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45. SIXTH MODIFICATION OF THE 1980-81 PLAN OF DEVELOPMENT

AND QPERATIONS AND: BUDGET, LONG BEACH UNZT,
WILMINGTON OIL FIELD, LOS ANGELES COUNTY

During consideration.of Calendir Item 45 attached,

Mr. W, M. Thompson, Chief, Long Beach Operations, showed
slides of the types of drilling rigs curréntly being used
on the Long Beach oil islands, and he explained the type
of rigs proposed to be pyu¥chased which is the subject

of this Calendar item. HMr. Thompsor stated che main
purpose in purc¢hasing the rigs is to cor¢ifiue the subzone
development for which 200 to 500 more wells are to be
drilled. He explained that unléss a certain number or
rigs are wused, the drilling time would be extended. far
into the future. A major benefit in purchasing the rigs
as opposed to using contrdct rigs is that the payout on
the rigs will be approximately three years.

Commissioh~Alternate Susanne Morgan asked various
questions regarding the economics of purchasing the rigs.
Mr. Cory was willing to approve the purchase, but because
Ms. Morgan had some concerns, he suggested that the
Commission approve the recommendation as presénted subject
Lo the staff submitting to the Commissioners. on the
following day a detailed cost dnalysis justifying the
purchasé. If this analysis satisfied the Commissioners'
concerns, their approval at this meeting would be upheld.
Mr: Northrop. however, wanted to make sure that the
Commission's confirming approval of the staff's analysis
was in writing so Lheré would not be any confusion in

the approval of the purchase of the rigs. The Commission,
thereforé, approved the staff's recommendation as
presented by a vote of 2-0 subject to Commissioners Cory's
and Morgan's written confirmation of the staff's detailed
analysis dated Decembér 17. 1980 (see Exhibit "A" attached
for written ¢onfirmation).

Attachment: Calendar Item 45
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Stdte of Californis: , EXHIBIT "AH Stave Lands Commisslon
Memergndum

’To s MS. SUSANNE MORGAN bate : Decembex 17, 1980
Commission-Alternate
State Lands Commission Filo Now
State Capitol, Room 1145
Sacramento, Califorxrnia 95814

EXICUTIVE GFFiCE
1807 13tk Siroed; Secraetinty 05814

 SIXTH MODIFIGATION OF THE 1980-81 PLAN OF DEVELOPMENT
AND. OPERATIONS AND BUDCET, LONG BEACH UNIT
(CALENDAR. ITEM 45, DECEMBER 16, 1980 STATE LANDS

gt .

‘COMMISSION MEETING)

Enclosed are specifii: detdils as to the payout of the purchase of

two drilling rigs covered in Calendsr Item 45 at the December 16,

1980, State Lands Copimission meeting. This is in r¢sponse to your
request for additional information sc as to sustain your approval

of 'this budget augmentation at that meeting.

When the Loh%}Beagb'Unit uses a drilling rig, éither contract or
fo

unit owned, for theé drilling of new wells and the redrilling
or workover of existing welis, it furnishes the following items:

Blow-out prevention equipment; drilling: bits;
scrapers; hole openers; reamers; stainless steel
drill collars; directiohal survey tools and
sexvices; electric logging survéys; cementing
tools and services; fisghing tools and services;
d¥illing muds and mud services; completion fluids;
med cleaners; and mud ¢entrifuges; gravel packing
and liner washing tools and servy .ceg; and moving
¢osts betiveen well locations.

For the payout calculation of Unit owned vs. contract rig, the
following tangible iitems are considered:

1. Labor Costs

The labor costs are comparable between both types of rigs
as the same number of men are used and wages are comparable.

2. Rig Fuel

The Unit-owrned rigs are electric powered whereas the
contract rigs are diesel engine powered. As part of the
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Ms. Susanne Morgun ~24 December 17, 1980

‘tontract, the Unit furnishes the diesel fuel for the rental
rigs. . An analysis ¢f current erergy costs escalcted to
January 1982 indicates a $360 per day eélectwic poser cost
for Unit-owned rigs vs. 4 $845 pet day diesel fuel cost
for contraczt rigs.

kig Rental

Theé rental cost of a contract rig is for the sub-base,
drilling mast, mud pumps, shaker screens, mud tanks, draw
works, rotary tablg, swivel, kelly drill pip=,; and the
mainténance of this rented equipment, The current rental
rate is $3,700 pef day with =n escalation based on the 0il
Field Equipiment Wholéasls Brice Indék Code 1191-02 whieh
is curren/ .y increasing at 2.8 percent per quarter, Based
on that es¢alation, the daily contract rig rental in
January 1982 would be $4,130 peir day,

:Mgigtqpéné§~393t"‘Uﬁgﬁ‘cwneé.gig

The ciirrent operating cost experience of meintaining the

comparable equipment provided in the rig rental For the
six Unit<owned rigs escalated to January 1982 is $460 per day.

Moving .Costs

A specific part of the rig design of Unit-owned equipment
is portability. This i3 important because with well
locations c¢lose together, six feet apart, and om a limited
surface srea, each move between wells must be made as rapidly
as possible o save money and to avoid interfsrence with
other production operations at the same surface location.
Also, the sub-base of the rig and the associated equipment
should cover as few well locations as possible as they
cannot be serviced while a well is being drilled. The
contract rigs cost $20,000 per move compared to $3,000 for
a move of Unit-owhed rigs.

As can be seen on the attached sheet, the payout for purchase of
Unit-cwned rigs is three years,

The actual case eupenditure schedule for these augmented funds
shows that the following percentages will be spent during the
next four quarters:

First Quarter 198L = 7%
Secorid' Quarter 1981 = 15%
Third Quaiter 1981 = 387
Fourth Quarter 1981 = 40%
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Susanne Morgan -3< Decemiber 17, 19§

There are also some intangibles for which a dollar amount cahnot
be quartified which favor the Unit-owned equipment. The equipment
is newer and has less down time; being electdc powered they are
quieter and mora reliable; there is reduced air pollution with
electric powered rigs compared to diesel #nginet: ‘they will not
interfare as much with surface operations involwiw f other wells;
there a4 ¢ some well locations which cannot be dxiiled using con-
tract eauipment, and there 1§ a potential loss of income from neWw
wells 3% the contracter ‘were to not renmew the contract and move the
rigs out oY had lébsr unicu problems. ‘The prospect of lusing
a contract rig is real due to the worldwide demand for dyilling
Tigs. The domestic use of rigs is at an all-time high There
is a current delivery time for this ‘équipment but it ‘Wouid be
-extended by a year if the decismon is delayed at an escalation
cost of 1.5% per ‘month.

e

uhief Long Beach - Operations

cc: Hon. Keénneth Cory:
David Ackerman

Confirmation of approval of Calepdar Item 45, December 16, 1980,
State Lands Commission meeting:

N

‘—’.&\\;\ Tﬁi{‘“—-’ (\‘\_\
RGAN \
CommissionpAlterggte

State Lands Commission

State Latds Commission
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CALENDAR ITEM

: 12/80
. 49 Thompson

APPROVAL OF THE SIXIH MODIFICATION OF THE

. 1980-1981 ‘PLAN OF DEVELOPMENT AND OPERATIONS
AND BUDGET, LONG BEACH UNIT, WILMINGTON OIL FIELD

The Sixth Modification of the 1940-1981, Plan and Budget,

Long Beach Unit, provides for augmenting the Budget by
$11,024,000: 4nd modifying the Plan in order to authorize

the purchase of two pdrtable driiling rigs. The affected
Budget Items are PART III, A;Zafﬁ(Z)‘Field Equipment, Drilling
Equipment; increaced by $10,600,000 and ©. K§M151§TKATIVE

OVERHEAD ‘inctreased by $424,000, The new total Budget for
T980198% would L& $167,272,000.

IhgmGommisSiénﬂé‘stgff'has‘recbmmendéd,thisxaugmépta;ibn
<o provide for thé purchase of two additional portable
drilling rigs, with Jelivery ih the first part of 1982,
At that ‘time additional drilling locations will be completed
at three of the four island drill sites. These rigs will
be dimilar to the two other portable rigs approved by the
Commission and now in service,. The purchasé of another

rig mover system will allow these rigs to be moved Qetween
locations in a matter of hours and to opevate on three

of the five drilling locations in the Unit. Replacement

of contract rigs with Unit-owned equipmerit is economically
justified.

Additjional development of the Long Beach Unit is now possible
in view of current crude oil prices. In order tc: carry

out this future deveélopment within a reasonable time frame
and continuing the required reworking of existing wells,

at least the current number of drilling vizs, eight, will

be required. A full scale redevelopment pfogram of subzoning
and infill drilling has beta under way since mid-1980.

Production and injection data from these new wells and
those to be drilled by mid-1981 will allow the finatization
of future drilling requirements. The delivery of these

two rigs in early 1982, will provide the flexibility to:
maintain eight drilling rigs in the event of the loss of
the contract rigs, substitute for contract rigs if only
eight rigs are required in the future, or expand to nine

A 57, 58
s 27, 31
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or ten rigs. if requirved. Purchase of these rigs will e
part of tlie plan for the expanded develdpment of the Unit,
refulting in the economic production of addicional crude
oil,

IT IS RE,CQMMENDED THAT THE COMMISSION:

1. APPROVE THE SIXTH MODIFICATION. OF THE PLAN OF DEVELOPMENT
AND OFERATIONS AND BUDGET, LONG BEACH UNIT, JULY 1,
1980 THROUGH JUNE 30, 1981,
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