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’ = MINUTE ITEM

19. (1957 LEGISLATION - ASSEMBLY BILLS 47, 2237, AND 3869 (MILLER, SHELL,
AND BRUCE ALLEN) - W. 0. 2115.)

Following presentation to the Commission of Calendar Item 22 attached, the
Chairman introduced Mr. E. E. Pyles, Vice-President of the Monterey 01l
Company, indicating that Mr. Pvles had expressed a desire to addresi the
Commission and to give background information regarding his company's expe-
rience in exploration work in the vicinity of RHuntington Beach.

Mr. Kirkwood interjected a question as to whether Assembly Bills L7, 2237,
and 3869, together with Senator Cunningham's Bill No. 795, would be heard
before the Legislative Subcommittee scheduled to meet that evening. The
Assistant Executive Officer responded that he assumed Senator Cuaningham's
bill would be included, and that he knew definitely that the other three
bills were to be considered.

STANDARD Ba&P “P

Mr. Pyles then presented a prepared statement (copy of which is attached
hereto as BExhibit "A"), in which he emphasized that although Oil and Gas
Leases P.R,UG. 1545 &8 PR, 0, 1530 vere issued €0 cover what had been assumed
by all interested to be proven oil lauds, and vhub dlifudugs ¥y 1exes fums
of money had been spent, the wells which had been drilled on these leases had
all been dry, which he claimed “"constitutes proof ... that even those prop-
erties which the mopt accurate and complete surveys indicate to be the likely
repository of oils, can still be sore diseppointments, production-wise."

Mr. Pyles amplified his prepared statement by stressing the tremendous increase
in costs involved in offshore drilling, indicating that on meny items --
transportetion of persomnel, drilling, transportation of equipment, etc., --
the costs had run from six to eleven times what they would have been for on-
shore operations. Because of the tremendous costs involved and the amount of
risk, he felt that the oil industry should be given some real incentive to bid
on offshore leases.

At the conclusion of his statement, the Chairman asked Mr. Pyleg if, when his
company took its geophysical measurements, it had concluded that the arees
involved in Leases P.R.C. 1549 and P,R.C. 1550 were capable of producing oil,
and whether the later drilling proved the existence of the ztructure that the
geophysical explorations indicated wes there, and was told by Mr. Pyles that
the bottom seismic work showed that "they had a structure".

oleaAr” ®

Pursvtant to a coment made by Mr. Kirkwood sbout the first part of Mr. Pyles®
statement, to the effect that it seemed to indicate thet the State did not

have adequate protection from a royalty standpoint, Mr. Pyles stated that he
thought the o0il companies would look at land in the light of its beiug proven
property if oil wes found in an adjoining area, and would bid on *that basis.

He added that although he sgreed with Mr. Kirkwood, he would again like to call
the Commission's attention to the heavy cost of investigating offcosst areus,
and theat he felt some real incentive was needed if the oil companies were to
spend tremendous amounts of money.

ST .+DARD B&P ©

Mr. Kirkwood indicated that he felt the special bills before the Legleslature
affecting oll and gas leasing should be discussed, and that the Legislature
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rhould be given information by the Commission as to its particular thinking
and its problems. He then outlined his views on the Cunningham-Shell Act,
referring to the fact that earlier he had suggested that the Commission obtain
outside expert sdvice on which to bage sound suggestions to the Legislature,
but that apparently the Commission took the wrong course in hoping that expert
edvice could be obtained on & voluntary basis. He felt that what probebly was
needed was for the Commissicn to hire three experts, on a paid basis as con-
sultants, from whom %o obtain sound advice before entering into any extensive
leasing program thet would bind the State as to what are its most likely pro-.
ducing offsh~ -e areas, so as to be in 2 position to best protect the State's
interests. The experience of people who have had to negotiate for private
companies should, he thought, be of benefit to the State.

Mr. Kirkwood then presented to the Commission a copy of suggested amendments
to the Cunningham-Shell Act (see Exhibit "B" attached), prepared in the form
of a new bill which would incorporate many of the bills already passed by the
Assembly, which he thought the Commission might he wiliing to approve for
recommendation to the Legislature. He stated that he felt the hands of the
Commission had been umduly oy improperiy tied on the question of obtaining
appropiiate royaitice that would be in the interests of the State and still
be an lnducement to the overators, and that in his proposed bill he had incor-
porated a minliin royalty of 16-2/3 percent, plus a step-scale royalty based
on production, with a provision for dowmward scaling of royalties to take care
of a stiuation when wells were no longer producing at the maximum rate, with
%he thought in mind of removing some of the gamble on the part of the oil
companies and still assuring a fair return on the part of the State. Incen~
tive to poaceed rapidly with exploration could be gained by having higher
rental charged under the lease during the early periocd of s lease, and the
amendments suggested would permit minimum cash bonuses to be establishrd. He
suggested that the language ol these amendments shoidd be checked by tue
Attorney Gensral, but tuat it should be kept in mind that any bill psssed by
the Legislature should be flexible so that any opinions of experts could later
be used. He did not intend to open the question of using & bid factor, feel-
ing that the State's experience with this had not been good, and stated that
although a constant over-riding royalty would be best, his other suggestion
for a step-scale royalty might have the advantege of flexibility.

Mr. Klrkwood explained that the original lease should spell out the basis ;
under which the State could reacquire leased property, with the exact terms
for so doing to be put in the lease rather than in lagizlation, and also sug- |
gested that the drilling teym be cut from five tc three years.

Foliowing a brief recess, Mr. Powers, at the suggestion of the Chairman, gave
his views on Mr. Kirkwood's proposal, stating that, although he was not
pleesed with all provisions of the Cumminghem-Shell Act, he felt, in view of
the fart that the Commission had Just received the recommendstions and had not
had time to consider them, that the proposed new bill should be presented
personally to the Legislative Committee by Mr. Kirkwoed, end further indicating
that he did not know whether he would agree on all points outlined.

Mr. Kirkwood made the point that basically the guestion was whether the Com-
mission would wart to have its hande tied by a particuler leasing progrsm, or




whether 1t sk 14 have some discretion, and pointed out that if i the Com-
mission had to work with was the Cunninghem-Shell Act, it would be wasting
mcuey on hiring consultants, as anything they might suggest could not be used.

Mr. Powers added that perhaps the checkerboarding question should be explorsd
further, with the area to be included in a lease cut to a much smeller acreage.

In reply to a question by Assemblyman Shell about whether the area of leases
had been included in his proposed bill, Mr. Kirkwood stated that he had
included this point. Mr. Shell then discussed the gquestion of reducing the
size of the leaseholds, and stated that he thought a step-royalty program
could be handled under Assembly Bill 2237, but that perhaps the Attorney
General would have to clarify this. He said that he hed put in & spot bill,
A.B. 41kl, to take care of some necessary amendmenis. and that he thought
under all three bills being considered (A.B. 47, A.B. 2237, and A.B. 3869),
the ability of the Commission to set minimum cash bonuses was clarified.

Mr. Kirkwood doubted this, and felt that the Attorney General should be con-
sulted on this point also, to see il there was unanimity of thought.

Azsemblymen Shell agked if Mr., Kirkwood's proposal that the State should be
allowed to take over equipment upon sbandomment of a leese was intended to
include exploration equipment, or only develcpment equipment, and was informed
by Mr. Kirkwood that he thought it should be only development equipment, but
that this point had not yet been fully explored, nor had it beer discussed with
the staff of the Commission.

Assemblymsn Miller stated that he was happy to have Mr. Kirkwood's viewpoints
expressed so definitely, especially his suggestions which would broaden the
bidding and sllow for more competition, and hoped that these might be included
in the legislation currently being considered; but commented on the fact that
the Legislature wmuld have very 1itile time %o work on these proposels, as it
would only be in session for another three weeks,

Assemblyman Shell agreed that the State Lands Commissicon should have some
discretion when issuing oll leases.

Agsemblyman Holmes commented on the hiring of three consultants, and wondered
why Mr. Kirkwood had waited until threes weeks before the close of the legis-
lative session to make his recommendations and to present his proposed bill.
Mr. Kirkwood, after pointing out the importance of the ¢il leasing program and
the difficulties involved, reminded the group present that he had originally
made the suggestions about using checkerboerding and about providing for a
higher royelty, and informed Mr. Holmes that the reason for not having made
his present cCefinlte suggestions earlier wes that it had been hoped that the
Commission could obtain competent adviece on a voluntary basis. However, it
had been found impossible to get a voluntary group together, which wasg the
reason for his current suggestlon that the Conmission hire pald consuliants
o study the problems involved. Ha pointed out that all the Commissicn needs
is a bili that would let it put into effect the recommendations that tlie con-
sultents indicsted as sound.

Asgemblyman Shell. asked 1f the term "step-scale" was regulerly used, and was
informed by Mr. Bkirkwood that he did not know -- that there might be a betier
term.
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Senator Hollister suggested including only the "island" in the equipment to
revert to the State upon abandonment of a lease.

Mr. Kirkwood again asked that the Commission give consideration to the
question of using comsultants, and in addition stated thst he felt that
problems had arisen vhich would justify some stand being taken by the Com~

mission on the Cunningham-Shell Act, and on which the Legislature should be
given some information.

Mr. Pyles, as the only oil operator representative at the meeting; made an
expression on behalf of the oil industry, referring to Mr. Powers' comment
on reducing the acreasge of a lease, and calling attention to the fact that
the Southern States have larger minimums than does California. He felt that
if the Commission were to cut its lease acreage below the present minimum
and ask the oil industry to go out in 100 or 200 feet of water and drill on
small pleces of ground, it would not get any bide. He urged the Commission
not to reduce the acreage, but to give the industry some incentive to bid.

The Chairman, commenting on the suggestion that had been made at a previous
meeting by Mr. Kirkwcod about setting up & landowners committee of five
voluntary consultants, pointed out that through various circumstances the
Commission finally ended up with only two of five being available, stating
that that effort had "gone on the rocks", and that it appeared to be neces-
sary to arrange for consultants on a fee basis.

In response to a question by the Executive Officer as to whether he could
request money through the Department of Finance to cover the cost of hiring
consultants, Mr. Kirkwood suggested making the necessary fund transfer. He
stated that it was the intention to hire as consultants to the Commission
men who had had experience on leases of larger properties of wildcat areas
and who would report to the Conmission either individually or as a group.
He emphasized, in fairness to the oll industry, the importence of moving as
rapidly as posaible, and thought that the Commission and its staff would be
familiar with people who could be consulted.

It was clarified by the Chairman that it was the iatention in hiring the con-
sultants to use the information obtained from this group in helping to carry

out the laws that would be passed by the current session of the Legislature,

not to give current advice. The question of whether two or three consultants
should be hired was raised and left open.

UPON MOTION DULY MADE AND UNANIMOUSLY CARRIED, THE FOLLOWING RESOLUTION WAS
ADOPTED:

THE STAFF OF THE STATE LANDS COMMISSION IS AUTHORIZED TC COMPILE A
LIST OF QUALIFIED EXPERTS IN THE FIELD OF OIL LEASING AND OIL LAND
MANAGEMENT, FROM WHICH LIST MAY BE SELECTED, AS CONSULTANTS, TWO OR
MORE QUALIFTED INDIVIDUALS TO GIVE ADVICE TO THE COMMISSION WITH
RESPECT TO CARRYING OUT THE FROVISIONS OF LAW CONCERNING TTIDELANDS
OIL DEVELOPMENT UNDER THE JURISDICTION OF THE COMMISSION.

Attachments:
Calendar Item 22 (2 pages)
Exhibit "A" -~ Stetement by Pyles (3 pages)
Exhibit "B" - Proposed Amendments sutmitted by Kirkwood (8 pages)
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CALENDAR ITEM

SUPPLEMENTAL

INFORMATIVE

e2,

(1957 LEGISLATION ASSEMBLY BILLS 47, 2237, AND 3869 (MILLER, SHELL, AND BRUCE
ALLEN) - W. 0. 2115.)

Assembly Bills 47 (Miller), 2237 (Shell), and 3869 (Allen) (amended copies
attached) were considered by the Assembly Committee on Manufacturing, 01l &
Mining Industry on April 16 and April 23, 1957. The Committee vote was 8 - 8 on

eech bill, thereby holding all bills in Committee.

A.B. 47

(Miller) and A.B. 2237

(Shell) were withdrawn from Committee by vote of the Assembly on April 29, On
April 30 the Committee on Manufacturing, Cil & Mining Industry passed A.B. 3869

(Allen) without recommendation.

The three bills were heard in the Assembly as

Special Order on May 7 and all bills were passed through the Senate by the follow-

ing votes:

A.B. b7 56 - 13
A.B. 2257: 52 - 20
AcBo 3869: h‘s - l!'!'

The comparative effect of these bills is summarized or ‘the following tabulation:

P.R.C.
Section

€827

A.B. 47 (Miller)

Eliminates classifi-

. cation of land.

Establishes:

(a) 16-2/3% minimum
plus sliding scale
oll royalty.

(b) 16-2/3% minimum
gas and gesoline roy-
alty.

(c) $1.00 per acre
minimum annual rental.

() $0.05 per barrel
dehydration maximum.

(e) Alternative lease
award on royalty bid

only.

A.3. 2237 {Shell)

_ o

A.B. 3869 (Allen)

Eliminates classifi-
cation of land.

Fstablishes:

(a) 16-2/3% minimum
and optional sliding
scale oil royalty.

{v) 16-2/3% minimum
gas and gasoline roy-
alty.

(¢) $1.00 per acre
minimum annuel ren~
tal.

(d) $0.05 per barrel
dehydration maximum,

Eliminates classifi~
cation of land.

Establishes:

(a) 26-2/3% minioum
plus sliding scale
oil royalty.

(v) 16-2/3% minimum
gas and gasoline roy-
alty.

(c) $1.00 per acre

minimim annual rental. .

(a) $0.05 per barrel
dehydration maximum,

(e) Alternative lease
award on royalty bid

only.

3415



P‘ROCO

Section

6829.1

6830

6834

6871.1

6873.2

SUPPLEMENTAL ITEM 22. (CONTD.)

A.B. 47 (Miller)

Estahlishes %-year
term to commence
drilling.

Substitutes right %o
determine for right
t0 restrict spacing
of wells and rate of
drilling,

Eliminates reference
to land classifica-
tion.

Eliminates:

(a) Reference to land
classification.

(v) 1920 acre "wild-
cat" lease mlinimum.

Substitutes "in not
less than thirty (30)
days" for "within
thirty (30) days" as
period for making de-
termination pursuant
to public hearing.

A.B. 2237 (Shell)

(3-year term to com-
mence drilling estab-
lished in A.B. 41hl)

Substitutes right to
determine for right
to restriet spacing
of wells and rate of
drilling.

Eliminates reference
to land classifica-
tion.

(Reference to land
classification and
1920 acre "wildecat"
lease minimum eli-
minated in A.B. 4141)

Sunztitutes "in

not less than
thirty (30) days"
for "within thirty
(30) days" as period
for makirg deter~
mination pursuant to
public hearing.

A.B. 5869 (Allen)

Establishes 3-year
term to commence
drilling.

Substitutes right to
determine for right

to restrict spacing

of wells and rate of
drilling.

Eliminates reference
to land classifica-
tion.

Eliminates:

(a) Reference to land
classification.

(v) 1920 acre "wild-
cat" lease minimum.

Substitutes "in not
less than thirty (30)
days" for "within
thirty (30) days" as
period for making de-
termination pursuant
to public hearing.




EXHIBIT "A"

Statement of

E. E, PYLES,
Vice President of Monterey 0il Company
before the
California State ILands Commission
Sacramento

May 13, 1957

Gentlemen:

I appreciate very much the opportunity of appesring before this Commission
because I believe that I am in possession of certain facts that are highly
relevant to any discussion of royalty rates on lemses covering tide and sube-
merged lands, I expect to emphasize and support the contentions of some
other operators with some startling figures that I might say have not been
arrived st by deduction but are the result of actual experience over the past
two years on two State leases, PRC 1549 and PRC 1550. These leases, as I am

sure you gentlemen know, lie offshore between Newport Beach and Huntington
Beach.

Seaboard 0il Company, Humble Oil & Refining Company and Monterey 0il Company
are assoclated in this Joint leasing venture, with Monterey 0il Company being

. named as QOperuator. Before these leases were obtained, Humble and Monterey hed
mede a discovery on adjoining tide and submerged lend held under contract with
the City of Newport Beach and had successfully completed some 6 or 7 wells.
The sub-surface information developed during this drilling program was empli-
fled by offshore geophysical and subsea geologicel surveys on both the under-
water land parcels mentioned.

On the basis of these combined date there was good resson to believe that a
producing structure underlay the leases. The three companiess that were party
Yo the enterprise were in entire agreement on this, and a request was there-
fore made to the Lands Commission to put the two leases up for bid.

Prior to this time and at considerable expense, these companies acquired a
number of upland properties, including subsurface rights, from Willow Lend

and Water Company, Pacific Electric Railway Company, and Mills Land and Water
Company. These were required in order to assure on-shore sites for directional
drilling operations should we prove to be the successful bidder on the two
lcases,

Following all this exploretcry work and cavreful planning, the two parcels were
put up for bid and the three companies, Seaboard, Humble and Montersy, being
high bidders, were awarded the lemses. The successful bids were $3,333,000
for parcel 1549, and $1,33%3,000 for parcel 15%0.

Almost immediataly after the granting of the leasas, Monterey, as operator,
began drilling from upland locations on PRC 1549, the parcel neavest to the

. shore. Four wells were dyilled directionally to depths between 8,000 and
10,000 feet, bottomed on the lease, but they were all bone dry.

-l“
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Because of this ill-fortune the Commission granted an extension of time to
permit the lessees to procure the special construction of end to bring a
6irilling platform around from the Gulf coast. This was for the purpese of
irilling on Parcel PRC 1550, which lies more than & mile from shore and along
the westerly edge of 1549. After the arrival of the platform, core holes were
drilied on property covered by this lease, also to depths of 8,000 to 10,000
feet, but these, too, wers entirely unproductive.

Now, the cost of this operation was as followa:

Lease acquisition $ 4,780,501

Geophysicel and subsea‘geological

expense $ 45,501

Rentals $ B,622

Drilling costs $ 1,779,205
Meking a total of $ 6,604,829

This I cite simply to show that here we have three well-established oil
companies having available in their own ranks the highest qualified geo-
scientific personnel, equipped with the most modern of exploration instru-
ments snd know-how.

Amplifying the findings of these and agreeing with their conclusion were
independent geologists and geophysicists of wide experience and excellent
repute.

That, I am sure you will agree, was justification for something more than
mere hope. Coupled with the successfully completed wells drilled by Monterey
end Humble on immediately adjoining Newport Beach property, it amounted
almost to proof that the leases would produce. But they didn't!

It seems to me, gentlemen, that this Commission should take cognizsnce of
these facts and should weigh them carefully. They constitute irrefutnble
proof of the tremendous financiel risk that is involved in the search for off-
shore oil reservoirs, a risk that is greatly enlarged by the inherent diffi-
culty and increased cost of almost every phase of sub-marine exploration and
drilling. It constitutes proof alsc that even those properties which the
moat accurate and complete surveys indicate to be the likely repository of
olls, can still be sore disappointments, production-wise.

I would like to point out here, by the way, that the State of California is
well protected sgalnst improper royelty provisions in its offshore oil leases
by the terms of the Cunningham-Shell Act. The Act permits the leasiag of.
alternate blocks only and the retention of the unleased portion until the
leased portions have been drilled. If production ls developed in any ¢ne
section, of course, there are four contiguous sections that can be leased
under higher royelty conditions for the benefit of the State.

-
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Finally, I feel it necessary to accentuate three important conclusions that
are justified by the foregoing facts:

1. The financial risk and, in fact, all other types of risk involved in
offshore operations are so much greater than in normsl upland opera-
tions theat the two processes are quite unrelated. One should not
therefore, under any circumstances, be used to set u pattexrn for the
other.

2. Even with all the scientific data that can be made available in these
modern times, nmo person or group of persons can successfully predict
the oll possibilities of any sub-surface area intil enough wells have
been drilled to prove or disprove the presence of oil, and to give
some idea of its quantity and quality.

3. There is nothing to indicate that the experience of the three reliable
and substantial oill companies cited here will not be repeated by others
regardless of how well they may be informed.

It seems very clear to me, in view of these facts, that unless the State is
willing to offer adequate incentives to encoursge industry to assume the

great risk involved in cffshore exploration and development, or o reduce it
to some rational proportion, there is great danger that capital investors

will be lured into more lucrative channels of enterprise. The rost is already
go great that even the largest oil companies find it expedient to join to-
gether to reduce the individual hazard. With prevailing unrest in other

parts of the world, and the vulnerability of forelgn petroleum sources in the
Middle East, it would e nothing short of a n&tional catastrophe if Cali-
fornia's offshore reserves remained undeveloped for lack of adequate incentive.

A
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EXHIBIT "B"

An Act to amend Sections 6827, 6829.1, 6830, 6834, 6871L.4, and

6873.2 of, and to add Section 6828.1 to, the Public Resources

Code, relating to oil, ges and mineral leases of state lands.
The people of the State of California do enact es follows:

Section 1. Section 5827 of the Public Resources Code is amended
to read: -

6327. Leases for the extraction and removal of oil and gas deposits
may be made by the commission to the highest qualified bidder, or joint bidders,
as provided in this chapter. Such a lease shall include all oil and'gas de-
posits in the leased land and be for a term of 20 years and for so long there-
after as gas or oil is produced in paying quantities from the leased land, or
lessee ghall be diligently conducting producing, drilling, deepening, repair-
ing, redrilling or other necessary lease or well maintenagce operations on the
leased land. Any lease heretofore issued under this chapter for a term of 20
years, or any renewal or extension thereof, may at any time or times prior to
its expiration be extended upon such terms and conditions and for such period
of time as the commission deems for the best interests of the State or as the
legislature may provide; provided further, that upon the lessee's timely
application therefor the commissicn may issue a new lease in exchange for any
lease issued for a term of 20 years, or any renewal or extension thereof;
such new lease shall be issued at the same royalty and upon the same terms
and conditions as the lease for which it is exchanged, unless the commission
and the lessee shall otherwise agree, except that the term of such exchange
lease shall be for a term of five years and for so long thereaftear as o1l or

gas is produced in paying quantities, or lessee shall be conducting producing,
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drilling, deepening, repairing, redrilling or other necessary lease or sell
maintenance operations on the leased land.

When state tide and submerged lands effered for iease by the come
mission are jands net within the knewn gaszegie structure; as determined by
the commission; of a preducing oil or gas field at the date of issuanee by
the commissien of an invitation e bid for an il er gas lease thereon;
the eommission shall speeify s flate-vate royaity o be paid under sueh lease
of 1P4 pereent in kindy or ef 324 pereent ef ¢he eurvent market priee er the

priece reeceived for the preductien remeved or seid fram the iessed iand; sub-

jdeet o an allewanee for eii treatment and dehydration of net te exceed five
eents {§0v05) per net barrei for the voyaity oii and shaii speeify a fiav

‘ reyality of 10 pereent of the surrent gross market vaiue or priece reeeivel For

| azl dvy gasy naturak gaseiine; and other products exitractszd and saved from

the gas predueced freom the leased land; exeept ges used for 1esse use¢ ar rein-
jeekion in siate landmy and an annual rental payment in advence of pet 6
exeeed enme deilar {$1) for each mere of the iani subjeet 1o the learc at the
rental dater Uniess the commipsion deeides: 40 rejeet aill bids pursuery e
Seetien £836; the lease of the pureel oy traet whieh is the subjeet of the
bid sheil be awarded %o the guadified bidder whe underiakes ¥ pay tne highest
eash benus in additien o satisfying the royalsy and rvental regquirements and

aii other provisiens of ithe leaser

When state lands, including tide and submerged lands, are offered
for lease by the commission are dends within the knewn geelegie sirueturey

ap determined by she eommigeieny of & produeing eil or gas field ai ithe date

®

of igsuance by the cammissien of an inviitabisx e bid for an eil and gas

-2 2421




lease %hereeny the commission shall specifly s Fixed reyaity en eii of ned iess
than 36-2/3 pereens or :

{1) a sliding or step scale royalty on oil commencing at not less
than 16-2/5 vercent up to a meximum percentage specified in the invitation
to bid to be paid on the average production of oil per well per day, or on

the gross production of oll removed or sold from the Jand under such lease,

or g combination of the itwo; and,

igl a royalty of 36 not less than 16-2/% percent as specified in

the invitation to vid on dry gas, natural gasoline, and other products ext. :-
ted and saved from the gas produced under such lease, except gas used for

lease use or reinjecticn in séaée into the leased lands. Sueh reyzities

Royelties under (1) snd {2) shall be paid in kind or as a percentage of the

curvent market price at the well of, and of any premium or bonus paic .n, the
production removed or sold from the leased land, subject to a reasemabie an

allowance for oil treatment end dehydration of nct to exceed five cents

{$0.05) per barrel for royaity oil amd ea amrusl ; gnd,

{3) rental payable in advance in arnusl amounts as fixed by the

commission in the invitation to bid of not %e exeeed less than one dollar

($1) for each acre of land subject to the lease at i$he renitail daie.

Unless the commission decides to reject alil bids pursuasnt to
Section 68385, the lease of the parcel or tract which is the subject of the
bid shall be awarded:

(1) to the qualified bidder who undertakes to pay the highest cash
bonus in addition to satisfying the weyaisy and venkal requivemenis and all

other provisions of the lease, which cash bonus may, at the discretion of the
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commission, be in the form of advance rental payments, for a maximum of five

(5) years, represented by a bid staeted in terms of a percentage increase over

the rental payments specified in the invitation to bid; or,

(2) in the alternative, when specified in the invitation to bid, to

the gualified bidder who undertakes to pay the highest rate of royalty in eddi-

tion to selisfying all other provisions of the lease.

If, at any time or from time to time, before or after thi: explration
of the primary term of such lease, the leased lands cease to produce oil or gas,
the lease shall, nevertheless, continue in full force and effect if within
eix months af%er the cessation of production, or such longer period of tim:
as the commission may authorize, lesseé¢ shall commence and thereafter prosecu?.
with reasonable diligence drilling, deepening, repsiring, redriiling or other
operations which shall result im the restoration of production of oil or gas
from the leased lands.

Sec. 2. Section 6826.1 is edded to said Code to read:

6828.1, Every oil and gas lease executed under this chapter may
irciude a provision specifying thet the commission has the option of acquiring
all or any part of the lessee's operating squipment used on the leased land
prior to the time of abandonment, or quitclaim to the state pursuant to, sad
notwithstending, the provisions of Sections 680k4.1 or 6805,

Sec., 3, Section 6329.1 of said Code is smendzsd to resd:

6829.1. Every oil and ges lease, including lcases of tide end sub-
merged lends, executed under this chapter, shall specify a period of not to
exceed five (5) years, ss specified by the commission in the invitation for

bide, subject to extension by the commission as provided in this chapter, as
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the dyilling bewm of the lease within whiekh the lessce may commenee epervatiens
foy the driiiing of 8 well for oil ey gap if ithe lemse ghall embrase ands
vhteh were mobt within the known geolegie strueture of s pwedueing 2i: or gas
field at the dste of issussee by the commispion of an invitatien %o bid fer
an otk and sas lease thereony or a periedy fixed By the ecommissieny of met te
exaead three yearsy subjest te extensieon kv the cemmissien as previded ir this
ehaptery as the drilling term of the lease within which the leasse may commence
operations for the drilling of =z weil for oil or ges £% the hsass skell snbrges
lande vhish were withinm dke k=ocup geaiogie siwaetuve s 5 predusiag oil ey zas
£2ekd zi the dsbe sf ijssusnes By the comsisaien eof ap invitatier te hid fer
gr of} szl a3 kesso shereen, and, ia either easesy providing that, if lessee
feils %o commence such operatione and to thereafier diligently prosecute them,
the lesse skall terminate.

Sec. &. Bection 6830 of sz2id code is amended to read:

€830, The lease shall contain a reservation to the comr°sgsicn of the
right to repiziet by epprepriate ruies and w»egulatiens determine the epacing
of wells and the rete of drilling and rate of production of such wells 80 as
to prevent waste of oll and gas and promote the meximum recovery of c¢il and
gas from, and the conservation of regservoir energy in, each zone or separate
underground source of supply of oll or gas covered in whole or in part by
leases issued under this chepter. The eommiusisen shall issue wules and regu-
tatiens whioch may be umended frem dime teo time teo effeetwnie the purpese of
this sestieny; and in eenrection therewith shall resitrietd the wate of preduetion
from any sueh mene or separate undewgreuad seuree of supply $e6 that previded

by Fedewal er Stste laws ey wules er regulatiens thereundews o¥ by any

a5
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reapenable eonservatien er euritatimens piesn ewdered by the ecemmissien ey sg¥ased
9 by & majexrity of the total pweduetien f£rem asny sueh ssne oy sgparate under-
ground seuvee ef supply~

Sec. 5., Section 683k of sajd Code is amendsd to read:

583k, Whenever the comnigssion determines that lends shell be lesged
for oil and gas ag provided in thls chapter and when the form of lease therefor
has been prepared by the commission, the commission shall give notice of inten-
tion to lease such lands. The notice shall be published in a newspaper of
general circulstion in the county in which the lands or the greater portion
thereof are situated and shall state the time (which shall not be less than 14
days after the last date of publication of the notize) and place for receiving
end opening bids, a description of the lands, either as a tract or by parcels;
vhether the lands effered fer lease awe within oy net within $he knowm geelegie
stmieture of a predueing oil er gas fieldy and that the form of lease for the
purpose of bidding may be procured at the desigunated office of the commission.

If the notice is published in & weekly newspsaper, it must sppesr
therein cn at least two different days of publication and if in a newspaper
published oftener, there must be at least five days from the first to the last
day of publication, both days included.

Sec, 6. Section 687L.k of sald Code is amended to read:

687L.4. The cormmission mey divide the lands within the area proposed
t0 be leased into parcels of convenient size and shape and shell prepare a form
of lease or leases therefor embracing not * : exceed 5,760 meres in any one
leasse, ard if the lands-ave nmet within the knewn gesiogie strueture of a pro-

dueing oil or gas field at the date of tssuanee by the eommission ef an




invitatien to bid for am eoil and gas lrease theveenr sueh lease shall embwaee
net leps than 15920 eserasy or the whele theveof if lees thar 1,040 acves are
available fer leasing.

Sec. 7. Section 6873.2 of said Code is amended to read:

6873.2. Before offering any tide or submerged land area for an oil
and gas lease, the commission shall publish notice thereof, and any affected
city or county may, within thirty (20) days after the publication of such notice,
request in writing to the commission that s hearing be held with respect thereto.
Upon receipt of such request, the commission shall hold such & hearing and give
not less than ten {10) days written notice thereof to the city or county, or
both such city and county, making such request, and to the Department of
Natural Resource:, and shall publish such notice. The commission in its dis-
cretion and irrespective of any such requests may hold such hearings as it
shall determine, Fublished notices shall be given in the manner prescribed in
Section 6834 of this chapter.

Within In not less than thiwty (30) days after such hearing the com-

mission shall determine whether or not tc offer the land for lease, as provided

under Section 6871.3, 6872 and €872.1, untess . In such determination the com-

mission shall determine that consider whether the issuance of a lease as to all

or & part of such land would result in an impairment or interference with the
developed shore line recrestional or residential areas adjecent to the proposed
leased acreage, or the eommissien may detexmine whether to offer such land for
lease as to all or a part thereof and include in the offer for lease such
weasonable rules and reguletions which, in the opinion of the conmission, are

necessaxy for the exploration, development, and operation of said lease in a
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merner which will not impair or interfere with said developed shore line
recreational or residential areas; provided, however, that no tide or submerged
lands shall berffered for lease under any conditions, rules, or regulations
wvhich will result in a discrimination between bidders as prohibited by

Section 6874, -

The commission in determining whether the issuance of such lease or
lesses would resvlt in such impairment or interference wiin the developed
shore line, recreational or residential sreas adjacent to the proposed leased
acreage or in determining suck rules and regulations as shall be necessary in
connection therewith shall at said hecaring receive evidence upon and consider
vhether such proposed lease or lesses would

(a) Be detrimentsl to the health, safety, comfort, convenience, or
velfare of persons residing ia, owning real property, or working in the
neighborhood of such areas;

(b) Interfere with the developed shore line, residential or recre-
ational areas to an extent that would render such areas unfit for recreational
or residential uses or unfit for park purposes;

(e¢) Deoctroy, impair, or interfere with the esthetic and scenic
value of such recreational, residential or park aress;

(d) Create any fire hazard or hazards, or smoke, smog or dust
nuisance, or pollution of waters surrounding or rdjeining said arees.

Authority to hold the hearings provided in this section may be

delegated by the commission to its officers or employees.
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