2. {0IL AND GAS LEASING POLICIES - GEN. DATA, OIL & GAS.) Referring to prd
posed legislation introduced by the staff at the last meeting of the Commis-
sion, Mr. Kirkwood suggested:

1. That in connection with the form of oil and gas lease being used, the
Commission should invite people who are familiar with leasing practices
and who have prepared lease forms for some of the large landlords in
the Stete, to work with the Ccnmission in exsmining its leasing policies
and the royalty schedules under existing leases, in an attempt t6 obtain
suggestions as to whether or not the present policies of the Commission
are appropriste, whether there are changes which should be made in the
leasing provisions; or whether a different approsch should be takén in
some of the leases. He felt that such a group could be very helpful in
the management of the State's oil and gas properties, and indicated that
vhile the legislation to be introduced is desirsble, the Commission would
be in a better position to proceed after it had such advice. He stated
that he had not yet dtudied the bills being introduced, but felt that

those precented at the last meeting of the Commission were too restric-
tive and shculd be broader.

2. That it would be well for the Commission, through its Chairman, to. seek
an opportunity to confer with the Governor to discuss legislative prob-
lems, inasmuch as the Govermor has made a recommendation for a special
comigsion to be set up to deal with the problem of applying conserva-
tion control to all oil properties. He further stated that with immedi-
ate action by the current session of the Legislature, treating this as
an urgency matter, the proposed Governor's Commission could be set up
before the legislative recess, and could be prepared to make recommenda-
tions at a specisl session a year hence.

Mr. Watson pointed out that most of the big land operators dexl with trens-
actions which heretofore the State has kept out of; namely, Joint ventures;
and he asgked that the sitaff be instructed in connection with this investiga-
tion as to whether or not these gshould be inciuded.

Mr. Kirkwood stated that he could not nee the feasibility of a joint venturs

by a govermmental agency, but that he thinks such operators can be helpful
in other parts of the program.

The Chaimman sdvised that his undsrgtanding of the Governor's recommendation
wvas that he had in mind the broad questions of oil and gas conservation, and
the desirability of exploring this subject scientifically snd impartielly,
80 that the people of the State of Califorsia might be assured concerning
either the adequacy or the inasdequasiy of existing laws relating to conserva-
tion, He theught the Governor bad \in mind applying the rules to production
on both private and State-owned len@s, bepeuge the same rules of conservation
and of avoidance of waste showld apply iz both cases. e did not know
vhether it was practical to have legislation enacted quickly enough to bring
invo being a commission such as the Governor has recommended with the expec-
tatlion that that commission could explore vhe questions fully enough to be
able to meke recommendations to the curvent session of the Legislature.




Mr. Kirkwood thereupon indicated that he was not thinking of the current
session, bubt of a Special Session to run concurrently with the Budget Session

in 1958, end the Chairmsn stated that in his personal judgment this would be
very much in order.

Ths Chailrxusn went on vo sy thel he 4id not believe, howevar, the Governor hed
in mind precluding from tho current session any legislsiien vhieh is urgent in
nature and which is designed to teke cere of situations involving the State's
interest; that, as a matter of fact, the Governor had indicated his interest
in heving the current session of the.legislature review the Cunninghem-Shell
Act on the basis of the past, and said he interpweted the Governor's recom-
mendations in this field as being rather broad in scope. He commented on the
fact thet the Governor hed expressed a desira %o him to meet with members ol
the State Lands Commission; that the Governor's office is nsturally in search
of advice, which he is certain the Commission would be sble to give, to meet
the recommendations which the Govermor has set forth in his message to the
Isgislature. The Chalrman thereupon asked for comments and recommendations.

Mr. Powers asked if the intent was to have the advisory committee suggested
by Mr. Kirkwood composed strictly of laymen, or of a combination of leaymen
and others, or just what type members were to be included, and was informed
by Mr. Kirkwood that he was thinking in terms of inviting a few people to
review the Commission's leasing policies and give advice purely on an informal
bLasis end only on problems in connection with lesses, having in mind repre-
sentatives of the Southerm Pacific Land Compeny, the Kexn County Land Company,
and others who have large holdings and who have hed the same leasing problems.
He did not think that this asdvisory committee should have the weigh’ £ the
commigsion which the Govermor has suggested setting up, but should be strictly
informel, and stated that if agreement could be reactyd at the start as to
what people should be asked to serve, the Chairman could then invite their
pertieipation and the Commission could meet with them informally. He mede
clear that the committee he wes suggesting was -separate and apart from the
commission being proposed by the Governor, and should not bz confused with

the legislative progrem, as he was merely thinking in terms of an sdvisory
group that would work with the State Lends Commission.

In response to a request by Mr. Povera for further explanation of the Special
Session of the Legislature in 1958, and whether eny specific type of Governor's
Cowission was recommended, Mr, Kirkwood indiceted that the Governor had sug-
gested thet legislative members should bve included, whereupon Mr. Powers
pointed out the experience that has been had in the past with various types

of commissions. Mr. Kirkwocd replied that whet he had in mind, aside from

the Governor's recommendation, was for the Commission dtself to seek the
counsel of experts in the field whose sdvice would relate primarily to the
sdministrative problems that the Commission hes in carxrying out she laws, and

the other two members of the Commisaion agreed that this was an excellent sug-
gestion.

Thereupon the Chairmen queried Mr. Kirkwood as to whether he had in mind re-
tadning a group of experts similsr to thet which the Commisaion had employed
in the past, and was informed by Mr. Kirkwood that he had in mind seeking

voluntary sdvice only, from some of the experts ir the field, to be given fo
the State free of .charge.
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The Executive Officer asked if, in {he pursuance of such a program, it was
the desire of the Commizsion that the staff meke studies end submit recom-
mendations to the Chairman of the nsmes of those who should be considered
for membership on the advisoxy comyittee, with the asctuel invitstions to
participate to be extended by the Chairuan. The Chairman suggested that the
staff be requested to do this, with the formalities to be handled by him on
behalf of the Commission.

The Chairmen reminded those present. that the sntire sublect was fudl of
technical problems, and steted that he for sns would invite the best help
it was possible to obtein ¢ sssist in scivinz the problems thaet exiat.

Mr. B. E. Pyles of the Monterey 0il Company referred to the Commission‘s
suggestion about seeking advice from the Southern Pacific and the Kexn
County Lend Company, and sszked if the Comission had in mind including mem-
bers of the oil industry. Mr. Kirkwood replied that he felt sure that
group would be inviteéd to meke suggestions, and that before any suggestions
of the advisory group were adopted they would have to he fully discussed and
explored with industry, but that his thought would be to request three or
four people from the landowners®' side of the problem to mske suggestions for
leage terms, and thereafter review with the pecpie in industry the problems
involved, with particulsr reference to offshore drilling in California.

Mr. R. F. Beuer, of the Continental-Unj, on-Sheli-S&perior group, informed the
Commission that the proposal being wmade was confusing to him, inesmuch &s
they considered themselves experts in the field, and were, &s a matter of

fact, competitive with such groups ss the Kern County Land Company end the
Southern Pacific.

The Chairman felt it might be sdvisable to seek the impartial advice o7 con-
servation experts through such organizations as the California State Chember
of Commerce, the Los Angeles Chamber of Commerce, end organizations of thet
cheracter, but that it would be most important to obtein technical informa-
tion from gualified personnel who are actually in the business of producing
oil and natural gas, and that to ignore representatives of the industry who
have technical knowledge in this regard wouid be very short sighted, whereas
a well balanced advisory group would provide the Commission with assurence

that the information obteined was impertisl and in the best interests of the
Stete. '

Mr. Kirkwood stated that apparently he had not made his point clezar; that
what he was talking sbout was property menagement, the issuance of leases,
and the problem of trylng to obtain, from the State's point of view, the
most favorsble leaese that was still going to meet the basic objective of
developing the State’s -0il reserves, He felt that the State was in the seme
position as a private lendlord; that is, knowing what he has and getting “the
most favorsble leuse for it, and that in developing the terms of such a lease
he did not believe that at the start the landlord would sit down with the
people in industry, aithough he would hear thelr case, but rather would seek
counsel and advice with reference to hendling the basic leasing problems;
thet what he was thinking sbout was 3etting the benefit of the sdvice of

the land departments of large landowners in connection with the Ciemission's
leasing policies.
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At this point it wes brought out that the State is somewhat foreclosed from
the type of operations carried on by private owners, because the State's
lands have to be offered for public bid, but that before offering lands for
public bids the basic problems of what the State has to offer should de
explored, and the particular advice and help needed should first be had from
those who are experts as landlords, not ag cperators.

The Chairmen pointed out that the Southern Pacific Land Company is the

largest private land compeny in the State, and that their advice should be
very helpful. Mr. Pyles staled that he felt Mr. Kirkwood had made his posi-
tien clear sud theh; spesking personelly, he lhought it commendable, but
called Lo the sticotion of the Commission thet, in seeking advice from an
sdvicory committes, it should Be kept ln wind thet the State lands under con-
gideretion are of & different natuye and charscter from those of the private
landowners, being all under water, whereas the lends of the companies referred
to are on shore.

Mr. Kirkwood pointed out that the State wes trying deliberately to stay away
from comparisons with types of operations in other aress, such as the Middle
East, which would not compare.

Mr. James G. Leovy, of the Western Gulf Oil Compeny, mentioned that the
different methods of giving leases used by the State and by private companies
should be kept in mind et all times; in other words, the privete land com-
panies do not go out and cell for bids, but an cperator would approsch a land-
owner and ask for a leese, with no bonus involved, whereas the State hes to
ask for bids end give the lease to the one offering the highest bonus.

Mr. Kirkwood responded that he had not said that he was satisfied that the

present method 6f operating was the bagis on which the State should request
bids.

Mr. R. K. Templetcon, of the Reserve 0il & Gas Company, stated th t he thought
the Governor's Commission and the asdvisory committee to be set up by the

State Lands Commiseion should work together. In reply, it was pointed cut
that the Governor's reccommendation is that there be a specisal commission to
investigate the broad question of conservation and of existing laws, in order
to determine whether the laws ere adequate, and, if they ave inadeguate, to
submit recommendstions as to how they might be made adequate through legisla-
tion; whereas the committee being proposed by the State Lands Commissicn would
consider adminlistrative problems only. It is contemplated that the Governor's
Commission would be comprised of representatives from the oil industry, of
citizens generally, and of members of the Legislature, and that this commise
sion might amploy consultents or invite counsel from the Department of the
Interior and from the United States Government and from other oil-producing
states, in order to develop complete informetion and so that thelr information
would be as impasrtial as possible. Mr. Templeton still insisted that he
thought the two groups would have to work together, whereupon it was expleined
that the committee being proposed by the Commission {(as distinguished from the
Governor's Commission) would be for the purpose of dealing with nothing but
the leasing policies of the Commission, and those primerily in connection with
State-owned tide and submerged lends, and it was felt that this was & separate
and distinct proRlem from that of considering ocil conservation and avoidance
of waste, which would be the problem of the Governor's Commission.




Mr. Bauer suggested the possibility of adding the Federsl Bureau of Land
Management to the list of landowners +to be consulted by the State Lands
Commission.

The Chairman instructed the Executive Officer to prepare s memorandum to
implement Mr. Kirkwood's recommendation for setting up an asdvisory committee
of landowners to assist the State Lends Commission with its oil leasing
policies.
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