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PROCEEDINGS 

--o0o-- 

CHAIRMAN MC CARTHY: Welcome, ladies and 

gentlemen, to this meeting of the State Lands 

Commission. 

For everybody's knowledge, Items 15, 26, 29, 

and 30 are removed from the calendar. If anybody's 

here on those items, they will not be taken up today. 

Minutes of the last 0Jmmission meeting. Are 

there any corrections? 

MS. RASMUSSEN: Move. 

CHAIRMAN MC CARTHY: Moved, seconded. They 

are approved. 

Consent items are items 1 through 14. Does 

anyone wish to remove any of those items from the 

consent calendar? 

MS. ORDWAY: Moved. 

CHAIRMAN MC CARTHY: They're moved. Those 

recommendations are approved and noted. 

Item 15, 15 is off. We're on Item 16. 

EXECUTIVE OFFICER DEDRICK: Yes, Commissioners. 

This is our report to you of the final -- consideration of 

the final report on the Sacramento River marina study. 

The staff is recommending that the 

Coamission adopt the report and also give us authority 

PETERS SHORTHAND REPORTING CORPORATION 
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to go out and meet with local government and other people 

in the development of an implementation plan, which we 

would bring back to you within two months. 

The report has been at your direction 

distributed to the public. We've had a lot of comment, 

all of it favorable. We've had no nedative comments on 

the report, a lot of encouragement that the Commission 

should go forward with this. 

And now the question is how do you implement 

the recommendations of that report? Some of these 

recommendations clearly relate to other appropriate 

jurisdictions -- local governments, some Federal, and 

other State agencies, such as the Water Quality Control 

Board. 

So, what staff would like to do is meet with 

all those agencies and develop an implementation plan 

tat would ac'.ress appropriately the other levels of 

government's responsibilities and come back to you with 

knowledge or a recommendation as to how to go forward 

with it. 

We recommend also that we speak directly from 

the Commission to the leaders in local government as to 

the goals that the Commission has in carrying ou.1 this 

plan. 

And thaVs where we're at. And as ran as I 
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know, we haven° commenting people on this issue today. 

Do we? I don't see anybody. 

CHAIRMAN MC CARTHY: Any questions from 

members of the Commission? Any comments from anybody 

else in the audience? 

MS. ORDWAY: This motion, I believe, is to 

allow for a two-month period in which staff will work 

with other agencies prom Federal, State, and local 

governments? 

EXECUTIVE OFFICER DEDRICK: And bring back to 

you -- 

MS. ORDWAY: And then come back to us in 

November probably? 

EXECUTIVE OFFICER DEDRICK: Yes. And the 

relevant thing that I failed to mention is that the 

moratorium on construction we recommend to stay in effect 

during that period_ 

MS. ORDWAY: During that 60-day period. 

EXECUTIVE OFFICER UBDRICK: We recommend 

that you do not lift the moratorium at this stage. 

MS. ORDWAY: Motion. 

CHAIRMN MC CARTHY: There's a motion. 

Approved as requested. 17. 

EXECUTIVE OFFICER DEDRICK: -  17 is a request 

for approval of a staff report on the Commission's 
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4 

1 	Maintenance Dredging Policies. 

2 	 In the past, we have had a process of 

3 	charging for dredging separate from -- issuing permits 

4 	for dredging separate from leases. There have been a 

good many complaints from various lessees that the 

process is inefficient. And we had people having to go 

both to Los Angeles, to Long Beach, and to Sacramento to 

get their permits. It was inefficient. 

We have about a two-year study by the staff 

working with the people who were involved in the -- both 

the marinas and the dredging business. And the result 

is the report before you which, to our knowledge, has 

very strong support. 

Ellen Johnck, who is the Executive Director 

of the Bay Planning Coalition is here and has asked for 

time to speak. And I recommend you hear her. I'm sure 

you would anyway. 

CHAIRMAN MC CARTHY: Have you finished your 

report? 

EXECUTIVE OFFICER DEDRICK: Yes, uAless you 

want more details. I'll be happy to give it to 1..)u, but 

it is in the report. 

CHAIRMAN MC CARTHY: Any questions from the 

members of the Commission? We have a request from 

Ellen Johnck, the Executive Director of the Bay Planning 
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Coalition to be heard on this item. 

Would you like to step forward, please. 

MS, JOHNCK: Good morning. I guess this is 

on (speaking of microphone), right? 

Yes. It's a pleasure to be here this 

morning. And I will be brief. 

I'm Executive Director of a nonprofit 

association called the Bay Planning Coalition. We 

represent approximately 200 business concerns and local 

government entities in San Francisco Bay and along the 

shore line. Our basin purpose is to ensure that a 

fair reaenable, predictable, and expeditious permit and 

planning process occurs. 

About two years ago, we approached your 

staff with a request to look at your specific policy-„ 

charging royalties on spoils dredged for navigational 

purposes in San Francisco Bay. 

Our basic concerns -- representing a good 

deal of the marina owners and dredging industry in tie 

Bay -- was that this charge was an unreasonable and an 

unnecessary burden on dredgers. 

Basically, we felt that the spoils ere mud, 

have little intrinsic value, even for fill. And se, your 

staff very graciously agreed to look at this. And in the 

course of looking at that particular policy, began a 
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study to look at all your permitting procedures for 

maintenance dredging. And we were quite pleased to 

see a very conscientious effort developed which resulted 

in the recommendations that you have before you today. 

So, I'm here first of all to support the 

recommendations as they have come out of this study. I 

do have two additional requests. Since Our original 

concern was on the royalty chatge -- and we are pleased 

to see that it will be waived on the condition that those 

spoils should be placed in an authorized Army Corps of 

Engineers' disposal site. 

But it is my understandina that as --

hopefully you will adopt this policy, but that current 

permittees will have to come in and immeAiately renegotiate 

their leases and their contracts to rc five the 

benefits of this royalty charge waiver. We think 

that's kind of an extra burtien and a hassle that 

permittees would have to go through. And so, we're 

asking you if you would consider stipulating something 

like a blanket order, that per the adoption of these 

policies, including the waiver charge, that the waiver 

charge is hereby dropped from all current leases and that 

permittees would -- instead of having to all come up here 

immediately tomorrow or whatever to renegotiate their 

leases, that they renegotiate them at the time that they 
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come up for renewal. That is one request. 

The second request is -- is that there are --

and tifts api,ies to perhaps only one or two people. Two--

one marina owner put money, royalty charge money, in 

escrow pending the outcome of the study and pending the 

approval of a waiver of the royalty charge. And we 

would request that the State Lands Commission adhere to 

those escrow instructions which essentially state that 

if the State Lands Commission adopts the policy with the 

royalty charge waiver, that the money is, in fact, 

returned to the permittee. 

I think that only affects one person, and 

that person I think will be on a subst -,Lent agenda at one 

of your monthly meetings. 

Tank you. 

CHAIRMAN MC CARTHY: Are you going to 

respond? 

3XECUTIVE OFFICER DEDRICK: Yes. Mr. Chairman 

we understanc where Ellen and her people are coming 

from and, of course, sympathize. I think, however, the 

assumption that all o," this has to happen tomorrow is 

really not founded. What we would propose to do would be 

to put together an implementation plan, which is not going 

to take any time at all. We're just talking about it 

now. 
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It's just a matter of our contacting the 

2 	individual lessees, of which there are about 50 as I 

A 	recall, and letting them know that they have the option 

to modify their leases. 

In other respects, the regulations are 

prospective. In regard to the one lessee who is, in 

fact -- does, in fact, have money in an escrow account, 

that money -- I think we need to get back to you with a 

report on that specific ease. 

The legal couhsel has advised me earlier --

and Bob could not be here right now, so Rick may be 

picking up pieces, but -- that we couldn't really take -- 

you could not really take that action today anyway 

because that action was not noticed. The dredging report 

recommendations are the only actions truly noticed. 

However, I do want to assure you that we are 

acting expeditiously in this and will be back to you very 

shortly with a proposal that will take care of Ms. Johnck's 

concerns. 

MS. ORDWAY: Mr. Chairman? Would it be 

possible.to have a report on both of those items at the 

October meeting? 

EXECUTIVE OFFICER DEDRICK: Yes. Certainly. 

No problem. 

CHAIRMAN MC CARTHY: So, you're indicating, 
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Ms. Dedrick, that we are going to act on this promptly 

and remove any clouds? 

EXECUTIVE OFFICER DEDRICK: Yes. Now, the 

one question I have now that Bob is back -- Bob, we're 

on the dredging report -- is can we -- now, if the 

Commission adopts these policy changes today, can we go 

forward in implementing them or do we need, to go through 

say, for example, the OAL process first? I never was 

quite clear as to what that -- we usually just do thingb, 

don't we? 

MR. HIGHT: Yes. It's my belief that 

all that is necessary is the adoption today, and this is 

not an item that falls within OAL purview. 

EXECUTIVE OFFICER DEDRICK: That's fine. So 

we can then get back to you on the October meeting to 

tell you and have input from the concerned people as to 

how to go about this. I don't really see it as a 

complex process. 

CHAIRMAN MC CARTHY: All right. Any other 

questions? 

MS. JOHNCK: None. I just wanted to add my 

thanks to the staff, particularly Jim Trout and Lisa 

Beutler, 	both of whom have been very devoted to this 

cause. And we've worked very closely together and 

we're going to be happy to continue to facilitate and 
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cool_erate With you in th* Lop 	tSti,M o 

policies. Thank you. 

CHAIRMAN MC CARTHY: Any questions? 

EXECUTIVE OFFICER DEDRICt; We appreciate 

the support of the lessees and the interested people. 

They were very- very helpful in helping us develop this 

policy change. Thank you. 

CHAIRMAN MC CARTHY: With that mutual 

applause thundering in our earl, we'll accept the 

recommendations on Item No. 17. 

No. 18? 

EXECUTIVE OFFICER DEDRICK: No. 18 is an 

approval and consent to a recordLtion of a resubdivision 

on three leasehold pL cels held by the State in the City 

of Burlingame. 

MS. ORDWAY: Motion. 

CHAIRMAN MC CARTHY: Without any questions, 

accept the recommendation. 

Item 19? 

EXECUTIVE OFFICER DEDRICK: No. 19 is an 

authorization with you acting both as the State Lands 

Commission and as School Land Bank Trustees to sell 

and issue a patent to the Department of Interior for 

five and a half acres of a road in San Bernardino County. 

The money frpm that will go to the Land Bank Trust, 
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School Land Bank Trlst. 

MS. ORDWAY: Motion. 

CHAIRMAN MC CARTHY: Any auestion47 

Reconmendation accepted. 20? 

EXECUTIVE OFFICER DBDRICX: No. 20 is an 

authorization to submit an application to the Secretary 

of the Interior to acquire a couple of acres of ocean 

front land at Port Hueneme to allow access to the La 

Jenelle wreck, which is a fishing pier. 

MS. ORDWAY: Motion. 

CHAIRMAN MC CAETWY: i 	 diem ion? 

nzcommendation is accepted. 

No. 21? 

EXECUTIVE OFFICER DWOM/CE: No. 21 la a 

consideration of a proposal Of Long beech Oil hOyalty 

Owners to -- for implementation of Elder's bill, AS 2568. 

I'd like to ask Mr. Trout to give you a 

brief report. There are people here, as you know, who 

wish to speak to this issue. And if we could go forward 

with Mr. Trout first, if that's acceptable to the 

Commission? 

CHAIRMAN MC CARTHY: Mr. Trout? 

MR. TROUT: Mr. Chairman, Jane has handed out 

to you a chart which shows the area assignments or the 

distribution of interest within the Long Beach Unit. This 
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is just for your information that shows that as time goes 

on and information is collected, the amount of interest 

within the lands contained in the Long Beach Unit has 

varied back and forth. - 

And everytime an adjustment 	made, that 

party which has been overpaid then pays back to the Unit 

for distribution to the rest of the members the overpay-

ment. 

What we have before us now in a question of 

how the overpayments to the Townlot people are to be paid 

back to the State and to the Unit. 

The present statute and agreement provides 

that these revenues shall be paid out of future flow 

revenues at not more than 50 percent. This has 

presented a hardship to some of the royalty owners. And 

as a result, Assemblyman Elder carried a bill which would 

allow, subject to certain conditions, the payback to be 

reduced from 50 percent of future royalties to 10 percent 

of future royalties, which makes the payback a longer 

period of time. 

The State Lands Commission is involved in 

this in whether or not it should be approved and whether 

it's in the best interest of the State. 

The royalty owners have suggested a payback 

proVision which in effect would require changing of the 
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current procedures to allow for the 10 percent --

reduction from the 5J percent to 10 percent. 

The p_oblem really before us is how that's 

going to be paid for. It requires a reprogramming of 

computer data and a change in the way in which the Unit 

and its operators and the varinus royalty and working 

interest owners are dealing with each other. 

The oil companies have said in the most part 

that they are willing to make the adjustment if the 

State Lands Commission decided to approve it, but they 

are not willing t; absorb any of the costs of making that 

adjustment, any of the costs of reprogramming the 

computers and what not. 

The proposal before you from the Long Aeacl. 

Royalty Owners Association is for those costs to be 

Unit expense. In other words, that the information would 

be supplied to the Unit operators, which is the City of 

Long Beach, and then implemented at their request by the 

Unit contractor, the THUMS-Long Beach Company. 

THUMB has indicated to the city that the 

cost of implementing is significant. The calendar item 

that you nnw have before you is slightly changed from the 

one that was mailed out, in that we had erroneously put 

THUMB in the place of the Unit operator and left out the 

city. It's a minor technical change, but it does rrovide 
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that the information on the Royalty Interest Owners 

would be provided to the City of Long Beach as the Unit 

Operator and implemented at their discretion by the 

contractor, THUMS. 

The second handout I rave you gives you some 

idea of what was required. The payback on the seventh 

interim area assignment, which is the current one we're 

talking about, is twenty-seven and a half million dollars. 

The payback of other than oil companies --

Assemblyman Elder's bill does not allow the producing oil 

companies to have the benefit of the delayed payback --

is $3.1 million. And we're talking about approximately 

12,400 royalty interest owners, of which about 8,000 

have royalty agreements with Arco and another 3,000 with 

Chevron. These are very round numbers. And the balance 

with a number of other companies. 

We feel two things about the Townlot 

Opera'--.ors -- Royalty Interest Owners' proposal. One is 

it -- because of the State's high percentage net profit 

interest in the Unit, if it were Unit expense, the State 

would pick up a majority, approximately 82 percent of the 

cost of implementing based on THUMS' estimate for 

implc...inting the change. 

The other thing is that we fi-7.d nothing in 

the statute, Mr. Elder's bill, or in the prior legislation 

 

   

• 

• 

  

   

• 

   

     

   

PETERS SHORTHAND REPORTING'SORPORATION 
3336 BRADSHAW ROAD SUITE 240 

-S.-:7-1AMENTO. CALIFORNIA 99827 

TELEPHONE (916) 3622345 

 



    

15 

 

• 
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

18 

17 

18 

19 

20 

21 

22 

23 

24 

25 

that seems to give any authority for the Commission to 

encumber -- basically to reduce State revenues by this 

amount of mono=. We also believe that it would require 

a change in the operating agreement. I believe that the 

opinion that VrTa exprasaed is unanimously agreed to by 

the City Attorney's Office in Long Beach and by our 

staff counsel and by the Office of the Attorney General. 

I know that the Townlot people would like to 

speak to you. Alan Hager from the Atto=ney General's 

Office is here to give you their evaluation of it. It's 

a very difficult situation. And we have worked with the 

people. fe have a lot of sympathy for their position. 

But we're not sure that the proposal currently before 

you is one that we could recommend. 

CHAIRMAN MC CARTHY: Questions? Let me try 

to understand, How did we get to this point? 

MR. TROUT: Well, we got to this point in a 

ceiple of ways. As the interim area assignments were 

adopted, the oil companies had to implement them. The 

last couple o assignments went to arbitration. There was 

an arbitrator's decision. And they were implemented. 

The last area assignment was implemented, but 

there was some delay on the part of at least one of the 

companies in implementing it. So, 'whoa they did,after 

six or seven months, start getting the payback out of the 

 

  

• 

• 

• 

• 

• 

• 

• 

• 

 

      

      

• 

 

PETERS SHORTHANO REPORTING CORPORATION 
3326 3RADSHAW ROAD SUITE 240 
SACRAMENTO CALIFORNIA 95021 

TELEPHONE IBM 362.2345 

 



16 

current revenues for the Townlot people, they not only 

took the authorized 50 percent, but they took additional 

funds to recover the money they should have been taking 

out the prior six )r seven months. 

In addition, the price of oil dropped at the 

same time from roughly $20 to somewhere in the. 

neighborhood of eight to ten dollars. So, as a result of 

the 50 percent payback, the recovery of previously not 

taken payback amounts, and tka drop in oil prices, 

there has been a significant reduction in the amount of 

the royalty checks that the royalty owners have received. 

EXECUTIVE OFFICER DEDRICK: Moose would like 

to speak to some aspects of this. 

MR. THOMPSON: You asked where this started. 

This stared in 1964 when the Legislature of the State 

of California passed Chapter 138. As part of that, they 

had this equity adjustment co,cept that would go back and 

be adjusted periodically and would be retroactive. 

And so that's the genesis of all this. This 

is merely doing what that bill said. 

CHAIRMAN MC CARTHY: I'm just trying to find 

out whether or not any of the parties that are 

participating here were culpable in any way in 

contributing to the position that the royalty interest 

owners now find themselves in; how muc, were they 
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responsible for creating this situation themselves? How 

much was the oil company who delayed figuring out what 

the calculations should be -- I think you said for six 

months -- what did each contribute here to this dilemma? 

MR. TFOMPSON: Governor, this is something 

that, as additional data came out because in tl-e past 

the Townlot at one time had their share increased, and 

there's been an adjustment now and it's going the other 

ways. It's gone both ways. As additional information was 

gained, these equities were xecalculated. So, it's gone 

both ways. And there's no fault by any party. It's just 

development of additional information. I don't think 

anybody has questioned -- 

CHAIRMAN MC CARTHY: I appreciate the process 

where the adjustments can go up or down depending upon the 

profitability of the sale of oil. 

MR. THOMPSON: No. Lots of times on the data 

that's available, as you're getting additional data, 

then how this equity is split. 

EXECUTIVE OFFICER DEDRICK: Percentage doesn't 

change. Just the dollar price changes when the price of 

oil changes. 

MR. THOMPSON: But actually, in th, formula 

you go back and talk about $3.00 oil, because it's all 

referenced back to that differential in the actual equity 
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participation formula 

CHAIRMAN MC CARTH/: Go ahead, now that it's 

so clear. Go ahead. 

(Laughter.I 

EXECUTIVE OFFICER DEDRICR: Mr. Chairs n, 

because -- as demonstrated so ably, it's not clear at all. 

And i think that's one of the problems, is that for 

people who 7ive a normal life, the esoteric calculations 

of the Unit agreement are pretty esoteric, and I think 

that in terms of real culpability, there really isn't 

anybody really guilty. 

There's been some nonsense in the question of 

one of the oil companies increasing the impact by 

delaying charging for a change that has caused a lot of 

pain that didn't need to occur. 

But the adjustments art both legal and 

actually required. And if the city did not act consistent 

with Chapter 138, they would be violating their public 

duty. I'm sure you understand. The price of oil dropping 

at the same time obviously contributed to a very 

substantial impact on individual royalty owners. 

The hardship is a genuine hardship. The 

solution is not at all apparent. I mean it's just a very, 

very difficult solution. 

In regard to the proposal that's before you 
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today, I think we have a clear legal opinion that we 

cannot -- that you do not have the authority under the 

existing statutes to do what youcve been asked to do. 

And that had you that authority, it would be a serious 

problem in the adjustment of the Unit agreement which 

would take the agreement of the oil companies who are 

the majority working interest owners. 

I can only suggest that we have made 

recommendations to you in this report that we continue to 

cooperate as much as we can and try to find other 

alternatives to the problem. But the problem really 

remains one of the nature of the oil business, the nature 

of Unit agreements, and the nature of Chapter 138. 

CHAIRMAN MC CARTHY: Any questions from the 

Commissioners so far? 

MS. RASMUSSEN: I have one. 

CHAIRMAN MC CARTHY: Yes. 

MS. RASMUSSEN: Clear up -- a point of 

clarification. I'm a little confused about the dual role 

of the oil companies. It seems to me to be inconsi8tent 

that the oil companies can be a royalty interest owner 

with an interest in the royalties and how muc.h they are 

and at the same time responsible for the implementation 

of the payback. And I understand how that happened, but 

I don't have an answer as to how that could be corrected. 
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1 
	 But it just seems to Ile to be an awfully 

2 
	difficult question. And maybe it's the basis of the whole 

3 
	problem here. 

4 
	 MR. THOMPSON: I think in the case where an 

5 
	oil company is a royalty holder, that would be on a 

6 
	parcel in which another working interest owner has a 

7 
	mineral interest. Because basically, if you have a 

	

8 
	royalty and you also have a working interest, that's just 

	

9 
	part of the working interest share. 

	

10 
	 It's only if you were in someone else's 

	

11 
	parcel that you had a royalty interest. 

	

12 
	 MS. RASMUSSEN: But you, would -- I think that 

	

13 
	they would still have interest in what occurred on the 

	

14 
	Townlots. 

	

15 
	 MR. THGAIION: But this specifically says 

	

16 
	that if you were an oil company, that you could not get 

	

17 
	advantage of this particular bill, only nonoil companies - 

	

18 
	 CHAIRMAN MC CARTHY: That's the 1964 law? 

	

19 
	 MR. THOMPSON: No. 

	

20 
	 EXECUTIVE OFFICER DEDRICK: No. 

	

21 
	 MR. THOMPSON: The Elder bill. The Elder 

	

22 
	bill is specific to help only royalty owners or nonoil 

	

23 
	companies working interest owners. 

	

24 
	 . EXECUTIVE OFFICER DEDRICK: What may not have 

	

25 
	been clear to vm cCormissioners, last year Assemblyman 
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Elder carried tha bill that we're talking about trying to 

implement. And it really was not an easy bill for him to 

get through. But the Commission did not -- you know, 

did support the legislation and tried to help it become 

something that would work, 

But it came up with the conclusion that the 

structure of the thing is such that it takes the 

cooperation of the oil companies to get any result and 

that cooperation, as Mr. Trout told you, was limited to 

saying, "It's a nice * -S,ea, but we're not going to pick 

up any of the dollars that are involved." And that's 

rea!ly -- so, we're down to where does the money cone 

from and you have no statutory authority to spend it 

if you decided that it was in the State's interest to 

spend that money. 

And that is one cf the findings you have to 

make in reducing the payback percentage. You must make 

a finding that your actions wood be in the best 

interest of the State. 

CHAIRMAN MC CARTHY: We're talking about 

reducing the number of dollars that would be paid back 

ultimately, or -- 

EXECUTIVE OFFICER DEDRICX: ±o. 

CHAIRMAN MC CARTHY: -- are we talking about 

increasing the span of time in which to pay back? 
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EXECUTIVE OFFICER DEDRICK: The latter. 

MR. TROUT: Just reducing it from 

50 percent to some number which could be as low as 10 

percent. 

Mc) second problem whih we would get into, 

if we could overcome the first one, would be whether or 

not there's sufficient time at the level of payback 

proposed to make sure that all the money is paid back. 

Ten percent might take some of them beyond 

the economic payback, an maybe ten percent isn't the right 

number. But that's -- we're not at that point ye. 

MR. THOMPSON: For example, if you took a 

certain payback period out at 50 percent and go to 10 

percent, you also are going to have a five-time-plus 

expenditure of the period of time to pay that back. 

CHAIRMAN MC CARTHY: Okay. Anything else 

from staff before we hear -- 

EXECUTIVE OFFICER DEDRICK: No, unless you 

ask questions. 

CHAIRMAN MC CARTHY: We have two witnesses to 

hear from. One is Rose Buchholz and the other is 

Robert Austin. 

Ms. Buchholz is the president of the Long 

Beach Royalty Owners- And Mr. Austin is the attorney for 

the same group. Why don't you tell us what order you woul 

• 
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like to make your presentation. 

 

 

MS. BUCHHOLZ: I think Mr. Austin will speak 

 

first. 

 

 

MR. AUSTIN: My name is Robert G. Austin. 

I'm legal counsel for the Lor, Beach -- 

MS, ORDWAY: Could you move just a little bit 

closer to that mike, please? 

MR. TROUT: Right up to -- 

MR. AUSTIN: Rioht up to it. It's a little 

bit out of my past experience speaking before a 

microphone such as this, but I'll do the best I can. 

As I was saying, my name is Robert G. Austin. 

I'm legal counsel for the Long Beach Oil Royalty -- 

Oil Royalty Interest Owaers Association. 

And I would like to make some comments on 

a problem we have 	had. And I think I would like to 

organize my thoughts in three principal areas. I think 

to get a better perspective of the Elder bill and what it 

was intended to do and why the Elder bill came into being, 

1= think we have to go into the background of the Elder 

bill. 

Secondly, I want to go into the matter of 

costs. And thirdly, I'd like to go into the area of 

whether or not the Unit agreement requires amending. 

I think we've got -to go back much further 
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1 	than the history of the Elder bill and why it was 

• 2 	carried by Assemblyman Elder. This problem came about -- 

3 	came into being w:en we had the sixth interim area 

4 	assignment. The sixth interim area assignment was adopted 

• 5 	by the equity committee of the Long Beach Unit and it 
was forced upon all the participants, principally by the 

State. 

And it was irreorporated with some rather 

suspect engineering theories. The State, realizing that 

they had two out of three votes, could run the show. 

Chapter 138 gives the State its vote on the equity 

committee, plus it gives ---Uaem the right to direct the 

city vote as trustee on the equity committee, and 

there's one other vote on the equity committee. So 

when you control two votes out of three, you're running 

the show. 

When the sixth interim area assignment was 

adopted and because that is based on some rather suspect 

engineering theories which currently are in arbitration 

at the present time, that triggered the operation of 

Section 5.4 of the Unit agreement. 

5.4 of the Unit a:7reement -- well, to back-

track, I guess I might as well say it, although I don't 

think I need to say it -- the sixth interim area assignment 

res-6.ted in a shifting of Unit participation share from 
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the Towniot area to the offshore area. And that's 

demonstrated in the handout that the Statejust gave. 

You'll note that the sixth interim area 

assignment, there was a substantial reduction in the 

Towniot participation share. So, that triggered Section 

5.4 of the Unit agreement. 5.4 of the Unit agreement 

requires or provides for a payback of prior overallocation 

of crude oil. 

Now, this adjustment period on every 

interim area assignment, the adjustment period goes back 

to year one; that is, 1965. And 5.4 further provides 

that -- for paying back any adjustment for overallocation, 

es to be paid out of current revenues or cuz.rent 

production up to 50 percent or 50 percent would be the 

payback percentage. 

You can see the impact that that would 

have on the owners of Townlots. The impact has been 

drastic. It has been compounded by the drop in the price 

of crude oil. 

Now, Assemblyman Eldar, when he carried 

2568, intended it for some relief to the Townlot owners, 

Townlot royalty interest owners. And the Townlot royalty 

interest owners,not only just individuals -- there's 

common people -- but we also are talking about schools. 

We rre talking about churclhes. Everybody in the Towniot 
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area that had a royalty interest was drastically impacted 

-by the shifting of equity participation shares as a result 

of the sixth interim area assignment. 

The Legislature in adopting AS 2558, intended 
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• 

• 

 

to afford a rceasure of relief to these Townlot owners. 

I think that intent is clear. So, what we are concerned 

with here in this matter or in this proposal, we are 

concerned with how do we handle this payback adjustment 

as provided in Section 5.4 of the Unit agreement. 

We're not talking about the calculation of 

royalties between a lessor and a lessee.-- We're talking 

about the Unit agreement and the triggering of Section 

5.4 of that agreement. 

The provision in that section dealing with 

the payback -- retroacAve payback for overallocation -- 

prior overallocation, that's the issue here. 

It is a section which deals with -- or a 

section in the Urit aoreement which deals with ege 

providing for paying back for prior overallocation. 

Now the Elder bill was intended to provide 

 

• 

 

  

• 

 

another pl:ocedure for this payback adjustment. It 

gave the Lands Commission the sole discretion asto 

whether or not that payback perce-_tage should be 50 

percent as provided in Section 5.4, or whether it can be 

as low as 10 percent or somewhere in between. 
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That is addressed to the sound discretion of 

this Commission. If the Commission is inclined to 

provide relief as authorized by the Elder bill, then 

they must make a further finding that any relief provided 

is not going to inure to the benefit of a producing 

oil company. If it inures to the benefit'of royalty 

interest owners or to a working interest owner who is not 

a producing oil company (sic). Offhand, I would say 

probably -- although I don't know as a matter of fact -- 

like the Long Beach Unified School District I understand 

receives -- has oil interests. I don't know if they are 

a working interest owner who would -- obviously they 

would not be a producing oil company and would receive 

the benefit of any relief granted by this Commission --

or whether they are just a royalty interest owner. 'Mat 

I do not know. 

But I assume that that language was put 

;4nto the bill to cover those entitieg or those individuals 

who would be a working interest owner rather than a 

royalty interest owner, but who were not a producing oil 

company. 

Now, since this Fction or this problem arises 

under 5.4 of the Unit agreement as a result of an interim 

area assignment, I would submit that it's just as much a 

part of the unit operations as the interim area assignment 

• 

• 

• 



itself. 

In the Unit agreement, Unit expenses are 

defined in Section 5 -- 1.52 and subsection -- or 

subdivision (1), small (i), in that section I submit 

is sufficiently broad to cover the Cost of implementation 

of AB 2568. 

It is an omnibus provision dealing with 

Unit- expense. And it refers to all other costs and 

Unit operations. And I would submit if this is something 

which arises as a result of an interim area assignment, 

and there's no question but what an interim area assign-

ment would be part and parcel of Unit operations, then 

this of necessity I think would have to be considered a 

Unit expense, the cost of implementing AB 2568. 

So, the numbers which have been submitted --

I must submit I'm not a computer programmer axmlyst; 

have no first-hand information as to the Cost. But they 

seem extremely high to me. I cannot understand -- once 

you've got the program in place -- why it's going to cost 

$43,000 a month to make these determinations each month. 

And a/so, there has to-be, under the Unit 

agreement, a final area assignment in 1990. This is 

1586, almost 1987. So, you're nt;t-4oing to have very 

many more interim area assignments. And the relief 

provided by Elder's bill is relief which can be given upon 
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every interim area assignment. 

Secondly, the costs are going to be borne 

proportionately according to the Unit participation 

share -- the working interest cmners and their Unit 

participation snare, whatever it may be, will bear their 

proportionate costs of the cost of implementing tais 

bill. 

The Townlot area will bear their -- whatever 

their Unit participation share -- they'll bear that 

portion of the cost. -In other words, not one party is 

going to bear the entire cost. It's going to be borne 

proportionately according to the Unit participation shares 

just as the gross revenue or the net revenues are divided 

according to Unit partickpation share. 

Nobody is getting the benefit or advantage 

over the other. You share -- you bear the cost according 

to your Unit participation share. So, you bear your 

proportionate slier?. of the costs involved, 

So, in view of the broad wording of the 

omnibus claue in the definition of Unit expense a set 

forth in Section 5 -- 1.52 sub (i), I would submit that 

thiS -falls within that definition of Unit expense and 

would properly be considered and handled as a Unit cost. 

• 
1 

• 

24 	 Now, getting into the matter of whether the 

25 	Unit agreement requires amenairtg. I would submit that it 
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does not. And I know that there's a difference of 

opinion. Anytime you gdt a group of lawyers together 

you're going to have a difference of opinion. That's 

just the..-I nature of the game so to speak. 

But I'd like to give you my reasons why 'I 

believe that the Unit agreement does not require amending. 

First of all, you've uot to keep in mind that AB 2568 

amends Chapter 138. That is absolutely clear. In fact, 

it adds Section 6.1 to Chapter 138. 

The Unit documents in Chapter 138 are 

integrated. In feet, you'll find language through the 

Unit documents staring that in the event of conflict, 

the provisions of Chapter 138 are to govern. In other 

words, Chapter 138 is what is to control. If there's any 

dispute as to what the Unit agreement provides or means, 

Chapter 138 controls. 

The Unit -- the administration of the Unit 

is to be consistent with the terms and provisions of 

Chapter 138. Now, -in the Unit agreement, there is a 

Section 18.8 which deals with reformation. That section 

in substance says that where you've got a conflict in 

the provisions of the Unit agreement and Chapter 138, the 

Unit agreement is deemed to be amenable to reformation 

so az to eliminate those portions found to be in 

contravention of Chapter 138.. 
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So, Elder's bill does provide for a procedure 

that is not consistent with Section 5.4 of the Unit 

agreemert. Under 18.8, I would submit that 5.4 could 

be reformed so as to be consistent with AB 2568. It 

doesn't require amending so that you have to have 

unanimous agreement between all parties that this section 

should be amended. 

It merely requires by its own wording, which 

everybody has agreed to in advance, that if there is a 

conflict with Chapter 138, the document can be amended or 

reformed. I wont say amended. The Unit agreement can 

oe reformed so as to make it consistent with Chapter 138. 

And I would submit that in order to make the 

relief intended by the legislation a reality, that this 

Commission could go ahead and grant the relief. Whether 

it's reduce to 10 percent or someplace between 10 and 50, 

I cannot say. But that's addressed to the sound 

discretion of the Commission. 

CHAIRMAN MC CARTHY: Mr.,Austin, may I ask 

you one or two questions? 

MP, AtMIN: Yes. 

CHAIRMAN MC CARTHY: What kind of relief? 

23 	Reduce it to dollars for me. What kind of relief are 

24 	you asking be granted here? What number of dollars? 

25 	 MR. AUSTIN: Well, I can't state it in terms 
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of doJars because the price of oil changes -- 

CHAIRMAN MC CARTEY: Well, with what 

information we have right now, and what's projected for 

the next couple of years, why don't you -- I'm sure you've 

thought a lot about this. What kind of relief are we 

talking about? 

MR. AUSTINi Well, I really can't say, because 

I haven't tried to evaluate it in dollars and cents. 

CHAIRMAN MC CARTHY: What the Legislature had 

in mind in considering the Elder legislation, you indicate 

the Legislature wanted to give relief. What were they 

talking about? Was it a million dollars or $10 million, 

or some very small sum? What do you think they had L1 

mind? 

MR, AUSTIN: Well, I can't answer that, 

because for one thing, you've got different royalty 

and different percentages. One lease that had a calling 

for royalty of say one-sixth; the recipient of that 

royalty would be probably -- could expect more than some 

royalty 

21 	 CHAIRMAN MC URTHY: I'm thinking of an 

22 	aggregate figure that affects all of the people that are 

23 	deeply concerned about this issue. What do you think 

24 	that adds up to? Do you have any idea? 

25 	 MR. AUSTIN: I have no information or idea. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

PETERS SHORTHAND REPORTING CORPORATION 
3336 BRADSHAW ROAD. SUITE 240 

CACRANIENTO. CAUFORNIA 96827 

TEWN4ONE (916) 362-2345 



33 

	

1 
	

MS_ BUCHHOLZ: Can I speak? 

	

2 
	 MR. AUSTIN: But Miss Buccholz is here and 

	

3 
	apparently could respond to that. 

	

4 
	 CHAIRMAN MC CARTHY: Okay. Hiss Buccholz? 

	

5 
	Would you like to address the Commission: 

	

6 
	 MS- BUCHHOLZ: When Mr. Putnam and I started 

	

7 
	this company , we really started it to help the poor 

	

a 
	people in Long Beach. And we have a lot of elderly people 

	

9 
	that are depending to supplement their inconw. with what 

	

10 
	they receive from the oil. That's why we stinted it. 

	

11 
	 When they deducted 50 *WztInt without any 

	

12 
	notice to us whatsoever, people that were getting a 

	

13 
	hundred dollars a month -- which doesn't sound like much 

	

14 
	to you people I  suppose, but it helps elderly people when 

	

15 
	they need it -- 

	

16 
	 CHAIRMAN MC CARTHY: Sure. 

	

17 
	 MS. BUCHHOLZ: -- for refit and health, 

	

18 
	medicine, and so forth. They would be getting 50 percent; 

	

19 
	from that, they took off the cost of operation, which 

	

20 
	left them st4etimes less than $25 or $15. Some companies 

	

21 
	will not write a check unless it's over $15. And I 

	

22 
	notice one company wrote a letter to me last week and 

	

23 
	e7id that their deadline was $25. Anything under $25 

	

24 	there was no checs written, 

	

25 	 SO, :t left - mdreds 	and I think I'a safe 
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1 	in saying -- thousands of Long Beach people that don't 

2 	get any kind of payment at all ever since this, deduction 

3 	came in. 

4 	 CHAIRMAN MC CARTHY: Which oil company was 

41 	5 	it that wrote aad said that they 'OoVidn't write any 

6 	checks for under $R5? 

7 	 MS. BUCHHOLZ: It was Ardo. 

CHAIRMAN MC CARTHY: All right. 

MR. TROUT: Mr, Chairma_let me interrupt 

you for a minute if I may. Our understanding of the 

relief was that it did not reduce the amount of the 

payback. All it did was extend the period of payoack 

so that instead of paying it off in two years, it would 

be paid off in ten years, which would be reducing the 

amount that would be taken out of their checks. 

MS. BUCHHOLZ: That's right. 

CHAIRMAN MC -CARTHY: Well, I was just trying 

to find out if that's what Mr, ALstin also had in mind -- 

MS. BUCHHOLZ: We were trying money -- 

CHAIRMAN MC CARTHY: -- in granting relief. 

I didn't understand hint to imply that he was just talking 

about delayed payments. 

MR. AUST7N: No, it's just reducing the 

percentage of paybacks so to give it a lcager period 

time to pay it Lack that: currently provided. 
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MS, BUCHHOLZ: We were trying to put enough 

money in there, back in the hands of the people that need 

it so that they could stay in their home..' or whatever 

they were used to living with with what they were getting 

from oil and have a longer time to pay it. 

I get calls every day, and every day asking 

when is this bill going ,through, when we're going to get 

some money back. They're frustrated. This has been a, 

long year to wait for some relief. And it was an 

emergency measure. 

MR. AUSTIN: It really is not z=matter of 

giving the royalty interest owners something that they're 

13 
	entitled to by way of dollars. It's merely saying, 

14 
	okay, you've got a longer period of time to pay back this 

15 
	overallocations you received. 

16 
	 CHAIRMAN MC CARTHY: Well, what I'd be 

17 
	interested in trying to find out is what responsibility 

18 
	does anybody representing the State of California have 

19 
	for causing the difficulties now being encountered by 

20 
	all the people if that is the case. If'the State of 

/A 
	California or officials representing the State of 

22 
	California were in any way significantly responsible for 

23 
	producing the distress now being experienced by the kind 

24 
	of people you're describing, Mrs. Buchholz, that might 

25 
	enter in Lere in some way. What our attorneys are telling 
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us is, as you heard, is that under the law this State 

Lands Commission really doesn't even have the latitude 

I appreciate that you presented an argument as to why 

we do have that latitude unaer the Elder bill. Our 

attorneys, the people's attorneys, Attorney General's 

Office, the attorneys from the State Lands Commission, and 

as I understand it, the attorneys for the City of Long 

Beach; is that correct -- are all saying this is simply 

the enforcement of an'existing contract and its an 

accumulation of events that have added up to some very 

bad luck and serious distress.  for the kind of people 

you're describing. 

MS.-AUCHHOLZ: Well, we have never been able 

to be heard at any time We were: ia a dark locked closet 

for 20 years. 

CHAIRMAN MC CARTHY: Down in Long BeacIO 

MS. BUCHHOLZ: And until I organized this 

company, now we can get together and talk things over. 

There's a lot of 

CHKVIAN MC CARTHY; Years ago, were you 

trying to amend this —,yntract? 

MS. BUCHHOLZ: No. I never tried it until 

then. Other people did, but they weren't successful. 

MR, AUSTIN: If I might say something. If 

you want to say whether or not somebody was to blame in 
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terms of culpability, I don't know if ycu can say 

culpable or not, but this whole problem arises out of the 

sixth interim area assignment when the State pushed that 

interim area assignment through the equity committee on 

a two-to-one vote. Because they had the two votes and 

they utilized or incorporated into that interim area 

assignment some suspect engineering theories. One was 

adjusting for overburden pressure; one was averaging 

velocity by area rather than unitized formation. That --

the use of those theoretical -- 

CHAIRMAN MC CARTHY: Whidh is the two-to-one 

vote you're referring to, Mr, Austin? 

MR. AUSTIN: On the equity committee in the 

Long Beach Unit, it has a total of three votes. 

CHAIIZIAN MC CARTHY: Right. 

MR. X'STIN: Anything'can-be adopted by 

majority vote. So the three votes are the S73wnlot area, 

the offshore tract one area, which is t:.e-city's vote as 

trustee, and Tract 2, which is the-estate. 
Chapter 138 gives the State to direct the 

city's vote so far as Tract 1 is concerned. So, they've 

got their own v3te plus the city's vote. 	when you've 

got two out of three votes, you're running the show. 

So, the sixth interim area assignment went 

through the equity committee on a two-to-one vote. And 

- 
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that is where the whole problem started, because the 

sixth -- 

CHAIRMAN MC CARTHY: Could I get a clarifica-

tion of that, Mr. Austin, from the officials here? Miss 

Dedrick? 

EXECUTIVE OFFICER DEDRICK: Yes, Oh, excuse 

me. 

MR. TROUT: I was just going to say, I think 

that while the data may be in Mr. Austin's mind 

questionable, it is not a tree license on the State to 

impose its will upon the equity committee. The 

agreement ana legislation provides that there may be 

arbitration and litigation. And as Mr, Austin pointed 

out, the issue of the, quote, questionable, end quote, 

data is the subject of arbitration which is now going on. 

So, it /Set that the State just gets to do 

whatever it wants. There is a process by which the data 

may be examined by competent people- to determine whether 

or not it is valid. 

EXECUTIVE OFFICER DEDRICK: And this process 

is:set up in the original agreement. And it's happened 

many times, as Mr. Trout pointed out to you, and in the 

little handout we gave you, in some instances it's 

redounded to the benefit of the Townlot owners, but in 

these last two assignments it's redounded to the benefit 
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1 	of the State. 

2 	 But the process is a process where you don't 

3 	arbitrarily set those figures. And the two-to-one point 

4s, in_fact, the truth. But what it constitutes is the 

right to impose that assignment and proceed to arbitrate 

it by engineering -- with engineering people. 

MS. BUCHHOLZ: The fact remains, though, 

that the State can propose an article and it can be 

passed by them withont any questi.an,* 

CHAIRMAN MC CARTHY: I think the point that 

Miss De4rick was just making, Miss Buchholz or Mr. Austin, 

was that the procedure followed at the last equity 

committee meeting was the same procedure that's been 

followed over all of the years since that procedure 

was created in the first place, and in some of those years 

that procedure redounded to the benefit ofthe royalty 

owners and apparently now the most recent experience 

that's not the case. Is that an accurate represr%itation? 

MR. AUSTIN: With one exception. Far every 

interim area assignment prior to the sixth, you had 

unanimity of opinion. Every interim area assignment 

was passed with a unanimous vote. 

)R. THOMPSON; Mr. Austin is mixing up the 

payback with the equity adjustment. The procedure has 

always been exactly the same way on-how paybacks are 
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implemented regardless of which way the equity base goes. 

	

2 
	

MR. AUSTIN: The paybacks result from an 

interim area assignment. When you had adopted interim 

area assignments that shifts your Unit participation 

share fKom ons,  area to another, then that7triggers the 

payback provisions of Section 5.4. 

MR. THOMPSON: And when the Townlot interest 

went up in the past, the flow was the other way. 

MR. AUSTIN: We're not disputing that. %hat 

I'm saying is that this sixth interim area assignment, 

which triggered Section 5.4 of the Unit agreement, was 

what -- and the result from that was what gave rise to 

AB 2568. 

	

14 	 CHAIRMAN MC CARTHY: Was that sixth interim 

	

15 	area assignment done any differently than previous interim 

	

16 	area assignments? 

MR, AUSTIN: Except in the sixth, they 

	

18 	utilized the almrage porosity bAz area rather than by 

	

19 	unitized formation as done previously id my understanding. 

	

20 	And I don't thinz there was any adjustment made for 

	

21 	overburden Pressure. And using that, reduced -- brought 

	

23 
	of Unit participation shares from one area to the other. -1  

the result which attained and which resulted in a shifting 

Now, if I may point -- make one more 

additional comment on -- 
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CHAIRMAN MC CARTHY: Mr. Austin -- Ms. 

Buchholz, did you finish your -comments? 

MS. BUCHHeLZ: Yes, I did, 12x-the moment. 

Yes, I did. 
• 

CHAIRMAt MC CARTHY: Mr, Austin? 

MR. AUSTIN: I'd like to get back to this 

matter of amending the Unit agreement. I've never seen 

any opinion from the City Attorney's Office -- I'm not 

saying they don't have an opinion -- but I've never seen 

a written opinion. But to say that it requires amending 

rather than reforming, you are totally ignoring the 

provisions contained in Section 18.8, which says that if 

there's any conflict -- any contravention of Chapter 138 

by the Unit document or Unit agreement, than that's 

amenable to reformation, And it's quite clear. 

So, rather than amending the Unit agreement, 

which would require the unanimity of all the parties, 

I sa, that a court -- once it is proven that this Section 

5.4 is -- conflicts or is in contravention of 25f8 -- that 

a court would order 5.4 to be reformed so it would be 

consistent with 2568 since AB 2568 is apart of chapter 

138. 

It amends Chapter 138 by adding a new section. 

And I've never seen an opinion from any of the AG's Office 

or the City Attorney's Office in which they've stated 

• 
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their reasons why it requires amending rather than 

2 	reforming. 

CHAIRMAN MC CARTHY: Could I bear a comment 

from our attorney on that, please? 

MR. HAGER: Okay. 

EXECUTIVE OFFICER DEDRICK: Identify yourself, 

Alan. 

MR. HAGER: My name is Alan Hager. I'm - 

g 	Deputy Attorney General. We have .a significant legal 

10 	dispute here. We think that the -- what is being called 

11 	for is a change in the method of allocating cost burdens 

12 	between parties to a private contract that public 

13 	entities are a party to. 

14 	 Royalty payments, the cost of making royalty 

15 	payments by a working interest owner, an oil company, 

16 	under the terms of the Unit agreement is the responsibilit 

17 	of each working interest owner. It is not a 

16 	resiionsibility of the Unit. 

19 	 In other words, it's not an expense like 

20 	buying drill pipe or paying for a drilling rig that is 

21 	paid by all the participants in the Unit in accordance 

22 	with their share in the Unit. If they have royalty 

23 	obligations -- Arco, or Chevron, or whoever it might be 

24 	have royalty obligations, they pay those royalties and 

25 	the cost of doing that under the terms of the Unit 
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agreement are their own responsibility. 

The Unit doesn't have anything to do with 

anybody else in the Unit. That's simply the reason. 

Arco's royalty obligations doesn't have 

anything to do with Chevron or the State or the City or 

anyone else. That's why it's not a Unit expense. 

Now what is being asked here is that those 

obligations -- those payment costs be shared by all the 

participants in th 3 Unit according to their share in the 

Unit. 

The State share of this would be, oh, plus 

or minus 82, 83 percent. 

To do that would require, in my opinibn, 

an amendment to the agreement because you are opposing 

additil,hal costs. Mr. Austin says that's reformation, 

12formation is a legal concept that really is designed 

to correct a written Cocument that doesin't state what 

the parties really intended or to correct a mistake. 

Certainly, it should be consistent with 

Chapter 138 if it mistakenly --eho-,pter 138 -- if it was 

inconsistent with Chapter 138, it should combine (sic). 

But what the Elder bill did was amend 138. But it changed 

a basic contract right -- excuse me. But if you would 

interpret the Elder bill as mandating that the Unit bear 

the cost of paying royalty, it changes the basic contract 

2 
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right that these parties had. It imposed a cost on them 

that they didn't bargain for. The Legislature, as you 

well know, cannot pass a bill that impairs the obligations 

of a contract. 

For example, the Legislature could not pass m 

bill that says we're going to change the method of 

7 	determining the equity, slicing the pie. They can't 

1 

2 

3 

4 

5 

6 

0 

e 

10 

11 

12 

13 

14 

change the methodology that already the parties have 

agreed to in the contract, 

They cannot cnange the allocation of costs 

among the parties to the contract. And they did not 

do that. In fact, the Legislature specifically was 

aware of this problem when we were working on the bill. 

They were very concerned, especially Assemblyman Elder, 

15 
	that there be no impai-ment of the obligation of th 

16 	contract. And.that's why it says that it shall be -- 

17 	that any adjustments will be to the extent permitted by.  

16 	law and the Unit agreement. 

19 	 So, if the oil companies who have to pay the 

20 	royalty say they don't want to spend this money, the 

21 	have every right to say that under their contracts That 

22 	may not be charitable to the royalty interest owners, 

23 	but maybe they think they would not be doing justice to 

24 	their stockholders if they agreed to do this. We can't - 

25 	the State can't force these costs on them. And so ; 
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they're unwilling to do that, we can't force the 

procedure that makes- them bear these costs. 

And we cannot bear these costs. The State 

cannot bear these costs as a Unit expense because we 

would again be forcing it partially on them and 

partially on ourselves which would impair an obligation 

in the contract. 

MR. AUSTIN: May I respond to that? 

CHAIRMAN MC CARTHY: Yes, six. 

MR- AUSTIN: We're not concerned with the 

cost involved in calculating the amo"nt of royalty which 

would be paid by a lessee tc a lessor. What we are 

concerned with here is the cost of implementing a change 

of procedure which the Legislature has said this 

Commission may change --21 its discretion. We're concerned 

with the cost involved in changing the retroactive 

payback adjustment as provided in Section 5.4 regardless 

of what oil company is involved. 

That applies tc all -- everybody -- not just 

a certain specific oil company. So, we're really not 

talking about shifting the cost of calculating the 

royalty between lessor and lessee. We're talking about the 

 

cost of a change of procedure which the Legislature 

has said this Commission ma% change provided it makes a 

certain finding. 
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That chane is a change in Section 5.4 or 

provide for a different procedure which this Commission 

can order or direct in its discretion. 

So, that's what we're talking about. It's 

the cost of administering the Unit insofar as payback 

adjustment is concerned which results from an interim 

area assignment. 

And the Elder bill specifically refers to 

upon any interim area assignment. 

MS. ORDWAY: Mr. Austin? 

MR. AU TIN: Yes? 

CHAIRMAN MC CARTHY: Commissioner Ordway. 

MS. ORDWAY: I don't disagree that the 

0 	 14 	Elder bill acknowledges or recommends adjustments, As I 

15 	look at the bill, it has "appropriation: No." I can 

16 	only look at it as a Lands Commissioner and as a person 

• 17 	from Finance who spends a good part of time reading these 

18 	things and trying tc, interpret who pays for what. 

19 	 It says, "Appropriation: No." There is 

• 20 	no acknowledgment of appropriation and there's no 

21 	acknowledgment of cost on behalf of the Lands Commission. 

22 	 And so, I'm a little unclear with the point 

• 23 	that you're trying to make that somehow the burden should 

24 	bf.4. carried by the State to accommodate this adjustment. 

25 	 I don't disagree that the bill acknowledges 

• that there should be an adjustment. But I can't in any 
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1 	place find in the bill where it is the State's 

2 	responsibility for paying for that adjustment. 

3 	 MR. AUSTIN: Well, what I'm saying is 

everybody pays for that adjustment according to their 

participation share. Whatever the State's participation 

6 	share, that would be the proportionate cost they would 

7 	have to bear. 

8 	 MS. ORDWAY: That does not appear to be the 

9 	information that we've been given this morning. 

10 	 Of the approximately two and a half million 	_------ 

11 	dollars that it would cost to do this, the State's share 

12 I of the cost is around $2 million. 

13 	 MR. THOMPSON: You asked an earlier question 

14 	which the Governor tried to get some quantification on 

15 	the dollars involved. I, tco, cannot give vou a 

16 	quantitative answer, but I might be able to give you a 

17 	qualitative answer. 

16 	 The amount of paybacks still to he done is 

19 	a little $13 million as of August. If I were to take 

20 	Mr. Austin's number, that the royalty is one-sixth -- 

21 	and again, this is qualitative -- then the amount of 

22 	money involved might be one-sixth of $13 million. 

23 	 I would have problems from the staff 

24 	recommending to you that we have an expense of a couple 

25 	million dollars to handle a couple of million ilollars 
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retroactive adjustment change. 

You would not change the dollar amount of 

the payback, but it would be stretched out and the 

implementation cost of that seems to me would be fairly 

large in relationship to the amount of deferred amount. 

CHAIRMAN MC CARTHY: We have ourselves a 

dilemma here. Pi:est of all, while it's not always 

apparent, I hope you both appreciate that the three of 

us are sitting here as a Commission under State law with 

a legal responsibility to try to make what seem to be 

fair adjustments or fair decisions in dealing with 

taxpayers' money. It's not our money. Really, it's the 

taxpayers' money. 

MR. AUSTIN: We appreciate that. 

CHAIRMAN MC CARTHY: But we're dealing here 

with a divergence of facts that have placed a lot of 

people -- and I'm especially sensitive to the people you 

described, Mrs. Buchholz, the elderly and lower income 

people -- in a real pinch, an economic pinch here. 

And we've got all the lawyers here telling us 

there's a contract and it has enforceable provisions, and 

that the interpretation of the Elder statute, according 

to all of their legal brainpower and interpretation --

and that's why they're here, to advise us; we can be our 

own lawyer and ignore them, all these lawyers that are 
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1 	advising us. But you remember what was said about the 

• 	2 	fella who is his own lawyer. 

3 	 MR. AUSTIN: That's first year law setool. 

4 	 CHAIRMAN MC CARTHY: We're.in the horns of a 

dilemma. 

MS. BUCHHOLZ: Could I ask one question? 

CHAIRMAN MC CARTHY: Yes, ma'am. 

MS, BUCHHOLZ: When you dedUcted 50 percent 

from our pay and you changed your records, who paid for 

that? 

CHAIRMAN MC CARTHY: Whe -- 

MS. ORDWAY: We deducted? 

MS, BUCHHOLZ: You char4ed your records, like 

we would ask that you change them now and reduce it from 

10 from 50, you reduced our pay from 100 to 50, who paid 

for that? 

MR. THOMPSON: I think we're getting confused 

here between the working interest owner-royalty owner 

lease arrangement and the Unit. That was an arrangement 

between each individual working interest owner and 

their royalty owners. That was not a Unit matter. 

EXECUTIVE OFFICER DEDRICK: The State has no 

control over that at all. 

MS. BUCHHOLZ: I stand corrected. I was 

just wondering where that came from. 
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CHAIRMAN MC CARTHY: We want to get this thing 

c:aarified. It's all very complicated. 

Is there a -- I don't know if you can even 

differentiate between royalty owners that are really down 

at the bottom, the ones who were getting a hundred 

dollars or fifty dollars a month. 

Is there a way we could try to somehow ease 

their situation and ease their payback? Or do we 

absolutely have to have the same percentage- under this 

contract for every single -- 

EXECUTIVE OFFICER DEDRICK: I have to defer 

to attorneys on that one. I don't know how we could do 

that kind of acmulzting. 

CHAIRMAN MC CARTHY: Do you understand what 

I'm asking, Mrs. Buchholz? 

MS. BUCHHOLZ: Yes. I don't know. Everyone 

in Long Beach who has a royalty interest is very much 

disturbed about this. I doubt whether you could segregate 

CHAIRMAN mC CARTHY: I appreciate that. For 

everybody concerned -- 

MS. BUCHHOLZ: I mean I don't know how -- 

CHAIRMAN MC CARTHY: -- their ideal answer 

would be to stretch this out in a way that would also 

take into account the economic adjustment required. 

MR. THOITSON: This is &mixed situation. For 
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example, in the Townlot, there are three working interest 

owners who are actually receiving money coming back to 

them because they were underpaid. There awe 13 Townlct 

working interest owners who hel% already completed their 

payback. 

bo, there are some royalty owners connected 

with those working interest owners who have either been 

completely paid back or the situation would be completely 

unchanged -- I mean no change. So, it's a mixed 

situation. 

CHAIRMAN MC CARTHY: Do we have any 

administrative discretion at all where you're dealir.g with 

people that are really getting modest -- 

MR. AUSTIN: Not under the Elder bill. 

CHAIRMAN MC CARTHY: 	royalties out of 

this to try to at least make some modest, adjustment to 

make it easier for them 

MR, THOMPSON; Also the problem of crude oil 

prices dropping by 60 percent in a three or four month 

period. 

CHAIRMAN MC CARTHY: I think that's a large 

part of this problem. 

MS. BUCHHOLZ; It has something to do with it, 

yes. 

CHAIRMAN MC CARTHY: Dropping of oil prices .  
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and, therefor*. the revenue 

coming back to all these faits he 

too. 

es that are 

considerably, 

MR. TOOMMOOMi And o  of colors*, with that 

as crude oil prices have gone down, we have had to cut 

back operating costs and the rate has to go down a little 

bit because of that, and everything has added in the 

wrong direction. 

MS. BUCHHOLZ: We have another problem, We 

have never been told what our debt is, this so-called 

debt that's hanging over our head. We have never been 

given a figure. And we have never been shown on our 

payment each month how much credit we have gotten that 

month against our payment. So, there's no way for'-As to 

know when we're through with the debt. 

MR. THOMPSON: Again, this is the working 

interest owner -- 

MS. BUCHHOLZ: Yes, it is. 

MR. THOMPSON: -- royalty issue. And 

unfortunately, this is out of our hands, And we do not 

know all of the royalty shares -- 

MS. BUCHHOLZ: I realize that. But I just 

want you r)eople to know what we're up against on that. 

CHAIRMAN MC CARTHY: This information will 

come from the oil companies? 
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2 

3 	is? 

MR. THOMPSON: Yes. 

CHAIRMAN MC CARTHY: If they want to, that 

MR. THOMPSON: But again, that again is 

their liability. Their contract between eac:: royalty 

owner and themselves. It's not a new addition. 

MS. BUCHHOLZ: How do we go about getting it? 

I wrote to the oil company, the one that has my lease, 

and after months I didn't get an answer. I wrote another 

letter; didn't hear from them. I coiled long distance 

six times, and finally got an answer that I had paid 

one-third. I still owe two-thirds of it after paying over 

a year. 

MA. THOMPSON: 144 underetand your bbl em and 

tried to help in the past, but that's sonathinq that we 

can't get involved with. 

MS. BUCHHOLZ: No, that's ri t= I just 

wanted you to know about it. 

CHAIRMAN MC CAATHY t All ri ht. Co ahead. 

MS. RASMUSSZN: Yea, thank yoa. I don't 

think we ever got an answer from our attorneys in 

response to Mr. McCarthy's question. Do we have any 

alternate recourses available to us at all? 

MR. THOMPSON: This was a question of 

selectivity, whether you could help one portion and not 
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another. 

MR. HIGHT: Mr, Austin agreed. Under the 

Elder bill as it's presently worded, I don't think you 

have that latitude. 

MR. HAGER; I also, which is really repeating 

what Moose said, the matter of royalty payments is 

in the province of the oil companies. They know who 

their royalty interest owners are and they know how much 

each royalty interest owner gets. 

If there was a determination to give greater 

relief to one royalty interest owner over another, it 

would be solely within the province of tile oil companies 

to do that. They have the data to make those 

determinations. And again, they would come back to us 

and say, "That costs us money to differentiate among the 

various royalty interest owners. That's an expense we 

don't have to pay under our contract and we won't do it." 

CHAIRMAN MC CARTHY: This is frustrating. 

MR. THOMPSON: One further point. Part of 

your calendar item on page 20 146.7, there's a letter 

from Chevron. And in the second paragraph they say they 

would agree to do -- 

MS. RASMUSSEN: Where are you _looking? 

MS. ORDWAY: Page 146.7, 

MR. THOMPSON: If they were modified and 
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agreed so that they would be fully compensated for all 

of their economic losses incurred. And at one time --

I don't know if they still have the position or not --

but at one time -- 

EXECUTIVE OFFICER k_LDRICK: These are just 

these letters. 

MR. THOMPSON: -- this was the time value of 

money if there were a deferred pa's/tack. I don't know 

shat their ci,rrent position is on this 

CHAIRMAN MC CARTHY: I think we've probably 

heard all points of view by this time. bo  the 

Commissioners have any other questions? 

MS. ORDWAY: I don't know what we can do 

about it. A lot of this is truly out of our hands. This 

is very frustrating. 

MS. RASMUSSEN: That brings up something that 

perhaps the staff could get back to us on as soon as 

possible. And thrt would be if we have any legal avenues 

with regard to the oil companies, because it seems to 

me that they have acted detrimentally in the interest of 

all the people involved here. And I'm still concerned 

somewhat about the question raised earlier about whether 

there is a conflict of interest. I realize that their royalty 

interest is on a parcel perhaps owned by a different oil 

company, but still their actions benefit them and no one 
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else. 

And I'm very concerned about that. And I 

think that there's a possibility that there may be a 

conflict of interest. I also think that they've acted 

negligently. 
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And I think we are as a Commission, in a 

very difficult box. I don't think we have an alternative 

at this point. But I would like to ask that the staff 

get back to us on that to see if we have any legal 

recourse of any kind. 

EXECUTIVE OFFICER DEDPICK: Yes, we will, 

Commissioner. 

MS. RASMUSSEN: With that in mind, I would 

move the item as presented, 

CHAIRMAN MC CARTHY: Okay. Unfortunately, 

there's not much option in front of us. That's what's 

before us. 

MS. RASMUSSEN: With a let of regret. 

MR. AUSTIN: Could I make one inquiry? 

CHAIRMAN MC CARTHY: Yes. 

MR. AUSTIN: In reference to the recommendatio 

No. 2, if the proposal as submitted and as pending is 

rejected, could we have some sort of guidelines as to what 

would be acceptable by the staff so it's recommended to 

this Commission? We don't know. We're in the dark. We 
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prepared a proposal and they say that's not sufficient. 

Now, can somebody tell us what they may feel 

is sufficient or at least how -- in what form the 

proposal should be rather than just -- 

CHAIRMAN MC CARTHY: We'll ask the Commission 

staff to discuss that with you, Mr, Austin. All right? 

Let's see if there's some way to help. 

MR. AUSTIN: I would at this time like to 

thank the Commission and all the staff for their 

attentiveness in hearing as, It's appreciated. 

CHAIRMAN MC CARTHY: Thank you, sir. 

MS. BUCHHOLZ: Thank you. 

CHAIRMAN MC CARTHY: Thank you, Miss Buchholz. 

MS, BUCHHOLZ: Thank you very much. 

CHAIRMAN MC CARTHY: Item 22, 

EXECUTIVE OFFICER DERRICK: Item 22 is the 

approval of the second modification of the 86-87 Plan and 

Budget for the Long. Beach. Unit Wilmington Field, which it 

constitutes a reduction of 17.3 million in expenses and 

the reduction of activity by one drilling rig. 

(Thereupon Lieutenant Governor McCarthy 

exited the hearing chambers.) 

ACTING CHAIRWOMAN ORDWAY: Any questions or 

comments on Item No. 22? 

MS, RASMUSSEN: Moved. 
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ACTING. CHAIRWOMAN ORDWAY: Without objection, 

Item 22 is approved. 

ia 23. 

EXECUTIVE OFFICER DEDRICK: Item 23 is an 

approval of the third modification to the same document 

for the purpose of continuing some funding for studies 

of a projected cogeneration facility. 

ACTING CHAIRWOMAN ORDWAY: Questions or 

comments on Item 23? 

MS. RASMUSSEN: Moved, 

ACTING CHAIRWOMAN ORDWAY: Without objection. 

Item 24. 

EXECUTIVE OFFICER DEDRICK: Item 24 is 

approval of a proposed expenditure of $80,000 by the 

City of Long Beach of their tideland oil revenues for the 

removal of z:omfort staton. 

ACTING CHAIRWOMAN ORDWAY: Question or 

comment on Item 24? 

MR. O'CONNELL: Moved. 

ACTING CHAIRWOMAN ORDWAY: Without objection, 

Item 24 is approved. Item 25. 

EXECUTIVE OFFICER DEDRICK: 25 is approval 

for the expenditure of $257,000 from the same fund by the 

City of Long Beach for the construction of r. lifeguard 

substation and new restrooms. 
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ACTING CHAIRWOMAN ORDWAY; Comments or 

Tiestions on Item 25? 

MS. RASMUSSEN: Moved. 

ACTING CMMUMOMM MOW: Without objection. 

Item 26? 

EXECUTIVE OFFICER DEDRICK: Approval of a 

five-year maintenance dredging permit in the San Joaquin 

River by the Lower San Joaquin Levee District. 

ACTING CHAIRWOMAN ORDWAY: Questions or 

camentson Item 26? 

MR. O'CONNELL: Moved. 

ACTING CHAIRWOMAN ORDWAY: Without objection, 

Item 26 is approved. Item 27. 

EXECUTIVE OFFICER DEDRICK: Item 27 is a 

proposed royalty cr :de oil sale from the South Elwood 

Field in Santa Barbara County. Prices have moved a little 

bit. There's a little bit of activity of sales in other 

areas in Long Beach and staff would like to try it. 

ACTING CHAIRWOMAN ORDWAY; Comments or 

questions on Item 27? 

MR, O'CONNELL: Moved, 

ACTING CHAIRWOMAN ORDWAY: Without objection, 

Item 27's approved. 

Item 28, 29, and 30 are off calendar. In 

the absence of any other business -- 
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1 

2 	through 27, Jock O'Connell was sitting in a voting 

3 	capacity for the Lieutenant Governor and Mrs, Rasmussen.  

4 	was sitting in a nonvoting „7apacity for the State 

5 	Controller. 

6 	 ACTING CHAIRWOMAN ORDWAY: All right. In 

7 	the absence of any further business, motion to adjourn? 

8 	 MR. O'CONNELL: Move. 

ACTING CHg'-RWOMAN ORDWAI: Without objection. 

(Thereupon the meeting was adjourned.) 

MR. HIGHTi For the record, on Items 22 
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