.' 	 c!-:'. 
ev. u  :----' 

7 	 One tning that 1 think isogermane to the meeting,  
-__, 	- 	4,--------  

the Lands Commission met in Los Angeles this ,morning, and 
' 

on the motion of 14r. Crankton_we adopted the foaowing 
Q., 

tesolutt9n: 	Ir--,  m,'-_,, 	--_, 
"1 move that the State Lands CommissiOn 

hereby exptess its desire_ to enter: into 

,-_,------- a point bylp:0View of the points A' 

issue between theCommissiceeand the City 
6 	 ,7---.,  

Council of Long
, 
 Beach, in regards to the 

= 

--,,- 

proposals  for 	 , demplopmellt_. 	East ,4 

Long Beach-Wilmingten oil field. It is 

0 
	

0 

- 

lo 	 )1the'-'suatioa of the Lands Commission that  

19 	 this rvie-ig,he comMenied :at- 04c-sts.4ff level, 

20 

21 

22 

23 
24,  

oZ. 

25 
4 ne 

_ 	o 
and the Commission hereby'authori2es the .., 	 ,,- 
Commission's staff to meet With:the City 

Council staff for this purpose,st.„--a mutually 

convenient ti se subsevent to this afterneoes ,,, 

joint Commission-Councll session." - - 

This was onanimquilyapproved'byt Cemslissios_ 
,, 	

he 	
- ' 

, 

pdrpose of that is V, move us froM the situation,"you 0  
27 1 have a proposal, and we have propos41;"andto try,toget 

28 II a review on individual items to see wheth.er--theic eau: be 

29 some meeting of the--minds. I knoW.,.lembers of thecCommission 

30 j is-certain areas think that, on review, pethails some of the)  

things that L4ve been nut forth by Long'Beach in the past 1 
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CLi 

0 

0 0  

are correct. We probably would agree with some items on 

review. There are others on which Nke think that there is  

a. middle ground between the position of Long Beath and 

of the Lands CommisSion. In fact, sometimes in a couple 
-----, 	 _ 	, 	0 

of cases that 1 an think of,I. think the, middle ground 
\ 	';', 	- 

is
I) 
 more desirable 'than either of out positions

0 
 jUst omits 

own, without Mgaidtd itS,being middle ground. And it is 
,T 
	of 	that  just to discuss ,that sort of thingthat we wanted to,meat 

with you today, and appreciate this opportunity. I wouldcl 

✓ hope that this exploratory session could open the way, 

in line-with this resolution, to the City CoUncil having 
_ 

,some sort of similar=adtn, so that our etaffs,couId get 
0 	 0 

back to work after we havabroken the,ground here this ,, 

afternoon., And proceed'with this matter 'Which is of such 

great importance both t5! you and to us. Thank you very 

much. 

THE MAYOR: Thank "you vdry -muchs, Mr,. Champion. I am 6   

Sure this will be the means of perhaps getting over some of 

the rough spots that have been inherent in the,past-:-  

.1'd like now at this time to Call upon the 

Chairman of our Hirbor IndUstries and oil Committee to make. -o 
, 	 g 

a presentation concerning the history ofthis:Matter, if 

you would, Mr. Realer:, 

0 	MR. KEALER: -Thank you very much, Mr. Mayor. 

Mr. Chairman, members of the-CoMmission, guests 

and'fiiends: this in brief is a short summary of what hes 

tsken place, merely to bring us up to date, and before I., 

,e2en attempt t3o read'.t I =- it is my belief-and I think it 

is that of my -colleagues that when two agencies get--4-4 

with the objective"of getting something d0e, ntean of 

,,,ARroemOnt cnn niwnyn l e tipma. It fq my hp4fer thAt 1,411 
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Happen after-this meeting. Also GC- Sayet _called. fear 
adjournedeeeting in the event that the Co0c11 Wanted t 

act an the very thing you mentioned. We mill be in-01 

'position to do so. And pew Oth yoOrpermlitsiOq I 001 

read this statement: 

(Councilman Hebert P.,CroW entered at ride Est., 

"It seems appopriate at this Ow, pArat0Atty 

since th 	of our nine to-ma-Iowa (Iaet taken 

office since 	first Of this Year, to give a 

briefo resume of .the tire- wog- tames leading up 

to today's subject.  

For a considerable time past - a number 

of years in fact - it has` ben believed that '  

oil deposits were present in'the area east 

of Pine Avenue and - lying mostly offshore.)---- 

State officials were interested in ascertaining 

when theCity as thejtrustee of the granted 

offshore laf s, would to steps to bring 

about dTielopment of the area. However, 

with the terrible censequences of subsidece 

in the,harbor district still plaguing the city, 

it was necessary to attain a full solution- , 

of that problem before Ondertaking,a new 
6 0   

prgject-which might have similar. tragic 

results. Furthermnre, a longstanding 

in:Ltistive Ordinance banning oil drilling in 

a large part of the-City had been .Catooded  in 
1956 to prohibit drilling'in the mndeveloped 

----='- offshore area without prior approval of the 

voters. 

A new City Council term began in July of 
' 	• 	- 
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1960 and with the: prospect good for a full 

solution in the near futur4i of the subsidence 

'problem,-the City Council asked that studies 

be undertaken to AeterMine what legal or 

engineering considerations would have to be 

tatin into account In November of 1960 the 

City Attorney's office gave the Council an 

analysis of, the legal aspects of the City's 

responsibilities regarding possible f62ure oil 

-production and regarding subsidence. And on 

October 21, 1962, the Petroleum and Subsidence 

/Control Divistonof theoLonglie4ch,Marbor 

Department published an extensive report of 

their- year-long studies and set forth a 

development plan,for the undeveloped townlot 

,offshore areas of the Wilington 
- 

After considerable further 'atry,  by''the 

. 
special municipal election was callcd and on 

0 
February 27, 1962,°the measure was overwhelmiigly 

°approved by the voters. 
Immediately thereafter, on March 7, 1962, 

the first of a grept many meetings with State 

officials was held in the Los Angeles ,c4fice 

of the State Lands Division. There it was 

Council's Oil Committee and by the City Council, 

'there was prepared an ordinance implementing:, 
14, 

the InitiativeOrdinance by providing a program 

for the orderly development, from four islands, 

of the oil reserves bothjoirsuore and upland-. A- 

0 

O lt 
	 ' fullylinderstood that 'development of the area 

would only be undertaken on,a unitiied!basis 

8. 
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and the first effbit to by made, was to reach,- 
0 	, 

an egreement on thejormation of a unit which , 
would be Satisfacterl not only to the City ,and 

0 --, 
State but also 	that they would-be executed - 

„. 	_. 

the contracts had to satisfy the ownerp'of the 

upland property or,those to whom they hid 

leased-, with ejc or seven3o 
- , 

the vast majority Of Ciie  up- 
From May through Augult of 1962 meetings 

were held to work out the necesslry Unit and 

Unit Operating Agreements and thiouppleTentary 

exhibits- thereto. 

Inaddition to the creation of a general 

Management Committee, others were established to 

cover specific phases of the problems inclvOIM 

an Engineering and Equities Committee; a Legal. 

Committee, an AccOunting Committee and a Tract 

Exhibits- Committee, During theqoor Months 

referred to in addition to the meetings of the 

technicarco'mnitteessthere were fifteen'meetings 

of , the Management Committee,ethelestbeing on 

August 29, 1962. Full acceptance of the contracts 

which resulted was arrived at and the Unit and 

Unit Operating Agreements were printed and 

s, publitbed October 	1962, 
	 so  

At all of such meetings, various State 

offices were represented but it was made clear- , 

by the representatives that they were present 

,as auditors and not as voting pnrtielpnntst. 

Mellowhile.,1■Mews of rbe City Attorney 

uv  pihnopor 11,0 erwminotiertl 1110 l ofttni! 

companies holding 



0. 

of a field contrator agreement which would 

be put out for competiti bid. The first 2 

O 

-;!-, 
draft was ''completed in ,.ober of - 1962 and ---- 

- 
4 	 distributed to the Stator Lerida Division, the° 	'-Th 

6 i 	 Attorney General and to some\fdrty COMpliftie9-  
-------) 

 

in the oil industry foi the purpose of 	 ----ix 

7 	 soliciting suggestions, for the City has 
0 

&-' 	 always kept in mind the necessity of producing 

o 

d 

0  0 
included within the fiti-  draft and in cestain 
side agreements ieluestkby-the Attorney 

General and approved by the-City Council-, 

Discussion on the proposal was taken up 

23 	 at the Commission meeting one month later. 

24 	 Then, at the recommendatton of the Commission, 

25 	 on April 15 and April 22, full daYs were devoied,, 

2$ 	 to a public review of the documents - the Field 

10 

17 

20 

21 

22 

	

9 	 a document which would attract a high number 

	

10 	 f qualified bidders. Thereforeauggestions 

11 "v,,z\_-\____>_ceceivc.L)Zrom the -industry were weighed caffettIlly 

in the produgtion of the finai,draft of the 

Field Contractor Agreement which in February 

of 1963 was submitted to the State Lands 

Commission for app oval and first considered by 

the Commission at a lengthy hearing on FebraatY 

28. mg4 suggestions of the itate,„Lnnds 
Division and of the Attorney General ;-5,-ere 

13 

14 

15 

62  

A 
6 

0 

g 

si 

27 	 Contractor Agreement', Unit, Agreement, Unit 
0 

28 	 Operating Agreement, the Exhibits thereto. the 

29 	 State Lands Division, the office of the Attorney 

Genets/ and rekeseniativei of the City 

31 	 participated in the explanation of the aocuments 



o 
to the oil induttry and other interested 

parties. Further meetings t4// he State Lands 

CommistionlhOk place on April 25 and May 23. 

the meantime, the Stale. Legisiature 

	

6 	 was in session from January 7, 1963, and a 

	

0 	 spielal committee of five SenatOrs was 

appointed by the Senate Rules Committee to 

,-:-) 	 0 	 participere in the heating condutted by the 
r() 

 g 	 State,Lendt- Commialion on February 26. Ajo 

	

_ 10 	 AMarch 21 four (f the committee members submitted 
„-_,__---g 

"--- 	11 	 a resolution (SR 100) which requested the Landt 

12 	 COMmistihUto Withhold its determinations with 
o  

pd 	respect to all of the document, relating to 
I) 

14 	,, the proposed Oil develowient program and asked 

	

15 	 thato the: Ceoeral Research Committee of the ,Senate 
,> 	,) 

161 	be directed -to wake an appraisal of the -propose 

	

17 	 and, to report, at the current iestion' of the 

	

le 	 Legislature:,  

19' 

 

he resolution WO *Wonted by the Senate, 

	

20 	 'a sOeCial subcoMmittet,Air the Senate General 
-' 

	

ogf 	
Research Committeewat 60pctinted with SenatOr 

	

22 	0 	Virgil O'Sullivan es 'Chairman, the subcommittee c,  

	

23 	 employed three Washlogton lawyers including .  

	

24 	0 	Oscar-  L. Chapman to atuAy and repett to the 

	

25 	 subcommittee. On May 18, the=reprt Urns filed 

	

26 	 . end it was reviewed at a public hearing in 

	

27 	 Sacramento on June 3, 1963. On June 10, 

	

'''23 	= ataxmanaittireletsed a progxess,repart, .., 

29 
 

4teisture adIfy
I 
mned on .June,  21 

30 

, / 
The StitterLinde Commission at its regul, 

211 	meeting of June 2i, 1901'; &tett/4 the Landt 

the 

9 

1.! 

11, 
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12 
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o = 

Division-4h redraft, in conjunction with the 
o 

2a 	City, the contractual_ documents with four, 
,c 

3 	 principal changes as fellows: 

4 	 1. Tract No 1 (the offshore area 
0 

6 	 betWeen,Pine Avenue and the former 

Alamitos Beach State Park) to be 

offered in five undivided interests 

of 45%, 25%, 151,, 10% and.5%, with 

the successful biddH'i for the 45% 

interest to "ire the Pield Contractor, 

and Wkth cash bonuses on ill five 

interests. 

ti, A reservation of the'rlest by 

City and State io take12.1/2% ofc  

production in kind 

III..:  An option Co, the City inCStAte 

if  

1$ 

17 

1e f. 

-10 

,20 
0 

21 

22 

23 

2 

26. 

28 

27 

26 

29. 

30 
i4' 

31 

to take an additional 12-1/2Y, of 

Produelion-in kind,  
IV., istabliehment of a minimum 

guarantecd)pperattng profit to the 

'City and State .y ,specification of a 

percentage return of- the gross value 

of production. 	. 	---,------`=.? 
---',--.--- 

Consideration of the k'c)ratcisikvloposed 
\ -------\--<, ,__,, 	Q. 

changes was undert4ken by the City ands  at 

Its rettular meeting on Septembei' 24, the 

City CC.lecil rejected tisxee oethe prOPosals 
00 

and approVed the second tot 'a reservation (LW' 

the right to take 12-1/2% of production in kind. 

The City Council thn unanioously,  Adopted 

resolution, tater transmitted;'' thettands 

12. 



2 

cr 

mil 

Commission f= reaffirieing its approval of ,_the 

Field Contractor Agreemeiit in` the form as 

(1) 

6 

7, 

0 

10 

11 

12 

14 

16 

10 

17 

19 

IS! 

20 

21 

22 

- 23 

24 

0 25 

26 

27 

,28 

0 	originelWoubmitted with the one madification„, 

just referred to. 

A suggestion was then made that the City 

Council_and'ihe tAnds Commission meet together 

to ascertain if a mUtually,satisfactory 

conclusion could be arrived at -Hay I close 

this summary by stressing these thoughts: 

First, -- every any that passes without under- -  

taking the development of the field means a 

delay in. the tirceipt of vitally needed revenues,. 
= \1 	 ° 

Second -- the Uoit-Agreement will have no force 

or effect, without an agreemant for extension,_„  

if it is net effectuated; by January 1, 1964. 
_ 

Third -- all indications are to theeffect that 

this is a ProPltious  time for letting the onrca 

for bid, a situation which 'Wight not prevail in 

the faurA-. Fourth -- the dticuments submitted 

for approval - the Unit Agreements prepared 

by= the representatives of the working interests 

and litre field contract prepared by the City with 

the-aid of the Lands Division--and the Atterney 

kleneral - have been prepared 	I gal, engineering 
by oe  

and other experts in the oil development,field 

based on local experience where problems similar 
.(/ 

tc those which must be faced have already been 

encountered and appropriately handled. Fifth 

29 	 the public interest in the development of the 

30 	 oil resources has been kept uppermost inipripnrleg 

31 	 te°documents which the City believes 9111 prove-  
ti) 

'13_ 



shared by the Cityqand State with a proVision 

for 51 million;d011ars to be advanced by the 

contractor to the City-and State over the , first 

29 

30 

31 

„.„ 

8 

9 

10 

11 

12 

even more beneficial from the publie)standpoint o
0  

than the agreementscwhic 	
,

h in 	past have 

'AralsnTraise aoirthe finest in theilistory of 
- - 

the oil industry. 	' 

We have preOaredAnd will distribute at 

this time'pages setting' forth the contract 
P - 	 9a 

proposals and the Commissioes recommendations,  

in respect to the four facets,Of the documents 

discussed' by the ComMission at its June-meeting. 

It may be noted in passing that as 014) the four 

reeommendations for change, the finar-draft of 

February 25, 1963, did not vary in these areas 

oft 

3 ,D 17-2 
23 of these pagee that each'page contains one. of the proposals 

24 and then there is room for notes, if any wish to be taken. 

	

25 	.,.7- 	The contract proposes: 	
0 ft 

	

26 	 Tract No 1.-prAbe offered' in one-undivided,1007. , , 1.:-='iij 	- 	 - 	 , 

	

0 27 	 interest, tucceaful bidder to -be determined, 
--;,-,, 

	

28 	c by ascertaining the.ilighest net, profit to be 

from the draft of October 1962.1” 

14 	 That closes- my.statement. And Mr, Mayor, and 
 

16  Chairmani,  should- I read thia? I. 	been asked to read 

10 these, the contract proposals. 

17 	MR.DESMOUR: Mr. Keeler, I would'esuggeit that since 	them 

18 are four and they are separated in,four different proposals  0  
19 of recommended changes i:that you read the one first, and 	 0, 

20 then see if there are items to be discUsad, and then go 

21 'tothe second one, rather than --. 

22 	MR. KEALER: I believe it.will_be found hat on each .   

14. 



0 
three years of operation, such payments tebe 

= 
treated as advance pmoduction payments. - 	, 
The Commission recommends: 

Trdn't Ne.1 to be offered _ in undivided inter,sts 

in the ProPOrtions of45%, 25%, 15%, 107, and 

5%. The successful bidder for'the 45% 

interest ta be desigeated as the Field ContraCtor 

to assume all obligotiqns of developing and 

'Producing the-field, and to be theCtole 

beneficiary of the "AiminiStrative Overhe d 

Allowance" (currently proPosed et 3%). The 

45%ieterest to he offered lor the consideration 

of a fixed cash bonus in the amount of 

$20,008,880; with the biddable element to be the 

percentoe of the net operating profits, offered, c.)  
The remaining undivided interests (253, 15%, 

107., `and 5%) to be offered for the con= 

side ration a a fixed percentagi- of the net 
profit_ equal to thenet,-profit bid on the 45% 

interest, plus payment of a cash bonus os -the . 	0  
biddable element, 'Mach undivided interest 

- 
holder to assume his, pro rata share of the 

develOpmen; and production costs, deterMined 

by the'endivided interest percentage ,helo6 

That is left fortes._If it is the will of 

Your honorable body, gentlemen, t- can tnad the others 

or I can stop any time you eSk me. 
,, 

28 	 On page two in item II=theocontract'proposes: 
0 

29 do youwish to comment on the other 	
„

r onel 	0 	, 

30 	MR, CHAMPION: Well, I have a convnent on it, if you  

31 want to do it now. 
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t> 
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0 

a 

9 

10 

11 

14 

15 

16 

la' 

19 

20 

'21 

22 

24 

25 

26 

27 

26 

29 

30 

31 

7 „ences here. One.As that./ think a better way to approach the 

problem of the initial paYMent it-in this form:-  To make a :'71. 
' 

.,---, 2  

advanceproduciion payment as .originally suggested:by yoU,of\tiii. 
.12 

$51 million dollars ro,be paid at the-time the contracts arc 

awarded, the contractors to recover their share of the advance 

that these percentages in, the Undivided interest, r feel very 
strongly that there should be undivided interest for a number 

of reasons, but I' -- I do have reservations about having n&z,,, 
ro 	 s 

one with a majority control. 	 _ 	= 

Let me say his: I don' t think there is any problem 

at all, as I Uri:nrstand it,:among.usen the unit egreements. 

Now I think this meets the tax pioblem, and perhaps will bring 

us a0greater economic benefit; this in lieu of the bonus 

arrangement. In other words, we would go to an advance 
. 	- 

royalty and return seme,ofroartbat. that's one geeral 

,principle. Of course, there -are a number of,details inconnec-

tion with that- 

Another,auggestion I'd like to mak-, and that is 

production; 	without int ltea`tout of rhea  first `net profit 
_ 

economic advantages,and operating advantages, to having the 
- 	_ 

winner of the mart undivided interest have more than 507.. 

was going to suggest 607.' 

I think that there,ere alga substantial advantages, both f- 

I am, 'Aso eoncez,"aed that perhaps a-breakdown at the 
'  

c") 

LI 

9 

cj 

THE MAYOR: I thiUld think ii.:Alight he more orderly it we 

have our observations on each portion of theronract as we go  
o  

along. 

MR. diAMPION: As a bailsfotctscussion on the differences 

5 	here, I have a couple of suggestions, and these aren't fixed, 

but / think they offer some principles of meeting the clifer- 

16. 
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0 

O 

O 0 

O 
  

other end, somewhere where We hid heretofore-listed-5%,,  

2 and I don't know exactly' where . this 57.'Might come Ertin, -bdt 

3 ,ought to be broke:, one Wiegment or A from one of the 

4 other segsients, ought to be broken- into Smaller portions. 

5 This goes into some other problems, but -I think prohaW 

o this woUld permit some refiners to benefit from this who 

7 j would riot benefit from the 12-1/27, prov vision fo .taking 

8 in kind. This would give them an OppertuflitY 	participate. 
 , 

g These are irsthis general area, these am the two suggestions 
„ 

10 I'd like to mok3;;,personally. Perhaps other members of the 

11j Committee might like to. 	 ri  

12 - , 	THE MAYOR: Mr. Sullivan. 
, 	- 	0 

''' 13 	MR. 'SULLIVAN: Mr. Mayor, Mr. Champion, we councilmen _  

0 	14 are- 1ay people, and we are dependent pretty much, on, as some 
on 	 , \ 

5 of you gentlemen areAechnicians, experts in oiT'production. 

10 We Jiave been told, convinced, Mr. Chairman, that our 
) 17 submitting of the proposition of '''one linit,r,r 1007 

,s5...--   — 	 . 
18 interest will .bring the greatest number of dollarsoreturn 

19 to the State. of California_ and the City of Long Beach. We 

20 feel that we have submitted to you,„  and the way of ptocedure 

21 is,_ is the best form of development under good oil field 	 --=' 

22 Prietices to develop the fields as economically as possible, 
.12  

and also to protect the City against subsidence. But I `- 

imiieV that we would have to be convinced, and I am open 	
_ i) 

for conviction, I have to gd withsIor tech,iieians just like 
-, 

you gentlemen do, I don't have the-Privilege in my 

responsibility to
p
say, "Well, let's let a lot* people in 

the act:” -I think our responsibility is ti■O, try to get the 

most nombeiitif dollars to the people of the State and the 	 o 
30 Ci ty of tong Beach. Ware0partners, Now, I a oPerk for 

31 conviction,' if so body can show me that theynhave a better 

23 

24 

25 

°20 

27' 

211 

29 

\11 
6 

 



0.0  , 

o 

, 

,‘,P) 	
.7' 	° 

f - 	. 
„ 

0 

10 

say. 

0 

I,am for it.. 

14 	MR. CHAMPION; Welt, I'd just like to comment briefly on 
0 	 f-----,--f- 

,i 	 0 	 0 	 -, 
15 	that. I don't think we are far on the facts,cat least 44 I 

18 csee them. I think there may be a chance 	a hundred per • 

	

J ‘, 	 0 
37 	tett thing would return the greatest degree. As far as

0 
 the 

,-,-- 	,  
18 	Lands commission is concerned, or -- / am .again speaking for  

19 	myself -- I think that is ioeveationable item. ,lathink there 

20 	is a lot at speculation le' to (Ohich way that migilt go, 

21 	 gut, as I think, wimade clear'in the,other 0 	 , - 
22 	diacuasion we•have had, we feel that there is an element of  

0 	 \) 	 0  , 	 - 	 . 	0  
, 	 2k public policy in terms of control:WV-all of_ 	 an this oil, d 

24 	that there must.beaome provision to make sure that this is 

■•■ 

0 	10 

10 

0 
25 I- note monopoly situation, even' if a monopoly si,42Untion would , - 

_ - 	 - 	u 

	

20 	produce the greatest economic return. 	', ° 	 e 

	

,---27 	' - 	 It, would be nice if' you could opetate government  
28totally like'a business, and the dollar °deelded everything. 

0 0 	 % 

	

29 	In 40ma,ways ,it would make it a Int 1,l0pler.-: -But we' have 

	

36' 	a geod,meny ether considerations in public P594ey here,_, Sand 

..particUlerly iathe,oil0Aarket, and without going into 0, - 
----,,,,,  

._ ,. 

 

	

1 	form of.contract thaw,what we'have submitted tti you 

2i) gentlemen for your'coniideration, I am the Wit one to 

	

-3 	I will support tt. But I don't believe that I., as a 

	

4 	Couucpman,pin my responaibilqy can‘ suppOrt autype of pro- 

cedure that will lessen the doflar yeturn. I think4hat , 

	

, 	0 

	

8 	that's the reiponsihility of public funds, and I Min. you as 

the Chairman of the Leiria ComMissionllave iklive with it ° 

	

8 	
every day, and it is a great problem,°-tind I think that's 

whkreOwe have thia- trOublesoMe. problem",'ia that we fetil this 

wilcti bring the most dollar ieturn. Now if there is a formula 

	

,,, 	11 	that will, aceemptiih'a better return to the'neople of the 

	

12 	State under these circumstances of goOdSoil field practices, 

O 

o  

0) 

0 
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7 
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10 

11 

12 

13 

14 

15;  

16' 

17 

18 

19 

20 

21 

, 22 

23 

24 

25 

27° 

, 28 

29 

30 

:51 

specific percentages, I think that the OompidSion on prin. 

ciple all, all believe strongly in the- undivided interest 

theory, to One degree or another. 

TRH MAYOR: Mr. Cranston. , 

MR. CRANSTON: Yes. Let me say°first, that ljerl that 

the sort of discussion_  e are having right now is primarily  
designed to lay the groundwork, I would thint, for further 

exploration by the staff:. We canonow just explore where 

there is room for further consideratan9 and T think make,it 

plain that as many of us as possible .ere not firmly ; 

committed to rigid positions *hat can't perhips,  be ironed 

out in one way or other. I think we will find some positiOn 

between, and that perhaps cannot be changed. 

commenting upon what Hale said, I de Oelieve that 

an alternaie method such as the one that he proposes, so far 
 

as theinitiai cash is concerned, is the middle ground bar 

tween what we would propose, after you made a different pro-

posal, and without committing myself to supporting that at 

the present time, it seems to me that what he suggested is ,  

piobably --and of course it should be acceptable both to the 

State and the'City ,- I recommend that we look into it 
= 

On., toe matter of the undivided interest versus a 

100% share, I don't tbipk th4t.  it is possible to really decide 

Which way is going to produce more-mosey: You can build a 

plausible case for somebody paying more f0710075thanAte will 

pay for less, because he wants full control. On the other 

hand, I think you-can make ,an equally"plaUsible„case th you 

an get tleightened biddtb3, heightened partteipntion, en 

hence more money by having some undivided interest. 

I do believe with Hale that a matter of 

principle is involved here, and that we should not 

a 

n 
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easily depart froM the0  ides of breaking the field up in some 

z 

5 

a 

7 

8 

10 

11 

12 

13 

14 

15 

'17 

18 

19 

20 

21 

22 

23 

24 

-first point? Governor Anderson. 

+3 

feshion"in 	 i terms of undividedinterest nut I am not firmly 

committed to any great rigid formula,, 457., 257,u  etc ;era. 
think that they should explore what makes'the mostrse. 

I do concur with Hale that we should'have'some amarliti Unitsf,,  
 

such as 	two-two-one, very Mull collection of three units, 

and I am-willing to consider, what is miser than 4511 

wouldn't be inclined, I think, to go higher than'say, 51%, 
, 0 

but again 1 am not trying to be rigid there. 

GOVERNOR ANDERSON: Mt, Chairman? 

THE MAYOR: Are there any,other observations on this 

 
GOVERNOR ANDERSON: 'Oh

, 
 yes. First, I'd like to say 

that I think Hale pretty well gave the general feeling of 

the Comiission. I feel that the -- that,we are all agreed 
'----•,_ 	Q, 	' 

on unit agreement, on -,t'upit agreement approach. An 

advance ryaltywithout interest is one theta' hope that we 

can all agree on, and the break-up ,.of the five per cent' into 
0-- 

the smaller amounts,-again I can't see any reason for having 

a problem, having a problem on that, The speculation,, 

that9  as Mr. Cranston  pointed out, that the bigger hidder, 

if you had 1007., would pay miere for0ithis=hunered per; cent, 

or this monopoly, or control, er whatever you call it, I  

Could you use that microphone, Governor please? 

2*--" is something that is highly speculative,oand /fit were 

28 	true, I would feel that there would be inherent danger in 

27 what they-would be paying for, which would be one of the 

28 	things that would concern me. Frankly, I have felt -that ' 

29 	open competitive bidding, letting more people in, would ' 
a, 	• 

30 result in more money than 'if we have the 100% offering, 

31 which would`be so big that it would fe,liminatelsoit of the 

a 



1 

2 

3 

4 

5 

6 

7 

1011-17; 

0 

prospective bidders in California, and this is one thing 

I do not want to see, and I would rather see it broken up 

as it was originally suggested, so that we could have more = 
free competitive open bidding in California. Anti I think 

that even if it brouglit in les
)s money, which I am, not 

Willing to acceptcat thit time,-because I think this, as 

Mr. Cranston pointed out, you can, raise an argument both 

8 	ways on this, but that even If It did bringin less money, 
the lact'thit 

9 	the interests, the public policy, I., Califotnia, the City 

oaf Long Beach, would be establishing a polity against moe, 

opoly. control,-? I think that in itself-has some value, 
.00 

and-that is in a sense, in a nutshell, how I feel. I4M'not 
0 

even entirely convinced, but this is the sense I feel at 

the present time. 

, 0 

THE MAYOR: 41r, Crow? 

'MR. CROW: I have a question. When the term "monopoly"' 

20 

21 

24 

25 
	

Attorney General's office that such a Situation does 

GOVERNOR ANDERSON I used the woad: that 4..100R offeting,' 

'a 100%-control or monopoly, or whatever you call it -- maybe 

we are talking /bout semantics heir. Whin I see a field the- 

of" this / 	re 

 
/ 	 „ 
Lag ione handy 	 ow 	° to me this 	t 

0 	- . 

and  

Monopoly. t is a larse portion of the? productiOn of 

,California and this'_ is the one 'thing that- 'I am concerned'  

10,  

11 

12 

13 

14 

15 

16 

17 

18 

19 

comet ut:,Governor, on_whatinsis would yOu,or could you,or 
, 

' have YO been en advised thatsuCh a situation exists? Is it  
,-- 

not ep that the City of, Long Beach andclbe State of 

.California have surveyed this-question quite thorougtft 

that you could add to it7by telling us of what the fieei4s 
-.N 

have been.-  Has there been monopoly,Ates there not, Governor'? 
V' 

0 

A direCt.question to you, thatoroU have been advised by the 

throUth-thelr legal chef:nett, and perhaps there is som
\

hing, 
; 

'26 

27-

27 

Pe 
.30 

31 
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0 

1 

O 

FJ 

,. 
with-. I don't want to see_any siteable unit that could, 

influence the production of- oll 'in California, timid-. 

O 

3 	influence the cost or anything else. 

	

4 	
c, 

MR. CROW / appreciate that answer, but my question 

was, have you ever been advised by the Attornei,Genral's 
  , 

office that such a situation exists? 

-,GOVERNOR ANDERSON: Such a-what? 
under 

'48 	MR. CROW: A monopoly Z .  these conditions: 

	

9 	GOVERNOR ANDERSON: We are talkineabout something 

	

10 	brand new. We are talking about a bigger field=rihan any 

11 of us have ever been involved with This field in  itself 

	

12 	can be a condition that never existed and can develop into 

13 a tendency toward monopoly in California. 

14 ' 
	

MR. CROW: But then I would gaiher that in either 

15 ''' event from ''a research standpoint there has bten no -critic-18M 
*-• 9 	 q 

	

18 	of one over the other as fares the legality,,  or that a,. --.  

	

17 	monopolistic situation does exist iwthsreity's preference 

on this item I?- 

GOVERNOR ANDERSON: I would say that the recommendation 

20 

0 

21 	condition that could develop. We,are talking about a:field 

22 	that will be 75ror upwards of the total in the State, 

23 	'7, There is c lot of.oll here . - 

.24 

o 	
,_25 ' 1  

0 	,,, 	 „ 	-..--, 
28° V  course, discussed this withottornya in the ,lands tomnission 	 , 

D  

27 
 

We" have not raisnd,  thif as, a legal question ,, :ttat is, a 

2.p _ = violation i — i-Arly statutes. We raiSedcit as a matter of 
.v.-1.- 

29, 	 , 	., 
public policy-rother theijasality, -1 dMittlehink bit that  

'',,  
30 

Z)1.0 

7NE MAYOR:-  Mr. Champion? 

MR. CHAMPION,: 'I'd like to. comment that waleave of 

with antitrust altUations. hoWev3e, this discussion,ha0 been 

there is any -luestiowthat we,haVe adeqUate4wW:ttideal °0  
, 

• 
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27 

28 

29 

30 

separate things, and you, I suspett thaZ you have not been 
.there is or there 3s not 

advised by your-, staff, that!. a public policy. . You 

hive asIced?;?Our staff different questions than we have asked 
U 

• 

in terms of public policy fyi the Attorney General's office, 

k HR. CROWN Mr. Champion, we have also done the samt., 
0 = 

thing on our level, and we 'have been ad",qmed-that such a 

situation does not exist, that At would not be a monopol-

istic type of contract. That's where I believe that we may ° 

be allowed to ask as to who may bright and who may be wrong. 

THE MAYOR: Welli I, thihk, Mr. Crow; and gentlemen, 

think the problem is ore of the use of words. =I think 

everyone is agreed that, it is a public policyntetter that 

we are talking about, rather than a monopoly in the,true 

legal sense: I believe that members of the Leads Commission 

have indicated today that they are not talking' about monop0.y 

in the true legal sense, but rather as a public,pelicy matter. 

Am I correct, Mr. Champion? You beim not received en 

opinion from your Attorney General's office or"from the 

members of your Lands Commission.- that the proposed contract 
— 	_ 

which weEhave submitted to you iscin any Berme violative 19 

and these discussions-har felt that this was a serious 

question of public policy, 'but not of 

, 70 

00 	of any of the antitrust laws? 

MR. CHAMPION: No, we have not, and I don't think that= 

we have ever raised the question,, the question that it Might 
O 

' 	 . 

MR. CRANSTON-. 	think we are really talking about two 

21 

22 

23 

24 

25 

That is 	 . correct 	Q 

I might just male one ktetement; In All 

in the industry yo.,' d^ never know white the 

f 
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2 

3. 

4 

5 

6 

0 

10 

11 

12 

13 

14 

1.5 

our staff. 

TIE MAYOR: 
(7) 

MR. REALER: 

=of my _experience 



c%) 

top dollar is You just do. 7A you think is he bes1  

de0“nd get the best &a ►ou can, and grithe top dollar. 

Item Ilgis the contract ptoPeses:- 

"The contractor is obligated to take and account 

9 

10 

11 

12" 

13 

14 

15 

10 

17 

,18 

19 

20 

21 

THE Maim: Mr. Crow. 

.not Ml CROW Mr. Kealer,,ase,it not theAntent of the 
, 

.City Council on Heptember 24 when they agreed on reservation 

of die, right to elect to take 121/2% of production in kind, 

so'as to satisfy the smaller refineries, was that the 
. 

intent as far as the-Council of the City of bang Beach?. 

MR. KEALER: 

MR. CROW It was. 

MR. KEALER: Yes. 

THE MAYOR: Any Other comments? Mr. Sullivan. 

MR. SW-LIVAM: Mr. Crow, I am under the impression that 

there was an infermeL-suggestion by .a representative 

the Department= of Justice that ii- tbit:did take Place)  that 
0 

then would eliminate any possibility of monopoly or./teeze- 

out on the smaller refineries,—dad / think-that that was one 

Council on September. 24.; 1963." 

HW. CROW: May I ask a question, Mr. Keeler? 

for- 100% of- the production. 

`\Thedommission recommends:' 

A wservation of the= right to elect to take 

12-1/2Z of Production in kind,,  in favor of the 

-City and State,-as to all of Tract 

reservation could constitute the supply fo4-'. 

might be,required in fact, 	 0 

This recommended changeapproved„by the ply _,, 

"sell-off" to small refineries as crude supplies 

22 

23 

24 

25_ 

28 

27 

28 

29 

30 

31 	Of the= strong arguments forme to vote for it.- 



o 

o 
MR. CROW: seRight'r. 	 cn 

LI'  ''..-1 	- 
G 

o 2 	THE MAYOR: 'Elielise me -- Mr. Champion, go ahead. _ 

3 i 	MR.. ì  CHAMPION: Well, I think Mr. Sieroty was probagly -,..). 
4 	-- would like' to raise the same point that- I hdArii mind. 

o 
5 	Mi. Sieroty is Lieutenant Governor Anderson's assistant. 

6 	Mr: 4IEROTY: Yes, _sir. 	- 

	

7 	THE rYOR: Would you push in the side of your -micro- 
-7-f 	 0 	_ ., 	,,  

	

8 	phone, please-7" 	 -__--- 

	

9 	' MR. SIEttOTY: I was going to raise this point,. however, 
' 

	

10 	that u 'der present State law this 12-1/2% "sell-off" would 

not 	
-  

not, could not be used to sell solely to small-refiners or 

	

6 	.0- 

	

12 	small business. The Federal Justice--Deparmbeni did-hope 
`-,  

	

13 	that California could somehow ustthis 12-1/27. to sell to .0. 
 

	

14 	people in their category of small hi-I-sine's-0 They have 

certain requirements as to number of employees, and refining 

	

14 	abut but our State w at th‘ present time would require 

C 

17 	the'ity and the State to sell to the highest bidder- So 

	

0 	 , 
18 	this present 12-41./2i sell-off" reservation we cannot -..-. 
fe ,  

say would 'zstisfy either the Juitis-te Department entirely,— 

20 	
,J,-.7,:.,\ 	0 	, 

or we cannot say that it would. sitiy:;':74 small business 

21 °entirely, because it will be open to every responsible bidder 

22 	to purchaSe oil., r would' hope, hove, tht perhapit the 

23 	State Lands Coessission might suggest leo1-1.,i-istion which0aould, 00. 
24 	allow the City and the State t4ialte' some provisions for 

o 	/ 
25 h selling to eithercconinnies which had not received an 

_ 	, 	 0 
26 	interest in the East Wilmington Field, or companies-of a 

27'/i certain size, dr some other preferential treatment. 

THE MAYOR: Is there anything further on_ this item? 

2E1 	Item number III, fir.` Kealst..---- 

ao 	ma, MAIER: Item number /IL the contract 	poses: 

31 	 "The-tontractor is obligated to take—and account - 	- 	o 

4..13 

0 

25. 



U • 

for 1007. of the production. 

o 

30 THE MAYOR: Mr,,Sieroty. 
0 

31 	MR. SIEROTT: Might I say that the additional S% which 
_ 	 0 

SIEROIY: Mr. Maier? 

tl 

2 	 The Commission recommendsi 

An option to the City and State to,elect to 

4 I 	0 take up te an additional 12-1/2% of the production 

in kind from all of Tract g6 atthe 

approximate time when the developMent has 

7 	 reached peak production EleCtion of thie 

0 	8 	 option would be dependent upon the-hesic publiC 

28 

2? 

28 

THE MAYOR Mr. Anderson-saysthe same. Mr. Cranston? 

MR. CRANSTON: It would depend upon the undivided " 

interest, buts if that can be worked out satisfactorily -- 

12 	 were offered separately for bid," 

13 	TUC MAYOR: mt. Champion? 

14 	Mk. CHAMPION: Far myself', I' think that if4ither, if 

3-§ 	certain other precautions are trken, that this-would not 

1,6 	be necessary;  and that then,this sOggestion might very -Well 

17 	be'withdrawn. Again itis an effort to prOtgCi the small 

-018' Companies, the non-intewated tompanyi and particularly 

19 	ifve are able 	divide, have' these small Interests, this 

20 	additional 12-1/2“ think,:would be unreasonable and would 

21 	hurt economically the kind of netOrcentage Wewould-be 

22 'offered bym bidder, aWd therefore we Might Very veil ' 

eliminate thatrequett in the contract if-the other pro- , 

24 	visions take care of this item., 

.0 24 	GOVERNOR ANDERSON:? Yes. 

0 

0 
9 'interest requirements as determined by-the City 

i10 and'State, pa;P ticularly in 'consideration of the 
 

--- 

	

IA 	 distribution of the undivided intei40, which- , 



,.0)  c,,, 	*,' 

0 

c>. 

D 

° — 

V 

o 	 0 

01 	Mr. Champion mentioned'eartier, which would be broken up 
. 

2 

3 

4 

.s 	• 

6 

7 

-8 

in the interzeat at two, two and one, or three and two, or 
c 	 — 

two end a half and two and allsalf, or however it is don4°I 
Q 	 0  

believe that this would befao re satisfactorY,,,to oil OtodUce.ta 

and refiners than trying to buyoil under '-the 12-1/2% 

"sell-off". This would give them an opportunity to 

participate'in the other _advantages of oil production, 
o - 

additional allowances, and ,prOViding some profit to them. 
11' 

I thinkothis would be a more satisfact,ory arrangement; and.  

'10 

11 

12 

13 

15 

18 

17 

180 

19 

29, 

21 

6 

23 

24 

25 

27 

28 

_29 

'30 

31 

'000 

0 	 o 

0 

I think it is in this i.ight that the Commisision would 'suggest 

that'we °withdraw the 124/2%, the sefil 12-1/2%, 
6- 	 - 

o INE MAYOR: Mr. Sullivan. 

°0  

, 
MR. SULLIVAN: Mr.') Nayoti,), 7. think to go back to item I. 

win,- and I think that iy-s 	if we get oven item I 

tween us without any blood flowini, why, I think the 

rest of 'this thing will be wrapped up,in about five mine . 

- 0  (Laughter.) 

MR. SULLIVAN: I think that the State of California, 

their technicians, the Lands-Cummission,reertainly'public -- 
there is a very strong point that Governor,-Anderson made, 

0 	, 
public policy, but we get into another_thing of-public policyT' 

0 
that's public funds. Now you divided this into a lot of .0. 
stall pazcels, they are going to have development problems, 

12 they 'ere gOing to have 'production problems, that's going- 

 to increase the cost and-diminish the return. Now, how far 

+' h-do you p.10' in this'? 20 parceli of A? 1 mean, we can ea 
10 	0 	 0 

makellrgument for all of this
e,  

mean, I think that some 

real getting together should be made of this point. Maybe 
0, 	0 

ii..), there: is some alternative ir suggesting the bids. I=Mean, 1 
... 	 s., 

i ,-am not an oil man,°and I am serious about this as you gentle, 
00,, 

men are buta don't want to get.the City of Lone?  leach shot — 
k' 0 

0. 

0 

27. 
 

o 
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18  
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31 0  
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down by some legiillatora by saying that you recomMehded some 

thing that doesn't return the constituents --e:and.l Won't 

name the county, but we can imagine plenty of this--- th"t 

original buy. And who is going to get shot down? We ate 

taking a lot of abuse by thLipeOPle on some unfounded charges 

right n041  and ,I think , Mr, 6iirman, that_getng along wi6 

Governor Anderson's Statement, ybur statement of Mr. Chairman 0 
and-the Controller's statement, our views on this,CSet's see 

which satisfies the equation on this thing. I thinik these 

technicians are qualified. You have them, and-we have them. 

What difference? Maybe we could call on one of our people, 

to make an estimate on that, it that would be of any. value 

-- this is an informal meeting 	ask them what de- hey think 

would beithe difference? Maybe we could get some heap. 
0 	 , 	0 

MR. CHAMPION: 	think_that would be very helpful. I 

know on our examination jai discussion with the technicians 

we are adiittedly in a speculative area, what percentage of 

things` you would get a maximum return, or at what point seme-

one'mightbe willing to pay n premium in order to meet a 

certain 	say'a new refinery capacity,,or something of that 

type. We are'in an area of speculation, but I think your 

technicians and ours are in the best position to try to g't a 

consensus 	this aubjeet. T. like to hear what they might 

suggest. 
o . 

THE MAYOR: Mk. Keeler. 

&/- MR. REALER: Ma,  -.I:captor the -feeling of 	councilman, 

and perhaps the othe J -- I em speaking individually in'this 

matter n- that I felt that the whole philosophy underlying 

this meeting would be to find areas of agreement.. 'And that 0 
= 

can t be done immediatdly over this table, but we can-bring 

out the salient points that imMediately need to be discussed, 

and then the ComMissibn's staff and oueoWnnfficials from ' 

28. 



THE MAYOR: Yes. Is 'there anything fuorther-us to 

numter III, ge4tlemen? 	" 0-  
0 

Item number IV1  Mr. Keeler. 
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0 
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the cAtty, representatives from the City could getttOgether 

and try to find a Workable solution to the Uhole thing): 

That's my sincere hope that ,that may be accomplished. -
(1/4, 

Mk?,REALER:.) The contract proposes: 

Contractor shall pay over to the City and 
a 	„ 

Skate amounts in accordance with,his bid on 

a net profits basis. 

The Commissionorecoininnds: 

Establishment of a minimum guaranteed -operating 

Profit to thefCity and State by specificatioe 

of a percentage return of 'the gross value of 

production." 

THE MAYOR: Mr. QChampiun. 

MR. CHAMP/ON: I might say about this,,  and' am speaking 

quite personally herei  as I Aecall we had in-raud the 

minimum royalty of 16-2/37.. Unless we are all vastly 

wrong abouythis field, it doesn''t really make anidifference. 

It seems to me that if this 1,e7something that if it satisfies 

people, to be sure that that fa this minimum return it could 

be in the'ciontract. I don't really -- so far as I am 

personally concerned I-don' t think it makes-any difference 

25 I at all I think it is bound to be greater than that, and 

26 1> that the problem that might be raised in terms of the 

27 
	

timing of this if it were put as Against the 5174, I don't 
d7 	think there, would be -̀any further burden upon the contractor 

29 	as far as the payments are concerned. I don't think it 

30 	would affect the bid in any way. On this 'point at least 

31 1 I am completely loose. It wouldn't make any difference to' 

32 = Tne if it weren'tan the contract at all. I jest feel that 

0 

0 

29. 



0 

0 

1) 

1 	we are-bound to get more than the 16-24, that it is a 

2 	figure set which might Perhaps give 'the public some bottom 

3 	,figitre,.but 1, I just don't thiitk it is neaningful in terms 

4 	of what we expect to happen to this' contract.-  

5 	MR. REALER: -I agree with - ths t, 'Mr. Champion. 'I think , 

6 	that the way :it will be produced, that you will never get 	0 

to the terms point,returnsto where that will ha41 to be 

invaked, under the length'of time -that we can,under the State 
lay, takes contract. .  

MR. CRANSTON: Ray, I would like to Ask if you think 

it ohjectionable,,,does it-do any damagei in your opinion? 

° MR. REALER: I don't think it will ever be„invoked, 

Alan. If it wouldentisfy the equation to help people out, 
o r 

where is the hUrt? 

GOVERNOR ANDERSON; Will you object to ,having it? 

MR. XEALER: I didn't object to it in the first place, 

Mr, Anderson. 

GOVERNOR ANDERSON: Who-did: 

THE MAYOR: Mr. Sullivan?  

MR. REALER: The reason it was _5  rapped out, Mr. Crow, 
5 

was pretty -- pretty much -- and I think you can ask our own 

technical staff abcat that -- was that it was not felt -- and 
\is 

using one of our old contracts, Leng- Beach Oil fljelopmento 
Contract, you never get anywhere near the point where that 

0 	 P 

cc,„ 	
0 	

- 
would ever be invoked, even i f= it were there. 

TEE MAYOR: Mr. Sullivan. 

MR. SULLIVAN: Mr.'itealer, the significant point on  

27 	what the contract 'proposes is an item called "met prolits , 
28 	basis." - WAVwhen the oil committee and th sCIty Council _ 
29 	 ;;:-. fl 	'  

	.  
reviewed this Very str:..n.:, arguMents were made to put in _that 

, 	0 	- 	,;. 
:: 

	

	net ptofi ts-basio , I asked -the   question, I think you made 

an eaplana4on, that that would tend to perhaiii force the 
 

'-''---- 	
,-.-_-.- 

„ 0  :---------._,----_,,, 
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- 1 

• 	 contractor into being a,,little more economical, if it cut 

2 	into the profifr\ts. Is that a correct statement?= Am I 

3 	correct in that? 

341E MAYOR Mr. Mansell 

MR. SULLIVAN: Is that "the ,reason that was put oin, 
o : 

-6 	Mr. Mansell? 

MR. MANSELL: Yes. On the net profit, Mr. Sullivan° 

and gentlemen, we felt,, as does Mr. Rortig, that the over-all. 

operation ewould be more beneficial on a fttlbasis. 

GOVERNOR ANDERSON: What would At 'egcourage? 

MR, MANSELL: It would encourage=the contractors 

well as the City, because he would be sharing the profit. 
C 

Now, the point that they bring up here, and there might be 

some time over this contract where the...4ty woad want j  to 

operate and the State „whereby the returnuwould nOt be 16-2/37. 

of thegroSS. 1think,  that Mr. -Hortig_and I tiould be in 

complete agreement if it Would be a minimum of 16-2/37, in- 
,Q 

eluding the cumulative earning capacity over the entire 

contract, and die nAvance royalty, payment, which would 
""" 	 , 	 - 

guarantee a 16-2/3 'return both to the City and State. I- 

see no objection to-that, if it was worded on that basis. 

But sometime along the line the City and State both might 

23 	want 	operate this field, when the net profits could 

24 	conceivably be less than 16-2/3, not the:gross. We feel_ 0  

25 	,0,21t. if this would' 	either the Harbor or either one 

26 77-o'----f our „Harbor contracts, that figure would be some 707 of 

27 -Richfield, and some 557, of L.B.O.D. of the gross. So we 
s 	00 

28 	Auld have,no objection if that wording was in that manner, 
co 	r. 

an&would so advise the Council F  but to eliminate it completely_('  

	

o' 	0  
or 0to put inthe 164/3- might discourage the operator in the 

field, the contractor, to continue his iiperation, if he had 

- 

0 
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7 	proposal, but it 	7recollection that:this'-was—understood 

that it was applied r:atmtulatively, and therefore would not 

= 

= 0 
THE MAYOR: Well, Mr. Sullivan? 10. 

0 

I ) 

0 
1 	to guarantee that toward the tail end of the contract. 

2 	THE MAYOR: Mr. Champion. 	 (:-S 
-- , 

3 	MR. :CHAMPION: I think it was always In the &Mission's 
k , 

----_-__ 	 r_.- 

4 - minds that it „be consider: on a cumulative basis, and so 

5 	I donI,t think we really have any differe 	there. We 
7-1)  

6 	perhaps did not make that clear in thew  ordingof the- 

Ia. SULLIVAN: Mr. Chafrmenwo(i'd the Commission have 
e-10 	s\ 

any objection to commit bidding on the net profit bails? 

MR. CHAMPION No I thirtk my(\opening statement made 

clearthat the net, on the net profit, basis was satisfactory, 
a. 	 (,) 

at least to me. 

MR, ICEALER: Just on the bsSis, if the contractor is 
= 

going to-  et 	prplitte is„4going to operate as 
- 

economically as pOisiblc, and he is 'going to get a better 0 

bid: 

THE MAYOR: Mr. Cranston. 

Pat„ CRANSTON': Are we agreed then on that 16-2/3 matter,  

then, subject to testimony„? That seems to be the case, 
sks 

subject to draft; is that correct? 

THE MAYOR: It would appear to be BO, Mr. Cranston. 

MR. CRANSTON: On the net profit matter, just to answer, 

I just= want to ,say theit my present belief is, but subject 

to final decision when we get =to the decision point, that 

the pereentage of-Oenrofit-3s sound way to proceed; but 

do not consider myself -finally 'committed therefore„ 

THE MAYOR: Arethere any other comments On -this? 
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that this is where we will inevitably have to go. 

Mtt. SULLIVAN: -Mr. Mayor, I believe that as Controller 

'irk MAYOR: Mr. Sullivan, it would appear to me from 

listening to the observations that are made around/the 
0 	_ _ 

table here today, that the only area of disagreement still 

remaining is over item I, which relates to=the division 

of the interests. The City's position 'at the moment is for 

the imoz interest undivided and the Commission's proposal 

	

a 28 	or recommendation is for the division 4576, 25%, 15%, 10%, and 

	

27 	57,, and apparently this is the area theft needs exploration, 

0 
are we going to giVettlem on that? 

Al Cranston' indicated earlier, we are meeting to discus\ _ 

a matter and to give' some instruction, instructions to thn  

"brain trust"-- excuse 	for referring to it that  way -- 
0 

to make a deliberation. latOehat are We'going, to asU them 
What-  about item One, 

to deliberate on? / Are we going to givethet instructions 

on that? That's the problem as I see it, what instruction 

- MR. ,KEAIZA: No, only that after-411 ofd everything has 

beet discussed, I would_lika to, offeia motion that, toy be 
aceeptable`to All concerned,-SinWwd are in al adjourted 

meeting; and that 	 the ,effect  that representatives 

T.I the ,Commission meet with representatives°Of the City to 

try to iron "these out and bring them to their respective 

bodies for their feeling and possible approval. , _ - 	0  
MR. ''GRANT: Is that _in - the form of a motion? 

0  
MR. MAUER: I Want, to wait until everyone has had 

S  

,everything that they wanted to say, CowernOr, but I feel 

O O 

_ , 

• 
Cz2 

C 

33. 

0
28 	and the others, if that 16 regolved, would ;MP-areal,' fall 

into line.  
o 

Yes, Mr% Champion? 0„„ 

la. CHAMPION: 'I'd like to rais one other poit before 

0 	.4  
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/, 0 
WO go to -that . rthink that SeeMkto be the case all right, 
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2 	but there-is another area of discussion, at least it has 

3 2been a matter of discussion in the Commission, and /- think 

4 	as between us both in respect tbAllis contract and with 
 

respect,to the teplac ment"-nontract which we approved very 
recently 

and that is tb'Is matter of the determination of price, 
7  average 

whether to use the0posted price, / posteeprice, or to go-
0:-.-3  

the highest price paid. There still is some uncertainty ' 

in theeCammission on this, and I -wooit,,,Ilketo ar$W-ihe 
 

present state of contract proposal as We sneilutted. it to 

you,was.it aajiverage,,price'' -I in4n',-  was itbn theioasis 

of posted. prices: 

THE MAYOR: Mr. Desm0-&-1->,) 

MR. _DESMOND: Gerald Desmond-, The Commission approved 
o 

the four suggestions) which we have set forth.There was,  

also an indication thatinformelly'thatultimately"the . 

contract mould also be drawn on the basis ofhUhesi posted 

price ,rather than average. I believe that what Mr. Shavelson 

has prepared fat the office of the Attorney General to 

present to the Commission is'on the basis of.highest posted, 

in connection with this contract; differently-than, of 

course, the contract -- we-realize that thatIms not a 

precedent e-- but differently than the contract approved 

On October 10 for the Harbor area development. 

MIL-CHAMPION: Well, the only thing I wish to add-in-

that situation is thatpersonally unless there- it some umalt 

satisfactory way than-I now know to deterMine Mghestoriee, 

I- ould agree 0 the basis ofpreaent knowledge that-posted 

price is the most satisfactory vay of doing this. However, 

the Commission is not, has not arrived to such a determine-

tion. I just didn't want us to feel that this matter had 

0 

34. 



Q ) 0  

en closed of f.4,. and it *Ur, t be well_ for us to discuSs 
ri 

2 	these. _I think we are .sti,  I 'Ate-rested in having our staff 
.:..-- 	: 	c• 

3 	explore with,. yours.  ‘dlether there is an administrative Way 

4 	to deal with the problems that are posed by highest prices. 
. 

5 	I knew of,none. I am satisfied in the replacement contract 

0 	that ncbody came forward with one; that we took the proper 
'/ 	/2. 

y  

•position.. However, if tlrie is a wiry 'of — if someone 1,  
... 	. 	_ 	, 

--on our staff or someone- 
,/ 

on your staff knows the weir to 

h4 idle- that, I thick probably the Commission would'be 

linte4sted In introducing this element into the C4'intraCt. 
 , 	 - - 	 , 

11 7  But as of now„,/as I say, I don't know any way,  cte do it 

0, 

O 

12 	an better Irian we did it - in the replacement contract. 

13 

1.4- 	Mr. Kesler? 

15 	

THE MAYOR: ' Are there any other observations: 

MR. REALER: Hr. Mayor and gentleimen of the Coun0cil, 

,,_, 
, 	

- 
G9 	

1 

iiii>'t  
0 . 	 / ,/24 10 	as you can see, I am very happy_ that this thing has come 	 / , A.,  = ' 

17 	the way it his, and the feeling of all of us that the fact 

18 	that where the two of us woulcOget together, othe two bodies, 

IA 	we would find some solut
?

our problems, because always 

20 	when two agencies get together with the idea that a problem 

can be solved; it wil be. Now there are a few things here 

that have to be strai hterted&iilit:---lkile----aregoing to talk 
---,— 

about undivided interest, how great is it goitighol, H 

small is it going to be b....--oken- up? That is a matter for 

discussion with representation from the City and the 

Commission, and 	just the Council's pleakure, ofriCouroe, 

and I would not even begin to -move it If I thought It met. 

with opposition, but I will try this notion for size. 

Mr. Mayor -- 
- 	0 	- 

THE li411011: Mr. Keeler, just before you do that, I lot% 

talking informally herfie with Mr. Champion; and we bott feel 

,c9 
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20 
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0 • 12 

13 

121 

9 

it might he helpful at this phint if ye -haye the benefit 

2,„; 

3 .,concetning,,,the 45%, 25%,',lnoaodiefOrthlrOakdown 

5' c' '' MR. KEA4R: Well I will be very happy to hear'froM" 

4)  , beforeQNeNgo'into'your particular motion. \,,,, 0 ,,, 	- 11 

,ct,  

	

ry 	.0--  , 	 n 
r,) 

	

,_ 	 k 

,/,--  

 ',,', 0_c, 	c.,?  , 

a 
	

him,' because -- not being guilty of plagiarism -- someody 

S 1 
of h"i staff's reasoning or understanding, hrTguments 

, 	- 

28 

27 

29 

once said, "Yo..4r judgement is only as good.as youicinfor7 

malign." So 1.et's get ell the inforMation we car, get. 

THE,MAyOR: yery well. Mr.'Champion, ieyou would 
ti J 	 o 	, 

lyike ,,to call upon any of the technicians )of your stath 
4J 	- 
you may do so'aC this time. 

MR. CHAMPION: Thank you. I thinkalSO it might be 
C c- - 

well'if fihe-Commission haS the benefit of the views of , 
. 	 „ 	0 

your staff on the some subject, so that Whilewe are 
. 	. 0 

leavinkthemaiscJatitude to operate in, we know generally 

what they `are going? to be talking about.. 	 0  

,,THE MAYOR:./ Very well_ 

MR  . CHAMPION: 'And I'd like to call on Mr. /Hcmtigito 

go through some of the arithmetic, And I don't think a ny of _ 
us can hold him responsible for it, this is highl. sPeculatIve, ,  

4 
but we ask him tO -.try to` make some assumptions and just to „ 

see wilere he ci-0;,opt i  on the economic effect of `breaking,,,  
/ 

thesecthings,u0o into undivided interests and what would, 

happen at various breakage points. Frank? 

MR., HORTIG: Tharike you; Mr. Champion. 

MR. CHAMPION: no yoU3want more than absChm-tion in 

advance? a  
0 	0 

0 (Langhter.) 

MR., HORTIG,: No, 	r, ACtually, frfic:spurposes-of outlining 
- -  

a possible acrea for considerition by the mutual staffi'which 
3 	 ''' 	0 	- 	 '''''N 	 ,, 

',believe was your inten3to be covered by my Comments 

-2?),  

, 

' 

0 

0 

0 
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Mr. Champion, specific numerical values probably would be 
0 

extremely hazardous,-hut the principles of the matter 

certainly should be made available so that both the 

COmmission osnd the, council members might know the range 

of thinking. Practically there are an extreme range of 
0 

variations possible in estimates on the effect on,bids on 

tuldivided interests. For a comparator one must aelect a 

'probably non-existent hypothetical average'oil,company 

wit an awrage'financial position and refinery needs, 

) and averagelhopet for expansion in California, etcetera, 

for the future, who might be-desirous of bidding,on this 

tremendous natural reaZurce which has,yet to--be developed 

in Lopg 13each. For such a—bidder, depending again on the 

type of refinery, input capacity, and guaranteed reves 

that the bidder would like to seleCt,-the more nearly the 

amount of interest that he can'acquire matches his designed 

economic program for the futuTa, the higher it is, the 
o 	

t higher his bid -True- y is go mg to be. Conversely, an L71,   
undivided interest which is substantially smaller in the 

first instance than the-total amount that a particular 
r;) -  

bidder might like to decide would probably result in a 

discount factor beingJapplied to the bid. This,- of course, = 
in turn would be offset,'or coulo1J* offset by the 

0 
0 	- 

accumulation of the,remaining bids for the balance—i.;77Athe . 

undivided parcels. I think the factors that both staffs 
1 ,  

are going to have to consider in thcionnection are: the 0 	 0 
selection of the optimum probable, _nasmUch as no one can 

6, 
forecast, as ZbuncIlman Realer has already indicated, ,what 

theoactual bids are going to be, but he optimum probable 

can be designed, with the reasonable expectation that the 
, 

practical results will come, fall somewhere near the design 

c 
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value in selecting the size of these parcels, selecting the 

° 
largest parcel if it is to go in undivided interests,"to 

= 
be the -- this sounds incompa0.ble, but the smallest and 

the largest, largest parcel to be the smallest one that 

will still produce the highest bid for that amount of oil, 

and then subdivide the balance of the parcels. There is 

considerable room for both-speculation and evaluation as 

to whether such parcels should be above or beloW,,507 in 

the initial instance,, and in this connection it must be 

realized that even if-theOargest parcel which would be the 

one to result in the designation of the field Onrating;  

contractor were to be specified in the first instance 

under 507, there is,absolutely no. prohibition in the 

statutes, nor coUld there be is the contract offer,: -that 
J./ 

would preclude any onebidder from being the successful 

high bidder for all parcels, no matter how many)parcel 

	

. 	= 
subdivisions were to be,decided upo etween the Commission 

	

and the City Council. 	 6 

Therefore, agatn we can only set the ranges for 

review by staff, by - staff to select he optimum parcels, 

optimum,size of parcels to reflect the degree of considera- 

tion Which the CnalMiaspfi7leels should 'le given to-public

policy inAerms of the maximum size of parcel to be offered, 

and hold this to a size which will not, if possible, unduly 

discount the bids for the principal and field operating 
= 

contractor parcel. 

The balance of the divisions would 'then necessarily 

have cto fall into line. Additionally I think the Staff 

certainty -- 

MR:CHAMPION: Frank for purposes of illuStration, let 

	

° 	 , . 
me name ‘fs figure andsee if yak can justify it.. Say we 

0 
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D 
1 	should say that the major parcel, that that which Would 

2 	_go to the -- to the winner of the bid on-it, would-be the 

3 	operating contractor. say we should ask of him a 6070  bid. 

4 	Now what are the factors involved in that, first, In terms 

5 	of possible discounting of the bid because of the size, 	 6 

6' or the postible increase by virtue of the other, the ether 

7 Ii !Ada that Would be coming in and second, What would b the 

logic, both operating andpecOnoMit, of fit- big something 

at that size? 

10-1k 

11'7' 

12 

13 
•T!!!!",  

, I will take the 	esponSibility '.for the 607,"-0 You  --„s 	 , 	o 
explain it. 

,4( 
MR. HOATIG: 	Yes, Lax. 	I believe by "607, bid" you 

meant a bid for 60% interests: is this corteet't 

14 MR. CHAMPIOVt 	that's right, as the basic,  bid. 	This 

15 would be the operating contractor: 

10 MA. HORTI6: 	In evaluatinesuch a bid, if ,we assume 

17 first Eibidder who both,  had the c lacity and the intention 

10 to operate in California and utilize the total production 

10 Of the east, the Long Beachunit. Which is estimated to 

20 reach a peak Of possib1y0150.000 to 10,000 barrels per day, 

21 a eddistahrially higher bid would be received for an 

22 tatial parcel size larger than 607,.',  

23 0r 	conversely, getting into an affirmative 

24 answer 	yOUt question, a bid for a 60% pareel bytUch 

25 an operator would be discounted and would be lower;  and 

26 again on Selet—on of mot—nrobable values could be on the 
27 	! order of 15 to 20% louet rhan the bid Would have been for 
28  a 1907 parcel, 	These again now are predicated on the 
29 assumptions whiA -- I can't go in derail,au'rhis , 	0 
36, hypothetidal averageoiltoMpa 

Going below 60% for thi init'al Patceilkuld ndt e — 0  
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0, 

not onlyresult 	expectation and a probability that'the 

bid would be further discounted, but that the discount 

rate would become even mare rapid to the point that very 

probably beibv 507 the rate of discount would be Very 

severe in tomparison to the rate,01 discount „on a Tarcel 

size ranging from 100% deign to 60%. 

MR. OHAMPI0N1 -  Let, me ask you about the offsetting 

fAcrors involved. At Least in your view,lind I must 

confess in mine, there is a discount involved in giving 

down to 60%. Are there offsetting factors.-which would 

tend in the whole bid to restore that, and specifically 

of the facKT that you -areiviing to bring more, there are 

more qualified,Addera for the ;other size parcels, so there 

is more total money in'the Market for the over-all bid, is 

this -- and are them other factors, are theta other factors 

which would tend to compensate for that disedOntl 

MR. R0RTIO: There are-both factors whiehcOuld tend 

16 	to compensate and there are other 	scale factors depending 
 

upon the actual identity o 
0 

f the bidders, which would 

20 	disebunt bids for the remaining parcels. Generally these 

would break down into two categories: hypothetical bidder 

A, who on,getting the 60% parcel or the 40%t  or whatever 

it was, who really needs more oil, would be bidding 

enthusiastically to acquire the balance o the interest 

up to the amount of oil that his des),,40 program indicates 

he wants for s0guaranteed reserve, offsetting In part the 

discount because of not having received the total block 

of oil that he felt he needed in the first instance. On 

the other hand, the possibility of receiving augieuted bids 

by a great number of bidders as a result of having produced 

large :scale competitiOn,,by subdividing into a great number of 

21 
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terms of a bid for a parcel. This could be a discount 

factor again. So the ramifications again are simply, going 

to reduce to whOi Councilman Realer said earlier; -going:-  

to have to design. an optimum program, all other things 

being equal, and hope this is going to produce the highest 

dollar. 

MR. CHAMPION: Would this be a fair summary of your '2  

words, yott-have get to be careful not only at kinnt:ifize you 

7 

o 

0 

0 10 

11 

12 

13 

14 

10 

17 

10 

19 

no 

21 

23 

24 

2* 

20 

27 

20 

-20 

30 

O 

O 

Atrosition on this last business, this buiiness Of increased 

participation: up to a point increased participation would 

tend to -offset the diaeount, but if you pushed it too far' 

you lose the beneii- of that added participationother 

O 

parcels is subject to the hazard that-inasmuch as-the 

contracts will of neccasity rOqUire a taking and-paying for 

oil which is a commodity which is only of use to the oil 

indtstry as,crude oil, you could reach i tatdration'point 

whets; „you really run out of potential customers and bidders 

for all of ttie number of parcels that this thing could be 

broken down into, and, as hoe been diseusted,-'tie possible 

limitations 	tL point where .the smaller operators Who 
( 

would really like to acquire suchh -a pardel cannot afford 

in the light of their present refinery programs, wherein 

at'icast a portion of the refinery inputLa imported oil' 

at a lower competitive price, he can't=afford to pay a 
, 

auhatantially higher price for Long Beach crude, even in 

net the 607, if that's the figure you chose, hl -you have 

got to be very careful about the distributioif.; ihe'------,,,, 
,,0%,,, 	,1 

	:(  

	

remaining pareeps? 	= 	0  
,--„ - 

EALER: Mr, Champion, would you, after reply to 

- 	MR. HORTIO: That is correct. 

THE MAYOR: Mr. Champion -- 
0 

41. 
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your question, I mere' wanted to ask Mr. Mortis, it is (,1 

perfectly in line- with your question of breaking these up 
- 0 

into many smaller parcels, there is anotherhnzard that,. 

the big operators,:t4t in the event, such an event whrO 

he couldn't-,meet his obligations and he defaulted,'then the 

major operator has to assun.e that Obligation, and with 
X their plans an4their ether royalties, it could increase 

the hazard: to the =jot operators' is that'cOrecc; Frank? 

MR. HORTIG: Definitely. 

MR. SIERGTY:,  Uplands -- 

Tilt MAYOR: ,Mr. Sieroty. 
o  

MR. SIEROTY: Isnit this also true -. I am-speaking 

now of the point about having small interests 'pd Mr. 

Keeler raised the question of what happens if one of the 

smell interest holders would fail, whoa does the field 
" 
Contractor have to pick up thatInterest3 iMtwOuld happen 

--      

if one of the working interest owners on the uplands atio ,. 
,--"° 
failed, what iethe -- is,there a differenc between these 

,, 

	

two situations? 	 t,  ::--- 

	

. 	, 

	

THE MAYOR: Are you asking 	paleri 

la. SIEROTY•.' Well, ask Mr-, Keeler or Mr. Hortig. 

TEE MAYOR: Go ahead, Mr. Hurtig, 

	

_,. 	{,\ 

4R.ORT10:Idon't believe &re Would be a 
0 	) 	 o 	,, 

comparability.  of working interest owners on the uplands.  

,Actually the the interes:C holders, thee-vndivided interest 

	

-̀r"---k 	-'.N. 	,t  
hi.,1ers are, participants in the proceeds of the developMenC-

2 
, - 

27 	w ich would take place solely on the tide and sWierged 

, 2 Mande, with allocations of production under the unit plan 

29 to the holders of the upland 'proPertica4 S 	ere could; 
7 

30 	be no equivalent default on the part of 44Y member of the 

contractual team on the .uplands, as 41ere could be,in connection 

42. 
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witVan undivided interest holder under the tideland 

operating contract as Outlined by Councilman Kesler. 

THE 1,1 ,410R: - 	Champion. 

MR. CHAMPION: I think probably this indi. ates a kind 

of discussion we chave -had, and Vd.like to say only one 
c, 

thing more about it,7for myself, and that is Mil: as 

you know, thismtrter has been under legislative scrutiny 

as welt as beforethe 5tats Lands CommiSsion, and it is 
l"/ 	I 

pretty -- it was'clear at least from some-of the positions 

taken, I think woad likely be, we as 	the -Commission, 

r, agrees with this state\  t of public policy in general, _of 

this part of tile so-call Chapman Report, and the 

subsequent remarks in the State Senate Committee, research 

committee on this subject. So that even if there were a 

determination that this discount was not quite compensated 

for by some of these other factors,=/ think the Commission 

wotal still find itself -- know I would find myself still 

in a 	in a very firm and committed position ala fur as 

some form of undivided interest a -Oath. 

c I thipit very likely that \ this would immediately 

that II' We were mt. to work this out, that we would find 

odxselvea in a discussion, perhaps not only of this Matto 

but of a number of other matters before the legislature, 

it would almost 6ertainiy become a matter of legislative 

it 	2 

= 	3 
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6 

„7 
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p)a 

20 

'21 

22 

23 

24 

25 	consideration, and in the discussion of wAnting to get 

top dollar, but recognizing also this public-policy, I 

would hope that the Council would keep in mind this, this 

added instruction, resolution, what have you, that 

we havekrifrom the legislature. -- 	are 	much interested 
// 

in this as a matter of policy, and " I don't think we wouUt 

feel free, even if there were even if then cwere some dollars  
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involved, to depart from this policy without prior 

consultation with the legislature on the subject. And.  

I 4. this is,astrOeganhibitton on any action we might 

take in this area, in which we did not have an undivided 

interest. 

THE MAYOR: I would tike to ask one question, if 1 

could, of Mr. Hortig. ,Mr. Hertig, 	I understand your 

statement, you have indicated that a 60% bid would bring 

some 15-to 20%, lower in the bid than the 100% undivided 

operator. You also Indicated that a 50% interest would 

bring about a rate of- discount that wouldpbe quite severe. 

Could you give us some analysis of What perceniagcbelow - 

100% that might be offered, which cou4d conform with the 

public policy suggestion that's been made by Mr, Champion 

and the other member of the Commission, which would not 

bring about any appreCiablefdiscount in the bidding price? 

. MRYEALER: Mr. Mayor
(
may I ask that the question be 

more explicit? I think 1 you would ask Mr. Rettig thfs 

question, it would tell you exactly how he felt with 

respect. to how muchcbetter or not better that it would be, 

but also-the fact that you would_atill have other undivided 

interest although they would be smaller, so if there were 

-- if the major undivided interest were 80% and yoq, broke 

the remaining 20 UnInto'small ones, thinkAfilr. Horrig 

could,  answer that pretty clearly-  -- 

	

O  THE MAYOR: 	rathrothan my
0 
 giving him the examP1.1. 

I wanted him to give me one. 

fLaughter.) 

	

MR.-HORTIG: 	Mayor, I hope I stated that the range 

of estimates and the percentage of discounts and so forth o 
were arrived at in connection with projections of the 
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(2' 
economic impact on a"hypotheticallind veryprobably, with 

luck, non-existent oil compan. But-that these could 
_0 

happen under the :-- and would happen'andetthe assumed 

circumstances, if if the economic conditions, t,e refinery 

demand, the future market demand, and all' the factors that 

go into this 'situation, 0  As Chairman Champion already 

	

. 	 ll ' 	' 	' 
'stated earlier in these proceedings, and I believe Governor 

Anderson also, that even if it can be demonstrated and 

could be esttmatedthat a 100% interest wOultlpioduce the 
/I: 	 - 	' 	i) 

maximum bid and therefore' anything,less thang00% is 

auOmatically,-going to produce a lesser, a lesser bi4 of---ii  	 0,  
‘ 	 4  

the type or which you raised your question, that there 

	

‘ 	„ 	„,, 	
9 	 • 

would be serious concern in the area of public policy 
- 	, 

as, to what had produced the factors that had produced this 

maximum' bid for the 1007 interest, which would require 

other consIdesations in limitation on_the bidding other 

	

_ 	0 	, 
than simply the maximum dollar: return. 

THE MAYOR: Well, Mr. Hortig, P---zonsidei a 157. or a 

20% discount quite severe. 

MR, Onidentified.): Mr. Mayor. 	 /r 

THE MAYOR: MAYOR: Just a Moment. 

22 At what particular amolirt c'o you think the 
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14 
1) 

15 
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20 

,,  
23 /tount would be somewhat nen-appreciable? , 

O 
24 : - 	MR. HORTIG: This would be a specific range of investi- 

0 	 3 

26/, 	
-00 

gation that the staff of the lands Commission would; like to 

i 
,,': 	 ,,...3 
21 	staff. c,„ 	

0 
-.) 

MIt7,,,.' NSELL: Mt. Mayor -- 	 0 

29 	THE MAYOR: Mr. Mansell =_- oh,-  excuse me -- Mr,,,, Sieroty,  
,-,-,--/-' 

30 ., 	° MR: SIEROTY: Thank you Ho, I would likao ietate a 

1 

1 	(;1--. 	 , 	0   

11 	" 
31 	disagreement with Mr.)Rortig's anarais on this point, 

,(-07)  ' 
- 

I, 

2!"3 ,s1ndeitake and repert-to you in conjunction with your own 

3 

0 
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becduse I think itassumestomething which is quite 

speculative', and that is, somebody chn go into the California 
') 2 , 

marketc*o is seeking 90,000 to 100,000 barrels a day of 
0 0  

productipn , and I think that there may be other ways- of 
CI 

lookihg,at this, which causs*there not to he a disteunt. 

As a matter,of fact, cause there poSsibly to bean increas,! 
,,, 

by splitting it up. tSo I'would like to makethat cle6z, i,,- 	i -, 	 -----'----P . 	. 	0,  Basically I feel that there would be more, there would, be 

more competition forA0,000barrels, there _would've more 

	

- 	, 
parties tho could be interested in 60,000- barrels than 
0 
there would be at 90A0 to 100;000 barrels, and no*,  

./7---  

60:000 barrels is roughly 40, 457, and I think we have (to 
, 0 

keep ikmind too that any hfddhete it not precluded 

frembidding on shbsequent.uldivided inierest,q even thouW-/- 	c-.,.,7 	(L-7, -  ,  

the Chapman Report indicated a preference for preventing 

one bidder from achieving more than one interest, but under::) 

State law at the present time he cannot preclude e0bidder - 

from being the successEA bidder on the entire 

100%, so ,that a bidder can go in and bid again is-he 

wants that 90,000 or 100,000 barrels a day, and is likely 

to - likely to pay more for that'extra amount. So I 
g  

wanted to state heta that if he'was clear, that.I think 
(-, 

that this discount of 15 to 207 is qUfte speculative, and 

it is the result of one situation which may or mpy not 

	

Octur. c---- ------ -------, 	, 	„J) 

THE MAYOR: Mr. 'C=row . 	o  

----, 	

(.--' 

„,-  MR. CROW: I feel -- I get uhdertones-Mr. Champion, of ----,,,,-,  
thei guide that the legislatute might put u0n- the action 
l) 	 r 	,-. 
L 	 v.. 

of such contracts, one %My or another, and I am somewhat 
\ 

/7 	,, 
 

confused about public pol!tey. Mayl<klave the effronteri' ,„ - , 	.-.- 
to ask'you, fi there such a thing ag publi.c policy as far as 

-- 

\-) 

o 
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31 

the State legislatu ncerned,  latiyP c , 

partieular,questien that we are discussing today? 
- 

MR. CHAMPION: rwon't try to unravel the various 

actions that were taken by the legislature at, the last 

session. There Were sever 	and soma: of-theWmere different, 

,differing in character.̀'- ,To my knowledge.  there-is no 
, 	- 	• 

full finding by tho-legislature as to a total. body on this 
 

matters =However, a good many people expressed interest 

inthis. They asked 'that.. the legislature -- that the-

Lands ComMission keep certain guidelines in mind when 

working on this contract; and have made it quite clear 
-„, 

that they will'have a, continuing, interest in whether or 

not we have observed these guidelines: , 

Now, it might be that upon consideration by,  

the entire legislature that we would take some different 
- 	 , 

position. But as tooth Oetpressed positions which have 

come to us in the fort o 'a resolution frets the,  research 

comMitteei which- I think is, probably the most direct 
: 	' 

comment on this matter; this is not amexpression - of the 

whole legislatte. It is an/expression of - the committee 
c'? 

of_ the legislature to which, as Mr. Grant -Knows, we pay 

substantial attentin'.:7F,' 

MR. CROW: Well, we have somewhat the same problem, 

Mr:  Champion. We are trying to -,- when we ,instruct the 

Manager City Manager ,'.41E1 reqUestthe Cit5vAttorneyls office to do 

certain things for us, we -- they"naturally are guided, 

influenced by the-som57?"Wh*1-=--feeling along, feeling-and 

sentiment of the Council. ,I was Just wondering to What,: 

extent this, this feeling =went;, as far At 4Aprosking what 

we have referred-to on-36ny occasions today AS public 

policy, as to whether the outline as has Seen presented 

47 . 
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theComMission's recommendations is the public palicy,4nsofi*' 

as the State Legislature is concerned? 

MR. CHAMPION.: ,24k1, let me say this it is'always 

easier, of course, to find public policy directions in 

those things on which you actually agree. In this case 

I don't think there is any difference between the'Cothmissine 

And those legislators who have spoke/tons thiii,,Matter-0' We 

= agree with them. 

MR: CROW: In e0er words, the legislatures that'haye 

contacted this Commission; you are in general agreement 

as to what the recommendation that the Commissie-, is 

extending at this time?, 

ri 
	MR. CHAMPIOD: On the undivided interest matter. 

0 

c 

MR, CROW: On the undivided interest. Now there has 

been said that even though a lesser amount of return has 

been made—available, I would say that by that assertion or 

statement that there is amoral issue involved here, other 

than a direct responsibility to the'constituents, to the 

State and county, the,;  government, to bring about the best 

possible return from any type of investment that we would 

enter into of this nature. 

MR.'CHAMPION I wouldn't characterize -- at least 

my feeling about it -- as having any moral Connotation,one 

way or the other. It is oun view of Che oil market, of 

the responsibilities if the State in dealing With a whole 

area of the economy, and in the context of the laws and 

instructions under which we-operate, it is net " it'iX nOt 

so much moral as a judgement tha5 )public is better 

served by what we are proposing. 

liR. CROW: Even though there is a less return? 

MR. CHAMPION: Yes; although I would like to point out 
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o 

that this matter of the less return, AS 	rkvi to 	ht 

	

2 	cbut when Mr. Hortig was speaking, that when7-170 

	

3 	the 15 to 20% discount he is talking about the initial 

	

4 	impact in that first major bid, :end it would'' 	ur hope 

that whatever was finally worked out, that thnewould be 

pretty ;substantially made up in the total pattern ofttle 

bidding. We= don'„t_think that the discount would be In this 

15 to 20% area if we workod,outa totaiswork pattern, gdod 

pattern-of-bidding, so that we are talking about in our 

judgement, I think, or it is my judgement, a much smaller 

amount'of difference of discount that might be involved 

--  becauseof el: owing jest--- t 	policy. 
» 

	

MR. CROW: Well now, this'gentleman)  over hererf 	some- ,,-- 'in  

what,rebuttal to the undivided interest Says -that there is 

ii strong possibility that the return to the City anc1the 
-r   

.. 
elState will be greater. I would ask then, do

; 
 you have 

• 
any figures to substantiate such remark? What is there 

that you can aid us with today that-would, proVe, your 

position over the,_pther faction? 

THE MAY0:1;\ Mr. Sieroty. 

M. SIEROTY:-  No, 1 have no figures to substantiate this 
0 

but I am suggesting; also that the figures that you have 

just heard, referring to a 15 and 20% reduction=, arent 

substantiated by the figures here. What-1 am saying is 

that these are both speculations, these arehoth ways of 

looking at a particular problem. I think it depends how 

you look at it. It depends on what factors you have in 

mind as to how you characterize What might happen': So I 

am suggesting another approach, and Is ithink the apprilach:  _ N - 
30 r 	, 	 . 

	has 
 

. 	, :tat I an suggesting is Just as valil aso the One tnatn 
_, 

	

3I- 	been suggested previouSly0. L.,. 
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MAYOR: Mr. Cranston. 

ma. CRANSTON: I'd like to comment on that point also 

I think that on both matters and both questions before us. 

in the matter of the unaiyided interest, there- are matters 
. 	- 

of judgement. „It is the judgement of the three members, of 

the Lands Commission that there is-a matter- of public, 

17 

18 

19 

20 
r-; 

21 

22 

23 

24 

8 

26 

27 

28. - 

29 

30 

31 

policy involved in-ot9permittihe a'bid -situation that 

automatically insures that one company or a prearranged 

combination'Of companies will acqUire thts entire field 

through ene it 

On the patter of what happens to you in regard 

to- income to the State and to the City, T think ,that this 

also as entirely a matter of judgement., The Situation 

presented by riahk Hortig was a matter of'a hyPothetical 

compahy performing certairOlyPethetiCal gets. IAon't 

-think that we will evor knoW,=,-- we do not know 1.'gw and 1, 

do not belieye that we willeyer know whether one procedure 
- - 

or another is likely to produce-and :has produced more money 
A . 	 ■.;■ 	= 	 I'd or less than some other procore might produce, and 

like to 6ggest,; three reason4 for this one, in terms 

of the undivided-gni:crest you do get the=possibility of 

more competition because more compgw1.0 be :able to 

bld if thelco gre some smaller units. Some- compantFg that -

cannot bid for 1007.0of this deal cah -bid>.W-a smaller 

Anterest'and a heightened'competition might result-7-A- 

although we will 	this 	in-morineome,,,rather 

thanjes§:1-Then, and___twhotheriliiiarteZio:1„1 situations 

which,  might_ 	is this 	suppese=„that there - is a 

company, or several compahlesOlypothetical, who wish to 

acquire as much of this field as possible. They4IY -4ke 
JO  

to get 100 or 80 or 60'or,40, erwhatever mhjor amount 

1.) 
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they can, and the more the better. 	would think that 

they would bid quite high if they had a,chance,,te-bidron 

the 100%. I would think also qirat if we star".  off with-

a 45 or a 50 or a 607 field, one 1r more such companies 

would bid very high to acquirethat„portion, and then they 

would proceed to bid very high of the second largest.  

portion so that they would'then have a major portion of 

this field then under their control. The comminy'which 
6 

bid against them in theArst portion that failed might 

bid very high,. I should think, on the second' largest 

undivided interest, in hopes, (a) of acquiring that for 

themselves, and (b) perhaps In hopes of frustrating 

compLhy number one in its effort to acquire a veryrpreponder, 

ant control here. And this might leadt:Z, very heavy 

bidding and very large income to the State.,,  

I would like to ask Frankliortig,if that is note 

a hypothetical situation which might possibly devi•op. 

MR. NORM: Definitely. 

MR. CRANSTON: Good. Now let me ask on Another Um: 

do there not quite possibly exist, oil companies who have 

a greater interest in acquiring this oil for refining and 

other purposes, and interest hich i greater in that 

respect than their interest to the sh ,rp of the net 

properties whiCh they would acquire fron he 

MR. HOMO: This again is a situation applicable to 

some of the Companies, depending, entirely on the inter-

relationship cif their prospective reserves and what they 

companies, it wouj_seem to me quite plausible that they 

would not discount their bids appreciably, if they have to,  

hope to have for refinery capacity in the future. 

MR. CRANSTON:, If that is tr -4-- of certain po lsible 
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nto smaller undivided interests smaller-than60, 70, 80, 

90('or 100, becauSe the discount would apply to thi*,pereentage 

of that profit whloh they would ultimately receive -and' 

that is not the important lector in their calculation-, 
II 	 .-- 
 o 	 ,--------'—'-`,- '''''----' They,  re after oil for refining or- --A04 such purpoget.' 

'7,  a,---=-- 
MR. CROW: Has -Che State ever before entered ino 

agreement where they had divided interests in their oil 

leaseal 

MR. CRANSTON: I don't believe that we have but I 

would ask Frank Hortig. Again we are in a Completely 

different situation. I don't thi ~k that such precedents 
need -affect our action at this time in any partidular way. 

-CD 

to submit kthe question 

7.1 

MR. CHAMPION: I'd like to have the answer include 

some statements as to volume:. I don't 	nk we have ever 

considered anything of this as to vol 4, which would have 

this'total impact on the market. I you could put it 

toa:ms in terms of the production inv 	and the 

production involved in typical contracts of the pas 

,M1. HORTIG: In response to the composite questioo ;  

I. think a brief summary is required. One, the State Lands 

Commission is authorized under law only to issue -nil and 

gas leases, and not to enter into net profits agreement or 

Service contracts fOrthe produdITion of oil, such as the 

Citrof Long' Beach has undertaken heretofore and 

proposidg under the current contract- Tiwg*bss production 

ontbeaveragefromexfsting  State  oilaind gas leasei  is 
apptnximately of the same order of 7agnitude as production 

has been:  teteiofore under Long Beach Harbor Department's 

MR. CROW: No. 

M1. CRANSTOW But I am glad 

with you to Frank Hortig. 

c:? 
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Contract, andcfor the Long Beach Harbor Department varcels,_ (_) 

The large- differential that must be recc4nized is\the 

fact that the State Lands Commission bas,ngver had 

for lease -offer lands of the quality and the virtually 

known potent-Lal in most instances that the City,of Long 

Beach has had available for development dhder service 

contracts. Therefore, a direct comparison of returns 

:under the two systems cannot be made-WithouCincluding-' 

all the discount and depreciation factors necessary to 

get both types of opdration to a common baie 

THE MAYOR: Mr. Mansell -- excuse me -- Mt. Bond,-- 

NMI-. BOND: Mr. Champion, I'd like toGnsk Mr. Mortis 

a questin regards to his testimony a new mo7nts ago. 

Frank, I understood you to Say that there was 

a danger to the field contractors of-a default by one of 

the undivided interests.-  W.11, it is-my Understanding in 

talking to our it people in regards to this contract, as 

we have offered it, or as yoU have offered it here in your 

45, 25, and 157, that should there be a default bypne or 

,the undivided interests' other than the field-contractor, 

that'the field contractor would handle that oil and sell 

it at the,best price that he could get for it, and I 

-- would you explain the danger that exists for anybody 

taking the prime contract On this, or the field contract, 

under a situation of that,-  type? Now if I am wrong an my 

understanding of this contract, I'd like to know, but that 

is the way. I understand it, that should there be a default 

by one of the 25, 15, or 107, undivided intercst holders, 

that the field contractor merely is indebted or his __ p?  
) ,---.,;-----, 	 v 

interest in it ia,ln selling it at the Very- ast price that 
,--..,-- 

P he can iet for it. This has nothing to do with the aVi-,,rage_. ,./ 	)).___2) 
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4 

5 

Cy 

. 0 
posted price. It is the hest price that he Can get for 

that oil. Would you Pxp la tlii that, please 

MR.'WORTIG: I belleVe you are completely correct 

in.youranelysis4  Mr. Bond,cof the probleM you stated, and 

the preposaljor continued production of the total emount8- , 

of oil, 'leaving that ler'uhich an Undivided interest holdem 0 	. 
, 	_ 

7 	might train default by the field operating  contractor is 
Q 	- 

one of the suggested Methods of handling the'sitUatindi so , 

0 

00 0 

	

g 	meet Would be no danger to the field operating contractor 

	

1° 	in the contextfn which you have put it 1 hope Councilman 

if I _Kesler and 1 Were discussing a different type of danger 

	

12 	when he used the'word fidanger" in the sense that-on an  

	

13 	operation of the type proposed,i.i>theptlaere 	me,  *tre lc. 0_7  

	

14 	number of undivided interests, and I bell 	lc f  cre 

	

16 	discussing that possibility at the same timeYahicheXtre4e 

	

10 	number of undivided interests would of course heighten thep 

	

17 	mathematical possibility.of defaults by individual interest 

	

113 	
— 

holders, that the necessity of undertaking operations for 

	

1,0 	andhandling additional oil for such defaulting; ontrnctorc 0 	, 	 g  

	

20 	in large number might be again 'considered at a diatountier, 

	

. 21 	fatter by the field operating contractor at the time he 

	

22 	'made his own bid. 
o  

	

23 	MR, BONDS ExcUse me, Fir. Hortig. Say that this 

24 ',.
I 
 contract was let at 45,15, 15, on' the undivided interest 

26 1  proposal, and the default should occur by the 257. holder, 

	

26 	this would throw on your figures of 150,000 barrels m day 
1 	° 	_     

	

27 	some 37,500 barrels of oil on the market every daY0°  

	

20 	immediately, would -it not? That46 less one-foUr of the 

	

29 	150,000. Wouldn't this affect the average poRted price 

	

30 	considerably ifothia cii was available 

	

l 	
t", 

 

Nit-,1HORTIM Under .the- circumatances you have agouitd, 
o 

o 5 . 

6' 

O 



0 

0 

0 
8 

hi, Fond, the Oomeoill would hove been Avnitablej tt Uddia 

2 	have been being produCed by 6d field operating rontraCtot . 	 ... 

3 	tot the4,44k$i40.7,d intetedt holdev-,anyway. The only 

4 	 E 	 ' diffeteilee w414,ha that with a de, altint Trite 	hdivet 
.' 

0 	then the field operating contractor would h(0,9e,,to undettake 

 that 	/ 6 	the handling and the marketing of tnOt -nodlOndt amount-____,    --,,,,, 
/ 	of oil, which could be an operating compliestiOn ouddenly  

thrust upon a field operating cOntroator which he'normolly 

wouldn't want to asume without some additional Ompanoation, 

or it theta were 	provision in the contract  far- 
additional compeneation or even InoiticatiOn of the produCtInu, 

'tn e ions to leave this, for lack ofos'better term,  nOrairtren 
9, 

because ‘ith ,card of having t8take on such (lets 

oil, afield operator contractor bidding 1O--'fie largest 

parcel-adght alecount his bid fOr,thrlargeot parcel for 
that reason alone, o 

P>O1 you,-Ml.r Hotel*, My undetttandin6 

-- as 	he would sell it tct the best price that -h could 
il 

	

21 	get, and If it was a trotter of tonbsgev  he would have 'to 

22 nett i6mmedistely, 116 ditieliectrig to md Ott-  eantdrti4 

	

23 	/gt. hOlITW This ufas-a ouggeotion_sa 	possible 

method of handling It under the contract, and would 

	

26 	definitely would *On the area to be explored by the 

26 ' tespczti4e staffs in terms of tecommending rf final t= itrtact 

ug,7 tback to the Council, 

	

, 20 	66VegliON AHOEM504.1 ft, Honig, 1'd like to sank 

22 to break in on that detsaltii, What happens_to his-adOnitced 

20 

31 

11 

14 

16 

17 

10 

oil in the ground ontitthe new intereet, qualified lateregt 

holder could be toll 	,Noce under those circumotanceo 

2 

royalty?. 1 don't set where you hsvelgot-snYthing-zto lose if 

son Eddy puts op some ndvonee-ralney, antlice_orPOnly going on 

- 
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what we-Ara-  product,* each day and we are 'selling at the 

market prlii'At_thet 	i don't see where we would do 

anything bpi gain 	eomebody dropped their Internet, - I 

don't see where theri Js a .jeoperdy; AedfAA 	 it 

would be a good deal for someone if one ,Of the pc/ple 

dropPed thetz interest, There 10 1'f-something being raised 

1 Ore t understand, 

HORTIG. I hope I dide-ft infer that there was any 

Jeopardy, 1 would ogres with your analysis, Governor 

	

10 	Anderson, The only difficulties inherent in this situation 

ate' As to chat sort of (Closest(' to the bidder, the bidder 

	

jr- -42 	for the field operating contract would feel existed by 

	

15 	reason of this type of operation, 

	

14 	GOVE111105 All0E190/1; There is no hazard, but is it an 

	

15 	advantage to him% 1 'fee no hazard to anyonA, except thec 

guy that gives up his interest and his advanced royalty,,,-  

17 ,lie are talking about oil that is being sold every day and at 

0 25 
1

) of oil every day that the field operating contractor either 

20 	under, the present proposal would 'have to take physical-- 

V 	c:istody 'Of, which he did 'not previously, and would have 
.. 	0 , 26  to provide a market for, an operation `Which he did net 

Q. 	,,, 
29 	conduct previously, all of which would be an additional 

30 0  
operating burden on the field operating contractor. If the 

C) 	
G 0 	 0 	

, 

field operating contractor eonside ed_ this as a realistic 	
o)  

'-'---T 

• 

19 	a current market price;. 

1p 	MR 110ItTIG:0 ThatIpcseorrect, Governor Anderson, 

20 	ender the proposed form of contract, the individual undivided 
0,0,2  

21 	interest holder would market his share of the oil, He would 

22 	have the contracts, If he defaulted, lost his contract, 

23 x no longer had a mArfem, walked off from the operation, for 

24 11  whatever season, then there would _be.5 that number of barre.is 

0 



in the operation. 

Mt. BOND: Mr. Champion, maybe the point 41. not come 
Ca 

out clear here. It is my underetanding that'in case of 

31 	default, the field contiacto,z_bas to_ take thrs oil. He 

r 
11  

28 

19 	that are now before the Council and the Lends Commission. 

20 	MR, CHAMPION: ExcUae me -- might it not also be''' 

11 
:12. 1  'true, however, that depending on the Biota of the contraettr, 

h  he might be very happy to get thatfadditional oil? And 

23,, r I think this is the point Lieutenant Governor is trying 

24 I ,to make. It could work both ways, I. mean, be _may be subject 

25 1 to having more oil thin'he is in a position to handle, or__,--\c, 

20 	he may be In a very advantageous pOSitiOn of being able-- 	 _-----,,\ 

27 	to pick up, more oil'"then he hitherto had and could use 	 C2 	, 

a 

Then 

0 

__,, 	 a 
i 	possibility of happening in the operation, he would 

2 	probably take insurance against this In term of discounting 
_A 

30 his bid for the vilvilese of becoming a field operating ..,..- 
4 	contractor. On the other twand, one of the lectors that ' 	 ,.. 

5 	can be reviewed, an

▪  

d will be, I am sure, 1.f we' can have _ 

O the staff conferences which we hope are going to he authc.r- 

7 	iced, investigate alternative operating procedures whereby 
0 

O such a ditificulty and sudden imposittan on a field 

9 	operating contractor need not eventuate; An t Or example, 

, 10 	eValunte what effect there would be II there wan a default 
\) 	 . 
11 , asto 57, of the oil, for-example, to simply reduce the 

 
12 	prodUctisT rate fre177 the field by 57., leave that oil in 

13 j the ground, make the remaining dietrfbutions until such - 0 	1 

14 	time as a new interest holder had bid for and was  entitled o 

15 ).to receive the 57. of f oil. There are e number of 

modi 
‘ 

cations that ea 	suggested, and a number of 

17 	rnetho of eliminating the difficulties that Councilman 

1 	Bond has pointed op do exist in some of the 'proposals 
<-,-----0- 	 <-::, 

0 

ci(  



O 

	

e 	MR. CNAM7ON:, c;  I agree with you, but I think that 'wont 

	

'9 	Mr- NOrtig said...fix-still true. There araimys to deal with 

10 	this ,*ttuation where it does not SnVoIve a risk on the part 

	

11 	of the field contractor: 

14 	for quite, a few moments. Mr‹... Mansell? 

15 f 	Ma. MANSELL: Co a hemi„41r, ,Crant. 

o 	0 

will sell it -- he can't,st6re 4-t,forever -- he will sli 
0 	

, 7-  

2 	it for the highest offer, not the highest posted price, 

3 	and perhaps there is-an extra- quantity of this oil in the 
0 

t 	field at that time and he can't get it at the posted, get 

5 	the posted price for it, so this is a danger that is not 

assumed by the field coil-tractor, but by the City and -the 

State:,  

12 J 	MR. GRANT: hi. Chairman --. 	 „-- 

13 	PIE MAYOR: Mr. Great, Mr, Mansell has been waiting hero 

MR. GRANT I just wanted to point' out that during out 
,., 	 .  

conversation this Afterneon t develop
0 
 ed by the State 

0 	, 	.  
officials,

,  
" the policy that is involved, which is quite - 

Important to them; taking into consideration all Fectcirs 

involved. Further, what we are 'doing now is guessing on 

what might take place in the event of certain actions on thr 

part of bidders, and,io forth. It seems 'to me that we axe_ 

entering Into a problem Uhere you aregoing to have to worh 

out a basic procedure that will fit our needs, and perhaps 

You will make some mistakel; well, that's been done in the 
, 	— 

28 	past; and I .11ope we don't in the future -=- but nevertheless - ' 

27 fi  
we ate` going to try and apparently -outguess those that are 

28 	,going to bid upon us, bidj'on our products. Now naturally 

29 	everyone involved here 'wants the best program Possible6for'E,  

•10 	the State and the City of Long Beach'. I think that primarily 

18 

1? 

20 

210 

22 

25'1' 

24 

25  

t wOted to point out those two itemar, the items that were 
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9 

10 

11 

12 

13 

14 

' 15 

16 

17 

18 that we have)  heard quite often heretoday 	undoubtedly-is 
, 	r 

19 	whatever,it is -- is guided and influenced by the State' 

20 J  Legislature, That'being true, Mr. Champion, did not the 

21 	assembly unanimously advocate the approval of the Long 

2Z 	Beach approach to this- oil contract, and did0not the 
. 

23 	Senatelreject—thls-,01Sullivan Report and put it into an 

0 	I am quite sure;satisfactOrily- roell--.4,_7111;, 

THE MAYOR: MLN‘  Craw. 

MR.,C2OW: Mt. Champloo,-I'alwaya get back to the 

actor of public policy. We can flower this up all we 

want, eas fetes what the State would like and what we would 

like, but I think the main discuision pOint that we have 
0 

know before we leave:this rometoday whether we will have 

reached any conclusive position whattweiier, but I would like 

to feel that we, and if we do adlourn, that we somewhat, 
,o 

You somewhat have the feeling of the Council an it may be, 

how they feel about undivided interest. The public policy - 

today is'on the undivided interest So I really don't 

C 

0 

1 	:''basically a matter ofii0Iicy, Which iscVery 4mportant, and 
- 	-_ 

2 	the further fact that the majovitem((that we are discussing 

3 	are completely conjecture', and they will have to be worked 
° 	

4 	out on the basis of the suggestionsmade that yeti get 0' 

5 	together and 'work out'a solution, and that'll1-'13y bedone,.N 

24 	'Interim studY?,_  Now if these twethings-szetat4e, if the 2 	. 	 --__ 
25 	State Legislature had unanimously approved the approaCh 

26 	that the City of Long Beach has to this- oxoblem, then I 
p 	 , 

27 	would ask you, Mr. Champion, where is=-he Public Policy 

28 	-coming from if it is not coming from ̀the State Legislature 

29 	which has onanimously'approved our positiOn, then who are 

30, 	the people who are establishing public policy asIer as 
- 

31 	Sacramento is 	e : concerned? 



o 

= 

0 

HR. ,CNAMPION: You don't mean the legts AtUre, ypu 

0 

2-mean. the Assembly,
-4i C 

3 	_. i‘l. CROW: I mean the Assembly, yes. 

4 	:ma. CHAMPION: I think probably the=posture- here is 
,- 	. 	V 

* 	simply this v. that there was not an
- 
 agreement, that the 

, ,--, 	 c' 

8 

	

	Legislature has not taken canclusiVe action; that there _ - ,, 	 0 
loias-aetion-taken in= the Assembly; there was action taken 6 
___,---- 	 qj 

8 	in the Senate , 'that if we do,not find on our awn'responsibilit: 
some agreement-in this,areai, that it will go back-  to the 

10 	Legislature and the Senate 4nd the Assembly will have to 
 

11 1 work but their differences on this, and that this will 

12 I then be a conclusive legislatiVe finding. There was no 

conclusive legislative finding.  

MX. CROW: Yoo, Mr. Champion. but I feel that inasmoc.h 

as the Assembly c?iConcerned, as far as the City- of Long 

Beach is concerned is this problem, that, we have somewhat 

the official blessing-as to our approach is concerned. Now, 
4. 

113) 
e 

= 
thkwe have done, more or less they are unanimous in their 

opinion that we are going along on the tight path. 
= 	, 

I am think ta,Oryself, Mr. Champion, and t must 

speak up Ibudly wkirO,I think to myself, that there undoubp"dly-,. 
o 

are some interests in the State who want it this particular 
 

way, and there are 	 who those 	'want= 	other way, the the othe 
. 
it t , 	0 	, 

undivided portion. Now,gettingto public 	cyy:trlif 
, — 

o. 

60. 

13 

14 

15 

17 

if there be problems that wetsve nothing; no knowlede of 

or 4someone is magnifying a situation way beyond 
, 	 0 	 " 	 ,,":"" 

20 ° proportion, ion, thenl would think that 	would be fair that 1,1,1 

 would 
	 " 

21 	u knew these,4dositions. But/; to way that I see it, as 
) 

 

1,.22 	has1ween,  told to- me ood what I have read and what I have 

19 

 

25 

28 

28, 

29 

51 

 

  

 

  

   

   

   

0 

0 

0 

'0 

e7 

L-7----% : 	 , 0 

0 	 ft % 
23 'learned from fur City Manager and City Attorney is this, 14 

 k 
24. 	that although they have not genuine approval' for everything 

ll 

0 



0 

O 

ors 

0 

Assembly has more or less sanctioned our position, and 

inasmuch as they have, whatc-seems to Wc  the concern as 

'fir-iishese other interests are? 

ma. CHAMPIM: Well, let me say simply this and I 

speak for myself.' fundamentally we have taken the position 

0 ifas the State Lands Corrzisr,lon, we exaressed it t,7 you in 

7  ' the previons proposal. Personally I take the position that 
0 	\\ 

this is good public policy. If the legislature is -- 

	

9 	we cannot reach an agreement,Wto what is zond public 

	

10 	policy here, a
-c

ti..4 if we have differences, then I think the 

only thing en=do is _to,  stop looking at the advisories that , 

15 H so, that is the form in which it should be resolved. As 	 o 

le 	matters now stand, the body fiXed with the legal respon- 
, 

17 	sibilitifor approving this cantrac is the State Lands 

18 i Commission, and it has nothing to do viith any in, rests in, 

, n 	it; it ltas to do'simply with our Judgement as to what bet.:_ 

? 20 	protects   p 	the interests of the State we have the rcspon- 

21 	sibility, no one else. The legislature Can alter the 

22 	
_„,- 

conditions of that responsibility, if it wffshes to do so, 
 

23 	
0 

bat as, far as I am concerned, until-ihe legislature takes 
(  

2r*? 	that action legally and formally and as-a whale body, -as4 

25 	said earlier, not a matter`of difference between two bodies 

0 

26 	or between groups in the two bodies, then,this Commission 

27
,,, 	 --', 	0  

has that responsibility And I did not mean by anything 	 0 	it 
___-_--- 	 e' 
28 	I said to indicate that the legislature was determining 	 ,_  
29 	 ' ' 

	 . 
could 
	- this as of now. I said that unless we 	teach an 	 --1.-  

30 	 , 	, _ 	■/ ,, 
agreent; they were going to. 	,-,,' 

31 	
5'--- 	 , 

ma. CROW: Well, now it has been inferreCto
' 
 me that' 

,-- 

12- 	we receive from the Assembly or from the Senate Research 

13 	Correttee or final anyone eine, arid take this whole matter 

14 	0 to the legislature and let,them resolve it. If we can't do 

61. 
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MR. CROW: You 6on't%are whether divided interest 6r 

6Z. 

0 

O 

Zd  

public policy is more or less regulated and gUided and 

2 	influenced by the legislature,- and now,yedare te/ling 
7 

3 	Mr. Cha

▪  

mpion, that perhaps the public policy is stemminV-- --  

4 	from the State Lands Commission. 

5 	MR. CHAMPION: Public policy is the judgement of the 

• people held responsible for Any_given act, what they considet 

to be in the public interest. We are given-the responsibility 

of determining in this case what we consider to be in'the 

g public interest. We can't talk about public policy as if 

10 	it were law; obviously not. If weAre going ,to have law in 

11 
tt 
 this area, the legislature is going to write new law. In 

12 f the meantime, we have to act In our, discretion within the = 

13 	areas set forth by the present law. And Idon't 

14 	anybody feels that we are outside that area of discretion. 

L5 	MR.ACROW: You wouldn't say that_the State Legislature 

le 	has taken a position saying th& the City of Long Beach is 

17 	contrary to good public policy,gS-Var as the -- 

18 	MR. CHAMPION: Not at all, not at all. 

19 	MR. CROW: That's 

20 	MR.. CHAMPION.: I might say one_other thing about this, 

21 	and thatois, it seems to me, not in this discussion, but at 

22 	some of the prtvious'distusSionwe did want to explore 

23 
	

hypothetically this thing, but I think it -would be-very 

24 1  helpful to both of us it with "this kind-of background ttie 

25a I. staff now explored the 	 , returned to each of us 

26 	with a specific proposal against which we-could pose many 

27 	of the qUestions that have been posed here today. And that 
0' 

28 	probably this lij,at thii point would get to be a more 

29 o ifatful pioceing tival to contiOe 	a number of more 

3,0 	impotheses. 
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e undivided interest; that's all it amounts to. We can  
0 

MR. GRANT: I agree with Mr. Champion, and he is 

following-a line of 'procedure yohich is delesatea 
 

group, and `I would much rather see it in his hands them 

0 
THE MAydR: Governor Anderson.' 

V GOVERNOR ANDERS0d; 	wetted to ask Mr. Hcrtig:a 

question earlierasn't able to get to it "yank, 

there seemed to- be some when;, you were making .3.40/arbreakdown 

earlier of tht 100% down to 60% and down to the other, 

there seemed i:o be an:. acceptance -- maybe ram wrong 

that someone would pay a 

for a 1007. control. Now 
0 	_ 

on, or some speculation? 

MR. HORTIG: This is calculated as.,a most probable 
°- 

result out of the entire range of resulta, based on ,•/ 

experience of what has happeWeli in connection with both 
— --- 

prior service contracts, if you will, that have been 

issued to date by the City of Long Beach, the rexpectationn 

on the renewal. 

GOVERNOR ANDERSON: Anything this Kg anywhere, o Fra 

anything of this site anywhere? 

Mn.. HORTIG: r"-  No, 'sir-. 

GOVERNOR ANDERSON: In other words, we are specuIative 

on there will be a premium paid for this, aren',t we?, 

HORTIG: - We are speculating that there could be a 

premium paid for , this, yea. 	C> 

GOVERNOR ANDERSON: Now the second thing, you used a 
 

figure of-160;000 barrel's per day. How,many potential or 

prospective bidders do we belie thmt could handle that 

26 
0 

27 

29 

30 

e lsewhe re . 
U 

higher-price, a ,, prentira'price 

la this someiiing we have evidence 
U: 
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