
Cmmission, which has a regulatory responsibility and not a 
2 policy responsibility in terms oaf formulating Stare policy; 

3 and it is hoped that this position could also be used to 

4 provide a focal point for that interest, 

Those two points are involved in that,. position,  

Otherwise, I don &t think there is anything further new in 

the budget, Frank, is there? 

MR 

 

}IORTIG: No, sir. There are no snbstantive 

changes in the proposal here before the Commission for recom 

mendation and the review and recommendations of the Departme 

of Finance. 

GOV. ANDER(JON: The "Document Reproduction" item 

$25,000 - what will that entail?  

MR HGRTIG: This would be a one em eproduction 

of the basic land title records that must by statute be on 

file with the State Lands Commission and available for publ 

scrutiny, relative to land titles -- which are becoming 

frayed and obliterated and must be reproduced in order to be 

in 'usable form far perpetuity. As far as land title records 

are concerned this is a replacement of records that the 

Lands Commission is required to keep. 

GOV. ANDERSON: Those are records we keep in 

a to? 

le. RORTIG To replace records that are wearing 

out and which are on file here in Sacramento 

KR. CHAMPION: Any questions on the budget? 
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GOV ANDERSON: 1/11 move  

MR CRANSTON: Second. 

MR, CHAMPION: It will stand approved and record
,  

that l am not voting. 

MR CHAMPION (continuing) The other item to come 

before us this morning is the approval of the drilling and 

operating contract, Long Beach Harbor Department tidelands 

ore commonly known as the "replacement" contrac 

I have a wire which. I'd like to read and I think 

16 

17 

18  

19 

20 

.01 

22 

23 
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25 

26 

we should hear some further expert opinion. It is addressed 

to me as. Chairman of the Commission. It reads: 

"Approval of the Long Beach Herbor Department 

Replacement contract which includes the trespassers are 

under existing and pending unitization agreements not 

only could render the contract invalid but may actually 

operate as a constructive fraud upon the State of Cali 

fornia respecting the inalienable sovereign title held 

by the State pursuant to Article 15 Section 3 of the 

Constitution of this State. It is therefore requested 

that you not take action pending full investigation in 

the premises, Such non-action w ill not result in 

mandatory closing of the field as alleged by the agents 

of the trustee City of Long Beach inasmuch as the Harbo 

Department can legally continue operation during an 

interim period. (Signed) Virgil 01Sullivan, State Se 
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GOV, AND RSON: I th nk the communication should 

read that it came to all of us, not: just to you, because I 

know I got ones  

COAMPIONI A I right. It has been received by 

members. There was no such indication here. 

MR. GOLDIN: Mr. Champion, I respectfully suggest 

that you, for the record, indicate when the communique was 

sent and when it was received, 

la CHAMPION: 	it was received by me - 

it says "Deliver aoil." without any time stamp on it; but it 

was in my morning mail when I arrived this morning at nine 

o clock, 

GOV. ANDERSON: The same, When can ve ask some 

questions about it -a later on or now. 

MR CHAMPION: IlTd like to say some things in 

general about this, without special reference to this wire 

but just about the general situation; and then go to the 

particular questions in the telegram itself. 

ome of the things that I wanted to say, and 11I. 

say them as briefly as possible, were statements made before 

the joint committee hearings the other day but I think they 

bear repeating at this time, 

One is that we are here dealing wanlywIth the  

replacement contract. We are dealing with the replacement a 

the present operating contract, whith  is different in severa 

respects in content from any contract proposal before us wit' 
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pect to the new Wilmington Field 	which is, of course, 

much larger. The relative yields are under forty thousand 

8 General, who is the official legal adviser for this Commissio 

9 as well as for the. State of California, that the documents 

10 are sufficient; that they are legal; that they do not involve 

11 any of the various legal complications which have been raised 

12 by those opposed to cr questioning the contract. 

13 	 There has not been, nor is not now before us, any 

14 legislative, request that we not approve this contract -- 

16 "legislative request" meaning any duly authorized committee 

16 of the Legislature. In one committee a proposal was made 

17 that we be asked to delay and it was disapproved by something 

18 like a vote of eight to four, seven to three, something of 

19 that character. Chairman Thomas of the General Audits Cam- 

20 mittee made it perfectly clear that his request for us to 

21 appear was in no way intended as a request that we delay the 

22 contract. He made that very clear and his committee made 

23 no request for us to do so. 

24 	 Every indication that we have had from our staff, 

26 as well as from the agents of the City of Long Beach, has 

26 been that there are either legal or practical obstacles to 

3 barrels under the replacement contract; potential yields are 

4 estimated at one hundred sixty thousand batrels upward in the 

5  new Wilmington Field daily* 
6 	 At all stages of the discussion of he replacement 

7 contract we have acted on the basis of advice 	the Attorne: 
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any other solution in maintaining the field. Zow, there 

be legal ways to do it that are not practical, and there uz 

3 be practical ways to do it which are not legal; but there a 

4 no legal and practical ways that this field can be kept in 

5 operation if this contract is not fulfilled* 

	

6 	 r might also say, lest all of this seem to be cas 

7 in responsive terms to criticisms that were made, that the 

8 staff also informs us that this is a substantial improvemen 

9 on the present contract; that the affirmative efforts of tbE 

10 Lands Commission to improve the terms and the affirmative 

/1 efforts of the City of Long Beach to improve the contract 

12 over the form that was arrived at formerly have resulted 

13 very sibstantial improvements in this contract, and all o 

14 procedures in this have been as dictated by the Legislature 

15 in the past and we have no new legislative instructions. ut 

16 have a law under which to operate and all of this has been 

17 done under that law. 

	

18 	 might say with respect to some of the figures 

19 have been cited in the past as to profits under the old con 

20 tract, that this has never been within the province of the 

21 State Lands Commission; that this is entirely a matter arriv• 

22 at before the Lands Commission was given the jurisdiction t1 

23 it now has; that it has had no authority under any legislat 

24 to deal with the terms of the contract arrived at before it 

25 itself assumed its present responsibilities with respect to 

26 this field. 
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1 	 There may be ,x)ther points or questions, largely 

2 legal in character, that are posed by this; but this is the 

3 present situation which the Commission has before it in deali ►  

4 ing with the proposed replacement contract; and I think now 

5 would be the time, first, for questions by the Commission o 

6 kfro  Goldin and Ht. Hortig and then,  if there are others who 

7 would like to testify or speak to the points raised either in 

8 the wire or in the contract, why we would be glad to hear fro 

9 you 

4R, CRANSTON: ltd like to ask Mr*, Goldin to omen 

on the content of the Senatorts wires 

ER. GOLDIN. Hr. Hortig, may I have it please? 

I a.., not certain that I perceive precisely the point or point 

which Senator OtSullivants telegram seems to make, but I will 

attempt to answer what I think the telegram means. 

First, I would like to point out that the area 

covered by the contract does not include any area that is not 

clearly owned by the City of Long Beach.,  The contract does 

include a disputed nine-well area However, this area is 

clearly owned by the City -- the only question is in what 

capacity, as a general municipality or as a tideland trustee; 

but, in whichever capacity the City owns this nine-well area ,  

in our opinion it does not affect the validity of the cantrac 

Incidentally the same nine ►well area was always 

subject to the existent L.B.O.D. contract and its inclusion 

ever was considered as having affected the validity of the 
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® GOLDIN 

yes, Gov =or* 

NE, 

rai Lug the ques 

Within the meaning o 

N And it is on that p 

.on of a constructive fraud 

his 

existent contra  

the instant 

So that, ex ep t for the nine-well area 

ement contract has nothing to do with dis4* 

puted areas in the Harbor District, 

GOV* ANDERSON: the nine-well area you are referr 

to 	Is that what he talks about When he talks about the 

area? 

MR. 06LDIN m I believe it is the portion 	the on 

portion of what Senator 0 Sullivan calls the trespass area, 

which is embraced wIthin'the replacement contract 

GOV. ANDERSON. When we think of the trespass area, 

e are thinking of the nine wells? 

ontrac t 

\that he is 

that bein3 

18 the case there is, in your opinion, no constructive fraud? 
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17 	 GOLD4X: o in my opinion, Pit Chairman 

18 Next the telegram ailudes to existing and pending unitizatio 

19 agreements In this connection, I would like to comment that 

20 the approval of this replacement agreement does not constitut 

21 Commission action or approval as to any future unit agreement 

22 Such approval, will have to be done as a rEltsult of Independent 

23 action by the State Lands Commission. 

24 	 Now, most of the so-called trespass area or dispute 

28 area is In Fault Block IV4 The Legislature already has allow 

26 for the e tension of contracts is even disputed areas in Fau 
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hock IV by specific legi lat o 	Now, am trusting to my 

ecollection, since I vas not aware of this telegram before 

arriving here this oorAingd I think 'ads legislation is 

Chapter 1551 of the Statutes of 1959, Which allows for the 

extension of these contracts 'without competitive bidding; a 

by express provision in this statute, such extensions do not 

affect the status of any boundary disputed 

Similarly, even in the case of approval of unit 

agreement,by specific provision in Public Resources Code Sec-

tion 6879 the Commission isapproval of a unit agreement does 

not affect the location of the uplands and the tidelands 

boundary in the Harbor District, 

13 	 The la6t point that l would like to comment 'with 

/4 respect to the telegram is a reference to a constitutional 

15 prohibition against alienationd In this connection, I respec 

16 fully direct the Commission's attention to the specific langu- 

17 of the replacement contract, Section 3, and more particularly 

18 that portion which is on page 15 of the contracts After the 

19 parties acknowledge that they have entered into the contract 

20 with full knowledge of the statutory trust provisions the 

21 contract provides, and I quote in part: 

22 	 t is not the intention of the City to nor dies 

23 the City ant convey, give, or alien to or vest in the 

24 contractor for any purpose whatsoever any title, interest or 

25 estate in or to any lands whatsoever or any title, interest 

26 or estate in or to the oi. a,3  gas and/or other hydrocarbons 
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1 and/or other minerals underlying any lands whatsoever or any 

title, interest or estate in or to said oil when removed from 

any lands until sol,ch" 	The contractual provision then 

continues. 

Consequently, in my opinion I do not believe there 

is a valid criticism based upon a violation of a constitutiona 

prohibition against alienation. 

In recapitulation then, gentlemen, as far as I can 

see the contract - that is, the replacement contract -- does 

not affect in any way the trust character of any lands in the 

Harbor District* We fail to see how the approval of this con 

tract cln affect the status of any lands, either inside or out 

side the boundaries of the replacement contract; and as I said 

a moment before, the approval of the contract is not the 

approval of any unit agreement; but even in approving unit 

agreements, it is expressly provided by statute tha. the Com-

mission action in ba approving does not affect boundary 

locations. 

MR. CHAMPION: Are the any further questions of 

Ir. Goldin? (No response) ltd like to ask one other thing 

thatts raised in the telegram, although I did feel this is not 

wholly germane 	but just to deal with the question* That 

is the matter raised that non-action would not result in 

mandatory closing of the field because the Harbor Department 

could legally continue operation there* l think it is agreed 

ally, is it not, Mr. Goldin -- that they 
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could legally continue operation there I mean they cou 

2 take over operations there, the Harbor Department of the City 

3 

4 forth in Senator Otaullivants telegram 

5 

6 

7 practica 	Would you speak to that, Mt. Hortig? 

8 

9 

10 Harbor Department -- to suddenly generate staffing of the 

11 order of magnitude and the capability of the present contract 

12 who is operating in the field, so that they could be availabi 

13 

:ivies , and particularly technical representatives, are here 

today, I think their comments on what sort of a problem they 

feel they would be faced with if this project were throws, upo 

them might be revealing to the Commission, 

NR CHAMPION: It view of the extended nature of 

this controversy, 114 like to settle even the irrelevant ques 

tions. Would the Long Beach Harbor District have a reps 

sentat ve to speak to this questions 

of Long Beach cod legally take over the operation, as set 

MR. CHAMPION: But the question is whether thiP is 

M: HORTIG1 The practicability, I believe, would 

turn on the ability -- and despite excellent staffing in the 

to continue the operation as of midnight March 20th, when the 

present contract expires 

In view of the fact that Harbor Department represen 

NR SPENCE 

ohn pence, Assistant 

th, petroleum 

, sir. For the record, my ame is 

Attorney, and with me is Nr€ 

MRS GO IN*
. 

 That is correct, 
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SOK0C lled legal aspects of this; Mr. Smith will speak abo 

the practical engineering aspects 

The big hurdle in this case, of course, is what we 

would do with some forty thousand barrels of oil a day. We 

have to dispose of it We cantt shut the field down; we have 

to operate, and with forty thousand barrels of oil a day we 

don t have an oil purchaser. An oil contract requires 

the same procedure as an operator contracti so that is the 

main practical hurdle there -- no way of disposing of this 

MR EMITH: 1 am W0 A. Smith from the Port of Long 

Beach. Some additional practical reasons for condemning this 

idea of the City taking over operation 	the City does have 

a technical staff and we do provide the majority of the super 

vision and engineering for the field, However, there is a 

large staff of engineers and particularly field employees 

which are presently employed by the existing contractor and 

which will, we assume, be employed by the contractor under th y. 

new, contract. On such short notice, it would be virtually im 

possible for the City to acquire sufficient field staff to 

conduct these operations and we have no assurance, of course ,  

that the present employees -4ould even be available for a posi t 
 

tion with the City under civil service, 

One side aspect is that we would have to establish 

these jobs under civil sex rice, and this is a time-consuming 

ocedure. 
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1 
	

In addition to this, the problem of acquiring 

2 materials and services for the operation of the field under 

3 the restrictions which the City has to operate -- that Is 

4 competitive bidding awould be almost insurmountable. As 

5 you have been told bef9re, there are thousands of different 

6 items which are required on a daily basis, on short notice, 

7 on an emergency basis in some instances, and for the City to 

8 attempt to acquire those, even down to the inexpensive items 

9 by competitive bidding would be a. complete handicap on the 

10 operation, as we see it now 

	

11 
	

HR, CHAMPION: Thank you. Any further questions? 

	

12 
	

GOV. ANDERSON: How many employees are we talking 

13 about that L.B 0.D. has? 

	

14 
	

MR SMITH: 'There: are in excess of two hundred. 

15 There are representatives of L 0.D. here and I can probably 

16 get that answer. 

	

17 
	

VOICE: Approximately three hundred. 

	

18 
	

MR. SMITH: Approximately three hundred. 

	

19 
	

MR. CHAMPION: Any further questions? (No response 

20 is there anyone present who would care to tnake any further 

23. statement or comment on this matter? (No response) Well, 

22' that being the case, I would assume that we are prepared to 

23 consider it. I would like to again say what I said before, 

24 before we considered this last matter W that the fundamental 

25 question before the Commission is not whether it can or 

26 should be delayed, but whether or not it is a good contract 
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on the basis of the analysis and the advice fered us by our 

technical staff and our legal staft Centlem 	what is your 

pleasure? 

GOV* ANDE ON; I'd just like to ask Mr, Ho tig 

The ninety-one per cent that has been offered -- This is a 

pretty high bid, isntt it, as far as any. State lease or any 

other lease that we are aware of? Ild like to have you estab 

'Ash just where this stands in comparison to any other high 

leases that we know of 

MR HORTIG: Governor, the State.Lands Division 

economic analysis of the potentials of this operation confirm 

that the bid offer of ninety one per cent of the net profits 

to the City of Long Beach under the proposed contract is a 

good sufficient and equitable bid offer. I must stress 

this is for a service contract, not for an oil and gas lease. 

These are two entirely different methods of providing for 

petroleum development. 

The State Lands Commission under the Public Resourc 

Code has a range of choices with respect to specifics in oil 

and gas leases which they.  may offer for State-owned lands 

The State Lands Commission does not have statutory authoriza- 

tion to consider a service contract of the type here proposed 

by the City of Long Beach 

GOV ANDERSON: My question on that i;s have there 

been, even: service contracts where the percentage has been 
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HORTIG: From the standpoint of the ser 

con ct without having the experience under the new contrac 

to compare with the existing contract, the net results of the 

total are probably equal to that which may be experienced, or 

even a l ittle higher than that experienced, under the service 

contract held by Richfield Oil Corporation for another Long 

Beach Harbor parcel, 

The point I wanted to stress was that for continuin 

development of an oil field, this proposal to the Long. Beach 

Harbor Commission is demonstrably the best approach for all 

parties co cerned6 There are areas of State lands where, if 

the Lands Commission had similar authority to have a similar 

contract, the staff would not recommend What such a contract 

be utilized because of their potentialities* There are areas 

on which we receive cash bonus bids, which areas have never 

produced one drop of oil.. Had a service contract or a straig t 

royalty bid been received on those areas, the State would not 

have received one dollar on those lands 

So the situation is, as to type of lease or contrac 

this is sIwething that has to be designed to fit the economic 

of the s tuation where you wart to apply ito  As a service 

contracts  me feel that the bid offer and the terms and condi 

tions for this particular operation are excellent or we would 

not have recommended it 

MR CHAMPION. Do you 	o feel m m 	link 
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aid 	that,  the service conwl 

ropriate contract here in 

raised the question by what you 

tract is what you feel is the app 

this particular situerion? 

MR H0RTI6 sir,  would lift' before the 

Commission taws action, Mr. Chairman, if 1 may, that implici 

in the approval as recommended by the staff here today is als 

the subject which was brought to the attention of the Commis-0 

sion SepteMber 30, 1963, and 3 quote, "The,  City and the Board 

(or either) and the State will enter into agreements requirin 

consultation on major operational and policy matters with the 

Commission.. The contract proposed authorizes such City-State 

agreements.' 

In accordance with this, a fo It of agreement has 

been entitled "Coaateral Agreement Between State Lands Cep 

mission and Long Beach Board of Harbor Commissioners," which 

is attached to youv agenda item as Exhibit D and which has 

been accepted in principle by the fiGard of Harbor Commissione $; 

and since the specific language has not been before the Board 

of Harbor Commissioners, the staff rec endation for approva 
if 

of the basic Cant:vett today is that the approval also be sub 

ject to acceptance by the Long Beach Board of Harbor Commis 

sioners of the collateral agreement attached hereto as Ex rib 

D and by reference made a part hereof." So the motion 

should, in approving the contract, appxove this condition, 

GOV. ANDERSON: It11 move the approval of the 

dri ling nd o erating contract as recommended by the s a 
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HE4 CRANSTON: I second the motion. II(' like to 

ke a few brief comments in so doing* First,'operating as 

we must under the laws written by the Legislature, l believe 

it is evident to the C 	ssion at least that we have a 

good contract that we got a good bid under that contract 

and, further, that no further time is needech We have been 

working under a deadline imposed by the expiration of the 

present contract -- but, nevertheless, under present circum 

stances without regard to that deadline and with no real 

pressure from it, we are ready to act, I think with full 

confidence that we are acting soundly* I think all :f us 

are grateful to the City of Long Beach for their part in 

working out this contract that has led to a successful bid* 

I would also like to say that as far as I am con-

cerned, and think as far as the Cw,IGssion is concerned, 

in our approval of this contract no precedent is set here, 

no indication is made here of what action will be taken, by 

us sooner or later on the larger East Wilmingtora. Field. 

Ellito  CHAMPION: The approval with the amendment 

noted by Mr Hortig hai been moved and seconded, and it 

stands unanimously approved* 

GOV4  ANDERSON Igd like to again reiterate Tay 

previous position to the staff -- that they would somehow 

get legislation changed, so that we can get in the position 

of helping draw these contracts at their start rather than 

be faced with them at the very end, after being drawn by 
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embers of the Commission, may I 
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I 	ION, 

MR*  Si3ENCi: Xld like to have the record ow 

that the Board of Long Beach Harbor Commissioners have al 

ready approved the collateral agreement 	have alreadY 

authorized the approv.1 of the s e; and I'd like to thank 

you 

	

* C 	ION: We have one other matter before us 

the next eeti‘40 Teniatively, we will look to January 30t 

(S e discussion between C 	ssioners inaudible to reporte 

The meeting s tands adjourned* 

ADJOURNED 12 NOON 



I, LOUISE H, LILLICO, reporter for the Office of 

Administrative Procedure, hereby certify that the foregoing 

forty-three pages contain a full, true and correct transcri 

of the shorthand notes taken by me in the meeting of the 

STATE LANDS COMMISSION held at Sacramento, California, on 

December 20 1963. 

Dated: Los Angeles,.ifoia, December 30, 1963 
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