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A mesting of the State Iands Commission wsield in the offics

~of the Department of Finance, State Building, San Francisco, at 9 a.m.,
on September 26, 1938,

Prassnt ware:

A. E. Stockburger, Ghs.;irman
Harry B Biley, Y¥ember

The Exscutive Officer presenied the report of De. E, X, Soper; .

- Gonsulting Cgologiat and Pstroleum Enginser of the Commi:siion, respactn

ing bids recaivad pursuant to- notice of intention of the State lands
Commission to enter into agresment or agromnts for extraction of ei‘l,

gas and other hyﬁrcmbons irom certain tidelands and submerged lands of

the State in Orange County, CGalifornia, and mstarly of 23rc1 Stmot of the
City of }Iuntmgton Beach, . -

Upon motion of ¥r, Rilsy, seconded by M, Hatfisld, and unani- »
mously carried, it was ordered that the report of I, E. K. Scpar- be set
forth in full in the mifutes, The report is: in words and £igures as :follm. .

TEGHHIC&L AN&L’!SIS QFBIBS RE(EIYE&SEPTEKBE% 1, 1933

Pursuant. to the ;xibb.ahad advertfmement for bids for tho
desvelopment of that porticn of the Hunting‘bcn Beach State tide-
lands 05.1 pool lying weaterly of the foot of 23rd Strest only
thras bids wers received, The area was divided into five ap-
proximately aqual parcels. Each parc—al ‘was appmnmtely one
mile 1ong by 1378 féet wide and sach contained aprroximately 167
acres, The five rarcels emhbiwced a total of aproximately 835
acreg. Thess parcels wers designa*bed from east 1o wagst as
Parcel 4, B, C, D; and E,

“1&3 wers called for any one or more separate parcsls or ToF
the- entira Ared, :

The names of ths thraee bidaers and the parcels bid upen ara
as follows:

1, Soutimest Exploration Cs.
Bid upon the entire area.

2, United States Refining Co., Ltd.
Bid upon rarcsls A, C, Ue

3. Vast Central 0il Go.

Ia‘bd.
Bid upon Parcesiz &, ﬁ

No bids were rccan"ad for Parcsls D and E except as such
parcals wers included in tha bid of the Soathwest Explowatmn Coe
-~ Lor tm enfire ares,
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In tho agraomnts prapared by the State and included
in the bid form, all development requirements such as off-
zet, dria.lmg, number of wells rsguired to be drillad, comi—
pletion depths, ete., ware defini’c.sly prescribed; and min-
imum royalties oh oil, gas and natural gasolins were spec—
ifijed. The bid forms spacify that the oil royalty which
the graniee shall pay to the State shall be according to
ths follwing feraula'

R = P rd ®
Pg ~- 381667§?p X factor

where R is the. royal‘c.y rate in per cant ayplbable
t0: the ‘botal valus: of the production of oil fron
_each well &uring t.he month, and :

P is the averagse ‘daily production of the well, do- -
termined by dividing the total producﬁon for the
. month by ‘the: ‘Hotal nmber of modnction, days of
twenty-rmr houra aach;

' .fprovided, hcwenr, the. &'antee shall pay at all tz.aes & m
4fim royalty of twelve and one-half (12%) per cent. upon:such
average daily production. Tbe factm- ©of the a‘bova ‘equation was

_ Ainderted: by the: bidder: to establia_}: the oil reyalty uhich ths

- ’bidder :3k8ll pay to the State.

: Th.a big: form specifisd that the rcyalty an. gas and' m.tsxr-
a}. gaso]ine shall te payable. 40 the State of Gaﬁfmmia at-the

- x'tims ang’ in the: manper apec:.i‘md for the. pamnt ‘,gf roya}.ty

Nl and that the royal‘cy on all dry gas and natrua’l gagd-
- Jdne shall be 15% of the iarket value: at Huntington Beach, o
".;.,Calitomia, of such dry gas and m‘bural gaselimo SR

. In view or t}w fact. ‘that the t.erms of m agaemnﬁs -
imposed ddentical Tsquirements upon all prospective bidders

as to drilling offset wells; intensity .of drilling (st least

- one well to ten acres)s mninmm rogities, stc., the evaluation
. of the technical featurss ‘of the varicus bids is mduced to & 1

}cona:x.derat:ion of the follming three pointas

111—. Comiparison oi‘ the exact amoun’w of the roya’lty an

 oil (as expresged by the formlz) to b& peid to the State
. oF the Various biddevs for wells -of various produc’b:x.ve-

¢€38})8,CI131880

2e Gsmparison of the ex.act amounts: of the. rcyaltn.es on
' gas and ngtural gasolins to be paid to the State by“
ths variws ‘bldders..

3. The msasurs. of frotaction &fforded by the TETME of
thie varicus bids against drainage of vil dand gasfrom -
the Stats tidelands bywells located on and praducing
from the adjacent uplands.
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CQ)SPARISGN OF OIL ROYALTIES OFFIQ{ED
THE VARIOI}S T

Average daily  Per Cent Royalty Per Cent Royalty Fex Cent Royalty

roduction Bid of Southwest Bid of Unitad Bid of West

of well Ebcploration Company States Refining Ventral 0i1 Co. ’
" Barrels per dy . e .. Company, Ltd, L4,

Bo.29 12,50 (min . .ﬁ,ﬁc‘SO L ,,.,2350
82,55 13.02 o 12,50 {(min.) . 12.50~
85.37 13.65 13.10 _ 12,50, (min.)
100 ' 16,71 16.05 ,15.28 _
125 '21.21* ) .35 A 19.3?
175 28.08 o 6¢9? o ‘zc: 6:;
200 : 30,79 . 29.5% B 28,1h
225 33.15 3L.82 _ 30.28
250 - ) 35020 ,T~Q?9 ’ ’ 32016 .
215 - 37.02 35.53 s 33.82 :
325 , : -&0.06 : 38.246 S '36.60
: . , h1.36 39.71 “ 37619
h2.5h. , 108l . 38,86
- kh3.60 . 186 © 0 398Bh
- hl5T ;-he.w o lewge
- h5Lh6 -~ 436k o 1.5k
h6.29 , ‘hh.l.h - 12,29
‘ h?'.OS , ’hS.l?‘/ - h2098,
55 02? o ‘ N ¢ 33 007 - *
5863 56419
60.2? . ' ‘57 86
62,08 59,&1
63:65 - - 0451
63, a:r‘ L 6‘!..06, :

COMPARISON OF THE ROYALTIES BID ON
IRI eas AND Mm ms"‘e'm"“

_ Ths royalty offered on dry gas and m*hunal gasolim was
the samé on all three bids, i.2., 15% of the market value of all
dey gas produced and 15% of the markst value of all tha natural
gasoline and other products axtracted.and saved from the gas pro-
diceds. This is equal %5 the minimun royalty on dry gas and natural
gagoling gpecified in the agrssmsnts,
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ANALYSIS OF BIDS FRGHM STANDPOINT .OF FROTECTION
— cm STATH LANDS AGAINST i ma"“m“‘a“‘@"' o
— W AND GAS

- At the mresent Lime the area for which blds were called is.
subject to drainage of o0il and gas from 1l Standard Oi).Cobpany of
California wells located dlobg the shore iine from the foot of 23rd
Street wegtward to & point near the western city limits of Hnntington
'Beach. These wells in order of location from east to west ars nom
as Standard Of1 Co. Pacific Electric wells Nes. 18, T, 17, 16; 19, 20,
21, 22, 26, 23, 24, 25, and 23 and Standard Oi1 Co. Bolsa No. 31 (at
the -extreme wegtern end of the arsa). It is probable that some :of the
Standard 051 Go. wells: along the riorth sdge of Ocean Avenue in the
so-called "Barley Fatch" area also: have contribute& +o ‘the dra.inage of
moilandgasrrmmsmtelm S e,

In»*addition to the dn'ect drainage due to 'bhe Stan&rd 011
;Conpany walls almg the. shore enumerated above, there is another Boures
of Toss to the State which, indirectly has the same sffact. as. drainage,
~ due-to ten State tidsland wells. botiamed baneath the -ocean in the ex=
- 'treme ‘sastérn partion; of the area undar comidaration, which ‘are paying :
: considerably amaller royalties to the State than would be. paid by the
_present bidders om the- 05.1 and gas roduction. ‘lhlch they’ may secure.
i ,Nine of thege -existing State royalty wells. at the east end of the area

~ are bottomed in Parcel A and one is bottomed in. Parsel B, ‘Thése.ten..

wells are driwing o1l and gas from the undrilled pcz'tions ‘of Parcals- A
- and B.2nd lowering the reservoir pressure. While it is-true that the
Stata recaivea mya‘lty onall oi'}. and gasproduced from. thase ten uel.’lx,

et

the royalty Tates are much legs than-thosd offered by the. Presant. Lbidf :

. ders. Tmus the m'anting of casoments with hxgher royalty rates to.
. present b:.dders quiring the drilmg of additionel wells. on Parcels

"4 and B will Tesult im increasing the Stats's reveme from the oil and _“
gas in this portmn ‘of ffhe pools , .

, Referring, aga:in tc the Wells of tha S’canéard 0.11 Gmpany of
‘ :Gallfomin Jocated along the shors -on the uplamds and: known: agthe
Pacific Electric wells, 5 of thése wells are opposite Parcel £ 5 aré
opposite Parcel B, and 3 are oppesite Parcél C, There are no upla.nd
walls opposite Parcel D, The Standard 0i1 Company Bolsa #31 well is
the ‘only well .opposite. Parcel E. The oil and gas drainage ‘being’ suf- :
- feréd by the State which ig due to “tha 13 Standard 0i1. Co, Pacific -
Electric wells oppoaite Parcels 4, B, and C W1l be stoppad under the
terms of esch of the bids raceived since the agreswents a1l requirs
the immedigte drinmg of offset wellsib prevent such drainage. But
-any draimge which may be due to Standard 0il Co, Bolsa #31, opposite
Parcal E would contimue urder the bids of the United States Rafining
L Cmp&ny, Ltdc aﬁd tm WﬁS‘b Oeﬁtral Oj.l GQQ, Iitdn} Since tmaﬁ blds
cover only Parcels A, B, and C. The Scuthwsst Ekplcration Company
vhich bid on the entire arsa would be reqaired to dri¥k an .
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offset well againgt Standard's Bolsa #31 %&1l in addition to 10 offset
wélls against Standard Pacific Electric wells. No offasts are required
under ths agreoment for Standard's Pacifie Electric wells Nos, 18 and 7
since these are already offset by ths sxisting State royalty wslls pro-
ducinig from Parcel A above referred to at the extrenms sast end of the

_area. .

If the Standard;‘0il Company should in the future drill additn.on»
al productive upland wells along the Pacifie Electric right-of-way or
along Ocean Avenue opposita Parcsls D and B, the bid of the Southwest
Exploration: Gmparg providss for the i"wmecia'be Ozzsammg ‘of such wells,
but if ‘the bid of the United States Refining Co,; Ltd.; or the Wsst
Central Ol Go., Itd, is accepted, covering only Parcels 4; B, and C; no
: drammge protection would be gecured: against. future up'land wells opposi’fw
. Parcels D and E. S

"‘ha oil-and gas poss:.b.;litias of the west end of “the: area under
considera.ticn, embraced within Parcels D ind E, are. at prasent ‘of ‘doubt-
ful valie since thn.s yart -of fhs arsa may be: beyond tlie- cmercxally pro-
ductive limits of -the geological structire,. No:bids wers tendered on
these two ;arcela separately, and it is -doubtful whetha& the ‘State could
. ge‘b a bid o sither of these two: pai*cels untdd: furthsr develcfmant» den- ‘
onstrates their pcoapective worths, The. Southwest hploraticn ‘Company .
bid: prw:.des far the drilling of an ‘offset. ‘Well on Parcel E which would
presumably detethine the. il potentialitiea of ‘this. pert. of the' area.

‘ ihe bidx of' the uther *bwo bzidders would not accomplish th:xs. PR

LT It my bs argued that ;Lf the ‘bid is awarcied to 'bhe Smt}mest
E‘mploratzon Gompany, the -company my elsc‘t to qmtclain & portion of 'tha

area in Parcel E and this avoid dr:.lhng & w81l thére to: offset Standard

‘. Dil Conpany‘s Bolsa #31 well. Sincs thera are at ;;resent no offset. re-

- "‘,;\-offae*h ma in Parcel E, i&he ‘Southwast 1oratien Cmpany could t‘hna ‘
‘ - 161d the balance of Parésl Eand all of Parcsl D without drilling “upon

 %hese par‘ca of the area.. . Tt should be c},aarl;y ungerstéod that in such
‘an aveni". there would be no ‘drainage loss to the Stats since there are

. 1o npland wells opposite Parcel D and the Standard's Bolsa #31 well

. ppgszte Parcel B ds producmg only 8 few barrels per day- ahd has never
produceei oil in profitable quantitiess ‘The agreemnt provides that if
a comsrcially jrofitables well should at any time be .drilled on the ad-
3accnt. qplands opposite Parcels D and E, the pemﬁstea must: mdmﬁaly.
. dr¥1E an offset to such well or quitclam tPe offset tract, If the
permities should elect to quitclaim in lieu of drn,llmg, then the
~ qui*tel,aimed -area muld be availabls Lo othar bidders,

- Purthermors, ti# bid agreement ,;rovides that "The State shall
have the right to restrict by apmopriaté tules and regulations

‘the :spacing of Wells and the rate of drilling and productmn

-of auch mlls to pvavent. tha wagte :of
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oil and gas and promote the meximum economic recovery of 0il and gas ,
from, and the conservation of reservoir energy in each gone or separate
underground source of supply of oil or gas covered in wholé or in part
by this agreement, and further that the State nay issue rules and regu-~
lations which may be amended from time to time 1O eifectuate the puxrpose
of this subsection ==, It is my opinion Lhai under hese provisions
the State may, 1f—necessary or degirable, require the permittse to drill.
an exploratory well on Parcel D-or E if the permittee should neglect to
do-so, It is, therefore, not true that under the sasement the permittee
could "tie up" the west»rn portn_on of the area without drllhng an;y walls

+harann

Vas s e warg

It maybe further argued that it would be to the State's ad-
vantage to grant pemit.s only upon Farcels A, B, and. € at the present
time and offer Parcels D and E for bida at some future time in the hope
that such future bids, if any, would offer: hi:gher royalty rates thin
. thoge. covztai.“ad in the b:.d of" the Sout‘mest Expleratlen Ccmya?'y. In ny-
opinfon any royalty offers to the State on Parcels: D or E; together or
separataly, would be 1mss. than the royalty rates offered in tha present
bid of thé Southwest E:;plorau:wn ‘Company; because as previously stated
the geo}.oglcal condi.tions and the results obtamed in Standard's ‘Bolsa
well #3% indicate that the agmsa is of doubtful value for 011 and gas
- production.: If the State should hold Parcels D and-£ intact and not
.offer thém for bidding until fiture -developments. may demonstrats thedir
‘prospecta.ve waorth, and if such. Tuture deve’lopmen‘bs should: indicate that
these parcels. #i1l be highly productive, it is my opinion: that the. State
conld not. expsct to. receive royalty bids on Parcels D apd B materlally
better thani those: now of fered by the Southwsst Exploraticn ‘Company:s I
thaa ‘State. should follow the coursy of daferr:mg the offer ‘ng of Parcels
Dand E to o:x.dﬁers until future divelopments démonstrate 6 eir 01l pos=.
sibilities 5 it mignt pagtdy-Lollow that .guch- dcveloments, iT unfavorable;.
woild preven‘b the- S‘ba.te ﬁ'om ever"' get 1ng these. two ‘parcels testad fo“ '
oils . ) i . }

’ A comparison of the num‘ber Of acres per wall ,reguirie.d’vtghe‘ ,
drilled under the terms < ot'fs & NWd o'~ bid of the Southwest Exploration
~Company with the nuiber of acres per well which would be required under
the ‘terms of the so-—cal]sd Olson -and: O'Donm'll Bi11§- is ag i‘ol’lows'

Bid of Southmest Exploration .. . . « ¢ 10 acres per wall
Olson Blll 5 2 » s o s 3 a .- o & © 12 acras n R
O! Doml&ll Bl‘ll L S * e & o O * e 2 h - ‘"‘ ' “

From this comparison i is apparen“b that the present bids are
more favorable to the State as to the number- of wells reguired than would
be the case under the proposed 0lson and O!Donnell oil leaging bills.




RECOMMENDAT ION -

It is my opinion that the bid of the Southwest Exploration
Company offers the most profitable and advan‘bageoua terms to the State
for the follmng ‘Teasonss

}z,' The bid offers the highest roya}:ty on oil for
wells of all capacitz.es above that at which the
mnimum royalty of 12% per cent appl.,.es.

The bld offers the tame royalty for dry gas and
-natural gasoline as offered by the other two
bi. dders.

The bid offers the best means of medlately .
gx'otectmg az.l Ert of ’cne tideland area againat
drainage, v

‘The bid is the only one of the thrsa received
which fulfills the reguirement set forth' :z..e.,
that docmntary evidence must be shown 'bhat the
biddsr has secured.all necessary r3.ghts-of~way '
 and easémerits throigh *Ehe uplands :Ercm alil: 'upland

"omers; .
_ .-, (SIGNED) E. K. SoPm
September 3, 1938, = Consulting Geologist and Engineer

 Mir, Riley# I move hat résclution be pub as follows:
' RECITAL -

- Puramnt to nst::.ce of 1ntantlon of the 3&1@9 Lands Commission
to enter into agreement or agreements for the extraction of oz.}., s
and other hydrocar‘aons, from certain tzdolmds and aubmerged lands of
the Staté situate in Orange County, Califarma, piblished in accordance
with law, bids Were raceived from United States Refinivig Company, -Ltd.,
a corporation, West. Central 0il Company. ,Ltd. s & corporation, and South-
rastH Explora:bz.on Company, a corpc:ratma; ‘which bids: weres opened at a
meeting of the State lands Commission held Septanber 19 ’ 1938, in Room
301, State Bu..ldmg, Los Angeles, California.

: It appears that the bids of the Um.ted States Refining Gompany,
Ttd.; & corporatmn, ‘and West Central 0il Ccmpany, Ltd., a corporation,
do not qualify in accordance with Section 89 of tha "State bands Act of
1938" and the said notice of the Commigsion, on account of n.nab:i‘lity to
furnish all necsssary sites and rights of way, and; ﬂmretora, .should be
*re;;ec'bed. .
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It further appears that the Southwest Explora’w.on Company,. .
a corporation, has the quallf:s.cations set forth in the "State Lands.
Act of 1938," and has met all the requiremesnts of the State lands
Act of 1938" arnd said notice of this COxmnlssion, and that the South- -
~ west Exploration Company, a corporation, is the highest qualified bid- ¥ ..
der, and the bid thersof has received the approval of the Attorney :
General as to form..

LA
<

NOW THEREFORE BE T RESOIVED That the bids of the United
States Refining Company, Ltd., a corporation, and West Cembfral Oil
" Compahy, & cofporation, be and each of them is lnreby rejected- and’

BE IT FURTHER RESOLVED That the bid of the Southmwest Explor-
ation Company, a corporation, be accepted as submitted,

Tha roll was callsd and The reso].ution s adopted by the follonng votes

Ayes - Gsorgs Je Hatfleld
Harry B. Riley
. Ar¥in E. Stockburger

Noes ~ ‘Nons
‘l&. Rlley. I move that resolution be. put as: i‘ollowa.

BE IT "-ESCLVED ‘That the Attormy for the Dlvxs:.on of Stata
. I.ands be, and: he is,. hareby, aﬂtborized, empemerad and- directed, to- ‘
extcuté upon behalf or the State Lands Commission that certain Agreement -
foi Basement No. 392, Huntington Beach, consbituting the. bid of the-
— Southuost Exploratlon Gcnpany, ‘a ccrporatlon, and :

R BE TT FURTHER, RESCLVED Thes the Attorney bey and he i, hereby, R
: 'au"!-horléad, smpomred ard dif%f?bﬁ&g to 40 dny and &l1 things nacessary to . .
effectiate the intents and purpodss of this mso}n’oion and the: "ﬁ-a.te

Linds Act. Of 1938” insofa.r as apphcable theraté. : o %
“The. Yoll wag cal’led and the rsswm‘:ion ms adop“céd b.y hg following yc.te, S mg
Ayes - Gaorge Je Hatfield - : - e

Hﬁ"'ry B Rlle'if . . . ’ R . '

Arlin E» u.;%s}:uw.m&“ I = S E

Nosg - Hone o : - -

Mr, Hatfield: I move tha resolu’cioﬁ be put as follows: -

‘ . BE IT REROLVED Thai Standard 0il Company of - California, a .cor— RS
poration, the Huntingbon Beach Gmpany, & corporat).en, Fagifie Electric T~
Iand Company, & corperation, Pagific Electric Railwey ‘Company, a COTPar= : -
ation, be required to enter intc an agresment with the State of California -
to grant nominses of the State Tands Conmission perm:z.t.s to drill; maintain
and operate wells $hrough and across lands of the pemtter, descr,ibed as
follows 3 tmﬂ it

© . D ﬁfSﬁ‘r




‘\

In the City of Huntington Beach, California, extending
from the oceanward projection of the easterly side of
10th Street to the .oceanward projection of the wasterly
side of 23rd Street betwssn the nortierly side of Ocean
Avenue and the ordiniry high water mark of the Pacific
Ocean, which said well and the course of said well must
be east of the westeriy line of the projection of said
23rd Street,

BE IT FURTHER RESOLVED: That the Attorney of -the Division of
State Tands te instructed and dirscted not to execute .or deliver Agree-
ment for Eassment No, 392, Funtington Beach; wdth Sa tiwest Exploration
Company, & ¢arporation, until said .Southwest Exploration Company; a cor-
poration, has delivered or caused to be delivered to State Iands Commis~
sion an agresment with Standard 0il Company, a :corporation,. Huntington
. Beach Company, a carnoratim« Pacific Elsctric Company, -a -corporationy.
‘Pacific Electric Iand Company, a corporation, Pacific Electric Rajlway
Company,: & corporation, and’ State Lands Commission, substantially in
words and flgures heretofore read,

The. roll was called -and the resolut:.on was adonted by the following
voted

Ayes = (‘aorge J Hatfz.eld
Harry B. Riley :
Arlin E, Stockburgar

Noeg - None

Upon mokior of Mre. Rn.ley, econded by %, Hatfieid, and
o funanmously -carried, sal“ary of A, Pe Ira]and, Supemsn.ng Land Title
- Abstractor, ”3s. aé:vanczad $10 effect:.ve Jily 1, 1938 ~ A

Upon #motion of ¥r. R:.ley, seconded by ¥r, Hatfield, and;
unamiraisly carried, the Exacutive Officer was authorized and directed
$6 institute-a procesding for appointment of an adnﬁ.nlstratcr- in the -
‘natter of ‘the estats of . Frederick T. 2itt; decedsed, trustor ander deed

- 6f wust. of tertain lands ab Delki State Land Sattlemsnty, -

Thers being no further .business— to ¢ome before the Commission
the mesting wsa adjourned,




