




be paid. 

EXECUTIVE OFFICER NORTHROP: That will come 

	

3 	out of the projections. 

	

4 	 ACTING CHAIRPERSON ACKERMAN; What kind . .6i 

5 money are we really talking about now froM the_ppInt that 

6 t.' we originally disagreed with the Assessor' ) approach? 
I li 

	

7 	 MR.THOMPSON:Well,thetaxes his year on 

my actual Long Beach Unit are going ,to be/m4ughly about 

$11 or $12 million, compared to what we thought would 

	

10 	be closer to maybe two and a half to three million dollars. 

	

II 	 ACTING CHAIRPERSON ACKERMAN: So, we're talking 

	

11 	about $7 to $8 million in additional taxes per year? 

	

13 	 MR. THOMPSON: Yes. Yes. We still have the 

	

14 	sam issue of a large amount of money baCt in - 1977. 

	

15 	 EXECUTIVE OFFICER NORTHROP: And it should 

	

16 	be understood that this money is paid to the county by 

	

17 	the contractor,and we have lost use of the money. 

	

18 	 ACTING CHAIRPERSON ACKERMAN: Now in that 

	

19 	settlement, we get paid interest if we win? 

	

20 	 EXECUTIVE OFFICER NORTHROP: Would the county 

21 

22 

	

23 	 EXECUTIVE OFFICER NORTHROP: I don't think 

pay us the interest? 

MR. THOMPSON: No, I don't think so. 

• 

MR. THOMPSON: I don't think a taxing agency 
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has ever paid that. You have a newspaper article there 

in part of your stack I gave you. And the Long Beach 

Unit now is about one-eighth the assessment for the whole 

city of Long Beach with this type of inflation. And their 

assessed valuation increased about double the rate of 

the rest of the county. 

ACTING CHAIRPERSON ACKERMAN; It"S\Teally to 

the advantage of L.A. County to drag their feet, -Ellen, 

because they're getting free use of the six, seven million 

dollars a year, on an average, over the last three years. 

EXECUTIVE OFFICER NORTHROP: That's true. 

MR. THOMPSON: Plus the fact they ,,have thousands 

and thousands of appeals down there on Prop 13. 

ACTING CHAIRPERSON ACKERMAN: Conveniently, 

they can ,justkind of put us down there at the bottom 

of the list, then. 

MR„ THOMPSON: Well, weu reheld up in the 1977 

because we're still in the courts, in the appeal courts. 

ACTING CHAIRPERSON ACKERMAN: We don't have 

any option because we have appealed that one of not paying 

the total tax amount? 

EXECUTIVE OFFICER NORTHROP: The tax falls 

to the contractor, not to the State. And the contractor 

is under direction to pay it. And we have agreed on the 

contract to reimburse him for that. 
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MR. THOMPSON: I suggested before not to pay 

the taxes, and then we'd go to a tax sales for the title 

3 	of properties, but I don't think that's really the way 

4 	to go. We'll pay under protest and go through the courts. 

5 	
COMMISSIONER JERVIS: What about other private 

6 	producers in Los Angeles County; what are they doing? 

7 	Are they protesting as well? 

8 	 MR. THOMPSON: I believe so. I think that -- 

9 	I know the independent producers are filing a,suit on 

10 	this, the Board of Equalization Rule 468 interpretation. 

I think that's going to involve the Kern County Assessor? 

MR. HAGER; Yes. 

13 	 MR. THOMPSON; And also_I think that isn't 

14 	it 'strange' enough that the Sacramento County Assessor. 

15 	iS. filing a,suit against the Board of Equalization on 

16 	the same rule 

17 	 MR. HAGER: On the same rule, but he has a 

18 	different cause for complaint against ;Lt. 

19 	 MR. THOMPSON: So, it's -- again, its just 

20 	like, recently they got part of Prop 13 resolved for the 

21 	one year on how to handle unsecured property,,which rates 

22 	to use on that. The Supreme Courojust finally ruled 

23 	on that about a week or so ago. So, this, again, will 

24 have to go through the courts and get a final result, 

11 

12 

25 ACTING CHAIRPERSON ACKERMAN: So, we may have 
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to wait until 1981 to get any kind of a feeling on this? 

EXECUTIVE OFFICER NORTHROP: Yeah. At least 

for .J77, the appeal of '77, maybe 

MR. THOMPSON: We would hope by the first of 

1981 we would get 1977 resolved. We would hope we would 

get '79 resClved maybe in '82„. And I don utIttlot 

ACTING CHAIRPERSON ACKERMAN: Why does it  

maybe I'm -- 

f) MR. THOMPSON: Although it might be speeded 

up if we do get court action on Rule 468. 

ACTING CHAIRPERSON ACKERMAN: Again, maybe 

I'm just missing something here, but it seems if we get 

the '77 resolved that establishes some kind of a precedent 

to take the other years, I would think. 

MR. THOMPSON: No. Seventy-seven is a before 

Prop l3 issue. That is just on some other issues. Then, 

after that, you get into some of-the same issues pl 

'19 
	

EXECUTIVE OFFICER NORTHROP As you_ can see 

20 by the Oart, Our '77 was a little higher than usual. 

21 	 ACTING CHAIRPERSON ACKERMAN: Does that tell 

22 me that the County can come back every year And make the 

23 
	same claim, and we'd have to go through an appeals process S 

6 

7 

8 

every single year? 

MR. THOMPSW:. The assessor prepares the 

S 
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assessment rolls. 

EXECUTIVE "OFFICER NORTHROP: They can Vary 

3 assessment rolls, and if they vary anything -- and tley 

usually 	vary 

ACTING CHAIRPERSON ACKERMAN: You mean this 

6 	is the way they could get $6 or $7 million of State money 

to use tam free for as long as it takes us to fight an 

8 	appeal? 

9 	 EXECUTIVE OFFICER NORTHROP: YOU have to remember 

10 

11 	theentl o state pr'oductioi 	So, you would multiply!, 

that by over nine Or tort ;  

13 	 ACTING CHAIRPERSON ACKERMAN, So, you're talking 

14 	about 	 \ 

EXECUTIVE OFFICER NORTHROP: And,that's just. 

the disputed a:Mount. As a matter offact, for this )yr,' 

for example, we'feel that number Silould be somewhere around 

two and a half to three. And we are at• 12. So, that's 

$10 million for this year, It compouhds. 

z ACTING CHAIRPERSON ACKERMAN: It seems tao me 

we ought to explore some state legislation. 

EXECUTIVE OFFICER NORTHROP: Mr. Chairman, 

staff has felt for some time the argumeneiS getting strange 

arid= strongeran ad valorem tax ins is area -- or 

severance tax, I'm sorry, in this area where the State 
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12 

13 

14 

15 

collects the money, and it's distributed to the county .  

On a barrels-produced basis. 

3 I 	 ACTINGCHAIRPERSONACKERMANThenthe shoe 

	

4 	i6 un the other foot. 

	

5 	 EXECUTIVE OFFICER NORTHROP; It's what? 

	

6 	 ACTING CHAIRPERSON ACKERMAN: Then the sloe 

	

7 	is on the other foot. 

	

8 	 EXECUTIVE OFFICER NORTHROP: We do it with 

	

9 	sales tax. It seems the reasonable thing to do. 

	

10 	 COMMISSIONER MORGAN: Well, we're too late 

	

Zkl 	for le is tion for this session, 

ACTING CHAIRPERSON ACKERMAN: Perhaps. 

EXECUTIVE OFFICER NORTHROP: There was a piece 

of legislation carried this year, and the. industry was 

mixed, on it. I think one more year like this, and they 

may be convinced that it may be a better way to 70, 16 

17 	 ACTING CHAIRPERSON ACKERMAN: Maybe the staff 

18 	could explore at least what legislative remedies would 

19 	exist and what options, whether it's severance tax or 

20 whether Something be allowed that when settlement is given 

21 	maybe the interest be provided, Something to where someone 

22 	doesn't have -- the local government dmsn't)have just 

23 -free use of the. State's money by just forcing us through 

the appeal situation, That just -- I don't think that's 

25 	right. 
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EXECUTIVE OFFER NORTHROP4 We vi.11 take those 

. Chairman, and report back to you. 

ACTING CHAIRPERSON ACKERMAN: Is thtre anyone 

hel4 from Los Angeles County? 

(Laughter.) 

COMMISSIONER MORGAN That wants to speak? 

ACTING CHAIRPERSON ACKERMAN: They wanted to 

stay away today. 

(Laughter.) 

EXECUTIVE OFFICER NORTHROP: The City, 7if Long 

Beach iS a benefactor ho 	as well, 

ACTING CHAIRPERSON ACKERMAN: - Well, I would 

be happy to entertain a motion to support the appeal of 

the assessment. Do I have a motion? 

COMMISSIONER MORGAN: So moved. 

ACTING CHAIRPERSON ACKERMAN: Okay. We have 

a motion. Without objection, Item 54 will be approved. 

MR, THOMPSON: Thank you 

ACTING CHAIRPERSON ACKERMAN: Item 55? 

MR. THOMPSON: This is an information calendar 

item just showing you the,  performance of the Micellar 

Project, another tertiary project that we have over in 

the prior development there. He'31 put up a performance 

curve here very soon, and you'll see how the field is 

doing. It's actualy performing like the laboratory 

PETERS SHORTHAND REPORTING CORPORATION 
7700 cougar TOWN DRIVE, SUITE 209 

SACRAMEN It; CALIMRNIA 95626 
TELEPHOW:', (910) 353.3601 

steps, M 



69 

prediction. Again, it's 
o
question of economics. 

We need the perfortance curve, Dave. 

MR. HAYWARD: All right, Okay. It's down 

her 

5 	 EXECUTIVE OFFICER NORTHROP: We ouur-charted 
rr  

6 • ourselves today. 	
2 

iE 

rallW2017111MBMWOMMUNIFORNIIIIM=7.1111706g.,, 

/7 

S 

0 

S 

7 	 MR. HAYWARD: He7 we are 

MR. THOMPSON: As you can see, this project was 

at the econo4c limit. It wasn't able to produce an 

economic amou4t of oil. The oil rate is shpwn in green 

at the bottomA The water rate is shown in ilue at the 

4,  top. And ,you can ace that of r oil rate has started to 

increase, and the water rate h4S come down. So that actua 1 

this shows the procas works. You can recover additional 

oil. The conly problem is that right now we'are just 

producing enough oil to meet our current operating costs. 

ACTING CHAIRPERSON ACKERMAN: That's the first 

time that's happened; isn't it? 

MR. THOMPSON: Yes. And we have a little decrease 

20 there in oil rate tight now, because we have some well 

21 downtime. But we hope that wl?l come back up. So that 

22 r the crux of it is how long will that green curve continue, 

23 to Vise t'Aere, and how long will it last? And that's 

24 thepurp'ose of the `field test. 

25 	 ACTING CHAIRPERSON ACKERMAN: How much longer 
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do you expect this project to continue? 

MR. THOMPSON: Actually, it probably should 

have about another three-year life, but we will get/ A 

strong indication if that oil curve ever starts to turn 

over. Then further handwriting is on the wall. 

ACTING CHAIRPERSON AC1ERMAN: This is a --

if I understand right, this is a pilot project that the 

Commission has undertaken, and private industry is not 

doing anything like,this? 

MR. THOMPSON: No. This actually is also a 

contract agreement with the Department of Energy. They 

actually are sharing 50 percent of the cost up to the 

fl.rst seven to eight million dollars. 

EXECUTIVE OFFICER NORTHROP: I think there 

is one other project in the United States, and it also 

is a pilot project undertaken by industry and DOE together. 

ACTING CHAIRPERSON ACKERMAN: So really, you're 

looking at another two tothree years before you get the 

final, bottom line as to how this can apply in regards 

to what? 

MR. THOMPSON: We have an indication right 

now, because right now what you're looking at is by the 

time you take the crude oil and take a gas/oil cut out 

of it, add the other things back into it, you're almost 

looking currently at a $40 to $50 product to put back 
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We actually il ut in $2 million worth of micellar 

3 	materials in here in about two months. You can put money 

4 	underground so fast it's scary. 

5 	 ACTING CWIRPERSON ACYERMAN: What happened 

6 	in January, 1980, where there was that -- 

7 	 MR. THOMPSON: That, in effect, is where you're 

8 	seeing the result of this micellar matrial actually going 

into the ground to get $)25 oil. 

ji 

9 	in and beginning to move additional oil In the leservoir 

10 	to the producing wells. In other yords, that period of 

11 	time it was moving oil through the reservoir, that's the 

12 	time it reached the producing wells. And that's why the 

fl 

The question is: Can we do it ec6nomically? 

15 	We can move oil. We know we can recover additional oil. 

16 	That's not the issue. 

17 
	

ACTING CHAIRPERSON ACKERMAN: it's just the 

18 	economics? 

19 	 MR, THOMPSON: Just the economics. 

20 	 COMMISSIONER MORGAN: How much longer are we 

21 	going to attempt it; three years? 

22 	 MR. THOMPSON: We are going to take this process 

23 	to its ena here, And again, how fast that curve goes 

24 up or down will depend. Right row, we're just barely 

25 	looking at mean operating costs. We are under a commitment, 

13 	material was put in. 

14 

0 

0 
6 
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since the Federal Government badked part)52 this, to take 

it to iteconomic limit. 	,/' 

3 	 EXECUTIVE OFFICER NORTHROP: When we get there, 

we shan't run the line any farther, just rim to the One. 

COMMISSIONER MORGAN: What is the economic 

limit? 

7 	 EXECUTIVE OFFICER NORTHROP: Pardon? 

8 	 COMMISSIONER MORGAN: What's the economic limit? 

9 	 MR. THOMPSON: The economic limit was unavailable 

the day we started the project. You cannot make money 

off of pilot projects, because you have too much overhead, 

12 	too much research, too much lab work in front of it. 

13 	 EXECUTIVE OFFICER NORTHROP: It's too much 

14 	money. The Federal Government participated in this for 

15 	the first, what, seven million? 

16 	 MR. THOMPSON Yes. 

17 	 EXECUTIVE OMCER NORTHROP: The first $7 million 

P Is 	has total federal moey. 

1$ 	 MR. THOMON: But from this you hope to get 

20 	8.e infortation to see whether you can go on and make 

21 	a ull-scale commercial project. 

22 	// 	,EXECUTIVE OFFICER NORTHROP:. That's right. 

la- And withoutothe federal assistance, we would have needed 

24 	$27 oil, 

We're getting now to the point where we're 
/ 
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experimenting ww no question about it --;'as to whether 

it will work, if it holds promise. And ';that is the acreage 

on that area up there? 

MR. THOMPSON: Well, let's throw the other 

curve there and show the increased recovery on one of  

thse other curves behind you. 

EXECUTIVEOFFICERNORTHROP:lwant to make 

a point on this. 

MR. THOMPSON: Well, this is a very small one. 

This is only ten acres. 

EXECUTIVE OFFICER NORTHROP: This is a ten- 

acre plot. And if it works, as you saw today and you'll 

see later the vast acreage we have, it could be -- it 

could be a very -- could be -- 

MR,-THOMPSON: Dave, show them that curve behind 

the performance curve there. Behind the performanCe curve. 

This now shows the ultimate recovery you can get ih a 

lab. You see the very sharp bend up to the right there, 

up at the end of the curve? That's additional recovery. 

And that''...1g about -- you're almost doUbling your recovery 

there. That's the potential. There is a large potential. 

It's a question of whether it's an economic potential. 

(EXECUTIVE OFFICER NORTHROP: That's the laborator 

curve 

ACTING CHAIRPERSON ACXEMAN: I think 8usanne's 
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point was since it's u pilot project, at what point do 

we realige the result of IL, where our intent here is 

11 

	

3 	to prove it's economically feasible, not necessarily to 

4 	produce oil? In other words, has this become. a producing 

	

5 	well, then, using that technique, or -- 

d 	 EXECUTIVE OFFICER NORTHROP: Excuse me, Moose, 

	

7 	We're using -- don't cover that up, Dave. We are using 

	

8 	that chart an Indicative of what should happen. And when 

	

9 	it dovIntes anbstanlially from .that chart, if it deviates 

	

10 	substantially from tha ehmr1770 the left, which is the 

	

11 	optimum we can expect, when it deviates from that 

	

12 	substantially on the downward side, then we know it has 

	

13 	not been successful. 

	

14 	 MR. THOMPSON: We have to have a stable factor 

	

1,5 	to go from laboratory data to field application. If we 

	

16 	start this project down, earlier with higher oil saturation, 

17 

18 

19 	to cap them, because you could talk about putting a -7_ 
20 

21 	billion dollars' worth of material underground. The numbers 

22 	pile ,  up very fast. 

23 	 COMMISSIONER MORGAN,:\  I don't want to put a 

24 billion dollars into the ground. 

25 

0 

then it would work. The question is wtether we have those 

for a full-scale list, you could talk abOut putting a 

MR. THOMPSON: Well, but again, if you could 

type of locations available and whether e would have 
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make three billion, that's the name of the game. But, 

if we can't. say we can make three billion, then that's 

3 not the name of the game. 

COMMISSIONER MORGAN: Every time this comes 

$ 	up, I'll ask you how much-,longer we're going to pour money 

6 	into the ground before we realize something. 

MR. THOMPSON: We'll watch that green line 

-and see how much Longer it goes up. 

COMMISSIONER MORGAN: Okay. 

10. 	 EXECUTIVE OFFICER NORTHROP; The green line 

11 	is indicative of what we can do. 

12 	 ACTING CHAIRPERSON ACKERMAN : Are we expecting 

13 	at some point in time to achieve a break even on this 

14 	one? 

1 	MR, THOMPSON: No. 

16 	 ,:EXECUTIVE OFFICER NORTHROP: No. 

COMMISSIONER MORGAN: We will never zee it. 

EXECUTIVE OFFICER NORTHROP; It may well be, 

as we construct the ten-acre tract from the information 

that we have, and while we continue with it, it well may 

be that this ten acres, while it's gat a terrible overhead 

burden on it now, translated to five hundred acres 

ACTING CHAIRPERSON ACKERMAN; Might work. 

EXECUTIVE OFFICER NORTHROP: -- it gakes all 

kinds of economics. 
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ACTING CHAIRPERSON ApERMAN; And it might 

work, even over a short period of time 

	

3 	 EXECUTIVE OFFICER NORTHROP ;But we have to 

	

4 	know We have to know what it looks 1.ike on ten acres. 

	

5 	If ten acres is a loser, when we start translating it 

	

6 	into a much larger area, the economies of scale may make 

	

7 	it a winner. 

	

8 	 MR. THOMPSON: If we could find some thicker 

	

9 	sand that had higher oil saturation, where instead of 

	

10 	going from 50 barrels of oil up to 175 we're talking about 

	

11 	being able to go initially from 500 to three or four 

	

12 	thousand, then we have a chance of doing something. 

	

13 	 ACTING CHAIRPERSON ACKERMAN: Okay. Thank 

	

14 	you We now move into areas of legal concern. Item 56, 

	

15 	settlement of a dispute with the Ventura Port District 

	

16 	versus the State of California. Mr. Hight? 

MR. HIGHT: Yes, Mr. Chairman. This is the item 

that we had before the Commission last month. This 

amendment will approve minor technical changes to the 

amendment. 

The Port District's bond counsel wanted the 

amendment changed slightly. So, in order to help hiM 

out with some bonding and this also leases back the 

area that we acquired'from the Port District for a 49- 

year term. 

1.0.4•■■•■•,, 	 
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ACTING CHAIRPERON AC ERMAN: Okay. I don't 

have any problems with that item. Any questions from 

	

3 	Commissioners or anyone in the audience on Item 56? 

4 	 (No response.) 
_,I. 

	

5 	 ACTING CHAIRFERSON'ACKERMAN: Item 56 will 

	

6 	be deemed approved without objction. 

	

7 	 Item 57, Matheson versus State of California? 

	

8 	 MR. HIGHT: Yes, Nr. ChairMan. This is a 

settlement of an existing lawsuit to which the CommissiUft 

is a party. The Commission will take $32,500 for it as 

compensation for the value o' tho land the .t it has within 

12"j the parcel. 

	

13 	 ACTING CHAIRPERSON ACKERMAN: Okay. I think 

	

- 14 	in this case it was nice not to have to go to litigation 

	

15 	with a small party for a small settlement. 

	

16 	 MR. HIGHT: Yes, sir. 

	

17 	 ACTING CHAIRPERSON ACKERMAN: Okay. Without 

	

18 	objection, Item 57 -- anyone in the audience on this item? 
0 

	

19 	 (No response.) 

	

20 	 ACTING CHAIRPERSON ACKERNAN: Without objection, 

	

21 	Item 57 will be deemed approved. 

27 '̀1 7 	 COMMISSIONER MORGAN: Nx. Chairutan? 

	

23 	 ACTING CHAIRPERSON ACKERMAN_ Yes? 

	

24 	 COMMMIONER MORGAN: Before we move into 

	

25 	administration, what about Item 33 or 31? 
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ACTING CHAIRPERSON ACKERMAN 

EXECUTIVE OFFICER NORTHROP: Mr. Chairman ,  

3 	I believe on Item 31 the County of Orange Environmental 

4 	Department and Mr. Willard have come to some kind of 

us what you want? 

ACTING CHAIRPERSON ACKERMAN: We'll take up 

then? 

EXECUTIVE OFFICER NORTHROP: Is that what you 

11 	 ACTING CHAIRPERSON ACKERMAN: That would be 

2 	fine. Mr. DalqUist? 

la 	 MR. DALQUIST: Mr, Willard, the- County- of Orange 

agreement. Would the two of you care to coma to the podium 

  

6 	and tell 

7 

8 	Item 31, 

AO want? 

20 

17 

18 

14 and'mmlf have come to an agreement. The county would 

15 	like to amend the letters that we submitted to ijau under 

16 countYletterhead. We would like to remove our concern 

number one, which s4tes "include the State Department 

of Parks and Recreatibn as ooapplicant." We have worked 

19 	out and resolved our problems for concern number two 

ACTING CHAIRPERSON ACKERMAN: Zo you haVe a 

21, 	change ot your request on number two? 

22 , 	 MR. DALQUIST: There is no change for that, 

ACTING CHAIRPERSON ACKERMAN: Ir. Hight or 

Mr. Norhrop, is there agreement from the Commission staff 
iI 
i I 
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to these suggested changes? 

EXECUTIVE OFFICER NORTHROP: Yes. You're willing 

3 	to withdraw two? 

4 	 MR. WILLARD: Yes, number two will be withdrawn. 

ACTING CHAIRPERSON ACKERMAN: So, you're 

6 withdrawing number two? 

	

7 	 EXECUTIVE OFFICER NORTHROP: You're going to 

	

8 	cave on that? You're goipg to cave on two? 

	

9 	 MR. WILLARD: Well, Wre sticking with,  the 

	

10 	stock language in our form of permit which states that 

	

11 	the State reserves the right to assess a royalty of 

	

12 	25 cents per cubic yard for material placed on private 
fey 

	

13 	property or used for any private or commercial benefit. 

14 i This protects the State, The material is intended to 

	

15 	be placed upon state-owned land, that is Parks and 

	

16 	Recreation land. 

	

17 	 EXECUTIVE OFFICER NORTHROP: c Right. This is 

	

18 	Northstar Range. 

	

19 	 ACTING CHAIRPERSON ACKERMAN: Is this consistent 

20 with your recommendation, Mx. Northrop? 

21 plECUTIVE OFFICER NORTHROP: Uh, I think we're 

22 waiving the 25 cents? 

23 	 MR. WILLARD: No. Well, the material 

24 	origiruilly there is:Ao intention of assessing a royalty 

25 	for the material that was going to be returned to state 
S 
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land, that is= on Parks and Recreation land. 

EXECUTIVE OFFICER NORTHROP: They had no problem, 

they pay the 25 cents if they put it on private land. 

MR. WILLARD: If it goes on private land. you're 

in agreement, then? 

MR. DALQUIST: yes, we are. 

EXECUTIVE OFFICENORTHROP-i-  So, what I hear 

you saying is tat you -- if you withdraw one and two, 

you have withdrawn your letter; is that correct? 

MR. DALQUIST: No. No. That's not correct, 

We are withdrawing number one. Number two, I'd like to 

have that for tho, record. 

COMMISSIONER MORGAN: You would like to have 

that language withdrawn from the -- 

MR. DALQUIST: The language, yes. The new 

language has been withdrawn. Our concern with number 

two is it's ambiguous, the word "anytime" and "to the 

State's best interest,ThWe have revised that wording 

as Mr. Willard has just read to you to beeome_more: definite. 

And there is no ambiguity in-this,wording. 

EXECUTIVE OFFICER NORTHROP: I have no problem 

with that, Mr. Chairman. 

ACTING CHAIRPERSON ACKERM 	Okay. Then we 

will simply -- what you,',re Asking uS(is to approve Calendar 

Item 3i with one change, and that's tO,eliminate the wording 

1;) 
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that you suggest, in your letter, that the State reserve 

the right at anytime to assess a royalty if the Commission 

3 	finds such action to be in the State's best interest. 

That will be stricken from the permit with your wording. 

MR. WILLARD: That's correct. The resolution 

stands as written in the calendar item. 

ACTING CHAIRPERSON ACKERMAN: Okay. Then 

without objection that will be the action of the Commission. 

COMMISSIONER MORGAN: Fine. 

ACTING CHAIRPERSON ACKERMAN: Okay. Thank 

11 	yothi  I'm glad we could work that out so smoothly. 

12 	 Okay. Let's pick up with the last item on 

13 	.the agenda,, va.hich is 	which are the administrative items. 

14 	Go t6Item 5E3, which is more than juSt administrative, 

15 	I hulk, 

16 EXECUTIVE OFFICER NORTHROP: Yes, .1 believe 

17 	so, Mr. Chairman, we have heard from Mr. Thompson and 

18 	wilt again on this item. However, I'd like to introduce 

19 	Bob Paul from our statewide operations, who is going to 

20 	take the heat for these numbers as well as Mr. Thompson 

21 	and myself. So, Bob, do you want to come up with MoOse 

22 	and lay out where you're coming from? I'm sick and tired 

23 	of catching it all he time. 

24 	 MR. THOMP\ON\: All right. I'll speak here. 

25 And if Bob disagrees with me, why he will grab the mike 
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from me and go from here. The previous projections we 

2 were faced with the same thing that we have, variations 

3 
	

in oil rate and other factors, but when it comes down 

4 
	

to it the most important thing is oil ricing. So, 

5 'therefore, we took oil rates and set those, and then we 

6 	ran variations of cases in which we escalated oil prices 

7 	starting in December of 1979 with PO -escalation, five, 

8 	percent per year escalation, and ten percent per year 

9 	escalation, 

-10 

11  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  \ oil we have been involved with would be $100 million. 

22 And that ̀ s just exactly where we are. The revenue estimates 

23 you see row aril taken down towards the -- what we take as 

24 

25 we've held them constant through the 1980-81 period. And 

0 

0 

0 

As yOu look at the oil prce curve that you 
• 

see on the'left here -- we've 	fle,„'through that -- that 

in orrect we have zero price escalation. And, of course, 

now when we can escalate like this, we alst compound. 

So, by the time you get out any period of time, you not 

only have ten percent per year if you use that, but you 

have ten percent compounded. So, this builds up. 

Now, the gist of this is that on the average 

by the time we get to- the '81-82 year the difference beteen 

zero escalation and ten percent escalation is about $4 

a barrel. And thia, then, can add up to the amount of 

a conservative view on crude oil price escalation in which 
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6., 

0 

tir 	;l 

then,, we start escaiatin them, so that by the endbf 
" 	. 

„ 8l„,.824 Near we have escalated up to ten percents 

3 

	

	 l ACTING CHAIRPERSON ACKERNAN You're saying 
; ( 

we'll be down a hUadrt.._ million in this curint budget? 

EXECUTIVE OFFICER NORTHROP: Fifty million 

6 	in this. 

ACTING CHAIRPERSON ACKERMAN: Fifty million. 

MP, THOMPSON: We will not be down a hundred 

million dollars. The oil price, if you looked at a ten 

10 
	

percent escalation, would be a hundred million dollars 

11 	plus or minus. 

12 	 N(Or, you could have oil prices that could take 

13 	off and do thatl: But when you talk about the difference 

14 between a zerescalation and a ten percent escalation 

15 	in a revenue estimate for a year, that could be $10 million 

16 What the final revenue is going to be is going 	 be 

17 	whatever it is that year, depending on what happened :to 

the crude oil price.„ We could sit here, and we could 

19 	estimate and say were going to get revenue until its 

20 	coming out of our ears, but if/ the crude oil price, which 

21 	we have no control over -- it "'s particularly controlled 

22 by the OPEC countries and federal policies to a degree 

23 	on control 	that's just where we are. 

24 	 COMMISSIONER MORGAN: How does ten,,x)ercent 

/5 	equate to a million dollars? 
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EXECUTIVE OFFICER NORTHROP: Pardon me? 

c, 	COMMISSIONER MORGAN: Does ten percent equat4 

to four dollars der barrel? 

4 	 MR. THOMPSON: Yes. Over that period of time, 

5 	you take two years there. We start escalation -- in these 

6 	earlier projections, we started escalating at a monthly 

rate equal to either zero, five or tenpercent per year 

compounded. By the time you get out and look at,the average 

9 	oil price for '81-82, if you Use a ten percent versus 

a zero escalatiOn, that will be about four dollars a barrel, 

	

11 
	

because you' r, going through two timing periods, 

	

12 
	

EXECUTIVE OFFICER NORTHROP: Its the -- it's 

	

13 	the cumulative effectof the ten percent compounded. 

	

14 	 MR. THOMPSON: Because you started in December. 

	

15 	 C(*MISSIONER MORGAN: Eighty-one, eighty-two? 

	

16 	 EXECUTIVE OFFICER NORTHROP: Yeah. Because 

	

17 	you will have compounded it from a previous time level 

	

18 	right? 

19 	 MR. THOMPSON: Starting from December, '79. 

20 	Sty, Lt's actually an extr I period of time there 

21 	b79.ok to the previous budget year 

22 	 EXECUTIVE OFFICER-NORTHROP: And you 

23 	only lawyers get off statements. 

24 	 MR. THOMPSON: So, if someone will t 

25 	exLmtly what c.,-ude oil prices willI be in '81-82 
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come out with a revenue estimate that will be very close. 

EXECUTIVE OFFICER NORTHROP: We're -- it's 

3 	one of those things. 

4 

5 

6 

MR. THOMPSON:. So, the red actually.,-wws that 
I) 

for the '78 --lor the :79-80 year, that it was forecast 

to be I think three ten. I think it was actually 307, 

7 	And you'll see it running a little less for the next year, 

8 	because the escalation factor having. ca4ht up. By now, 

/3, 

4 

9 	again, if you look again, if you want to compare I guess 

10 	a tan percee) range, then this is WhercOthat $100 million 

	

11 	may enter, or you could say it's above the zero escalation 

2 	range. 

	

13 	 ACTING CHAIRPERSON ACKERMAN: Really, what 

	

14 	you're saying is that's how much money will come it if 

	

15 	these certain assumptions hold true. 

	

16 	' 	EXECUTIVE OFFICER NORTHROP: In the calendar 

	

17 	item, we list -- we list nine assumptions and A, B, C, 

	

18 	17', E F cav6ats to those. So, it's a -- 

	

19 	 ACTING CHAIRPERSON ACKERMAN: Did you develop 

	

20 	a matrix that goes along with this that -- so you could 

	

21 	take a variety of those assilmptions and then equate out 

	

22 	to a different revenue figure, based upon which assumption 

	

23 	you used? 

	

24 
	

MR. THOMPSON: Yes. By the time you get thro.igh, 

	

25 	the overriding matrix is the crude oil price. There are 
co 
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1 
	 other factors that could , come in. 

ACTING CHAIRPERSON ACKERMAN: But they don't 

3 	weigh that much. 

4 	 EXECUTIVE OFFICER NORTHROP: No. 

5 	 MR. THOMPSON: Again, -4e take an optimistic 

6 

	

	and a pessimistic. We take an optimistic in the fact 

we say that the exemption for windfall profits tax will 

8 	be resolved. If that isn't, then we are out of -whack 

9 	another $100 million a year there. Well, but again, you 

10 	don't know Vow much further, on oil property, that thing 

11 	„could go. 

EXECUTIVE OFFICER• NORTHROP: And again, as 

13 	I have mentioned this morning, if the entitlements program 

14 	or some of etitlements is put into place, we really don't \ 

15 	know what happens on that And, there is a great feting 

10 	now that there may well be some entitlement. 

17 	 MR. THOMPSON: In these estimates, we've actually 

18 	put back in about $9 million in windfall profits tax that 

19 	was collected / last year. And we assume that the windfall 

20 	profits tax that were being paid right now of almost 

21 	$6 million a month, five to six million a month, will 

22 	be resolved this year and cycled back as revenue. But 

23 	thatagain, is in the hands of the Federal Government. 

24 
	

ACTING CHAIRPERSON ACKERMANt If that doesn't 

25 	go, that's another $100 million? 
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EXECUTIVE OFFICER NORTHROP: Seventy. 

MR, THOMPSON: Not quite. It would be about 

	

3 	$70 million. 

4 	 EXECUTIVE OFFICER NORTHROP:' We'll get a better 

handle on that. We'reydue in Washington a week from 

	

6 	tomorrow to have some discussion, which is a good time 

to raise this. Yoiu had indicated that it would be well 

	

 
8 	to discuss our pr

/
blem with a tax specialist. I have 

	

9 	an appointment w Lh a city attorney of Long Beach Od 

10 Alan Hager a weel from Thursday morning in Washington 

	

11 	a( nine o'clock vdJ 	a Mr. Martin Ginsburg, who is a ) 

	

12 	professor of economies et George Washington University 

13 	and a prominent tax lawyer )  formerly a prominent tax lawyer 

14 	in New York City and now teaches in Washington and does 

IS 	some consulting work, We have a meeting with them to.  

16 	fit least go over the steps we've taken so far regardig 

17 	our appeals with the Windfall profits tax problem. 

ACTING CHAIRPERSON ACXERMANt In,other words, 

19 you'd-going to have to make a decision, then, what 

18 

0 

10 

21 	puts together the budget-. 

22 

23 	certain at this 'time. Al, 7 -Hager, do you wan 

24 me a number? Ninety perent? 

25 	 MR. HAGER: No. 
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EXECUTIVE OFFICER NORTHROP: Eighty-five? 

410 

NR. THOMPSON: We've taken a very optimistic 

3 	viewpoint on that. 

EXECUTIVE OFFI ZR NORTHROP: We're very optimisti 

5 	in viewpoint, and you say "no"? I'm going to get youC 

6 	and Everitts and put you in the same bag. I sit down 

7 	and talk to you, and you get to a meeting and you talk 

8 	dikferent. 

9 	 (Laughter.) 

0 

0 ' 

10 	 MR. THOMPSON: We have, a -- next year we have 

II 	been, very conservative on oil pricing, and yet we are 

12 	optimistic on the windt'all profits tax. And that's the 

13 	blend of it all. 

14 EXECUTIVE OFFICER NORTHROP; But we are 

15 J optimistic on this. We feel -- 
--% 

16 	 ACTING CHAIRPERSON ACKERMAN; The cookie j at 

17 	is gone; isn't it? 

18 
	

MR. THOMPSON; Well, maybe the cookie jar never 

19 	really existed. 

20 	 ACTING CHAIRPERSON ACKERNANI That's a better 

21 1 statement. 

0 
EXECUTIVE OFFICER NORTHROP: It is. 

ACTING CHAIRPERSON ACKERMAN: You can tell 

your legislators that 

EXECUTIVE OFFICER NORTHROP: This is 

22 

23 

lj 
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MR. THOMPSON: Or if the cookie jar existed, 

maybe it wasn't that full. 

3 	 EXECUTIVE OFFICER NORTHROP: Incidentally, 

4 	I think it would be well, Bob, to comment on the geothermal 

5 	because this revenue now becomes very significant, In 

6 	the past, geothermal revenue had been in a suspense_file, 

LI 

and I believe this is the first time were showing it 

	

8 	as a revenue income item. 

	

9 	 MR. PAUL: It is. That is a fact. 

	

10 	 EXECUTIVE OFFICER NORTHROP: And it 

	

11 	 ACTING CHAIRPERSON ACKERMAN: What percent ,  

	

12 	is geothermal, roughly? 

	

13 	 MR. PAUL: Geothkmal, at this time relative 

	

14 	number, is quite long, but as a percentage it's small. 

I would say it's like one percent of that total amount 

	

16 	on there. 

	

17 	 ACTING 6;,1IRPERSON ACKERMAN: What's the dolla 

	

18 	 EXECUTIVE OFFICER NORTHROP: About four to 

19' five million a year. In the past, it had been very 

	

20 	in' fact, it had been zero, because for the last four or 

	

21 	five years -- is that right -- it had been in litiga ion, 

	

22 	and the, money had been., by order of the court, in a 'passbook 

	

23 	account at the Hibernia Bank in San Francisco. We are 

24 now taking steps to put those, that money, pending additiona 

court action ,that there may well be -- 
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0 

on 

ACTING CHAIRPERSON ACKERMAN: It wasn't one 

of those accounts where they couldn't riud the owner o 

the account; was it? 

EXECUTIVE OFFICER NORTHROP: No B", boy, 

it was l a big number when you.paid five and tt, ,,e-quarters 

perceni..., particularly in days when short-term bills are 

paying at 15 percent and the pooled money investment paying 

at least that much.So, we're now moving that money, 

as we can, into certificates so ie does earn some interest. 

ACTING CHAIRPERSON ACKERMAN: Okay. 

EXECUTIVE OFFICER NORTHROP: But it was not 

poor stiwardship on our part. It was the court had placed 

it there. I'm copping a self-serving plea. 

ACTING CHAIRPERSONACKERMAN: The revenue 

estimates are now to be done on six-month intervals; is 

that correct? 

EXECUTIVE OFFICER NORTHROP At least six 

months. 
cr 

ACTING CHAIRPERSON ACKERMAN: Now, the releasing 

of the figure's yesterday formally, was that one of those 

six-month intervals now? 

EXECUTIVE OFFICER NORTHROP: Yes. You have 

now, in your calendar on page 96 reviSed, the estimated 

revenue as reflected by the Chairman's discussion yeaterday 

in an attempt to get some money-which will be in a bill 
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for secondary recovery pointing to the need for secondary 

recovery to give incentive for more oil producing. 

3 	 ACTING CHAIRPERSON ACKERMAN: So, really, your 

	

4 	next watershed date on this will be from May revised figures 

	

5 	in late May 

	

6 	 EXECUTIVE OFFICER NORTHROP: Yes. Unless there 

	

7 	is some kind ofcrude price or something extraneous happens 

	

8 	in the meantime, and then well run the Computer and see 

	

9 	what it says. 

	

10 	 MR, THOMPSON: There are two different things 

	

11, 	hero, We're requ4ed by the budget language to report 

	

,411 	semi-annually to the Governor's Office and to the 

	

13 	Legislature. But, as Mr, Northrop says, any time that 

	

14 	we see a significant change, why, wewill redo our 

	

15 	estimates. 

	

16 	 ACTING CHAIRPERSON ACKERMANt''Okay. Thank you. 

	

17 	 EXECUTIVE OFFICER NORTHROP: This one happened 

	

Is 	to be a significan!.t. unchanged,:,, We expected raises and 

	

19 	didn't get it. 

COMMISSIONER MORGAN: Other than the,,)Chairman 

	

21 	having a press conference, will we'be transmitting this , 

	

22 	to the Legislature informally? 

	

23 	 EXECUTIVE OFFICER NORTHROP: This will be 

24 transmitted to the Leaislatur“ormally after the Commission 

reviews it. 
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COMMISSIONER MORGAN: Okay. 

ACTING CHAIRPERSON ACKERMAN: It might be helpful 

to the legislators, not just the Legislature, but to the 

legislators, to tell us, possibly either a letter from 

	

5 	the Chairman or from you, Mr Northrop, whichever would 

6 	be appropriate. But, you know, last year -- 

	

7 
	

EXECUTIVE OFFICER NORTHROP: You mean 

	

8 
	

individually? 

9 	 ACTING CHAIRPERSON ACKERMAN: Individually. 

	

10 	I think last year tidelands oil revenue was viewed by 

	

11 	each legUlator -aaber6idMething they could get their 

	

12 	hands o for projocts in their districts. And I think 

	

13 
	

that unless that, feeling is turned around a little bit, 

	

14 
	

they are still looking at it the same way -- the Chairman's 

15 press conference notwithstanding. And I think you need 

	

16 
	

to bring them down to s little reality. 

	

17 	 I know Susie's got some problems with a lot 

	

18 	of spending bills that are going to be considered this 

19 week that the Governor's going to have to take action 

20 - on. 

	

21 	 EXECUTIVE OFFICER NORTHROP: As we've said 

	

22 	and you thank Gods  have supported, us on the fact that 

	

23 	a year ago, six months ago, when Danforth was sending 

24 out that California was going to get $30 billion in the 

25 next ten years -- was that the number, Jim? 

0 
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MR. TROUT: Something close to that yes:  ' 

EXECUTIVE OFFICER NORTHROP: Thirty billion 

3 	dollars in the next an years. And your staff kept,'s-' i 
 

g 

4 	it can't happen. It-just,can't happen. And it's not 

,5 ,;Alappening. And the figure that we gave of sit billion 

61 for a ten-year period may well have been very, very 

optimistic. 

, t. ACTING CHAIRPERSON ACKERMAN: As I recall, 

I think I was a little on the high side of those figures, 

too. So, I was guilty. Okay. Any other questiotW9n 

Item 58? 

(No response.) 

ACTING CHAIRPERSON ACKERMAN: Okay. We will 

go to Item 59, annexation of tidelands and submerged lands. 
Jl 

EXECUTIVE OFFICER NORTHROP: Nr.4airman, 

Mr . Hight will discuss this. 

MR. HIGHT: Yes, Mr. Chairman. The City of 

Oxnard wishes to annex a small portion of tidelands and 

disapproves a legal sufficiency of the description. Any 

annexation will have to go to UFO) and then go to a vote. 

ACTING CHAIRPERSON ACKERNAN: Okay. Anyone 

in the audience 9n thisitem? Any questions'from the 

Commissioners? 

(No response.) 

ACTING CHAIRPERSON ACKERMAN: The item, then;' 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 
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24 
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ehout objection. 13 	deemed approved, '-then„ 
%, • 

22 

23 

74 

o0 25 

Fr. 
,D0 

ll 

10 

12 

2 

3 

A 	we- did, as you know, some new geothermal regulatioqs. 

5 	We need to do some cleanup on those. And so, what 

asking 4s authorization to have public comment on the 

revisions, and we'll bring them back to yOu after that. 

ACTING CHAIRPERSON ACKERMAN: I don't have 

any problem witt,i that. Any questions from the Commissioners 

Anyone in the audience on Item 60? 

(No response.) 

ACTING CHAIRPERSON ACKERMAN: That will'be 

will be approved 'Without objeCir.%on. 

Item 60,revision of your geothermal regulations? 

EXECUTIVE OFFICER NORTHROP: Mr. Chairman, 

Item 6., the City of Capitola. 

15 	 EXECUTIVE OFFICE NORTHROP: Mr. Chairman, 

16 	the City of Capitola hadone a very nice job with their 
EiP 	 , 

11, grant and would like to reetruct'their wharf. And 	ri.- 

i.'. 
18 the staff finds that this is con,sistnt with their Gra t 

1P') Statute,  and feels that $250,000 probably Woad be 7well j) 
zL spent it celLIto16., 

? 	 , 

?, 	21 	ACTING CHAIRPERSON ACKERMAN And the staff 

concurs? 

EXECUTIVE OFFICER NORTHROP That's correct, 
0 

ACTING CHAIRPERSON ACKERWIT: Anyone in the 
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1 	audience on Item 61? Any questions from the Commissioners? 

	

2 	 COMMISSIONEP MORGAN: It sounds like a good 

	

3 	idea. The city came to the Coastal Conservancy to try 
//, 

to get some money, which the Conservancy could not give 

V 	 5 	theril in support of related projects. So, I'm happy to 

	

6 	see that they are going to go ahead. 
( 

	

7 	 ACTING CHAIRPERSON ACKERMAN: Without objecti/On, 

	

8 	then, Item 61,will be deemed approved. 	0 

	

9 	 That completes the regular calendar items. 

10 Are there any other items that anyone in the audience 

	

(It 	wishes to bring before the Commission? 

	

12 	 (No response.) 

	

13 	 ACTING CHAIRPERSON ACKERMAN: If not, 

	

14 	Commission meeting will stand adjourned. 

	

15 	 (Thereupon the business meeting 

	

16 	 befcxe the State Lands Commission was 

	

17 	 adjourned at 1145 

	

1,8 	 ---000--- 
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