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staff believes that they have. 	I don't know if we need 

to go into it any further. 

Do you have any questions? 

COMMISSIONER ACKER4N: 	Not really, other than 

it seems fairly clear that you're requesting that your 

leasehold not be used to gain the access, and as long as 

staff assures us that it's not, then your interests are 

being 	protected. 

MR. ERKEL: 	We just want to reiterate our 

objection at this point. 	That's all we're doing. 

COMMISSIONER MORGAN: 	We heard you. 

COMMISSIONER ACKERMAN: 	All right. 

	

13 	 CHAIRPERSON D'AGOSTINO: 	Anybody else in the 

14- ,audience wish to comment on this itMe? 

COMMISSIONER MORGAN: 	Should we act on these 

	

)16 	as a group, 	28, 29, and 30? 

	

17 	 EXECUTIVE OFFICER NORTHROP: 	Yes. 

COMMISSIONER MORGAN: 	I move approval. 
19 COMMISSIONER ACKERMAN: 	Without objection. 
20 CHAIRPERSON D'AGOSTINO: 	Without objection, 
21 28, 	29, 	and 30. 

22 Item 31. 
C 0 

23 EXECUTIVE OFFICER NORTHROP: 	Item 31, Mr. Chairman 
24 we do not have the luxury at this time of a drill, site, 

fie 
25 so w6 had to negotiate with Dow Chemical, an award of an 

PETERS SHORTHAND REPORTING CORPORATION 
7700 COLLEGE TOWN DRIVE, SUITE 209 

SACRAMENTO. CALIFORNIA 95026 
TELEPHONE (910) 003-3601 



84 

oil and gas lease under Deuel Vocational InstitUtion in 

San Joaquin County. The bid was 16 and two-thirds royalty 

3 and $20 per acre, and the net profit was 30 percent of 

1.he net profit. 

COMMISSIONER MORGAN: I -crank our Chairman had 
6 some problems with this one, but we have a timing problem, 

don't we? 7 

8 EXECUTIVE OFFICER NORTHROP: Righ 4T. 

MR. RUMP: It's a special problem with the deadli 

10 With thequOtions that have arisen', we would recommend /1" 
at this tim( that the matter be chnied witaout predice, 

and we'll bring it back to tkie Commission once those items 

• have been explored. 

CHAIRPERSON WAGOSTINO: Is there anyone 'hers, 
15 

16 	 COMMISSIONER MRGAN: What's your question? 

17 What's your problem? 	' 
14 

CHAIRPERSON WAGOSTINO: One of theproblems 
19 that I have is that, apparently, Dow really is in a situation 
20 where they have the only drill Sites other than Deuel. 
21 I think that situation means that we are at a very bad 
22 disadvantage, and as a result of that, we're getting only 

30 percent net profit, potentially, out of this well, or 

these drill sites. 	 jl 

It seems to me that this is _.a ill a very explora 
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area, and is not an area that has known pc4ential for 

return. We ought to moVela little more slowly. We ought 

to try and see if we can get access . ror,,  ,Deuel. 

Deuel is a State facility. C,,e ought to be able 

to work with another State agency that would give us drill 
) L  

sites Itor a potential higher net retvrn on pr&fit if, in 

fact, they do, find oil and gas. That was my main objection. j,,  

MR. DITZLER: May I,make one comment? 

My name's Clark Ditzler. I'm a manager of Dow 

Chemical involved in this project. 

My only concern is that we have in good faith 

negotiated from this positiotkwith the State for over 

15 months to arrive in this po ition. We have held up 

our own activities in the aroq )pending the outcome oE this, 

which is considerable. 	-rr 

It was thought, until this morning, that we 

were informed that there may nobe some question regarding 

a drill site, posible-well, that changed the statua of 

that lease. We have been in contact with the staff only 

on a monthly basis,, numerous meetings in Long Beach, and 

having come to the last possible day this can be considered, 

and then we find ourselves in somewhat of a business position 

oi\ you know, we've waited a long time. We've held up 

acivity on other property and paid rentals on them. 

So, that's my only concern. It doesn't change 
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the situation, but please appreciate where 

cp 

	

3 	 It's quite surprising to find out that this 
0 

may just betotally\set aside now after tnis length of 

CHAIRPERS N D'AGOSTINO: My understanding is 

that if we „don't approve it today -- 

MR, TAYLOR: It's deemed approved. 

CHAIRPERSON D'AGOSTINO: 	it's deemed approved. 

	

10 	 Bpcuse of a problem that we have in terms with 

11 quorum and voting of meMbers, I would suggest that we deny 

12 it but reconsider it. We could reconsider it, 

	

13 	 MR. TAYLOR: We can deny it without prejudice 

14 and)  then renew it. You can renew the iteiif at the next 
R 

15 

	

16 	 CHAIRPERSON D'AGOSTINO: That would be my sugges- 

17 tion. 

	

in 	 MR. DITZLER: In other words, were getting 

19 an additional month's extension? That would put this 

20 beyond -- 

	

21 	 MR. TAYLOR: Not an extension in that sense. 

22 It's a denial. 

	

23 	 COMMISSIONER MORGAN: From a business point 

24 of view, it's an extension. From a legal point of view, 

/5 it is not. 

PETERS,  SHORTHAND REPORTING CORPORATION 
7700 COLLEGE TOWN DRIVE, SUITE 249 

17--=--CR AM CiNT 0, CALIFORNIA 95826 
TELEPHONE (916) 383.3601 

from and how we got here. 

4 

C:2 



MR. DITZLER: I had the impression that, legally, 

if it was not acted upon today, that the project was 

3 terminated. 

4 	 EXECUTIVE OFFICER NORTHROP: No. 

5 	 CHAIRPERSON D'AGOSTINO: Let's go o 	the record. 

6 	 (Thereupon a brief discussion was 

7 	 held off the record.) 

,CHAIRPERSON D'AGOSTINO: Can we get back on 
11/ 

the record. 

COMMISSIONER MORGAN: Borpre he leaves, the 

staff's been involved with the Institution for some time, 

I assume? 

tgECUTIVE OFFICER N=THROP: Yes. 

COMMISSIONER MORGAN: Do you know if they looked 

into the question that Carl is raising about location of 

the well? 

EXECUTIVE OFFICER NORTHROP: We had communication 

dated September 21, 1980. Its a response dated that time. 

I thought there was a copy here- in which they indicated 

at that time 	here's a copy of that communication we 

got back. 

COMMISSIONER MORGAN: There were\113 drill sites 

available, is that your answer to the question? 

EXECUTIVE OFFICER NORTHROP: That was the answer 

the staff receivei when we ''first initiated that program. 
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We've proceeded on that basis and negotiated. j   

COMMISSIONER MORGAN: So, you don't know if 

there are some reasons why drill sites cannot be located 

there? 

EXECUTIVE OFFICER NORTHROP: Nb, ma'am. 

COMMISSIONER MORGAN: On their grounds. 

EXECUTIVE OFFICER NORTHROP; It seems reasonable 

that it could be, they wanted it to be located there. 

It's not impossible, the fencing -- 

COMMISSIONER MORGAN: Is another month going 

to give us a chance to look into this or not? 

MR. RUMP: Unfortunately, consultation with 

staff as been that the environmental situation as well 

as with the Department of Corrections and so forth, it 

would probably a longer period than 30 days to get back 

MR. EVERITTS ; We're thinking four to six months. 

We'dAave to go through the environmental proceas 

and certainly have to ccnsult with the agency. 

COMMISSIONER MORGAN: You're assuming that they 

can drill on their own property? 

MR. EVERIII  S: No, ghat I'm saying, first of 

all, as a matter of raw, we have asked the agency, and 

the agency owns the surface rights. 

We wero initially granted a 90-day extension. 
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No 	in denying this thing today, you've got 

to go through a now application. You'll have to go through 

3 all the affected agencies, ask for their common consent, 

4 and that involves actual in-house work. So, we would 

5 estimate a minimum time of three months, and then with 

6 all those other factors, it's going to be four months. 

7 

8 be four ,months? 

COMMISSIONER MORGAN: Waiting for that, it would 

MR. RUMP; For us. 

COMMI8810NER MORGAN: But /here still is a 

possibility that we Could expect them to wait that long? 

MR. EVHRITTS: If, in fact, we canIt get a drill 

site, if they're still interested inlur proposal, they 

can proceed. If you could get a drill site, then you probab 

don't have the option to go out into the competitive bid, 

and that could be a' long, long time. 

COMMISSIONER MORGAN: Interesting. 

COMMISSIONER. ACKERMAN: 	there any way to 

19 "put a, ',Little pressure on Deuel Vocational Institution and 

20 still approve this? That way they could go ahead and proceed 

21 with their work. Somehow we put pressure on Deuel to put 

22 the circumstances -- 

23 	 DITZLER: It seems to me we're in a position 

24 of doubting what Deuel has told us exists. We've covered 

25 that. 
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MR. EVERITTS: They're suggestin they might 

have a 	tle more leverage than I had. 

CHAIRPERSON D'AGOSTINO: I can't understand 

why the staff, why we haven't explored the possibility 

of sites at(Deuel. Ilf don't know ik they're worried about 

environmental reasons Eor Deuel. I look at the map, and 

-I don't see where there would be any particular objections 

to the drill site next to the disposal pond, for example. 

COMMISSIONER MORGAN: They may be worried about 

bringing people into a secure area. 

MR. EVERITTS: That's basically it 

'is and Game won't let us go into some o± their 

■A areas because they don t want us to scare the birds. 

CHAIRPERSON D'AGOSTINO: It just seems that 

the objection that I have is that we're getting a situation 

N,74ore we're basically entering into a negotiating agreement 

w4hbasicallTno competition because of the absence of 

a drill site. I do not.see any compelling need to rush 

- into this. 

MR. EVERITTS: I guess, if Ws a compelling 

need, that someboey is able to explore a private land, 

and we want to be able to tie the package together. This 

is an exploratory well. There are no knoWn reserves in 

the area. 

CHAIRPERSON D OMSTINO: I understand that vuu 
0 
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want to explore,- and they would like to put together a 

total pjeckage. But I don't see a eompelling reason for 

the State to accept a very significantly lower figure Chan 

we're accepting in other leases all over. What sort of 

net profits? Iii the leases earlier, we were loking at 

79, 80 percent. 

MR. EVERITTS: That's the difference. That's 

saX if in fact a discovery is made near this facility. 

9 I 
 Obviously we wouldn't be selling for 30 percent or 35 percen 

10 1 of the net, either. 

11 I 	'ITT thing that makes the waterways valuable 
‘,\ 

12 is that there is production on both sides of the river, 

13 	se undoubtedly there's something in the middle. 	People 

14 don mind paying a bit of royalty for valuable p.toperty. 

15 	 That's not the same-  thing here. The number 

16 that we negotiated is probably fair to both sides for a 

17' wildcat prospect, a minimum wildcat prospect. In our 

18 judgment, this is a minimal, wildcat project. If there is 2 
19 a discovery, it wocdn't be minimal, 

20 	 COMMISS7120NER MORGAN: How loll does it take 

21 	to;=-find out? 

22 MR. EVERITTS: I don't know what the pro -#am 

23 is. I presume they'll go ahead if we don't, eventually. 

24 They'll also drill as far away frow,us as they can on their 

25 place= so we won't ?Wn any more than we can get. 

1 
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could be brought bak. 

MR. TAYLOR: Because we denied it. It's a new 

1 	applies: t ion.  

What we have overlooked in our answer to you 

last. EXECUTIVE OFFICER NORTHROP: This is 

c'j MR. TAYLOR: When does the time run out? 

MR. EVERITTS 	Somebody 'said tomorrow. 

He states Tour months, and I agree with him, 

22 No question about it 

if? 
,aa 

92 

-)ur l ian ho. iOng, 

c; 

3 	 MR. EVERITTS: One year, an One year drilling 

4 	time. 

MR DITZLER: Yes, the lease pro;yides for dillin 

6 within a period of one ear or 	surrender. 

COMMISSIONER ORGAN: I don't understand why 

the statE says it would take four months before the “.em 

13 is the fact that they have to comply with the environmental 

14 requirements, 

MR. RUMP: It certainly requires that length 

t ime. 

mee 

23 	 MR, SANDER: My name ds Dwight; Sander. 

24 Assembly Bill 884, Chapter 1200", provides for the processing 

f applicationS, and provides 105 days fer notifiCation 
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of agency approval of the document 'for the lead= agency 

to,make-0,-/Seision, That is within the available one year, 

1111e Commission has received a one-time permissibl 

up to 90 days extension, which will run out April 30th, 

5 which is tomorrow. 

6 	 if the project is not acted upon by this 

Commission today, as has been said before, it's deemed 

8 approved. If the Commission denies it withoU prejudice, 

9 the applicant must, in effect, start the prod s once again„ 

10 	 So, oven though there's an existing Application 

II 	as of today, with the proper verbiage and proper 	formation, 

12 even itnero's a Negativepeclaration that's beer( circulate 7 	 \ 
13 to thpii>Ape channels and 	the proper manner, that process  

\ 	//  
14 must

— 
 Again be repeated-,with t)e same material. Tinfor6natel 

15 the law does not provide for \a short end or a recirculation 

16  that is less than the one time. That's basically what 

17 we're faced with. 

COMMISSIONER MORGAN: All right. 

14)2 	 COMMISSIONER ACKERMAN ,  We lose four to six 
(%'= 

20 months with the reviews drring the period that you're 

21" waiting to gep a lease Underway. 

22, 	 MR. EVER1TTS: 'You'd lose four to six months. 

23 	ii it tt,rned opt we could get a drill site, then we'd have.  

24 to do a little bit different kind of program. -Well, the „-_ 
/1 

25  bidding princess. 
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CHAIRPERSON D'AGOSTINO: Is it $20 an acre we're 

MR. EVERITTS: That's average. 

EXECUTIVE OFFICER NORTHROP: That's the revenue 

MR. EVERITTS: Yes, immediate los3. 

CHAIRPERSON D'AGOSTINO: If you get the productio 

1 

2 renting? 

3 

4 

5 	loss. 

6 

7 

you're losing a lot more if you look at the ,difference 

9 between 30 percent and 80 percent on net/ rofit. 	That's 

10 the point I'm making, that I think wer better off to 

ii 

11 

12 

13 	30 percent on that pr lt. 

14 	 MR. EVERITTS: You're deferring 20 an acre 

1,5 anyway. That's no real loss.

616 	 COMMISSIONER MORGAN: What's the going rate 

17 for our exploratory wells? 

18 	 MR. EVERITTS: This is a going rate. It's a 

19 six plus 30 percent of net profit, which is about the same 

/X) as 35 percent of the gross. That's about what we've had 

21 on other expl&ratory leases. 

22 	 CHAIRftRSON D'AGOSTINO: If we had other drill 

23 sites available, what would you expect them to be? 

24 	 MR. EVERITTS: I d expect it to be darn near 

25 the same thing, honestly. It's a statistical approach to 

--- 
Lose $20 an acre rental -77-the-nal:TitY of getting 

a competitive bid that would give us SoMethin more than 

O 
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what we think it's worth, and I think we do it the 

way anybody else would. 

We gave the thing a for and a half proba icy, 

and that discounts your reserve quite a bit. 

COMMISSIONER4CKERMAN: You meanif we had our 

own drill sites on the institution ground, likoLy you would 

come up (71.th the same figures? 

MR. EVERITTS: I would guess. I don't really 

know. It co-...Jd be higher. I know We've had some higher. 

It seems logical that you're going to get something higher. 

I don't know what it would be 

COMMISSIONER MORGAN: 18 it possible to have 

the test drill site.«, in one location, and if they kind 

something, to move to DeueL, to move on a site at Deuel? 

MR. TAYLOR: That doesn't correct the problem. 

CHAIRPERSON D'AGOSTINO: We've '"already given 

up the leases at this point, 

MR. TAYLOR: We've already leased the property. 

COMMISSIONER ACKERMAN: How long is the term 

f the lease, one year? 

MR. EVERITTS: No, the lease is usually three 

years, just exploratory. 

COMMISSIONER MORGAN: I thought this lease, 

this go:ntleman said the lease -- 
• 

. f 	 MR. EVER1TTS: No, the drilling requirement. 

11,1RWMAIIRWRRIMNIMmiaMPeAanwswi amor 	
C? 
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EXECUTIVE Ob'i 10ER NORTHROP z 	rilling require 

you must drill within or! yeqr ,  

MR. EVERITTS: Yes, but he may p1,ant the site 

for cute year or two` years. 

5 	 COMMISSIONER MORGAN: is there any reason why, 
,:_i 	 , 	, 

six months from now, t .ey sho t continue to participate 

in th'ts
'
Agreement? Is there enough hint of oil there that 

would +e i.ctere  St 
- 

they woU ed in coming back after they've had 
, 

4 	t chance to look at that?  

M.R. EVERITTS: That's something you'd have to 

° 

Ask them. As he pointedout, they've waited a long/time 

12 to develop their 11 rests  
The 

 marwant-to go out and 

do that 	If they don't get a -Chance, 'all we've got s 

14 20 bteks an „.41..?„ which isbyt any'big deal. 

COMMISSIONER,,M4GAN: 	ALime that they 

6 Stick with the same deal? 

EVERITTS: Yes. 

'COMMISSIONER MOR9AN: And I don't know ,why they 

should. I'm trying to figure,ontsome way -- these: guys, 
Ij 

aren'tmUcn ndlp 	to,contitiue the matter without 

nstitutd,ag ,a ,newrfourrmonth peri64 

22 	 •, MR. TAYLOR: There*s'already an extension of. 

time given under Ole Statute-of 90 days. That's all that  
24 the statutepr,.)vides for ,The party could give an additional 

1.5 extension of., time that would be beyond the sa ute, which 
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the statute, what the statute cots And,T would 

have a probleT at this point, then, as to *ether or not 

it was deemed approved, or whether. the witiver would preclude 
P 

us from raising that issue. That would be your gamble 
- 	,if he would give you the waiver. 

6 	 M.R. TROUT: Perhaps one more altorn Live, and 

7 1  I know Dow is unprepared for this, but perhaps they coUU 

8 offer a higher percentage. 

9 	 CHAIRPERSON D'AGOSTINO: Whit I have objected 

10 to gs the fact that ♦ there is no competitive bidding-crom 

11 	the c ther side, 1 think that l might object that were 

12 	no‘i' 

13 	 MR. DITZLER; The to ms of the lease were 

14 as  essentially proposed by the State Lands 6ommission and 

15 agreed. to by Dow after much analysis of the situation, 

16 I think Mr. Everitt posed a statistic which 

17, is well worth Consider ing lie said the probability of 

10 success, of finding cOMmer '.1 valuable hydrocarbons on 

19 this property, is four an6 a half perent, Which says that 

20 the chance of facing nothing is 95 and a half porcenL, 

21 And we feel the same way, 	It'=s highly exploratory, a 
22 high risk situation, 

23 	 The 3( pc cent, to us, seemed like very high 

24 net profit under the circumstances,considering the east 

23 that the property value, esti:rooted from all the technology 
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etA,rain y not we haveright now, 	t, prospects there a „ 

last J811, about mho 

six months and Coming back with the same issue before us, 

which i.s a posslhil\ty, it seems to me, since we have not 

fad a response to th subtqantive question that Was requester 

her the agency had considered using 

15 

id 

17 

18 

19 

20 

21 

22 

23 

24 

25 

cann5t pW)ve thatthen it's denica:>  • 
MR. TAYLOR:' 1. think you've vill got the problem 

of the statute. YoW9egot to act within that period"of 

time. 
0 

1: think 00 only( lierpative you have which 

is a risky one for  yoU i1 you want the mat(r-er put over, 

is to 6of a waiver from Dow tot=.:another .30 days, with the 

caveAt to ye that, in ii,ttgation, ,,,70) would assert that 

wasva-knowledgeable waiver, and,they're estopped, from 

the plovisions of: the siatut.e, and they' would ratsc whatever 

arguments they have as to their abillf:y 'to tAi.ve, that kind 

.., , P5.TERS SHORTHAND REPOATING CORPCjilAtION 
79p_oty-bi.t.t5r TOWN OnWE, WTE 200 
,-..,--- `A.t;yiiiiAENT0, CALIFORNIA noq 

,i,-- 	' 1.414N-16Na Wm av,00nt 	„. 

--‘, 

• 

40. 

r., 
6  6, 

we have, drillod throe drill holes in the vicinity of this 

None immediately 0:fsetting the pro .1 - ty 

D'AGOSilNO: What's your pleasure? 

ACKIMAN: What' 	0.easure? p  

COMMISIONER MORCA.4; ,  Our pleasure is to avoid 

ho r (Apt p r ort y‘ 
o . 

Is 11 possible to approve this with the under- 

standing. that the agency prove to the Commission's satisfac- 

14 tiqa that it does not_have a site available, and if it 
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5 of extension of time, and only provides for one up̀̀  to 90 

ii trying to do. 

MR. DITZLER: DoeS it give a preference --„_43 

of a w 

Our position would by that a partN can waive 

benefit of any statute, and that's what they re doing here. 

4 The question is, since the statute does address) the queStion 

days, whether you can give that kind of a,waiver, and there 

would be a risk' in the Commission taking that. The down-, 

side of that risk could be a deemed approve'. 

EXECUTIVE OFFICER NORTHROP; May - I make juSt 

a-comment' or suggation. 

Ih light or the (.fact,, that• tomorrow is the deadlinc 

12 perhaps you could authorize the Exeuctie Officer to 

complete this negotiation with Dow, if Dow indicated they 

14 did want to have it, to allow me to execute it tomorrow. 

15 	if not, if Deuel wanted to do it, then -- 

16 	 MR, DITZLER: In ether words, you're saying 

17 we could resolve the question by tomorrow'?',.,  

10 	 EXECUTIVE OFFICER NORTHROP That' is what I'm 

EXECUTIVE OFFICEi NORTHROP: A can't get the 

2 	Zo,,amission together 01 a body tomorrow. That's what I'm 

A 	trying to got around. 
2 	 MR. DITMER There are obvious business concern 

MR, TAYLOR; You could word the matter this 
0 2 
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-e way, thi 

by tile eJ 

4 	L.:hat no 

to to approv 

ss tomorrow, 

you could vo 

case of bsine 

this, provided that, 

the ExQcutive Officer 

Department of Corre!Itions ion from Ole obtained confirmal;, 

drill site is available. If, in the event that 

he finds that there is a drill site available, by the 

close of business tomorrow, then the action of the-Ccmiaissiot 

would be to deny without prejudice this application. 

.1'4 have to work up language, but I think it 

gives you the though . 

MR. DLTZW7,,R: That would be our preference, 

rather than having ap extension of time of any sort. 

K. TAYLOR; It'lt be self-executing, Self- 

13 executing one'way or the other. The Executive Officer 

14 must contact the Department of Corrections and get an answer 

by tomorrow. If he gets a negative answer or no answer, 0 15 

16 k then the matter is approved 	If he gets &r  answer that 

17 they're willing to provide , a site, the matter is automaticall 

is I disapproved without prejudice. 

19 I 	 CHAIRPERSON D'ACOSTINO: If nothinghappens 

by tomorrow, it's automatically approve4 anyway. 

M. TAYLOR; Yes,- thWs also true, but what 

directed by this motion is the fact that if the 

Commission doe not want it to go automatically but wants 

to put a hold on :it, if there's a possibility of getting 

25 -a site, that would kill the project. That's the advantage 
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of 	he motion that's been proposed, 

COMMISSIONER ACKiMMAN: 	I'm relu tant in 
„,/ 

didapproving it if tbere's no chance of getting drill sz.  t 

If theres a chance of getting'm drill site' there 	ithen 

L think we should explore that to the fullest exte t. 	I'm 

receptive to the language that was east outlined. 	\ 

COMMISSIONER MORGAN: 	That would give them a 

dayito try to verify. 
6 

9 COMMISSIONER ACKERMANY 	If we can verify we 

10 can 	a drill mite, or hopefully we can negotiate. one 

11 veryquickly 	then that's the direction we ought to go. 

12 MR, TAYLOR: 	Thou the permit would be denied. 

1$ COMMISSIONER ACKEIMAN: 	If we don't do it, I 

14 don't know whether it's)lair to deny Dow because basically 

15 the facts havei(l't changed, and they've missed the 

16 opportunity to drill their exploratory well, 	don't think 

17 that's 	'a=lt to them. 

18 MR. DITZLER: 	That- is acceptable to us,because 

19 it gives us -- by torliOrrow, We'll know where we stand, 

20 We may move ahead one way or anothe'7 then)! 

21 COMMISSIONER MORGAN: 	All rig t;,' 

22 MR. TAYLOR: 	Mr. Northrop will give you a call. 

23 EXECUTIVE OFFICER NORTHROP: 	Don will probably 

24 give you a call tomorrow. 

25. MR, DITZLER: 	Thank you 

HORTHAND REPORTING CO PO 0 
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11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
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CHAIRPERSON LOAGOSTINO: Where will you be around 

midnIght tomorrow night? 

4 CHAIRPERSON D'AGOSTINO: Item 32. 

5 	 EXECUTIVE -OFFICER NORTHROP: Mr. Chairman, Item 

6 32 is approval of the award of a geothermal resourcr)s lease 

with :a 12,5 percent royalty, net profit of 70 percent for 

the Geysers Steam Field in Sonoma County, 

COMMISSIONER MORGAN: This was bid? 

EXECUTIVE OFFICER NORD1ROP: Yes„maram. 

COMMISSIONER MORGAN: Sounds pod. 

CHAtRPERSON D'AGOSTINO: Without objection. 

Item 33. 
■-■ 

EXECUTIVE OFFIER NORTHROk: Mr. ChaiLwan, 

Item 33 is an assignment by the Domenichellis to Aminoil 

USA. The Domenichellies were theand owners, and they 

matched a 12 and a half percent plUs 55'percent net prOfit 

bid. Ti,),ey're coming before us now to sign this geothermal 

lease to Aminoil'USA. Staff recommends the assignment 

COMMISSIONER MORGAN; Okay. 

CHAIRPERSON D'ACOSTINO: Without objections 

Item 3 . 

EXECUTILE OFFICER NORTHROp; Mr, Chairman, Item 

\
4 is the,EleVenthModiCicatiOn ();E t1?1png Beach Operations 

Plan of Budget,. 

3 	 NR.;  1:1tZL4R: Call Mt, earlier, please. 

PETERS SHORTHAND REPORTING CORPORATION 
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COMMISSIONER ACKERMAN: No problem. 

CHAIRPERSON D'ACOSTINO/ Without objection. 

103  

4 	 ^ 

	

1 	 Mr. Thompson, would youspuak to this,please. 

	

2 	 MR, THOMPSON: This is a ratification of executiv 

3 action of approving a well he redrilled from one zone to 

another zone. It has no augmentation of funds transferred 

5 from within the budget. 

	

6 	 CHAIRMSON WAGOSTINO: Any problem with that? 

7 

8 

	

9 	 Item 35. 

	

10 	 EXECUTIVE MICER NOR'TROP : Mr. Chairman, 

	

11 	Item '..)5 is the 1981-82 Pistil and Budget for $181,142. 

I/ Mr, Thompson IS going to show us how ho 's going to spend 

13 the money.  
iii /) 

	

14 	 *g. TilOMPSON: I believe you've all received 
1,5 the booklet of the budget which„ is the brown one. You 

16 have also with you a set of copiers of this red-covered 

are identified in the Lower right- 

The plan of development and operation budget 

21 	over $181\lillion, there's almost $48 million in thiS 

22 capital. in ,stment, $128 million for expenses, and $6 

23 million ad inistrative overhead. 

24 	 in this first graph in your book with the brown 

25 cover, you can see_these breakdowns in the cross-hatched 

. 	/ 
.,1 
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CO 

5 

9 

10 

11 

12 

13 

14 

15 

16 

'17 

18 the net 

are thp estimates of production-of oil, gas 

costs such to that. Then you :Can ser 

revenue you C:14  

.e erkoe of 

naideration ot windfall 

• 

1.04 

area. 	'the present year is the seccind one from the ri4;ht ,  

and the budget' ;runs to the far right. The expense portion 

is down here in the open cross-hatched area, and the 

investment and administrative overhead. - 

In the current year, it is represented on the 

cross--hatched area, it is estimated to carry out to be 

about 25 or $30 million, and continues into the next year's 

budget. 

Thenext'eurve you have in your book' :is 

operating expenses. That's the $104 millOn, That h 

no investment taxes, or administrptive overhead. This is 

ydr direct opearting costs from your wells. 

Now, in the plan and budget, there are economic 

projeUions in Items Cl" through C4. 	 the hroWn 
ale 

book that you have here. They're after page 	ThP117.# 

19 profits ax 	Gnat s Oa curve in your book again, and 

- you see $'660 mil. lion anticipated gross revenue with your 
a 

21 $180 million budget fund. Again, this $660 million is 

without consideration Of the windfall profits tax and w4thin 

23 f the various parties. 	 /1 

24 	Nov, this 'in the past has been prepared jointly. 	\ 
 

25 J We haVe a little' difference of .opinion ps to the amount 
0 

() 
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!-) 

_),E gross value andner-44sed royalties projected On this 

one_  
(-)Ah  

3 =Over on the, right-hand side 	on the wall 

you can see" some curves and trends oi the way costs have 

been going here. The one on the iar left i5 translated 

in dollars to barrels. And the gross revenue is up in 

red there, and you can see, when we prepared this year's 

budget, weanticipated the revenue would look like the 

aroken0.ine there. The reason for the difference for that, 

primal-lyf is that oil price is not going up as fast as 

we es amate u. \s.ou can see the difference in the slope. 

We had thought that the oil price would shoot up to ten 

percent per year. That has not qui.te reached that. 

v. 
- You can see the drop of the line here actain, 

where we've estimated 10 porcenv in this coming year's- 
. 
d •; 

budget and we may have difticulty reaching that. Again, 
0 

It ,provides an adjustment in which they may come all within 

onetime, or we may get 50 .cents or a dollar, which made 

for a-) a%air-step reflection there. So, it'a'22a little hard 

to estimate .  

On a dollar-per-month basis, we can„see the 

second curve there, both in revenue and costs. Again 

you see the projections for the budga we're anticipating 

-on the broken line. The biggest part of this, of =course, 

is in drilling expenditures. Then we come to the question 

5 

6 

7 

8 
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t5 

16 
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of justification of these wells: 	or 's a etIrve whi `r 

shows the drilling structure, the dol tars here, number 

-  of rigs, and basieally,over the _pa ;t this again is 

An estimated aroduction of simply laying the pipe. This 

is part of the production of the wells. This is the 

6 estimate, then, in 1979, if they'had not been drilled 

7 or redrilled. Thatthe warapolation of that. We took 

8 that and transferted that over into the rate,  curve. That's 

9 	this right here. 	 0, 
ck 

'10 	 Here are the wells since 1977. Had we not drille 

\\\ 	
_ 

 
11 or redrilled those, this is the course we would 	&tten. 

/ 
12 At tho current time, we're producing about 15,00U-barr&ls 

13 	a day more. That is the message. 

I think in this point: in time I'll wrap this 
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15 up. The' power curve up there show8where the electrical 

16 energy has been going: Increase in that. 

I think, that's about all the recommended approval 

18 of that budget. We think the funds are adequate. There 

19 are"sUrplus funds in a couple of account$, depends on ,how 

20 much gross value is limited and ingested. 

21 	 , COMMISSIONER MORQAN: What happens if we decide 

22 to contine our current wells :and didn't reopen any of 

23 the old ones, 

MR. THOMPSON: We 	back to the same situation 

25 that took place before, that you;, qould start 

, ) 

11 
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1 
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it 

) 
-til*p.i.ng off the rate. You would again start o ethic down 

lilt this. You can see that as a trend, this one over 
IJ 

 / 1\ 
3 her,ci on, the lar rignt, what's happenr:d in the past whenn   

4 you atopped &Jilting. You have sore reduction in the amount 

of drilling to repair those wells, then your production 

6 rate falls off. 

COMMISSIONER MORGAN: Are wu opening new bells? 

MR. THOMPSON.: Yes, a combination of newv, ells, 

9 and drilling, and repairing old wells. 

10 
	 COMMISSIONER MORGAN What: would happen to the 

11 relieuues to flionto if you held up on drillingknew wells 

12 for bne year? 

13 
	 Mb-. THOMPSON: You would not spend approkimately 

14 $50 million. it's not really $50 million, because there's 

15 overhead. Those people will still be there;,  drilling 

16 crews, everything else. You have to pay that, the engineers, 

17 the project supervisors, things like,th4. So, only your 

18 direct costa for the crews that you would lay off and the 

19 -extra rigs. So, by the time you scale that down, you would 

20 now be down closer to maybe $20 million, and you would \
■ 

21 pay a penalty of that for every year in the future. 

22 
	

MR. TAYLOR: I should remind the commission 

23 that there is a lawsuit pending  against the state during ; 

24 a period when there 'vas allegedly no production, no increase 

2r of new wells. And the contention of the oil companies 
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that are sui ►a the State in that case is that 'good oil 

field practice requires taking a field ou 	its maximum 

3 I potential development in an orezc---IVIprocess. 

The existence of that litiga ie1, 4 

9 

5 if you're considering just letting things, yod know, 

6 pulling off some of the new drilling, of an additional 

7 J claim by the oil companies,inl those situations, that ship Id 

8 be factored into your• thinking in connection with that. 

9 	 MR. THOMPSON: It should rebate now that service 
cc 

10 l is-underWay, to see, how many drillings on the wells have 

11 been necessary, and the economic justification Therefore, 

12 t some range of estimates, like now there may he pit many 

13'j as 14 drilling rigs might be required in the unit to drill-. 

14 these 50 wells up within a certain period of time. 	That's 

15= probably a little on the high side,-  Again, you may still 

, 16 J 11)e drilling 7 or 17 years from now. Most ,studies are finish d 

17 Within four or five months., 

18 	 COMMISSIONER ACKERMAN: No problems. 

19 	 CHAIRPERSON D'AGOSTINO: Without. objection. 

20 I 	 Next item. 

21 	 EXECUTIVE OFFICER NORTHROP: Mr, Chalrman, item 

22 36 	sell•off of approximately 250 barrels a day from 

23 Op Long Beach Tract No. 2 of the Long Beach Unit. The 

24 highest bidder was Fletcher Oil and Refining Company at 

25 1.75. 'The staff reaommends approval. 

0 

(i) 
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MR, THOMPSON: That is important. 1$e bon 

posted the 	is $500,000. , 
, 

CHAIRPERSON D'*GOSTINO:,  

4 day? 

LK, 
HoKmany b4 rel(n 

• 

5 	 MR. THOMPSON: Two hundred fifty. 

EXECUTIVE OFFICER NORTHROP': Two hundred fifty; 

12.50, tL's a percentage figure. 

CHAIRPERSON D'AGOSTINO: Any prob] eta with that? 

COMMISSIONER MORGAN: No. 

10 	 CHA1RPERFON D'AGOSTINO: Item 37. 

11 V 	 EUCUTIVE OFFICER NORTM.0,. Mr. Chairm", ItPm• 

121 37 on Capital Improvement Project Shoreline Aquatic Park, 
/' 

Thomp on also has a member of the:_ City of LOng Beach 

14 here, I)believe, 

15 	717 	MR'. THOMPSON: This is a ''otiEication from the 

16 City OE Tong Beach. We're going to spend their money for 

17 the operating fund. The Commission Einds that this is 

Is authorized under „Chapter 128/'64 Section 6. We recommend 

19 the approval.  

20 1 	 COMMISSIONER MORGAN: What is this? 

21 	 -"MR. THOMPSON: This is of setts the shoreline_ 

22 there, and there should he a map there. If you look at 

23 the map there, you'd see a new marina, downtown marina, 

24 that's being constructed. It's just right off the downtown 

25 park there, 
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"You can,:k- Is rd Grissom off to the tight 

o that, ,right of that lagoolvarea, and the cOnvention. 

cinter. 

CHAIRPERSON D'AGO 1NO: There's no State moni.e 

We're just`'' finding -- 

MR. THOMPSON; Mak,.1g a finding 	4.1t  iv is allow- 

able under Chapter 138. 	you take no action, it's going 

to go right through anyway. You have to do something .  

CHAIRPERSON D'AGOSTINO; Without objection, 

Itom, 38. 

EXECUTIVE OPP CER NORTUR I" Item 3 Mt, Cha irmar 

will be addressed by Mr, Rnmp. 

MR,* RUMP: Item 38, is author a:tion to 	le 

disclaimer a d ;claimer, Essentially this is a diSclaimet ascertal ing 

that the State Lands Commission has 110 interest in the 

pro -rty. 0 

COMMISSIONER MORGANh Okay, 

COMMISSIONER ACKERMAN; Okay, 

CI A,IRPERSON D'AGOSTINO: item 39, 

EXECUTIVE OFFICER N6RTHROP: Chairman, Item 

39 is oft calendar. I'm sorry, 

'HAIRPERSON D'ACOSTINO: Item 40. 

EXECUTIVE OFFICER NORTHROP: Item 40 is the 

Marine Terminal Safety Ocogram, and Mr. lent Dedrick, who 

was the director oi our Termital 	gram, will make a 

r . 
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1 	presentation on this briefly. A.  

MR. DEDRICK: Ny name in Kent De r . National 

Safety Coordinator. 

4 I 	 You've just beeFigivet an enormous volume of 

5 material, and you 	don't have , td red 4t, The big 

6 1st one is the tiring manual that we pr6duced in coopera- 

7 tion with tne California Maritime Academy in order to train 

8 operators of Le /ftinals consistently across the board so 

9 that  we all know that=< -T.---o the terminal operators are 

1 	getting solid training in evety aspect. A lot of the 

11 terminals presently have existing training programs, but 

12 thicwseem to be spotty, Some el them appear to be very 

13 good, and others are a little short. So, we've set this 

14 up but, in cooperation with the Maritime Academy. 

15 
	

The Maritime Academy thinks this sort of training 

16 program will fly. It will be the first one in the United 

0 	17 States on a public  basis, so that any member of the,public 

Its 

(I 

18 	can go. 

19 	 I think if you do go look at tLit big, horrible 

20 thing, you knew, the manual you've been handed, you ,,ould 

21 probably just pick out the table of contents and just get 

22 an idea as to the depth of material that given. That 

23 was one of our tasks in this whole project. 

24 	 Another one is to inspe't a lot of terminals 

2$ that are under lease from the State Lands Commission and 
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see how they're operating 	Shat,,inspection prt ,.ss is 

still going on. It started last July. We've perhaps dine 

3 	about 150 inspectiols;,  by this time. 

4 	 Of course, after you start looking at a te7ainal 
rj 

5 time and time again, the terminal itself becomes kind of 

a known quantity, because you know every pipe and bolt 
If 

in the place. But, the ;hips coming iA 1.re different, 

8 and of course that's where a lot of thely tion 	, and 

where some (DI the more important probIbM van occur r  such 

10 as explosions 

11 	 I think in theAnterests of brevity, I can just 

12 wrap this up by teLling you what the other task was, and 

13 that deals with the standard operations manual. Now, what 

14 an operations manual is is not 	more than a document 

15 that is prepared oy the terminal firms that require them. 

m 
20 lease co enants. So, in order to see to it that these 

21 terminal manaeals, w4ch will be due next Januau for 

22 our leased areas, in order to see that there's some consiste 

23 in department coverage, w ve prepared these guidelines, 

24 and thks 	sr aii,r document i've given to you. 

ZS They have not been distributed yet. As soon as we can 

16 It says whatvwe're going to do 	the tfdnsfer of oil. 

17 Every time they transfer oil, they're going to .o through 

18 the procedures in the manual. Ti_:2"ejils a white official. 

19 document that requires the Coast Gu4rd to review these 
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get them distributed in enough quantity, why, they'll go 

out to all the terminals, 

3 	 Incidentally, in terms of deadlines of work 

4 going on, we now expect that tht training class, the Maritine 

5 Academy will be giving in September of this year for the 

 

 

6 ::first time. Thy want a little time to advertise it through 

7 all the maritime trades, and get a brochure out, and all - 

  

those matters. tl 

 

9 	 I think that more r 1Ss wraps up what I have 

10 	to tiny, except we're out of money. 

	

11 	 MR. EVERITT: 	fiegislolIon. 

	

12 	 MR. DBDRICR: Yes, legloiation. 

	

13 	 We're presently dealing with 23 terminals in 

14 the State of CaliEornia. Those are the ones on leased 

	

15 	lands. 

	

16 	 Now, there are a total of 58 of 60, depending 

- 7 on how you count the State totally, That means there are 

18 about 35 we're not looking at. Th2 most important are 

	

19 	the Port of Los Angeles, Port of Long )'each, Port of 
ti 

20 Richmond. 

	

21 	 With our program, I think we've hit an area 

 

 

0 
O 

C 

 

0 

22 that hasn't received much -attention in the past. That 

23 i., the terminals along the Carquinez Straits in San Francisc 

24 Bay, and also the offshore terminal in the Southern Caliiorn i.  

 

25 coast:: 
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Now, the legislative analyst', Le'd love us to 

2 	lave a nice, consistent program that covered everybody, 

took care of everybody. Unfortunately, well, We dont 

4 have that. 

Now, one thing We can do is spnnsor legiSation 

6 that would bring it' these other terminals, these other 

35 or so terminals. It could at least require that they 

prepare their operations manuals in accordance with these 

guidelines that we've prepared. Again, I think that would 

be a very helpful thing to do, and it w6Oldn't be too much 

of a burden on anybody, as you can see. 

. EY‘,UTIVE OFFICER NORTHROP: Thank you, Kent. 

As Kent-  has indicated, we verun out of budget 

funds to operate this program. The Legislature has indicate 

they would not renew the funding source. 

COMMISSIONER MORGAN: Have we finished our,work? 

, EXECUTIVE OFFICER NORTHROP: We have finished 

the work as far as the msnuals as far as the training 

Is concerned. However, I don't think, as long as there_!s 

to potential for a blowup because of not following these 

kinds of regulations, that I don't think our worlc!isi: 

finished. Some&ne has to pick the-work up from there. 

Lt's us or someone else. 

MR. EVERITTS: Something we have to add, though, 

we have just now, through_Ngotiations with the companies, 
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or not. 

t&-know whether they're following the lease terms 

I don't knovi what we're going to do. If they 

On the subcommittees. 10 	 EXECUTIVE OFFICER NORTHROP: 

11 The :esaurce agency supported, the Governor's Office 

•-• 

■ 	 .^. • 
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renegotiated terminal leases requiring this type of thing, 

requir;ing a manual, certain checkoff list. If we lest 

3 our :iinding, lost our program, therc's no way we're going 

say we don't have a program, wt),',  wasted our time messing 

around with those leases, I think. 

COMMISSIONER MORGAN: Have they already 

acted on this? 

12 supported it 	But. rho subcommittees on both sides indif,lated 

13 tinat -- Senator. Boatwright has 15 of the 23 terminals in 

14 his district, and he was 'not present at the subcommittee 

15 hearing when it wo4 discussed. So, it was acted on by 

16 Senator Briggs and Senator Presley, but SenatOr Boatwright 

17 didn't have any input. So right now, it's out on both 

18 	sides. 

19 	 COMMISSIONER MORGAN: What 11.ppened in the LA 

20 area? Wasn't there a spill recently? 

EXECUTt,VE OFFICER NORTHROP: There was a spill 

22 as of last Friday. 

23 	'-- 	MR. THOMPSON: Yes, it wads. I don't know what 

24 the size of it is. 

MR. EVER1TTS: it was around 	barrels, 

'•-.% 	11 5 

21 

25 



• 

25 

6,  

0” .  

' , 

pretty goad sized one Turr0 out it was mostly -- it was 
0 

in the terminal. Very few, approximatelY 50 barrels in 

the Water, sometiling like t-at. Their line parted in the 
, 
tank battery in the uplandk4ust while they wore transferrin 

They noticed it before 'they coUI -eatch it. \
\ 

 
\ 	co  

6 
	

'■) EXECUTIVE OFFICER NORTHROP: It waw,-1-68-;-01011-  
\ 	')\ 

gallons. rr 

COMMISSIONER MORGAN: Would your program have 

presented tht from happening? 

	

10 	 EVERITTS: A f611 program might very well 

have s  becaus0 with a lull program, wo would be inspecting 

that. We've \\w on doing makoshift with a )ery small program. 
“(( z  

\ 	 ,13 	 EXEUUTqE OFFICU NORTHROP: Starting at page 

14 257 and 8 in the calendar, it gives a sample of just one 

15 man's inspection. 

16 

20 there is no closed session. The agenda is complete as 

Car as staff is concerned. 

COMMISSIONER NORCAN: How come Sue's still here? 

13; Are,they coming back? 
Er 

CHAIRPERSON D'AGOST1NO: We stand adjourned. 

cThereupon this meeting before the 

Thank you very kindly. That was very informative. 

	

17 	 CHAIRPERSON D'AGOSTINO: Anything else on the 

18 agenda? 

	

:19 	 7 
EXECUTIVE OFFICER NORTHROP: The closed session, 
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State Lands Commisson Was adjourned 

at approximately 12:50 p.m.) 

---o0o--- 
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2 

EVELYN J. DUGGAN, a Shorta,,nd Reporter 

the, State cif California, do hereby certify: 

That 1'am a disinterested person herein; that 

6 the foregoing State' Lands Commission meeting was reported 

7 in shorthand by me, Evelyn J. Duggan, and thereafter trans 
- 

8 cried into typewriting. 

1 further certify that 1 ars,not of counsel or 

10 attorney for any of the parties to said hearing,_nor in 

11 	any way inte.,,esfjed in the olitcomo of said hearing. 

12 	 IN WITNESS WHEREOF, i have hereunto set my hand 

13 j this 	day of May, 1981. 
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