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23, STATUS OF NEGOTIA?IONS WITH AMINOI L U.S. A , INC.; 0Tl AND
GAS LEASES; ORANGE COUNTY; W 9938; G 425 426

puring considera ation of Informative Calendar Ltem 23 attached,
My. Donald J. Everitté, Managet, gnergy and Mineral Regources
Developuent, summafbaed che higtory of this item and the staff's
position and recommendation.

My, Josepw H. Loéb; Revional Gounsel for Aminoil u. §.A., InCe,
appeared voxcfng Amxﬁdil‘s ¢b jegtion ra the State's Gompromise
offar of a flat secondary royalty rate of £ 30%. ¢. D. Howald,
Divxs1ontProgram Gnginoeﬁ, Aminer] 1.8, A Inc. appea*ﬂﬁ but
did not spéak.) He guated that 23% s the faximum Aine eguld
offer the Staterbased on the'»ccnommus of the operation

it the €dnclusion. 6 the dLECUSS“Oﬁ‘ Adring chairman Sid ﬁcCauslaﬁd
stated it ig the intent "of the Commxssibn to maximize the dtate's
return gvom its leases xnd suggested that ‘the staff and Aminoil
continue their negotiatLong in the hope of reaching a Lompromise
agreement

Attachment: Calendar Ttem 23. (2 pages)
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23,

STATUS OF NEGOTIATIONS. WITH
AMINOIL USA, INC.

amimoil USA, Inc,, operator of Stdte Oil and Gas Leases
PRC 425 anud PRC 426, Orange County; has been negotiating

with s

tafd since arly 1976 for .the amendment and unitizatiom

5f. the leases to provide for primary and secaonddry xacqvery.
of oil €fom Fault Block 28, Jones, pool in Huntingron Beach
gffshore field. This pool, although .coreholes have been
drilled through.it, has not yét been produced:. o

'

01l .and Oas Leasgs PRC 425 and PRG. 426 réquime oil voyally

“w e

payments. to ithe State based on the caleylation of graduatid

royalty rates determined by formuild from the rages of produc-
tion of the wells, The required -capital investment and ,
additional operating costs for a secorndary recovery waterflood
program could not be justified by the lessees if the calcuyla-
tion of gradiated royalty ratés were algo to be, applicable |
teo augumented production resulting from a wdatérflood program.

Section 6830.1 et. seq. of the Public Resoutcis Co¢w provides
that the Commission and the lessee under State oil -and

gas léase may agree to modify the terms of such ledse for

the purpose of maximizing 'the tecovery of o0il and jgas through
secondary recovety operatiomns.

After a detailed economic evaluation of the proposed primary
and secondary developmént of Fault Block 28, the sraff
advised Amindil that a recommendation wéuld be prepared

for Commission consideration regarding the amendment and
unitization of the leases. The xecdmmendaticn would have
prévided that voyalties on primaty oil would be determined
in accordance with theé exisring lease provisions and. that
the flat percentage royalty for oil produged during. the
secondary period would be the'weighted avexrage royalty

rate of the primary oil plus fifty percent (50%) of the
net profits. The staff's position for this récommerdation
was that the offer provided for maximum oil cecovery, while
providing an equitable return to the State and the lessees.
The net profits concept was desigred to (1) provide the
most équitable balance of profit distribution to the State
and working interests in an area of economic uncertainty,
(2) minimize the risk burden £¢ the operator by requiring
higher State participation only after the payout of capital




CALENDAR ITEM NO. 23. (CONID)

investment had been assured and (3) maximize on the ultimate
reqbvérable‘tes?xveS¢Qy reducing tiie gross rovalty burden
near the economic limit:

Aminoil vejected this offer and the concept of sharing

in the net profit, and as an alternative proposed a minimum
£lat secondaty royalty rate of 23%. The minimum 'guaranteed"
petcentage during the secondary pericd represents the best
enginieering estimate of the primary rate projections aft

ctiis time, ‘and as such is the minimum rate requived under
the statutes,

Following aAninoil's offer the staff made a comptomise proposal
of a minimum flat secondary royalty trate of 30%. Our data
tﬁdiéatedﬁghap‘;&g‘grOSs royalty of 30% provides dan &coviomic
returp to6 the working interest and the State equivalent

o a 23% gtoss royaliy plus 25% of the net profits. Therefore,
because it is our position that the maximum cil recovery
should be obtained, while providing an equitable return

t6 the State and the lessees, it was fusther suggested

that Amdnoil might want to reconsider its pusition on the

met profits concept.

On, October 27, 1977, Aminoil advised that the compromisge
offér was uracceptable. They further ag.ised that the mihimum
royalbty of 23% is the maximuf they woyld offer the State

to assure the development oE bbth prirary ard secondary
reserves of Fault Block 28, Ju—egs pool. The alternative,
outlined by Aminoil, is to devéloép the primary prodiction
and attempl negotiation of & secondary voyalty adjustment,
per existing statues, at a later date.

We propose to advise Aminoil that the State remains open
to negotiation of an equitable settlement of the royalty
difference; and, further, should Aminoil elect to proceed
with development of the primary production of Fault Block
28 and riegotiate later for a secondary recovery royalty
rate adjustment, we would also remain open tc discussion
of such adjustments on the sSame bases we had previously
proposed.




