
O 

TRANSCRIPT OF SUPPLMENTAL-  CALENDARITEM 23 

STATE LANDS COMMISSION MEETING OF NUMBER 	1973 

Hon. Houston-L. FaoUrnay, State Contraler,'Chairman 
'Hon. Ed Reinecke';. Lieutenant Governor, Member 
Hon.. Verne 01,14, IdreCtor of FinahCe, Member 

ROOM 21701  STATE CAPITOL 

SACRAMENTO, CALIFOBNIA 

THE STATF LANDS COMYISSION: 

Gladish, Executive Offlcer 
.-M. Thompson, Manager, Long Beaq Operations, State Lands Division 

0._ 

° 
e' 

e , 
a 	o Warren J. Abbott, Deputy Attorney General, Los Angeles 

APPEARANCES: 

George C. Bond; 7,ie President-General' Counsel, Vnion Oil  
Company of Galifolinia, Los Angeles 	e 

MrrriRobert S. Roth, General Counsel,.World Oil Company, .0  •   
-Burbank 



• 

0 

NI. GLADISH: At this Commission's October meeting,°this item appeared 

and` 'was deferred for .two principal reasons: one,,theennouncement by the 
• 

„ 
'Cost o 

\y 
 f Living Council of a pending regulation, andthesecond reason betng 

0 
a temporary restraining order by the federal courts. At that iiMe the 

0 Ccromission also, in deferring this item, requested the staff 

to obtain extensions , from the, lease holders of the,notj.ce °of- 

royalty oil. 

Since the last meeting ,the Cost of Living Council has not acted on 
, 	 0 , „  

the proposed regulationiremoving the current-  'State exemption ̀ status. I- have — 
 - -  

, 
talked to them' several times thiS week and,< as recently as last night, they ,,,,-  

have inacated tO me that they do not intend to make a ruling to adopt or not \ 0 . 
6 

''adopt their proPosed regulations this week.„ We don't have a forecast of when 
-,Is  , — 	 , 

they Will act 	this-regulation which would remove"the State's exemption 

from C.L.C. contio2.-- The COst-of Living Council informed me yeatimmlaY that  , 	9 	, - - -._ 
- . -- -  

therewas anew federal law signed by the President on Wednesday. This law 
,.,., 	, 	,- 

reqUires promulgation ofregulations in 15 days
, 
 and adoption in a SubSequeut'° 

,-,,  
15'-day period thatiiayaor may not further compound our problems in regards -- 	0 	 '  

c_,... 
to the,se11-off. This would be the_control of the allocation°  of th, sales 

=--- 
based-as some historical records. lie don't know at this time whether their  . 	.., 	c.. --------- 	, 	O 

regul
-1
ltions will or will 77tgive us another hurdle. The temOrnry restri4ing- 

order was dis..Nolved and pemanent injunction denied a week or so after the 
' 	 ' 	

- 
----Y 	 cr 

October meeting of this Commission. 
, ,,  

The needed extensions from the leasehOlders were,obtained. We are, 
0 

however, near the deadline on one or two of those extensions s one I believe 

exPires on Sattgday and,--one other bid becomes inoperative on Saturday., It 

appears from mystandpoint in terms of a ecommendution to you, that there 

9 

0 

„ 

are three alternatives to consider. 
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whatever agency implements the Emergency Petroleum Allocation Act. That 

is poseible, which would create some problems. It wigzit be possible fer / 7  

(> you to consider requesting hold-harmless agreements from the high bidders 

assuming that`  ou -selected this alternative. 

That is'the general overview of the problem. I „would urge 

alternatiies - yes or no. I will open it- to questions. 

Wt. FLOURNOY: Where shall we start? 

A ' 

:0 

*- The first alternative is essentially_ to wait until the Cost of„Living 

, 

Council does (whatever they are going to do and-that new regulations T  are 
C 

 

— 
promulgated and adopted on, implementing the'new federal Petroleum Allocation 

fl  

Apt. We could'ask foran additional extension from one of the leaseliolaert, 9 

 0. 
e one that is expiring on 'Saturday; 0.1e could drop from consideratibn, one , 

of the sell-off bids which was to be activated. on Saturday._ „Longer delays 

„ in terms of_ action by the Commission Irsaeases the chances „of more federal, 

r., 	 ). 	.< _ 
rulings affecting this action. It seems like there are continua_ l hurdles  

6, 

0 being developed, dropped' and' developed again, and so forth. Delay is a . 

disadVantage 	sense of continual. problemsodevelOping. 
_ 	

00 
sec&ia alternative would be to ileject all the= bids on the basis 

= 
of uncertainty. We Just don't know what the federal government is going 

CI 

o SG- 

p_ 

' 

' 
alternative would, be to award_ all the bids -today."' This 00 

would implement year policy in a sense of attempting to sell this oiler 
0 

O 

'and at least at this poirit, we are exempt from'the Cost of Living Council c  

control andcwould, as we see it at this point of time, allow us to realize' 

the increase in revenue and 'provide some additional distribution of crude 

oil. It is-'possible thai., if you ,award these bids today that the contracts 
. 	0  

might be ruled, in a sense; non-operative nnder, a ruling next month by 



MR. GLADISH: There•-,are People here, bidders-I'm sure, to testify-. 
0 

Mr. Bhnd is here to testify from Unim Oil Company.. Perhaps we :night 
5 

discuss these alternati.ves again after you heath,sore testimony. ‘;‘, 

MR. FLOUFSOY:, Why don't wedo that. Do you want to &hold up, George? 

MB. BOND: My name is George Bond. L am the Vice President-General 

U 
Counsel of Union Oil Cpmpany of California. 

Since your last meeting when you were restrained by the federal Court.) 

in Lai' Ankfaies from awarding contracts for the, sale of State royalty oil, 

,,several significant events have occurred. _Fla-St of all, the hearing which 

Mr. Gladish referred tO was held. before Judge Gray in -.the Federal Distrifcto 

Court in Los Angeles on November 5. The temporary restraining, order was 

_ 
dissolved; the case, o 	is still pendiag bef.ore the court; and if 

you will indulge me, I would like to read from the transcript of that , 

hearing a few things which I think you gentlemen should have before you;  
0 

before you make a decision: 	a ' 
0 	 <,   

At that hearing; Union Oil Company was represented by a Mr. Sparks 
- 	 K 

from the 'San`' Francisco firm of Brobeck, Phleger and Harrison._ Boif I Quote- 
s  

. 	.;. - 	 , 

from Mr. SpariiI:i-,-„,vou. will. understand_ who he was ;ane was our counsel. Quoting 

the Judge -- Judge Gray -- "on the merits, If I were interpreting-these 

c, 	 _ 
regulations ab initio, I believe that the State is bound. 'That's the -way 

_ 	 -,, 
I would interpret it, but these are re ations of the Cost of Living council; 

- 	- 	 - 	E., 
CoUnsel of the Cost of Living Council` 

o' 
it is proper for this court to impose its interpretation of rather ambiguously 

o 
0 	 _ 

, 
drawn regUlations in the place of the interpr

il 
 etation put out by the General o 

0 	 - 
Counsel of the very'body that drew-the regulations. 59 my present attitude° is, ° 

sa- _ 
although as I say it I were-  not obliged to include myself bound *what the 

0 	6 

.0  

0 
and it is quite evident that the General 

interprets- them differently than this Court would do. I have grave doubt that 0 

■■■ 

0 	 0 

Ci 



rr 
Li 	 V - . 	' 

-/J 	
••..'"•;,_,.,_._, 

f...• 	
* 	 '-'7'  (3 . 

' 	'. 	• ' 	- 

0 

'--"'" 	., 	 // 	 ,.-■ 	0 
00. 

General Counsels i terpretation is, I woad interpret the'regulations tie \s„ 

other way:" 	,.., 	, 	_ 
‘,..' 	

.  
-:: - 	' 

- The Court later s 	"you: don't -.4as I say ,1-,. YOu„ don't halie to argaa',,  
Q- 	 ''• 

with me the merits of interpreting the regulations so'that rthe,State would 0 
z7 

be bound. That's the way I:would do it ,  
0 	0 

Later, quoting Mr. Sparks, "Your Honor, Pthink that in circumstances 
 .0. 
	likely 

- 	-, where there are likely to he embedded, equities0----ond, where the State is ic- , /-   0, 	 ) u  
to go forward with the course--of condwt that is contrary to public  policy , " 

,, 
that your Honor has authority to enter a preliminary -injunction without -  

finally deciding one -Apar or the-other whether the plaintiff going,tio 
• 	 Cr 

0 0 	 , 
0 ), 	 - 	0 0 	, 	 - 

The court --- till! Judge -- "Well, but the State word do so at 'ita peril. 
,.  

The State idz9now mindful of all the prim and cons of this matter, including 
, 	, 	0 

0 	, 
the prospect of further regulations which ikuld mate this case moot. ,and   

	

, 	 - 	 - 
if the court, when it i'''S wiser than it .. is now, cbncludes\that the State had 

, 	0 
no right to do so, then certainly the State is estoppel to contend the fait 

	

accompli, .do to speam. 	0- 

The second event that occurred,- which I think is significant, is that 

the Executive Officer of the _State Lands Commission, has notified -Union Oil, 

CoMpany, end . I pfcesume the other State lessees, that the Current market 

price of royalty oil is $1.00 per barrel:  over the ceiling prices. If the 

win:" 

CP 
State is exempt, thid is a very wise and appropriate move. 

-GP 

O 

0 	0 
The third thing which has happened is that the Arab oil embargo- hits 

 

further increased the market price of oil exempt from price controls.  

I think you gentlemen, realize there is certain oil which is presently 

exempt  and is currently being- purchased. at prices--  higher> than ceilings. 

The present market price-of oil exempt from price-controls is at°,1eaat 2411' 

0 
	 , 	 " 

-24 



all bids  and permit the Executive Officer to continue the practice which he 

started this month of notifying the lessees of the market price to be paid. 

to the State whenever that market price increases.' Thank you. 

MR. FLOURNOY: Before, you go away, George, I wonder if the Execul-ive 
0 

Officer hasanr,,y comment N.'ith regard to this matter. 

somewhat. 

MR. GLADISH: Mr. Bond raises one point-that I perhaps should explain, 

In general terms, our contracts -With lease holders
() 
 proVide . a- 

)) it 

clause, and.most of the contracts are  slight.,11- r -differeni/t, but there is a 

zeneral clause that allows us to: establish the price if the lease holder 

o 

per barrel over the highest bids which the. State has received for thisv o  

royalty oil. The wisest course in this period of rapidly changing crude 
= 

prices is to allow the ExeCutive Officer to continue to notify- the 

Stateia lessees 9f -the pri-ce to be paid for royalty oil whenever the market 

price for-that el-''  empt.  oil moves up., Now we are assuming, for the purpose  
''N

'   
of this argument, that the State's exempt; if it's nOt, Well they Can't-get 

..-..-,,___ 	 . 	3 	CC- anycmore than ceiling pr7ices anyway.. The'State will lose fr6m 390 to 910' 

per barrel9per day if it awards these contracts at- the bid prices based on 

'  today market price for exempt oil; and, if the market price of exempt 

oil continues to increase, this loss will go much higher. The bid prices' 

that the State has received are as high as the ceiling prices. They can not 

increase unless the' ceiling inz=reases. Furthermore, if the ceiling frices 

on presently non-exempt oil are increased-more than the amount that the bidS,o 

• exceed the,  present posted prices-, to which these bids are pait.the contracts 

cc 

which are signed by the bidders allow them to terminate on nine-months' notf-c- . 

I believe you are familiar with that 'provision in the contraCt. 

Since, I assume, that your objective is to maximize the, revenue to,the 

State, I believe it is very-  clear that the best -way to do this is to reject----. 



13 

is operating under the first alternative of taking the royalty. In 

October, the °postings indicated that the company's posting would pay 

$1.00 over posted for new and increased production. I have interpreted 

that as being a measure of maxket price and have dealt, as Mr. Bond 

indicated, with "Union and other lease holders retroactive-back to the 
0 

date ofthe posting $1.00 over. 

MR. BOND: If the State s exempt we are most happy to pay that 

but I would correct your statement that the pride as of, oelieve it 

was the first of this month, has now gone to considerably in excess of 

$1.00 

MR. GLADISH:  Yes, I understand that. 

MR. BOND. .• .0.Far in excess of what the State was bid over ceilings, 

so that the State would,be penalizing itself to accept these bids under 

today's market conditions, and there is every expectation, if the Arab 

embargo continues, that this price vill escalate further. 

MR. FLOURICY: I understand. 

:MR. GLADISH: Mr. Chairman, I might point out- thathe State at this 

point in time is exempt from C.L.C: Next week,dt may not be. 

MR.•FLOURNOY: I understand. that. 

MR. GLADISH: Mr. Abbott has a comment. 

MR, ABBOTT: On the first point that Mr. Bond made, I want to be sure 

that yott understand that, as of this time, you are under no legal restraint, - 

either from the court or from the C.L.C. to award these bids. Mr. Bond has 

pointed. out, as the Judge indicated, yes there are risks or ou may be - 

the case is still pending 	the C.L.C. may act tomorrow or they may not. 

Then on the other point where Mr. Bond says that the bids are $1.11 over 0 
ceiling price. The bids are $1.11 over the average posted price by ,specified 

0 

-6- 



0 

commies in a given'fieldiika, if we are exempt, the average potted p4ce 

is that $1:00 or $1.65 that Mr. Bond is talking about, and ,the bids art. 
0 	- 

OverA1110- 	 0 

FLOURNOY: There is a maxim* point in which they 'can opt out 

a nine-months` 
o 

MEL ABBOTT: Yes. 

MR. ORR: ,  The -bid'is note for so much a ta,:rel like $1.00 br $7.;00? 

MR. ABBOTT: No, it is $1.11 above (..he average posted prize of the 

'named com;anies in the named field. 

MR. THOMPSON: We are taking the $1.00Tor the'month of September 

04,  $1.65 since then as being offers of posted price by the.filajor cbManies. 

Kt. BOND: That Ps correct, but the'bids of these bidder's are p,egged 

a September 6 price which 	the ceiling, and as long as the industry is 
0 

2,reler price ceilings those posted prices are the same (;.1-the ceiling pric s; 
- = 

ABBOTT: Mr. Bond, I respectfully disagree with you. The  =The bids are 

X*ount over the average posting,price of the named companies' in flt4 named_ 
--r, 	 d 	_ 	 . 	 , 

f ►eird and it is a floating postedprice. 
, 

M. 13,9ND: They, can not float under the C40. of Living Council revile- 

-tion'ss  however; it is the ceiling. 

MR. ABBOTT: We have a disagreement as to thit, Mr. Bond.,  

MR. FLOURNOY: Can I try to get a little bit of clarification on a 

couple of points? Assume, what you say is true, we can do anytiLingoLe, want 

to on approving these bids, legally as of this time. Assume that we were 

toothierd the contracts, and assume then that the Cost of Livingtount. 

_pts this thing' as they profosed it without any changes. Now what 'hgtzien 

to 1st D0 we go back to the posted -  The 917. is committed t'b the 

tr_direitir but the price we receive is the price thatr  they sorts- be:8k ' 

O 

?z, 



0 
ceiling price. The only effect, in that case,-is-̀ that instead of the 

- lessees getting the oil the people who bid it get the oil and we don't 
0 

benefit in any sense financially.- Is -that possible? 

MR. ABBOTT: That's a possible result. In my opinion, that's the 

/ 	most likely possible result. There are other possibilities._ 

MR. FLOURNOY: I know. I just want to get each one of them aarifie 

in my mind as we go along. 

MR. GLADISK: It was intended in the way the proposals were written 

that ''the price would drop to posted and then back up, assuming the 

is not In business or something. 

MR. FLOURNOY: I see. How long is the term cf these contracts? 

MR. GLADISR: Some are three and some are five years. 

1R. ORR': Is there any option on our part to discontinue them_ 
. 

earlier? They can opt out in nine months? 

- MR. ABBOTT: If the pra-ce reaches a certain-point. There is no 6  
,....-  

simila.r option for the--Ztate, I don't :'.Link. 	0 

MR. FLOURNOY: So that presumptively-  then, if this were to happen,"  

lodging &Am the life-  of the contracts, if the- C.L.C. was to Eulopt.the 
;3.  . 	 , 

proposed regulation, the price would drop; if they ever go out of .businesti, 
0  

the price would go backoto the izerias°of the conditions related to the $1.00 

over the posted price, if it ever bacame unfrozen, which is -- you know -.6 
. 

well, I don't know anything'about that. - 

It would go bask to that $1.00 over the posted price, or whatever the 

average is That could happen within 3 to 5 years,:who knows whether it 
0 

ever will or not. 

NR. GLADISH: 

came in and say you, can't. 

The Allocation people coU14under thisAielflami 

sc, 

0 



t. 

MR. FLOURNOY: 'Give it to thera? Retroactively? 

MR. ABBOTT:: That's a possibility. 

MR. MADISH: It could make the contracts non-oPerative. 
„ 	 - 

MR. THOM ..FSO' 	If they took a base of last year as ,being where' 

\ - the allocation would be. . 

14L-- FLOUBNOY: They can,,in essence, abrogate our contracts. 

MR.0BOND: They are doing it to us every day. 

AR. FLOURNOY:o, l'mnot -- I just want 'to make sure I understand..  

. „ 
MR.:7BOWD: „lhatiS in the realm of . 

MR. FLOURNOY: In which case, if we award, it and they do that,  

just the same as if we didn't award_..tt— What happens to us? 

MR. OLADISH: It ;is the same; Of we were to obtain a hoid-harmless 

clause from the bidders. 

MR. 	oY: ROM harmless from 'What? 

MR.aABBOTT Anything that might result, if that eventuality took 

°place:. 
e 	 c 	_ 

	

0 - 	 a 

MR. FLOURNOY: What might result from=that actuality taking place 
0 

that-we wouldn't want to be held harmless from? 0 

MR. ABBOTT: Assume that ie get started with the 'contract and all nortr-

of arrangements have been made by both our lessee. 
fe^e, 

MR.,,FLOURNQY: Or costs and expenditures. • 

.'ABBOTT:: . . .and all of c a sudden it gets cat off. 

be looktr4,..4-,1.or some money from the State Treasury. 

6, \MR. FLOURNOY: I see what= you are talking about. That's what I thought 
0 

but I *anted to find out for Certain. If we award these contracts, when 

do they take effect? 

0  

-9- 
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a o  

MR. FLOURNOY: The life of -the contract? 

A33BOTT• 	 Another,Poatibility, your p:ricing clause is 

0 

0 

	

0 ,0- 	_ 	,. „0, 	0 
MR. ABBOTT: Most kbf them May lat. One of them Saturday; the rest -) 	0  

May 1st :3  

,MR. FLOURNOY,: For deliveries?__ 

	

- 	0 	 0 . 
-0' MR. FLOURNOY: So the one on Saturday is the one that would be .. . 

00-,- 

The fifteen day-  kind. of thing that you were talking about -, Pi* a WiabC  :LY 

whatever they- are going to do wOuld. be done in a month.   
g= 	 _- 	_ 

MR.- THOMPSON: lie have an extension only until December. ldt to notify 

	

0 Q 	 .-. 

Atandard Oil on, one parcel down there that we will start taking oil as of 

next. May.  

MR. FLOURNOY:, I see. But as far as any damage, if they came along 

anti Abrogated it after we had approved it there wouldiVt be any damage 
- 	-0 

because nobody-  would.be  gea,red. up by 30 days for taking oil from next Wir. 
.-.-. 	 _ 	=  

What happens to us if we Award the contract and the pending case and the 
-----/_ 0 	_ 

:-‘13 )7  
-thing comes down and waYa we 'can't? What happens,6tdois then? 

MR. ABBOTT: ABBOTT: All sorts,  of powaibilitiei. Varying from -- - 

4-  tie oil but only at the ceiling price.° 
. 

MR:-\\FLPIJRNOY:  The same thing as if the . . 0 Cost of Living . 

MR. ABBOTT: l'osaibly,„ well I don't think so but 

you may sell it at ceiling price and only that price,  for the life of the 

° contract. 

4.11 valid but you will; get paid the fair -market value. Another pOsaiiiittlrs 
0 

the contracts are void and you-may not sell under these ecintracts. '411. 

ot possibilities. 0 

BOND: I have--„one_ other coment.and - then I will conaude.„ 
--„ 	 - 	- 

_ 

= 

-  
MR., ABBOTT:, Yea. 

-0 	0 

0 



0_ 
0 .  ---,, 

know which contraCto you are:referring to that, might be effective this Week 

	

0 	. 	
-i 	0 6 

If it were, the one idieregyoiiliere bid 770 aver posted price you would. be 

° losing money to award it-because_you have already told the leinee ,to_ pay,,, ,0  , 
' 	- c 	0 ,, 	o 	. 

you $1.00 over posted t.. price and he will pay it. If the-price is inc9,7e 

and I expect we -will get, another letter like this, which will increase. these 

	

k, 	_  
 0 	0- 

to $1.65 very soon, you will lose money if you award any of these. - 0.0 

Et. FLOURNOY: That is only if You assume your interpretation of the .0 ° 

basis that the bidS=. .:as against what Mr-. Abbott is -saying. 
_  

MR.-130ND: 6'716 because_ this contract is tied-  to fisted price and the ■., 0. 

	

.2 , 	,  

	

 
,'-- , 	,  

polited prices 4tre. subject to ceiling. 	 c3 

MR. FLOURNOY: But our attorney disagreeS with you on what the 
0 	- 

	

0 o 	 - 

of Livinr  :i Council's-interpretation of that ceiling is, and it is the?. posted 

	

0 	0  

	

0 	 - 
	a 	0 _, 

litice is the *iqing =price. 	,; - 	_ 	0 	
d 

G 

MR. THOMPSON: The contract is not the ceiling pricee  It 
t.„ 

0 a 	 ti7 
MR. BOND: I recognie.i-unat-,---tut Coda; they are equivalent and they 

will be the eauivalent until the Cost of- Livtig Council increases Abase 

	

. 	,-- Do you, agree with met 

	

0 	 - 	 _ 
..(0,  

Vii.:  THOMPSON: This is taldng the stand that this dollar fair- the  .,  

month of — 	 C 

0  MR. BOND::El Nell, i am sorry,. i didn't reallte that this wet evr-i - 

'subject to 'art:41 um ent. I have never had it arguedoiefore. 
0 	0 

MR. FLOu 
	-Well, that is an argent;. 

3 

MR. BOND; My` point (stands. 
0 

o 

P. 
0 0 

••• 

`00,isiteiliretation =of the Posted price is-.. 

MR. BOND: Well, I work with this, every day and I know :what the 



•. I understand your positiort and I understand' their 

position.`-' I am0not'n'ar-lawyer. Do we have another "witness? 
_ 

1R. ROTR: 	iimme is. Robert Roth: 0 I an General Counael 

;Company. I think that Mr: BondAid not leave a clear impression on 
• 

‘■ 	 .0 	, 
today the actual fair marketvalue price for oil As $].65 over ceiling or 

,,posted., lint the new oil doesn't, work that way z-- the new oil provision..  
0, 

The Way•-it works As that if a. field produced 1,000 barrels a day in 1972 
---y,    

0  awl 'today it produced 1,100 barrel a day,„ the incremental extra.  
_. 

 
c7- 	

0 , 
ruff 	barrels- day is new oil and fer.---that Union Oil is offering;  .65 

, 	0c . 	- 0 	 •0 s 	_,-,- 	 0,, 
over-. -They, are offering $1.65 fol,f that 100, pus. 100 of the old 	uctiOn- _ 

V 	". 	 g- 	k 	' 	' 	
- 2,..._ 	„,., 	 4) 	a „

4  

0 ,  

	

- Q. 	e 

Which -is called. releasedc 	oil. We, the high bidders, 	offering 'overage 
,z• 	--. Cr.  

on every barrel urchaked, °averagine out at $1.11. SO L'eanit accept the .ci, 

. :argument that y State is birt in any=way aCc4ting these offers. In floti.- 
V-, 	0';  

ltillion extra revenue a year„. A -second poatnt is, theo)basic -public' policy' 
0 	 , 	0 

_, 	 \ 	-_,, 	, 	- k-• a ,c.  . 	 -  ' - provision, and. this is adopted by both theredera.I. government An the a3.lQC11,1- 

tion."Program and by the State, is to preserve the independent refiners'  

meters  and this segment of the-market is the segment-  that has-b,enefitted ' 
o , 	,  

i the public through lower gasoline
, 
 prices and, without ths-segment; gasolii 

  fi 
P 

0 

it'going to go up anyWay but, the 'rise will be much more severe. That As ell 
0 	0 	 0 	, 	„., , 

‘0,T have to say. Are_there any questions? 
‘- 0 	"' 

leiRG„,-/YLOURNOY: ' I have just one quiation. As one of the high loidderS 
---, 	0 0 	 — 

,--woUld-you have any Problem with this hold-harmlAss suggestion that 
„ 	a  

-sride:,, in terms of the uncertainties as to 'what could h4pen with all the 

0 
how the. nevcoll-provision. really works. He created an impression that 

o  0 	 0 

I don't ,now e exact-figures, but I think it amounts' to approximately $ 
, 

O 

-i2- 



MR: ROTH: --Ro,-iione at all. We realize that right OW With 

°federal government actions, it ia conceivable a contriiet 
- 

and, it night_ bp-taken Away by sane;, govern it/ prOVI11-" 

have any problem at all with that. o * ° 

Kit. ThOMPSON Again, the question is that the Sta 
. 	 - 

- 	

, 	
.00 

- C 

position now 'net there a' posted price offering by the Ali' 
0 - o . 

1° For example, if the oil that 3,fou were to take had& prelri 

of say $3:.25 a 0parrel; if there'Acar is a oiter„tut -Sayi,lae-tre 

a. posting of 41:65, '',:thef.Etate is -Wring aliOsition then that thet0  
0 

price now it $3:.25 plus $1.65.-.. Those then become- thelbase a Which the 

bonus is paid above. 
-• 	, 	•-,--. 	_ ,,  

NR. ROTH: That's fine. Inacrther words, our contract says 14hatevet 
0 _ , 

he posted price is, by I think 5 different major oil complanee, we 

ie--.:5t

• 

ivte°112ktaking the positiOn that this $1.65 starting in October is a valid 

seed price offering b,y--the major:a; and therefore,that,40 added to *hate 
. 	 . 	 - 

existed.laefore, at the time yap. ubuoitted your -bid,,0Z-°,10 -  0.- 

bonus, to 2de added. u( 

R'"<11111

▪  

-°' haderstsid that. 
o 

IIRMRSON: .:ao this oil might end up to 0 Somewhere in the ne'f 

hood of almost $5.25 a„--barrel. 	0- o 	 ,   
. 	0 

MR.'ROTR: I just want to' poiltt out one other thing. Everybody. hearer: 
, 	 , 	. 0 	 --..„.,, 	g  

abotit the high priEes, on foreign 'crude but „even on domestic crude that is 
- 

glelatea, prices are going;:bi American Oil-Talepar3r,in jester.*** .„ 

aharrel in°  Tema gulf =di:if -New Sexist). 
. 0 

we are trying to do is .oly&tirr 

(i° 

° MR. .0 r. ON: Well, it-is the average cif- that particular. thizig. The 
3 

- 

ti 



'3 	 9 	= 	_ 
5- lee talie°  to be a -fir* offering posted price, in effiCt by the 

-4- out bcitlis starts 'then after that. 
D 

a 

MR. 1:Pgik'D A-  This then is on the assumption that the ceivingi, 
IP 

:63.d. the poste d price are 

The vosted price in terms of the contract i 

ee. That's basically . . 

'So long as •  we are exempt. 

14R. Y: Soloig' as we are exeipt. 

ObADIS111 that's -̀tie big catch. 
17f 

MR.T11 On the_ other side, ,ice are still in 

declared not-exempt if the-Oast of Living 

itibt111NOY: As of Oetdber 
00 

ORR: Theh You„.have the 'additional - I vouldn"trce.11 it jea 

u have the'luiclitional possibility that the contract is valid but the 

- 

are not eve 

a of exempt \at contract diverts-the 

'termer-s to 	
ri 

someone else but, the
,)
\ ce doesn't change. 

____ 	L-- 	,---- 	, 
- 	- 

Att: ABBOTT: That ..is a possibility 	---"---  

: What is the basis for our rejecting the bids?,   

R.

0,  
GLATIESH: As I indicated, there is, rib question aboUt 1.:aem4thor1 

ke reasoning. Ghat; been brought out An the discussion` i *the 

nincertaifity of 

We-Vete ,to Stj:eof'.6# 
c0= 0 

Of.-1*,:.' 

•iiaist foie fezbiddilig. 

MR.,, FL 

the 



6-der-al 416 

E- 
: The bjIfis  for rebidding voulkhafe,..,to 

--114 the settle 

O 

. I can't forecast that. 

f„ May I rebut one point: I have never tried to Misread 
— 

stioto We have said that the price for any exempt oil -- the new oil   ... 	_ 

,nice -= we will pay for any oil which is determined to be exempt., and it- 

eeto- juste  increased, Production., one further reason`  
s should be rejected is that,becaysi of the circiigstendeli 

ace; since September -When these bids vere sncepted, t . Mint 1 

out and -rebidI )rnest--foii-  Vould get stZstantialy higher !AV 
treceiVed-  in September . 

• 	m 	 r 	e„FLOURNOY We could do=-that for t foreseeable ttu 	-seems- 

cOn0-:re-bid theli every tie 1mA-et it bid.becaUte 

iitaller by the time me-  etaro-Und to t*dig-  'the 

put it out.° 

LADISH. All thit is that it would be on the, ittsiliptioni. 

Or new' regulations or'mending regulations were not inita:Iniente 

government. 
O 

MR. FLOORNOY; Maybe I, can again--rielpflilly cliariffidrere-ire are. 

ire accept _these bids, we have the Ssibility of tigiiificaiit 

oraA to the State on the basis of your interpretation Of 

the bonus on top of -that is, .and~ if ii,goei 

-15- • 



= 
get fercthis oil? If we don't take it, what posted iTice -- we will get 

0 
the ceiling0priie plus, unless we're decle dnot exempt -- is that ,right? 0 

MR. GIADISII: res. ',From September 6, I believe up until recent weeks-, 
. 

$1.00-over :posted and in recent times which we have not billed,  for yet, 
(0 	o 	p 	 c/ 	° 	° , 

will be $1.65 	posted. _'`Now that ison if k the C.I.C. changes their 
° 	•=0 .;. 	 Q 

proposed regul 	. In, any case we are clear u•/, to October 25. 0,   

MR. THOMMN: If we lose our exemption_as far as this being &AO to 

receive the $1.00 and $1.65, we also lose the -= exemption to.receive 

above ceiling anyway. 
d 

MR. FLOM/10Y: If we tote the8elceliption we are going to get $3. 
o  

barrel no,matter who pays it. 

MRS OLADISH: ExCept for a -shOrt period of ti*e 
0 MR. FL • eY: Yes. In terms ot the terms of the contract, it does 

not make any difference or in terms of our cut-off,of the C.L.C.-  .° • if  

they rule we °Iire not exempt we _get—It-J.25 and that's, it. It is just a 

question of who then pays it and who gees the 'oil, .,----- _ 
 . 	 , o 

MR. tHaiU)ISH: Except that wider our interpretation a the. contract - 	 ., 	,., 	, 	ry . 	. 

	

,---, 	EJ 	0 	4 
we would possibly 'outitie the 0.LX. 	0 

_, 	 0 

° 	0 	-, 
MR! 0 '4,. •Y: We might outlive the C.V.C. but that's scatething I'll 

, 
 

not papered to speculate on either._ 	0 

pt.
, 
 ORR:  Has the concept that the price for ne* oil becomes the 

. o  
price been accepted by thel,lessles? You billeclethen. Have yen 

0 

received payment?- 
	11 

MR. GLADISH: I think we4nst heard-Mr. Bond acknowledge for Union( 
- 	 -s 	- 

one -a the,conipanies that was billed. Wes-have not red-tilted respon 
— 

ust went out Very, Very. recently. I believe that Mr. =Bond.. in, 

acknowledged. that.:  

O 

0 



O 

al, 

Mil. FLOURNOY: r  Well, so it's a question of utether we get a bonns,, 
4 	it_ 

and of '=course we don't know what theywill do with the other regu,lations, 

but if- we have a had-harmless clause we won't _do anymore tillage than ie. 

the C.L.C.-  declares Ire are mot exempt.  

OR 	I would like to be sure that. Mr. 13Ondi;did,,aCknatkle`die. that. 

Is that correct? 

MR.4LOND: Yes. 
0 	 - 	0- 	ii 

MR. ORR:0 We are ,nat reading anything into your words? 
0 

= 
MN. IVAD: 	the State'ii exemptQ -- now that is sti11. subject '00,  

-‘ a 	 {3%, 
litigstion - if the. Stste is exempt; our check will be is,the_mitit the-

minute tha determination,is made . 

ISH:° There is no quest,u.'-  artir, mind, -Mr. Bond, on.aura 

ion from Segter.ber 6 to October 252 G 

 

leiv,BOND: Q None, whatsoever. 

MR. FLOURNO Y: It is just from October 25 henceforth.that is is 
contention. 

MR. Rix 
What does it aP13,4tr the-net sain to the 'State 

in the event these are re-bid? 

MR. GLADISR: Governor, it is not easy to say that,  we would be able 

-to re-bid one way or another at this point in time, depending on,,as 

indicated. earlier, what happens with these regal tort' programs. In the 

sense of not',being concerned with time factors we could re-bid tomorrow. 

Maybe on Monda,irs—  we couldn't, 

KR: Mr. Bond, indi ated that if we do not accept- the bids 
. 

h:e(e-ieceived,we can gain 39f to 94# or something a bair'el. ThiSt ,  
 

yto the lessees. --Thepresent lessees? Without-it 
' 	0 	- 

-17- 



0 

	

MR. GLADISH: Yes, we currently 	
00 

now'to lessees 'without a' 6 .„ 
, 	 D ‹i 

bidding process. That t a' right. 

	

MR. REINECICE: 	t was- the condition whereby Mr. Bond indicated''   
. 	 0 

	

there was an additional revenue;, 	 

MR. GI,ADISII: He was, I believe inferring or, indicating that oil° 0  

prices are„riaing and that- if you-rejected-the bids at , this point and 

it -- the sales were _ie=bid later on, the prices would be even higher 

	

,i, 	-t-, 0--,0-- 	---- 

than they were at the time of bidding. -=-1.,*at is on the assumptiOn. that 
) 	0 	,- 	„.0:‹,-. 	0 	,0 

additional hurdleA were „not 0createid:;---...,,,  ,. 	--,,, 	------...° 0,- 

	

- 	„ 	- _ 

MR.ii*NE.CKS; Only under,  re-bid circumstance:. There is no way 
%  

O, 
... , 

 _._ 	, 
lie -:,can get -that additkonal by simply rejecting these bids ort_the basis 

of confusion and continue"-on some other. . 
00 

MR. THOMPSON: The bonus -here. adds up to a little over $81000 a der. 0 	0. 

0 
MR. ORR: I would like to ask our Attorney'tenesal, I believe I am 

correct, there is a possibility that the federal regulations Would. come 
, 	 _ 

dove). not .dated October 25 but-current'; in,;:other words,' instead of 

active the longer it holda-there is a possibility they-would come &mg, 

say,
0 
 effective today. 

MR. ABBOTT: That is posslble. 

MR. ORR: In idirch case, 4.f we accept the bids now they would be leg 

MR.,ABBOTT: W 

MR. ORR: Yes. 

are talking about the Cost of-Living Council? 

MR. ABBUIT-.:, They can roll back if they want to. 

MR. ORR: 

they want to, 

linderstand.'1"..42.!!t. They could roll back to two years if 

MH.- ABBOTT: Right, or they could exempt A71 contracts entered- intos' 

prior to the date, Anything 3s possible. 

O 



The current propoial Atarts on OCtober 

MR. ABBOTT: None. You havres'erved the right to reject at any 

e NR. FLOURNOY: 1 think, someone should -make a motion of some sort. 

There is a whole range of alternatives. 

TkieSON: 

MR ORR: , f ,understend but they' have not adopted it within 30 a 	 • •-• 

ele. ABBOTT: 'No.) 
_ 0 

MR.. FLOURNOY: 
- 

?-0-, 	_ 
Could I ask just .one other technical .question? 

If we were 	say, reject and re-bid, woad the time frames be the same 
a 

on the assumption, of oil or would they also be stretched out? 

MR. CLADISH: No,,the whole continuum of time frames would mei 
ti 

17  

	

, 	C' MR. GLADISH: Yes, there is a 180-day clause in many of the contracts., -- 

`MR. FLOURNOY': There is_180 days, so you would move it back six montha. 
- o -0,---  . 	, 	 - 

,, MR. ORR Now, was it your intention, if we wereto do this, „if we 
 

would go ahead and accept the bias, that your wouldthen- 
.

not grant the 

acceptance until you got- 4_ hold,-hariiiess clattst °or are you altering_ a bid 

that way? 

MR. MOOT: r think you still have the option of accepting or rejecting, 

I think you would be saying to the high bidders "We will accept, if you 

show that you still want it contingent upon giving us a hold-baraesi agreement-  3- 

if you. h e do not, g Will reject." 
• 

.----- 	.  . 	 . 
RR. FLOURNOT:. So that "it 'would postpone the point at which -the change 

in delivery would take place:.6 ._ 
0.0 

141. RETNRCKS: - What legal_ rights do 

',

- 
event rejeet?  

e present itgh Adders have in"' the 



0 

MR. REINECKE: I.W. second that.  --- 	. 0 	 .---- -7 	0 	0 	-- 	 - 

	

MR. FLOURNOY: Is there; 	
0 

objection to the, 	'Nearing none, we 	::216  

Will so pioCeett toaccePt- the bids with the.contingecy that we can obtain 

,,„From. the bidders An each case the holdTharmless clemse we Were,  Vakkig_ 


