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MR. CHAMPION: The meeting will please come to orefl

. As you all know, thio 13‘3 speclal meeting ulth to my present ) S

/

knowlcdge, only one 'ﬁfﬁ ‘on the agenda -- which L8 coasideration

I E o,

from lasu week GF Ethe propesed drilling and operatlng contract~to

replace the prpsent contract of the Long Beach 0i1 Developnent

A
‘’

COmpany. I think_we whll bggln with the staff 'eport by’Mr.\ o

Hortig on the present atatéﬁfof that proposal, what vommunlcatiMﬁ .

. there have bebn, and 1f there are proposej glteratlons from the

document we had be;ore us last week,

Before I do that, I'd llke-to repoft that theoCity of .

“Long Beach hss resnonded to our invitation te dlscusa the” terms

of the Fleld Lonbra"tor Agrecment for the new area, the new
e

4 Wilmington Fleld, and have 1nv1ted us to have a Joint meeﬁing

with them at our mutual conweninnce, and wé will proceed to set
o % -
up a macting for such a uiucusaion aflfetWecn\Eﬁaxr poiﬂu\of o

N\ R Y

view and that of the Stata Lands CommiSzion. Az you know,“hhev

have offered us a.form of contrdct we have sugpgested n.qulte

dlfg/)tnt‘rorm of contract, and the situation being somewhat ay
a staxemate we are golng.to havo a discussilon as to v here to

v>§,\ -~

Wr. Hortli, will you proceed with a gtatement of thc

present sta“f position on bhc proposed replacement contract for

=
P

thnLBOD" o \Lw

2 MR, HORTIG: Mr. Chalrman, as outlined on page 1 of”
' . b : ,
the agenda item bePoge’you, pursuant§66 the directive of the

o

Commtssion for deferment consideration of this mstter to the =~
meeting today'énd the suggestion to 1ﬂéﬂstry to submit any © 0

further proposal» or ralse any e rbher questions, prererably in
wrlting and prior tothis meeting, written recommendations were "
roceived rrom Union ?acific Rallroad Company‘nn October 7, 1963 &

and from Puuley Petroleum Company: on QOctobe:r G, 196J.‘/§op1es
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' General, wh;ch Is also attachied to your agonia thn morhxng as

_ uncerbalnty or the prchﬂbaﬁﬁt 15 vtvw af thes fact ihﬁz 4nﬂ R AN

| the “unit. opnrator § o all,or the fault blogk areas that‘\puld be
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" of those® 1ctteﬁ% are attached to your agenda ltems as ¢éxhibits.

Additionally, yesterday aftcrnoon by %pecial messenger a letter

/‘;/

was recelved from Shell 011 Company, cop;iv‘1 of which will b&D = -
dljtrlbutod te you gentlemQHCnow. oy : _ o ¢
The suggeutions of Pauloy varol&um rclate pnlmdrlly to
the matté" of prlce bages, which were revié%cd on the calendar
1tem (again attached to the agenda Jtvm you havn before you) as

o
1t was presented on ochember 30, 1963 Thcsv queationn raxé?d
and the nasas and answers thereto Here a&go revirwed in the lcral

review dated September 27, 1963 from the OQTIQE of tho Athornoy

oo

Exhibit B,
Secondarilv, the ngioy Pﬁﬁrﬂlﬁﬂm‘Iﬁﬁt?P nuriﬁsta the
highes§ price pald for bil by any stacknalder whirh should be T

part or the cont attor, nbﬂff fenia agaiﬂ thak mueh addtfgﬁnal . :‘/f
L

4

corporate enblblca cannot be f“rﬂtﬁﬂg at, ﬂhy\gbkﬁ‘iﬁ adenpes o o A
calling for bids, would nm:naait@m A dinrount 1 Uhe net profiFy
‘bid offer by ung'prn1§¢¢t1va fqntrﬁﬂt“r, ¢ . \;f Y
The Unlon Pnﬂlrlc Rullrﬁad  Gompany has nupEesstol thyt
operakTohs on the Lonr Keach Harhor Df‘l:;n%mmt x;mcumao parenl
‘eould be aonbiinuey nnan? PXlBuln\ u;;;{ Ereomeﬁhv wlthouu?tho4 :’ . .

’S—
noccaaity of awnrﬂlnp fa new urll;ing and nperallng cnnLract with

the Unlon Pualric ﬂailroad Compitny and other upland Operators ng

4nvolved In the area ag outlined~on the attachad map thch 1tfis
U :
= =

'A Propcsed to he operated under the newxcontract. < o ' - .

“ )
The cost to the Cityﬁ'ﬂnd 1ecesgaﬁlly to the<State, N

bhrough such method of operation and thc slack af local control

have regulted in the recommendatlon by the Long Beach ‘Harbor

Debértmeﬁt against-asuch an altefhative gperating prccedure,
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. pany, which réview¢ also specifics with respect to bid procedute
as“well as relative to a recommendauion that any price base that
might be adopted should be adypted by'thc Commiq.aon In considera-
 tion of 1ts appllcahillty to other State uaascﬂ and municipal
leases and contracts in; the ruture. This 1z 'a problem which 1t
would be extremely dirrlculu to rorvéuat «~ %o detésrmivie tor a
'rpeciric set of circumstancea such as we havc hcror&,ps -~ 'where
a new contract 1s requlred to contiinue oporat;ﬁn -« that.such
prlce 'cé bases . can necessarily be ta'lored to %e 80 npeclrlc to as=
sure the control neceusary with the current contracb ﬁnd still be
flexible .enough to “cover in thé ruturﬂ any other’ clrcumstances -
econom*c, geographic, geolagic, and 30 rorth. o
i Under £hese circumstan»cs, Mr. Cﬁalrman,xl‘would recom-
_mend that the chmission order thegg Lhrpe lnttcrs 1{tc the
record in orden\that their cogtcnts be avallable tooall but

without ‘the neoessity "t reading Lher into the record at hhia i

= . : “ A
A ‘\ o

Io there any quest fon, with repard ig

point, : @
©  MR. CHAMPION:
that procedhre? (No response) That, then, will behkhe order,*

MR HORTIG. Now, additionally, Bt‘chc meetlnf of

Z

A\
Sepcember 30th, Rishfield 011 Corporation requnstod thab their \
company's name be 1ncluuad with thd 58 of. the companies eﬁnciflp«
ally mentioned in computing the averagg_o¢§poﬂtod frices, so outs
lined in Section 18.3 of the propoued drllling and operaclng Rors -
tract; and the Off'ice o° tha Attorney General suggeohed that
approval: by the Harbor Commission of tﬂrmlnation of the cénﬁva"t,e
as provided Lg>Sect10n 4, be subject co.apprcval ﬁy “the State

(&)

Lands Commlssiqp.'@ - Lt "o

Tho%é last two
tH the

kS
o

| staff and, therefore,'rég;eséntfthe:oni§§ﬁbéificaﬁibﬁ$
(S ES . . g ﬁ?

# * These letters are attached 46 end of transceript.

‘You have Just raceived the ;etter from Sbell 0il Ccm- @

bS]
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/dcommendations are concurred In by thE——:
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recommendatidns which wvre made to thcucommi"slonron

~) =

:\ D

30th, the rpcommendnd reoolubion today ?eading- ’

¥

"It is ecomﬂcnﬂzo that the chnxsslon apprave:

‘September

1. The Dri;llng and opcxmtlng c%ntract {Lonyg, Beach erbor

Department Tidelarids Parcel),
thprein containnd, viith the follawing amendmento:

A. Inclusion of Richfield 01 Corperation in
of‘those companies speccillcally mentioned In
the

average of posted prlces ag s

&

(ol forhg\ln

including the specificatlons

the list
cempu {ngg

Jeoctlen

18.3 of the conbracL,
B. Additien of a last parasraph to uec*lon 4 af the
contract, reading as follows: ‘'An telfainotion of shla
agreement pricr to February "ﬁ igBa, shall require
State Lands Commisslon approvnl '
AIso included in the resolution arid~recommerded for
apprevals are the notice 1nvi£1ng bldé; fﬁe bid form, and tha
bidd§;/ﬁ bond as submitted for approval by Lhe City of Long Eeach
reﬁpéred to as Exhiblts B, C, D, E, and F respectively and hereby
/.‘
L/th

mad° a part hereor by reference tc fhe official flles=%g

Commission." _ _ o

o

-MR. CHAMPION: Now, the situation 1is that after ccnmuni-
céZ;ons

©

that we

and comments that are a1l in, the ztarf reconmendation _s

e
=

with the exception &7 Lhese two amendments; and what we

approve the contract a2s it wns before us at the lasi-

meeting

‘'amendments;, and this 1s the matter that 1s now before us for dis-
I
. “‘cusslon -- whﬂthor there are obhor am;:nd”ments Lo be conuidorc-d
e

whether there are other propoaals or comments or objecticons on

o

- the recommendation as 1t Hcw stanus <= the conbract with these

two amendments. How I think we are prnpnrnd bo hear Trom anyone.

P

who wishes to mako furthcr atztement, gﬂmmpnﬁfor ébjectlon on the
> \ - B

matter. o ” 5 ?ﬂ
: Is thcrn anyonec. who wishes to te tqu 1n,\ Yy way on
this subJect’ Mr. Siergty ﬁ;é some 1uestious. A
QEB, SIEROTY: Ve havh-this i;tter from Union Pacific
. - F
1% _ »
2 o G}

are really congidering quthécproposéd,ﬁonbrapt with these two A

v
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would

-.the alternative as

o {2

L
Y

%

R

)\, ; = . A

' mhich from what T gather, proposes a rather«difrerent way of

‘hand}ing this:. Now, ffﬁigﬂof all, I wonder whether-Mr, Hortig
1ike to gxplain j}

é/g;cause I
. {

exactly thelr prop? 41; and then I'd like to know vhether thia 7
N .
was zconsidered previously -~ this form of opcration wasa consid-

réélly can't understand -

ered previously by the Long Beach Harbor Departmenst.
"MR.>HORTIG:: ﬁrq Chairman, in response to Mr. Sierotyle
queation, I think as background I should first report to the
Commisslon “haL the electlon of the form of operation propoucu ~ > e -
for any particular tidelands grant area is at the ophion of the o 5
Statecs grantee, 1n this instance the City of Long Beach; and “
the optioéa are not nominal with the Lands 60mm1 slon to direct
a different basi% fo;@at for presentation without consideratlon

&«\
for appro;;ﬁ;

Under existing State law we are limited to con-
sideration for approval only of %ropdsed'contract forms, as tiey
fare presenfed by the utate's,pranuee\trustee {or consideration. -
Therefore, thls matter has been‘discuaved with Unlon
Pacific Rallrcad, but the elecpion to not pyoc.ed wlth pregsenta-
tionqio the State Lﬁhgs Commlassion of & propqéalcto prdéocd under .
5y 1llned bf)the Union Paciflc Raiiroad was = °
made 'by the Lone Beach Harbor Department, %ho are the ope "ating
agency, who are cperating the particu¢ar subject truast landa

that are hereﬁn invoived. Therefcre, under Lhose»circumatances,

o

I think»it would be approprlate £ cald on a repreae.,ativc of

:§B§§henr legal counsecl- to~glve

the detalls as to what went>1nbc»the»conslderation and poasibly

the Long Beach Harbor. Department

to the Landu Commlqa-on.

b -

why the alternative was not submitted
g 7 ; J
would be the best proccd- 5 a

HR CHAMPION: I think that

ure, WOul ““oy step forward, ﬁieasc, and putline bhe proposal

anJ e reasona for choosing in mhe alternative.

. MR. SPENCE:

For the record, wy name iz John®

Yeg.

®
\n

i

i
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1 Spence, Asslstant Attorney of Long Beach, /Wﬁ{f01ty of Lohg Boéch
9 i cons*dered this proposal and it wan not acceptable, principally
3;#1 for economic reasons and. from an engilr Qering standpoint. Now, I
4L don't propouc to go into\Unu enpincering roabure, but I do want
5 to point out to the members or the’Cor"ﬁnslnn that this propoadl
6 would not take care“of the portion of the tidelands not 1n the
7 unlt, and I am speaking spec rlcaliy of Faulk Block V ~-- which,
8 when 1% i3 unitized, will only have the Ranger Zone. %Thc re~
9 || malnder of Fault’ Block V wiil not be fh the unit. =o that woaid
10 -not golve our problemf v L o
11 I wou§§ liKe to ask Mr. Smith to discus3 the economic
12 Teatures of thls wlith the Commisslon, .
13 \ . MR. SAMPION: Thank>yogn . . o J
14 MR, SIEROTY: May T ask Mr. Smith to gonerally explain
isbx what the Unlon.Paciflic Ratlroad proposal i5? How does it differ
18 from the one we are asﬂbd to approé%? ¢ V
17  MR. S@ITﬁ. My hame is W. A, Smilth, Assistant. Fetroleoum
18 anlﬁeer of- the Long Beach Harbor Depardment.  In answer to your
19 rﬂquest, Hr. uieroty, I am not aure I ecan explain Loe portion of
:26.9 thelr proposal which deals with the oil pur:hased. Tncy appar-»
21 L entliy are making a recommendaFion tha¥ the 011 purchasnd be
22 separated from operutlons, at leantfiknofdr as the unitized 3
23 areasare concerned. Thelr proposal for thc sale or the ofl i
24 ! from these unitized areas jn that we have rncurrent bidding a;d
25-l they seem to fee]. thaL tnin ln uome way will resolve thﬂ qdéktion )
20 hhich has bcen r;isadxagvto the aGVnnfages of highhsb versua
§$ DOSuEd .or some -other means; but/they dor'h boc::hanywa 98 c]carly
28 polnt out what their proposal is as rar as: pvicfgg iz econcarned
29 v MR, CHAMPION Exé&ggjre a moment, Is there a repre-
30,& sentative of theJUnion Pacific hore? Mir° 7 v )
2 VOICE:  Yes, two. s,
(R - ;
Y R =
4 72&2:%;§§\$:§:* €

o
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Mﬁ.‘bHAMPION: Could yopu speak to that quéstién before

Mr, Smith Spntxnues§f {To Mr, Smith) 1 think perhaps since we
: zon| . n

have got thia nituation whare Mr. Sicroty wants an explanation of
" the Union Paclric proposul, wafmight first takc their comments
and then you might comment:, i o @

PINNELL I am General

MR. My hame is b, B. Pinnell -

o o

N

road . Being present @t the last meeting of this Commission, a

gre;t deal of the discussion scemed to ccntor about the manner 1n
which1the\stnbe and Clby would recelvc a falr price or a vazue

prLce for 1its 011 TIt appearn that rcally the only way tha$\

©

tbah could be-achieved o- alﬁﬁough the o*hev method that ls pro-
posed by the Clty.of Long.Beach,qthnt of average posted price, . o
‘has been widely usé&d -- if this is audeSb concern of the State,

the only altermative method would be that of bid@ing.v We didn't

or the particular amount of oll or anything else.
; 5 LT

“that was up to the State and City. It is their oil,
e o b - T =

propcsq& o bid on 1t. .

* MR, SIEROTY:

Ve thougit

We do not

=
How would Union Péqﬁgic be\compensated?;
I ﬁbt%_iﬁ,here 1t saild something about ﬁThere 1qfn8 fee puygblev
to such operator.” ‘ )
M§3 PINNELL'

MR. oIEROTY

B a

That's qulte correqﬁ;
‘What does®that mean? kr;‘

. MA. PINNELL-"Wcll, Union Paclfic would not be compen~

nBabed through a fee, as an operator or a3 a uontractor wculd,

. presumably. Mosb conbractons are compensated for t eir work,by

=

a fee or a “The unit

=

agreementu provide thah the only thing & unlt opérator receives

percentagg of thls or a«percentnge of that.

EEF operating the unit 15 a aix per cent overhcnd nllouance,a

admlnlatrat1v7 expvnae allownnce, on eerbaln couts Q— plus actual

/ o j e | G‘ . | =

’
-

Mana?er of the thural Resaurcea Divlsion,of Union Facific Rail-

make any suggestloh“as to the periods that the bids would covercﬁﬁ

d

9

&
DO

Q
a

/

o o,
2

§

q -
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custs, of course,” The costa of opera Lng the unit go to unit
expense aﬁh are, therefore, divided up among the participants on 2
the baaIs of their parbieioation 1n the wiit. ' )

MR. SIEROTY:J iet me clarlfy that point. 1s thisoaix -

8l

per cent in- this renewal prop@sal - bhiu olx per cent ovcrhead

.allowance? R ’
MR. HORTIO:- As to the unit,kto be paid ‘wheréver these o °

1ands are included un units as they presently are for Faulg Blockn

II, III and 1IV; but at bhe present ‘tipe a{n until changed, the . S

City of Lorig Beach is the Uhit OperaVO? and 1screce1ving this

overhe\élallowance. V( i‘ . Cy - R L e -
MR.ZSIEROII:”IQZﬂoesnﬁ; go to the eontragyor -= 1% goes
to the City? ' o ' ’ T
A HR HORTIG: It‘goes to the unit operator; in thiq case
1f the CIty continues as the unit operator, then the 01ty con= % o
tinues to rsceive this overhead nllowanbe under the "nib\agreewengﬁ E}

MR. -SIEROTY: Now, “Union Paciric 1s euggesting that 1t

»

become the unit operator, 13 that correct°
‘Q

N

-MR. PINNELL.o Yes; sir. Union Pacific is ;be unit
operator*of a large portion of* Fault Blocks II(g?d III units ’
the City 1s the-unit operator of a small portion of FauI‘ Blork
: IT and III units and a largcr portion of Fault "Block IV, thch - {
: \

15 aiso concerned here.

25 }

|

2

'uperi jated 1meao

< MR.- QIE“OTY

R

2

=)

= o

Q

per cent a.lowance and Heeld,put the oil out for biddinb aﬁ

£

[a)

ih LR

And genéiall& wo({d>operate on the six \

MR. PINNELL: Union Pacific would ngt The 011 from

the unit iﬂ dlsﬁributed 1mmed1ate1y to the owner, to the partlcl-
" In this case, the State and Clw

.pant who" 13 entitled to the ddi.

'}gets a share of the oil Prom each of -the fault blocks and this 1s

: deiiveredvimmedlately,'andknow the purchase 18 handled is up to

5e

&)
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qﬂs;rf“ interrupt you, Mr, Smith, but this provldes a Dettgr

w7

in the business of aelling. You ywould turn thg 01l aver, so to

basis for us to proceed, - 3 - °

. see how digfcrenb unit- opﬂrabors could operave theae gennrax

7

the ommer of thé oli. S L

c
=4 38
i

= [\ 2] @ @ s

*_ MR, ‘SIEROTY' Well, “1et me .see what you are nuggeuting

‘# hore regarding the sale of 011 by the City and the State. In~

otaLr ﬁords, the unit opcrator under your’ praposal would nnt be

o

speak, £o the City and State and thére would be competitive bid-

ding held by the City dnd State for this off® = - : _—

MR. PINHFLL. Correct. c g : -

8

MR. SIEROTY: That iu what you are suggestihg. I,h%ge

no further questions of y . Pin ell, = X
\J/CHAn~46;\\ A11 gjihv. Thankrioh;.nr. Pinnell. BN .

. 7
MR. SMITH- In considnring *he UnLon Pacific's proposal,

bhere were several thxngs that ggggg;cd to un whi¢h appeoared Lo =

‘{ make such proposal dlaadvnntageoua to both bhc City and the State, o

From a,practlcal standpoint Lhexicﬂa/nﬂ\gavlng sevgral operatoru

Ry

operating adJacent rault blocks is unrealistic, chause wkxhave

umner of what’we ca11 general racillttﬁs, aiid these are ¢

a large nuy
tacilities which are common to adJacent fault blocks and ‘to ad-

. . =
Jacent or ‘different groups of we ﬁ/'t 15 MLCicult for me bo < I fﬁ

Efagilities, ‘which are common to all arcas of the field. o o

N

In 8dd1ulon, of course, this propoaal is not a tobal
solutlon because 1t docﬂ nm? conslder the CLty and S\¥;} prﬁper-
‘ties” uhich nre not unitized and which in all liknlihnod will ‘, . S o

ns sver be unitmzcd, 50 e woula still be faced with tbe identical )
\_. S /"»»‘ il

1ame proélem we are faced with now in continuing the operattOp of

v

"those men-unitlzed areas. o ) L e

"

Q

‘o

ke

&

.. our major objection to the~prdpos¢1 18 a matter of - K c

ecbﬂomics.u Ve believe that this six per cent - overhead allnwance--'t s

PO
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z B 1 aﬁd ‘I want tb be clehr'“ on this -~ the six ﬁ;r 'ceﬁtb of our cost in
s ) 2 operation of the unitized areas is curren 1y eoming to the cﬂ:y
c o o 3 and the State and 1f we were to relinquish our ponition as unit
? 4 opemtor, ve woilld. then not ohly loge our 6ix per cent -- we would
"5 be paying zomecdhc elsefthae nix per cent, NG . 7 e
8 “ i addition to that, the maJorityﬁe (m:v\\‘b\r“{rolj§C
N 7. eum Divl)sion payroll is rnimburésed by the unita, He shave maé}\e@a
’ g | quick calculation, wiuc‘x is beucd on our nutimnt:e of ruture ‘i}\
: g § revenues, i‘ubure coa 2, ngainat this sJ,x peyr cent, and our ruture
Q;m pavroll, the reimbursexrent of“which e would leseﬁif we y,?e no
© . 11: \gonger unit: operator, smd we estimat;e that such a propesal, 1t
o i2 accr}led to, would result in a loss to the Ctty\ and State of ap-
; 13
14 Breks 11, III gnd . = . -
: >15 MR. CHMIPIOH : Have irou estimated the general magnitude
18 ‘Dof that in dollaraz - . I . "
10 MR. SMITH: The maghitude of it in dollars? Ten per .
. “ ig cent: vof Lt would ke on the order of $25,000,000. For tifcne rea-"
. ~ 19. || sons .e \,apngt concur in thi*‘ prc/ag;aax.»::Inﬂdcntally, there 13
o ‘ 20 one subord:m((:at:er reasan here that you might be 1nberc...ﬁm‘ _ln and 7
21 that 1is, 6}? course, the Harbor Department teclu that 4t haz 2 T
. \zg’ res;mnaibility An the m:ttcr of subuidence control. Ye I‘eel we
Lj2:', " have demonstrated we Have the ksot-how and the capabllity an&
= 24 .desire to control subsidence, and we feel that the m"lgrgfm lﬁ"fc’o‘/
25 assurecor;ﬁlnued subsidence control in the tideland &r @“Ta- for
26 frus to have opevat;ion cor;tr/o;l,. o 7‘. \5\9 5
27« = MR. SIERO‘I’},{Q How mn}y unit opﬁ:rat,ors are- thcr& ab the
L / 28 || present Lt,ime?’ ° s ] / : ' :
s e 20 (; Te ME, SMITH There a're current;zy two companles that are
3¢ | unit operators of what we call Segment 2 =< tﬁac 185 the areas
e i)} 31 |' north of Seaside owlevard in four fault block v}‘f’ase Urfigon,
o = =7 5.
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_Pacific i3 operating in Fault Blocks'II and III-- that i3 the
‘northern portion %hereof; andléocong Mobil 13 bpeiétiﬁg in Fault
Block IV, -and very) soon.willi be operatlng in Fault Blnrk V == th'
Ranger Zone only, - incldentally. ~ > "

This 18 another problem that would arise 1f this pro-;
posal w"rg ucceqted 1t would be virtually 1mponaiblc £or Mobill
to operate orly the Ranger Zonc of Faulb*Block v and have the

(‘ =
City's other contracbcr, whocver 1b mlght bn; opc atc zonen both>

abova and below the Ranger Zone, using common racilities.

MR. “SIEROTY:. You ‘say’ the wix per cent accrues t6 the

City and State? L e T e T : e
R MR. SMITH: .Thaj/ygicofrect. ,f~€ - o . o
\>5MR;CSIEEOTYE H‘(AdOEs that work <- six per cent of bhe
expense? U : i L e K

= 2

.

costs are paid to ug hy‘tbe other working 1nterest owners ir. the

-Q

uniS, Thia 15 our overhead allowance) Iy K
e MR. oIEROTY Why do you say the- “Clty 3nd the utatc"?

ES #iR, SMITH: Because that goes into our oil revenues,

3

‘ in effect. o e . T .

MR. SIEROTY: It does not go to the ‘Long Beach City or

9

| Harbor Department? - . - o 2

P

. MR. SMITH: It docs not go & khe Citv. It 15 a png;

of the revenue in the unit accountlng. o
) MR, SIEROTY. So,bin cffﬂct, yov,are "“saying the Ciﬁy e
and State reccive 4 ceftain portion of this _overhend allowéncc
rrom lands which are owned by prlvate 1nterests? = ,E» .
HR. SNITH: That is correct -- all of the workins ;
1nteresbs. T“e w_y it works: There 18 a unit Operato" of

Q\Fgment i. That 1a uhc City of Long Beach in any of bhcua unita,

N o R 3
o == \0\—«:\ >

2 g

11 -

There 1u a unit opcrator 1n Segmenb 2. In\the cane of Bloek:11, h

N

L

MR? SMITH ‘Six ‘per cent or the maJority of our unit : @
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we will take, for example, that ia Union Paclfic Rollroad. Union i °

Facific Railroud aﬂncmblcs all 1*0 costs for a given month nnd vhe

C1ty asdembles all of its couts for o glv~n honth ani each of them

o

or all of the working 1ntercatu' lncomc, andaall of the working
taterést owners share in. gach or the unit opcrator ' conts and

each of the unit opnrators' aix pcr cent overhead,

&9

MH. SIEROTY Havn you concluded that bhere wWould hn a
loss of za;,ooo,oon to Lhc ‘City and ;he State-1ir the-~Clty gtd not: -

a 4

remaln ag the unit operatory

MR. SMITH: That's correct. We would be deprived of

approximaeely'ton per cent or the future net and our cxpenses
o
would go down vcry'ulightly -~ uéeause we fe@l, even,thoughFWQ, ' .

o
slze of our petr@leum stafrf would

z¢]

Temain about the oame bocause wé have such a large intnrest in

\\“§§§ .
That's all., . ° S " : .
Mr.

were not unit operatce, the

the operation we cunnot afford ta 1pnore . - ¢
MR, SIEROTY:
MR, cnnnpxon. Thank you very much, Mr.V Smith.

Hortig, do you have any cOmments on’ thls prcpoaﬂl? Doeo the

poaition taken by the Harbor Lom»

staff in general agree wlth the

" misston of Long Beach, or have you reached any " concku"ions on the

£ L

@suchct° . == . ) T e -

o —

MR HORTIG., WQ ‘a1d revicw the analyﬂea and we did d1g~

cuss’ witp Unlon Paciflc Railroad the applicability of ° thls. In
vlew of the Lact. that the Harbor Department has Jurlsdlctlon....

o

'<fR. CHAMPION: I am nmot harping on the Jurxudiction'

I méﬁter. What 1s the upinlen “of ‘the stasf? s 2 N
S - MR, HORTIG' /%e ‘have no anaiysua con:;§?§?zs\rha@ of
°;f/": ) P o

. the City of Long B%nch. S R {i
_ MR. CHAMPION:
MR. HORTIG:

i
Do vou abree wlhh themr S o

To the e%tent that we have revloﬂed their =

- analysis, yes. .

- o B . .
° PRI . (— > s b e
) 12 .. oy 8 Y
5 . N - i n

=

J

is entitledZ{o reimburuemenﬁ'of that eost plua aix pcr ccnt dﬁt - ﬁi
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this»morning,

Q

MR. C‘{AMPlﬁN
-% MR, ~SIEROTY:

.One point, which ls in ‘the third paragraph, has to do

has- a }Acwpoint I- think ought to be considered,

5y

Do.you want to pursue another matter?

. N i‘;% .
Shell Oil's letter here, which came in

N
PR\

%g
1th the -

fact that underf%he contract proposed lt specir es the companles

o

whose postinga we wlll‘takc Ante conoidenztion.

Shell ratses’

mhe point that maybe, *hcre arc golng to he other conpanies who

,C"

o
some “of the existing comnanies may dlsceﬂtinue poé%ing in the

nextttwen

little more open to take in o consideration these changes.

h 4
ES

discuss that a minute,

_ought to bo ;n the contract. or naguc*uuurr suggestionﬂis a

-

o

Worthy one.
TR

to have Richrield

tion 18.3 with reupect to pricing determination specifica a3 qFr-

natlves.....
o ez

nm CHAHPION :
MR. uom‘m-

MR. CHAMPION~ Ue are ngw 1n thio resolution propo

18,3 of what?-

aybe theve waSwsome reason<whjawe

- O

£
are going to be poatlng in the npxt twenty-five yearﬁ and maybe

y-five years; anféperhaps thispclquoe ought to be a

! picked only these companies and feel that 13 tge on]v thing ‘that

5 =

G

sing
Mr. Ho"tipr, woulﬂ you d:lscuss that Jpoint?

i

_J

o

*hink 1t- IS ‘a good suggestion and thou%ﬁt we<might .

o

o

< MR. HORTIG Yes, sir. In view of the fact thatﬂéi e ®
!

o

Tﬁc‘bropcued contract - = ... specifics, N

"lnxﬁg bases, o /yhlch Lhe first and uecog A wlter-

A ternatlve
/, 7
ati‘asxare 1n turn dependcnt upon arithmicic comparisona mad

bctween posted prices, the compani?fyﬁgo

‘have and are posting

e

\.

1n the broadest acopgrlnche LoéDAﬁgcles B\slncoll flelds, who

have operated this u;;\historicallyvrhere incxuded in the‘list

in order to give the broadest re&llstic ba e to. thi° sﬂtuation.

o

In view of the fact that Richfield o11 reported in wrltirg ( )/

- -

AGS

: /J
the Ccmmission it 1is intending to also become a poster, it waﬁ/

=

o

i
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the recommendntion of the' staff th zt they be added to the 1ist,

We have the problem- 2

<

. chaser at the present time in the Wilmington 01l Field but I- am

S

ot nositive that they are posting prices.

MR. CHAMPION:

May T ask:"

Is there any obJeﬂtlonﬂto

N

{epp

device whereby upon ‘a certaln volume of purchases over a £ rtaln

&

: ‘sentative will sbraighten me# out if I am not ~- Shell 1s a pur-;-

I believe I am® correct and the'wnell repre-

perlod of tlme, such & ‘company ohall be automatically’fﬁﬁy e 1list;

and falling below a cf¥tain level in ‘a_ certain ncrlod or Lime,

'shall be eliminated Trom 1t?

in that there 13 alcontlnuinr purchascr wlth an average cf one ;

MR. Heﬂric:

Would tha§~a11minaue the piroblem?

<

thouaand barreln a day; but Ad doen not provide ror removal or

addition -- althougn cextainly your luggestion would be entirely

the oil

MR, CHAMP’ON:

o

In order to meet thia problem, why

shouldn't we simply define "continuing purcnaser,

ES

"

and make any-

" one who meé%* that definition ellgible, and provide that any time

for a perlod of time he 1o lenger meets the definition he 1s no

longer 1nc1uded.

o

[V

executing way of handling it.

Ee)

4

‘It seems to me th1° is a perfectly easy, self-

MR. HORTIG:- This is & slight varlation.

hear Deputy Shavelson's

‘pbsent any data to the contrary, as proviaed in the contract, any-

comment on the

o

one 13 ~onsidered a cortinu'ng purehaoe

eltﬁer this section would be vufriciently flexlble or would be

the one that should be expandeﬂ

[

MR. SHAVELSON:

I
i

That language would not adé any

xlu

o

1'd 1ike to

@st provision, that 2

" I would thinktﬁhat

.

<

Thig, or'coufse, 1s_coversd in the dontract
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1 || company to the ‘1st, and wouldn't fulf1ll that purpose. In_othen N
2 word3s, that: language simply ..... : o M\\:%‘ .
3 MR. CHAMPION: What languag,e are you referring to -- / = L
4 what I sﬁggested? ) S o ' i ) T . ;{;’4.
x5 (i ) im. g,xmvmson: No, the 1anguagg t;na.t Frank just {inen-
8 . tioned. concérning the presumptio‘n in the defini%lon of any con- /) ’ r
7 tinuinu parchaser -= 1in the a‘bsence of evidencz to the contrary =~ o
8 ’ he 1s presumed to be one; but .,till\\he pté must be posted, g
o] un«'er the present ianguage, by one of the designated purchasers @
io and, therefore, t:hat 1anguage would not hclp. )
11 o MR CHAMPION: Ve wou ld “have to expand the pr‘osent ' : o
- 12 § language 1n order to make this nelr-execubing, / - g g
13 © MR smwr:n;on- ‘That 1s correct. . g "
1 | ‘ MR. CHEMPION: Do yéu gee any legal fproblems in doing
15 | so7 @7 S o . : ~
18 | MR, SHAVELSON: I dom't. - . R
m V\ <y N &
17 - ﬁ _ﬁvrm \OLDIN Ho. & - e «"\ -
105 ’ - MR, CHAMPION . Mr.. Smith how.vwould the Hepbor. COmmis- e
12 | sion of the City of Long, Beach-Ceel abouts that? B ) )
20° MR. SMITH: Ye are ‘certairxfy in accord with expanhding ) °
f21 ' the base of the priclng as much as po.,sible.) However, there are "\é[/o
22 I cnrtai-a practical problems that- wg \must not: ovcrlook and ‘thgu(‘, ’
- 23 of course, were considered when we :mi‘ted this agrnemcnt as )
24" preaently berore you. ) Thc ’ﬂoﬁbinuing purchasnr dcfinit.» on, I‘ ¢ 2
28 &éclliis;, applies only to v!ilmington- and we feel becauue cf our 5 . T
23 interest in each of the majar fault bl ocks in Vilmington. and the
27 . fact® that we get- unit\/ordinator stat°ments ohcowing who has °
Q?B purchaued/yhe oil and, Fow much, we uill be able bo pretty well ) - .
29 ar pin down v.ho ‘the continuing purclmsem are in Uilmington. e e - :
30 ﬁ ' J Now, the problyhat wilj nri...e ivi‘ we open up to (
. 31 i thi° future group of” companles, / there is no way of knowing - . '
X and this, of courge, w/:as d‘iscuu-;gd in the last meeting tcn da,‘js\
a;o - tnqge 13 rkl\\n:\\xva* i"krbx:&//'ing Y:hét;::er or not they met:&th'i;\/ Ce -
, > 15 g ' ‘

o
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ng 1t,ra'1ed to meet it,

CHAHPION' I. assume thab if someone w;shed to be

&

mit satisfagtory rigures thaﬁ they did qualify as @ cont;puing

puzchaser, your real problembis when you knon thatothey fail to °

=

be a continuing Durchascr. .

o
g

: vMR. uMITH1 In order to be considcred, I suppose tN9y '
g

would have to ccntinually have to satinty the»Hnrbor Commiss;on

,1nc1ud=d, that 1£ we set this up so that they would have to sub- . @ -

% ) =
and the State .Lanas Comm}lssion. o
C
E I think ﬁhey woﬁid have to bé willlng %o

AT MR CH%HPION‘

agree to satisfy them on reqpest, so the commﬂtmenb iz there to
=

:meg;jthe request fgr 1ntormatlon perlodlcally.

o

-MR, SIEROTY' Valt a mlnute, —Hc are talking about t.hi'xa

bion referring not to w&lmtjgton Fleld ....0 -
= MR. SMITH:
MR. SIEROTY:

IS

That's - correct o7 ¢

_ «s but the general area -= the Signal,

J

Hllﬁﬁandtf%giewood Flelds. There is no requirement tha; ang/ot

théé§(postiﬁs companies named 1n here buy’any amqunt ot oil; iﬁ'

o
) o

that correct?
' .- MR,
’HR.

SMITH- “That _ ia correctd .

s Q

aIEROTY - So I don't think you can 1mpose upon

othor conpanies, it -seems’ to me, n difrferent ntandard.

» MR, SMITH: Yes, I am afraid ve - would have to. He N

couldn't let the X¥Z €11 company come in ang make a rictitioua
posting and complete-y upncb our prlcing,arrangcmont elther to
the‘udvéhtngqur dlagdvunbage of ‘the_cCity and State, Itﬁpould

- p
= <
> ¢

have to be by posting,

MR. SIERCTY: All right.;“yhy_d&h't,you*augt‘take the

words "bona fide pontiug“° , ?“ i L
MR. SMITH:
&

)
2 - o

There would havé to be, in my oplnlon, a

,greﬂ:rlbed fiethod for bona fide posti%g. SR ) i

e v
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25 |

‘one of these named»companles.

' the time may come; however,air nanuling an average posted price, : e

e & a .

s MR. CHAMPION: I,don't see why we can't --« Af%[nv are
daing is- opening the door to them and they pught,to_be willtng»to

provide the informatioh~tgpm§ke'that pnivilegé’open to then:°
These people are all now poubing and buying‘ln the fleld. .
- MR, SHAVELUON May I cay thia, Hr. Champion? 'As Mr. s

Smith pointed out, aa far as the w11mlngton 011 .gld 15 conﬂﬂrn-

x\ .

‘ed, we are open to any continuing purchaner whether er not it 15

I Just wnnt to make sure that

clear to every’\e, and 1t is crly when ue go to one of the oth

; {/‘(\
0o,

fields, where we deviate rrom thla,V?o that as far as the Wilmin

ton Fleld criteria 1s conﬂerned, vwe do huve that.

2 MR. CHAMPION:
MR. smvnn,ow

We are fully protectedq' - -
Yes - & ;vﬁ d :
. Mﬁ. CHAMPION: . I am: uorrv -1 didn't undorntnnd hh1t.

" Mﬁ. SHAVELSON: I didn't make 1t clear. .
* MR. SZEROTY‘*\NOW, may., I ask - - Shell s the one who
Iw( /

1'd ltke to ask tahen\ vihe
_Why 13 it thaq\ the

j “§Nr .
purcNeaing oil in tb/ area, An any © thcse areau that are e

o

=

J Lo

suggested this. 3ce & nggresentativea off Shell in- the audwyorlum.-

,he %@hey would like to~answer the ques-‘

)y do not post:in this aFea? Are t}hey B

5 o

tion

n%pedbl S s

' © ©  .MR. CLARK: oDurlan Clark, Shell 01l Companj.

=

ﬁa~post:

in some pdfhs ef the country bnt nevér“have in Calirornia, and

@

where this. might be necessary fo" many qompanles to do.. Rich- : OO

- f1eld, obviously,saw this and I think they are quite com:ect.a c L
He, in essence, are attemptlng to ayoid the listing of a long s L . -
group of companies - merely sayin@ thac ir cne company actually j

" That's .

15 o

y
buys and posts, tney should he cnnaidered in this list
N E.c N 2]

;all I have to say to that.c
MR. SIER 23

LA
ERT

- h ’ 1
th 1s iﬁ Lhat you haveri't been posting’

2

o

. - 17
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0 He teel»thisfshould be a continuing thing and certainly £ the .

©® T N @, s G N M

iaccept the orfer, we pafhthe offered price - uhich is something 0

'1n the nature of a prlvate poating,,an 1nd1v1dua1 nesotiatlon be~

. we are trying to 4o 1s

_to put together L clﬂuse\that uould do this. S e ' ':

2 . B
o A

MR.‘EIARK. Just that we have. never roand lt ﬁé;;qaary.h o

MR. SIEROTY‘

R

How do you. buy" “‘Hhat standard do you u..e

-
© “

to buy your oil?
MR, CLARK:
priceé in the field in the district in which the 011 is purchased

Cur leases provlde thaﬁ e meet postcd

and for many, many years we tied to specific company posb*ngaa

Because of certain antlitrust Iaﬁtora and consent decrees, thia ”ﬁ:a
was elimlna@ed -=" 8C We do)not buy to anyupartieular company, e

w

merely take what is posbcdcthere in.a given tleld where ve buy.

our own lﬂases-go further to provide thwkhir thbre are nojpoated
prices, then we make an otrer and then the landowqer has thirty i
I -

they’do not choose to »ake the ofter, they takc 1n kind, ir they

daya to accept the offér- and store the 011 in thn meantime.

o]

G

tween landowner and purchaser.

‘MR. :SIERQTTf

On this speciffc point, Mr. Clark, do you .

héveaany language that we éhouldﬁincludé here to suggest? What

to providerthat’any/béna fide poating'be~;

ageuor the dilmlngton "FPield pogyings.
includé? Do you have any idea, -sir?

MR CLARK:

f[ [

L think\the prlcing clauseo or 5
LR T 4. o )
most of the lease rcrms or maJor oil compan;es statp thls.‘lThe e

Oh, ye.u

fore)
=0 o

language would-be a’ very simple matber;@ We7dld th furni h vou
with any of the langgage, butrit migpc take all ot“thirty minutes

.He were mercly p*cking up hhe polnb>nr. Champion muﬂc e
E ) .

‘ 31 D’priging standarﬂs here are- éxpanded els ewhere, 1t might become a .

voée of . .,

R >
i < N 2

B

LV

tDnsidered in shig group of oll fleldﬂ. 30" hhat we may have the . Ul AL
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A 1 crlhical Lhing in the future and bhgrc might te a x'cqu?.gr\ -
z { other gompanies to post. ” L :Q - - \
‘8 ,' "ﬁR CHAMPION.' The aduantage of the ollkcompany involya
4 | 1s that 1t _does participare in the pricing. B V B
5 - MR. CLARK: Thac's correst. ;,‘v;__— :5° 7' . ‘
8 ‘ ’ _MR. CHAM?TON. i 1 am interested 1:; this polnt. Do tou

s 4 think. Mr. Sm ty/and Mr.* Hortig, that ir thg Conmis&ﬂion werc
08, without attem/;it‘.ing to give you any languagn at this timc - wr\re )
B, simply to 1nstn\\v‘t you %o hry to, worlc out Some selr—eyecuﬁingj i

& .
18 R MR. CFIAMPION. Do you.see any p]:-oblemu with that" w o

14 apnroval of the propoaeu 3.

15 m.,non:rm., )‘es, sir.

10 1anguage on th*s which wouxd also requirn the company who wanted
) e o
1 t:o come in to provide the kind of 1nromation neede& in order to ° b
12 verify thelr legltimate status - - Do you think that: °°? d be '

1i'> ' done and we could simply entar thab aﬂ&an 1nstru‘.tion in the

= B

17 ® MR SHITH t%;a. feel 1t could bé accomplished. o
18 | . =, MR. RIDINGS: I belteve 1¢-coyld be, with 8 properly

18 worded procedure, 1nc1uded. ° We are certainly 1nterested in

r\

20 t broadeninp‘ the base as’ much as posslhle, but: I do wan,t to restatc

i

2 .j' that: neither the: z,lt,,' of ’i.ong Beach ‘nox the Boar«r of Harbor Com-
22 ° missionerq have anprlght Hhatsoever to mveot..lgate into the 7

o &

23 :. bcoks Land records oi‘ any co'npany "~ Those: companie.; mentioned “here

24 é‘re those who are mown of record to be contlnuing purehasers and’

25 ' we would be very -nuch vnr-cerned 11‘ somoone uith a- small refinery
Q

T TR

26 came in \with a low pr* ce and depresscd the pr_lce ox‘woi} ‘80 I °

Q2

27 _ think . thcre should be clearly set fox:bh there’ must be a demcnstra-
2p« tion to the Baard and the Gemrnissj.on hcra\mr.‘or to their Geing =

! N )
20 - accepted “- that the leasc be dram :m such way that such persop

30 having demonstrated %o the sa"isfaction of the Boardoand Commls-

<
s 0

a8 nitm are then to be includec! in the calculation. oo o &

A

N o ) . - s, RN f
[ - 3 ‘ i « .

L]
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i , 1 MR cﬂammn. I think that 1is hiclud”ed«, Mr. Ridﬁags Q,/
j@ e 2 { and I agree Hith you. “T think ou\r posicion ;ls exactly fhe usame.
= 3 AWe waat to make sure we don't accept a des:l;_z,nation here for. which
> o . " © 2 I we can't; make an administrative mnding, cand I think the language
i 7 < 8 | will be clear -~ 4f someone L. Qmtzeressted, that thny -thenvolun- L
) é i tarily provide tho fnrormation we needu, because,@as you Bay, we S
A 7 § would otherwise have nq rlghh to “in{iresb*gate Ne) o ssk. , ‘But 1n
' ® ) : 8 order for- anyone to qu‘l.lify, %hey wo:quwcal V*héve %o volunt’eer the . ‘71 e
e 5" 9'9: 1nformat10n. N 6 ) ‘;v g e fp\,“‘”c;’ ‘ i D
@ L 10§ ¢ MR. SIEROTY: Lwould t:‘l*:nk this cbuld be done on the
. ol 11 | motlom:prithe City or seate. In’ cther” words,’ 1 we fegl that ™
;Q 12 ) : s, aomebaay post:lng ‘:who ‘i;:a hona 'fide post"x', we ought’ t”,o
Cee oy 7;13‘““ be- a’ble to att"mnt “to lnclude him in this. T o I
G 14 . : - MR, CHAMPION. . How can we do that Af “we are not :ln any
© 7 15 - po it:lcn to tr'equi.re him to provide t,he necessary 1nrormatio-1° o
%?“’ ! h 116 '~ MR, ‘STEROTY: Hell, what mfomation_wc;ulé we ::equireﬂ
= o N l’f 1r he 1s purchaning .Z\. o ® s T
0 ) 18 L - MR. CHAMPION: " Wie would fave to have evidente that 13e
S 19_' was a cont:lnuing purehaser. - , ,.° : ' R o B
20 || ’ MR.: SIEROTY : He may gfve you evldence of /t:hl.sgor ve ° _
) s 2L may be able to detemine 1t indnpendcntly. In other wol:an ’ 1 R
o T s2 think ‘there Augnt to be a provlsion .,nat it need not {;f.vmc'r from
23 » the oil company. N 7 e o ‘ v
28 ) MR. CHAMPION: It 13 o the o011~ companies' interest to o
- ’ ,‘25 ! do this 5 thf‘h 15 the onIy x'ea.,on to nrovide this 1n the contract, .
©. 28 .and I think it ou,_,ht to be left to them. “«“y s Z . o=
- 2;7 . R, aIERm“O Noi,“? neces uzu:ily. “‘i _qa ‘ .
0 .3;8c‘ > 'm SHAVELSON' :)M'ny I'm ke one commcnl: as_ 1:0 the’ preuent
: S pf?:visizn*and hou his might be expanded° Undex_- the’ present pro<
s s . 30 : visions, there are %wo <3 atements. °Onen is’ that <any person post--
) - . 1 1ng isg ‘presum;d to be a continuing purchii;én ip the ;absence ot .
T S A T
. . A v oe oo < ? L )
e 20, ¢
nlc <y e S eE =
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" 20,

' evﬁence to the contrary, and secondly, hhcre 13 a provision re-
quiring the contractor or any ot thP persons of uhon the con,rac- &
tor may consist, any of the companies, uo furrish to the City

upon *equesf full 1nrormation as to the quant;ty and pricea ot A ,7}
any purehaaca that theyonlght make, .So, thercrare, 1: we ahould o
expand the defialtion or the determlnative prices 1n'ﬁHa ocher ot
rields,«by expanding 1* to lnclude any uontinuing purchaacr*1n ?;,~' e
that field, - then 1r our cvntractor should attempt to file an
artificially 1ou price, I think we -yould have some prntectic?\
against that, mAs a. matter of fact, ‘we wou‘d know Whuthnr or’iot

[N

Ohe was eﬂcontinulrg purchaucr, d0 what 1t comcs down to 19 *

s

whether or not bﬂere would be=any danger toxthe Staxe of any thi fq0
‘person rlling an artlriciaily low pricc and, of course, 1Ifwe . o o a"

asaumed that everyone posting was a continuing purchaser, wWe o

o

§ could eastly make" that. change, but 1 ynnted~tosknow whethér:that - e

< oL . 2

would_be ‘satisfactory to the City ifowe did that. _ A
= MR, cnmuon Houla:n\you nm to speak 4:9 that: point, *- ’

Hr. R*dlngs or'Mr. Smith° ' s :»'& {

. B ..
I B : . B BN

Shaveluon's prop@sal but I think we. have expresged in’ relahion to
this problem what uould be acceptable to s and that’ 13 that ¥i~
other companles could be added to this -named list i /ﬁhich ap- ‘
pliea, ‘ag we hava nald, to’ thege rlelda othcr than(;;amington ;"’ ]

\

or this group or flelds which does lnclude Hilmington -- and
’ that, ahese companles ceuld only ve added Jto this 1isb 4T tney R

demonsbraggd that the? are, 1n fact\ pos ting and buying uubstan-~o

tial quantlty of, cru?g/gil. ;%5;=f?*f;f['»; T e o 62;‘;
S & @ ;
MR- CHAMPION : I think what we a;-e neanng» with here 15,\’ T

R

S

mental problem on vhat we are trying to get ak. Hhat I aould L ' ) .

- Tr B =
= : i} 0 >
o™ L s B : PE N o .

'K o, L e

kl

o - =

- Qe
o

Q’ MR. MITW. I am pot sure(fjgompletely undegstood Mr.- o L 'cc ;

AR .- 2a 3 o

- o L
laig§i§/;/techn1cal problem, I don't bhink‘thenn 1g.any funda- .. . o

sugsest s that we  continue with' other matters and »hen have a . S
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Areceaa uhen we are through with that, and 1r there”is a laneuage E R
probiem, you and the/atafr can work that out. ’ zb “ﬂ ' e

o MR; SIEROTY: Let me make a few commenta. Pirst of all,

‘there ie no requirement in the contract.zhat the named'companies .;

buy any*oil’ R R U » R i

’ That's correct. A r . e
= & v <

MR, SHITH--
So you are Just aaauming thut these are .

= MR. glEROTY

pretty\good si-ed companies and tfiese are the companies you are ‘ N ’Q c
o R O" . L > E

:going to look to. . o

Might g exﬁ“ﬁa on thuu point: right there’

R HR HORrIG.
iActually, durins thc pcriod of Lime chat the State Lando cbmmiae
sion ha3a had reeponsibilltiec in conncction ulth Long Beach Har- B
bor Department tidelund operatione, in cxceas of .one million -Af - !' .0
9

barrels of oll were accountedjfor at posted pricea, purchaaé] and

[ paid for by named companies, concurrently, during the same period

-of time, aomethingiapproaching a hundred mi‘llon barrels of oY =~ . - ° o
from the Long Beach tidelands, and one-hundred tuenty-flve million 7
rrom other tide and - aubmerged landa under State oil ard gao lcaacn
’throughout Southern.Calitornia, again by these same ccmpanies. o “-L
se, while there 1s not in theory any legal contemplation or re~ , .
q”irement ‘that theae companics purchaae, uimply becauae they ) ;Q ‘ :, - :9
poat, thevract remains that betneen11956 and now they havc done uo
to the tune o%jggﬁut two hundred twenty-rlve million barrela ot

L”oil - which looks Yike fairly rcaliotic eupport ror the program.
SIEROTY:

°
Q

HRK

=

Are there other companiea uhich have been

o

posting in theae. fielda° 7 N e

V HR HORTIG: Periodically, and for vhrying amounts of | ‘: .

production. Theae ‘have becn the companicn whOChave\‘een the

maJor purchasers and waJor continu'ng purchasers. - T >;
A f MR. GOLDIN. Hay the objeg;ive you are arter oe accom-
pliahed by the simple addition, after the names ol the deoignated

R .

v

o
o

-" ) R ) o : D
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1 five companl,cs, ot‘ the &eminology "o ar.ig other person or

2 enti/\‘uch can establish 1ts qualu'icati.ona as P2 continuingt
3 purchaaeﬁ." ' S T T E , y
4 MR, CHAHPION "'I‘n the sa:ti Laction o!‘ the Hnrbor ‘
5/ COmmisaion and the ZLards Comission /' b 4 think i yom added

those worﬂs see "~_ SRR 3 _ - ; g

HR. SMITH. Angd” for sb}long, a’#‘“they continue to

establish..l = E

) -6 MR. SIEROTY: The. orlyoochctlon I hnvc to thnt 1; 5’
10 v that ?l.t ought not be nolely the ddt.y of thc ccrnpany “to eatnbnah s

: "11'  1tn quali!.‘ications. Let's assume Shell OII‘COmpany started poat- : . /
12k ing and posted ‘2 higner price » aay, 1n the Inglewood Field._ It - \ N

13- ;' 31ou1d be to the advantage of the CIi;y and State to 1nc1ude Shell .

L=

1n order to increa;;e the average. How,:

14 - G111 COmpany in thls 11st,

.: Shell for its own purposes\may not want to be” 1nc1uded. Sheil F = -

16 i may not be th“ contractor whc wins thls bid and they may ha,ve no
17 . .lntereot but 1t 1s to our in: .crest. If ve can.sée Shell i3 a
18 purchaaer of substantial quanlitlhs :md ,th‘ii‘ ponung is bona '

o i

19 I‘-.lde, 15 there any rcaaon why we. sho%ldnﬁt b(.' able to: include ,

o

B

o

20 them on our motion 1nto the group" - o T B Ty
) 21\::‘ ) ';5 = MR, CRiDINGSV Mr. Sleroty, in turtherance of your z:ug--D
22 3 gestion, I ’uonder ir the wording - the demonstration would be
23 L by/Lour staff or your starf”' e - _“" S e s ‘%;
27 M. cuaMeIon: "Dcmonﬂtratcd to the satlofaction of.." P
j 25 ] Tbat would open 1t up oith"}' way. ‘That would glve\us the it . L
= {?\ﬁ(—y/qve. ool : C s e o S
27 MR. nmmcs Conu‘lvably, then, ca third party“ o1l
28 cempany ceuld tl}en come  in® ac a demongtf_nter. _ ' ‘ 7
- 20 ) St : MR. CRA/{\ISTON. Hr. Chatrman, movlng rm to another . ° -
30\ ‘area,. the Senat/e I‘actﬁinding Pomm} ttee, headed by Senator” - o

31 O'Sulllvan,/tendex-ed i 1 tk\t)nl{, a very great service to thm :

g : b . . g
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COmm1SSion'éﬁh the people of Californla 1n.the exploration of
- the contract that was oarlier before the Lundu Commissilon on

another fleld lmLomr Bcach ‘the Eaat Longs neach Fleld. Ve were

deeply inLereoted in their re"ommvndations and we have- followed
" some of tﬁém 1n our proposals to Long Beach incregard to that f’
rield, and we,are apparently now reachlng the point where we will
' have aome dlrect ncgotiations thneen thc LandKTCOmmission and

the City of Long Beach’in,regatd to’ that contrawt.v <J e e,

3: Senatar O'Sul;ivan, who 1s Chalrman of that committee,
sat with us at our 1ast session,and since then has ra1 ed cer aln
,queutions 15 regard to the contr act uhlch is non berore ug anﬂ I
think we ahould g0 1nto certain questions at thls time berere

approving che contract.,'l'd 1ike to shart out wit h what I thlnk

J
is the mosb iniportant area under examlnatch hcré’nnd that I3

the jssue of the highest versua average postcd pricc.

‘“/N\or qneationn I'd likc to ask on thia subject and I'd lixe

to first direct them to either Prank Hortig or the reprewenta-'
tives:of the Attorney General uhé’arerpresenh. e
o MR. CHAHPION' ‘Before we proceed with that, could we

Are we 1n agreement

just cléén up~thjs ‘ast matter befor;J

T

i)

on thls lanyuage and when -we have a final action before us that

vwe will hﬁvc that languare’ wOuld you read 1t ngaln.o ‘;

= o

¢ . MR. GOLDIN: “0r any othér }Jef«on or eatity uhose

C

quallfications can be chgbllshec pvihhc satisfaction “of -the

Loy -

.. Board and the State qugs‘tomnisslon;v : <‘

o

o)

T
Q

You- can have a 11&*1e morquOAishing

bub that's your thaught in e§sence.v‘ 0,

MR CHAMPIDN.
time bofore ue rinally act, but 1 tbink wa are rlnélly—agreed

Uaa there any otﬁnr thlug heretwe"needed Jto diapase ot’

-HVOH-V
: . MR? sxmo'rv.

ﬂcll, I have other quenbions. . S

T have a .

I don}t particularly‘appreve pr those paarls of nisdom -
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N

Q.

e L= % . :
= S v
© . ol o
s o - . D § D D «DV & =
° - /4 .\ MB. CRANSTON: The first quesuon 1 want to nsk' ‘Which:
. 2 f or these two proposed types: of prlcea, higheat or average, are
3 b most easily subject to ;rtitlcial manipulatign by the eont;*actor
R D 4 ang/or by c]thet o1l companl.esv .. " &5
e’ 8 °T g MR, HORTIG. I 1 mﬁyfessay an 1n1t1a1 responrel’\m.
b 5 B8’ Cranston, which hopefully will be supplemented by the M:tomey
o “ 7 GQ:leral s starf, the ract ‘that there ‘are perlodioally extreme
_ '-*(8 Jvarj.at;ions 1n hlghentopqsted price, but for 11m1t:ed amOunts of
) ) 9 Q«lndicates Hmt Y, the hlghest posted pl‘ice uere) to be S
« ‘ 1% elbect:edo as t;he z.rltvrion, thig could <aore readlIyObe ad;juated by k
\ i o7 11 . R mlngle cowpany ui,thout consultabion with anyone - ‘elbe of \\@J : ’:
g o 12 ont t:aking iato account: the competgtive i&tors that go into the
* é13 detcmination of . an avcrage price --’7 because nominally these '
* e &b 12 A high pa‘\ted prices and extremes are specu‘led in connectlon with
Z - ) 15 oh“\ a s!esire to accomp‘.lish a parth.ular spob purcl:::lsc of a limited
: 16 a'nount of o:l.l and, thereforerethey do not truly reflect: rﬁason-r
¢ . Ta17 | . able .markct; value for the proguct and in the amount t_hat 1t 15 N
~ =18 | available 1n a particuldirpil f1eld when the.base 1n broadencd
iﬂ 18- to- include the“eeonor'\ic deteminat;ions of all- the ﬁ{br pur-
. 20 chaSets of o1l. oA N o = S
b ’ 2} We -have to remcmber this 15 the backgrdund 1n CaIL- : 0
_ 2/2 forﬁia Currently Californla can produce only approximately
" o 23 eight hurd; ed thousand barre:la a day of the roughly cne million
‘ © 28 1 “pour. hundred thousa-xd ‘harrels a day of Q)msnd that is necded.. R
-8 25 |’ Thﬂrefo‘re, there 13 a market and tnere wi1l hha cog/é 1nued
= 5 26¢ omarket for every drop GP Calitomin-proﬁuced .01l within the 3
X R =27 framework c(ajf the Calu‘omla economy. Houet.hla ls afrec“te@ in
28 the future wlt:h respect toi‘torcig'x imports again doés not re- -
) ‘29., late nt all to how pricea are £t camptifltive‘ly beb&cen the e
o ‘”h various Caurax;nia o1l f1elds. Y R
] ?‘7‘, 31 QC' . P;t;ntly, then, wu@ anainodependfni\sfies of. : & ’%Qi.
o R [ | — “ §' A | ) J
N . = - 25 ' . °
’ \L o= 0. © !
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' fields and their own dﬂterminablons or the faierarket Price ’ B e

’ one-company'detcrmination for cconomlc considcrationq which are o

o

5 hlgh or an artirlclally 1owqpr1ce for a product at-a particular o

“by an 1ndependent producer, who set a high pﬁstud price fora .

berore in thia type of artiflcial influence

»share under the proposed contract

. Fact of unc,vtainby which would~be‘involvcd in a highest poated

™~ TR
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different companies having to purchase 01l in these vé}lous
#

e 2 ¢ 5

bascd on tf@ﬁbrimary-consideraiion of supply and demand -=and .
6]
the demand 48 highk and/ ~he supply 1is lou - the average 1s much ,

less susceptlible nf being capable of being manipulated than a

P

ES

peculQpr o 1t3 own, orranization to set either an artificially

[t}

locatfon for a brief period of. time. :50 VV = ) T'a'd

. . This has been the dlrficulty that has bccn experiénced TJ S

¥

d extremé intluence

limf“éd amount ol oil‘and absoiutely«refused to take any other o s

011 at that same price.r Patently; ‘this is not ‘a soodxcrltcrlon f FE
against whlch to make any 1ong-term estimates or againat which “' . :

to calculate the net profits under vhich the. cu;y and State would ﬁ 2

P EY

))c V'*‘ c

P

MR CRANSTOH At our 1last session we dlnbun ed the
price in terms or the difficultiecs of ascerbainlns whether or
not actual oil was“being bqyght and~s0ld at that prige; and I 1 - -
think 1t was left that there wauld be considerabion as’ to whether'

¢here was any way or ascertalning whethcr or not it was, 1n>fact; _—

a yalld and acbual prlce.

Have you or the Attorney Oeneral made’
25 :

._/1 : . e

- any pProgress:in figurlng—out ffway to deal wilth that problem° o a ety

© MR HORPIO: Mot a solution to'it, Bir. The resulungg
gy .
review, whlchkreally consbitutgg & re-review, 6;;£ ue hnye had i

N

xtensively with bhe at&rf of the Long Beach Harbor Departmenb =
op Just this, question, came back to the same conelunion thatU N 'T e

1na9much as’ there 1s:no necess%ts&for a public reccrd repre- = L5

S LN i
sentabion. there EEY no. s mwla te;QstJto thc honn fide nature - “ CoL

= s .
= FR. S

a o -

- S ra = . o - o -
i 5 - 2 ° R : > - - N
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13,
14
15
16
17
18

20

2l

22
23
24

26 -
27
28
20

30 -

of a highest posted pricea thab tesbs that have been devised “ - )
.

,would a11 cost the City and State in terms of -a diucountcd bid

l

on. thc cqntravt.n_Under Thege circumatancnu, then,.. the ‘conclusion ,, . 0 O -
was again grrived at that the average posted prlce on the broad-

Y, .
~est base on which it can be cemputed u111 probably/more nearlyv = =

rerlect the reaaonable mavket,value of Cnlitornia crude in the ‘A;tD

R @
area, wlth all of the economic factoru tha 1mp1nge/9n that being
o 5 > = . :__57:5 . 2

taken 1nbo-considerat10n. 2 e T - . :

- s, » O

° HR. CHAHPION. Dol ﬁnderutand from what you Just aald b

that 1n your opinion.‘nyou qgnt to the*htghest pogted price, S Bcj -
that. the dil‘ficultles and uncert:amues' involved in the esfjab- : © s

,lishment of that, uould\bring in your Judgmcnt a lcsaer net . R
& . : .

profit bid of the contract and thereby 1one more‘than might be -

o * R =

:

gajﬁed.by going to the hlghest ponted bguis’ - ~ - 5 : : jf
MR. HORTIG: "Yes, siz. S0 s S b

' MR. CRANSTON: Dtges the Attorney Generalls office L a

concur that there has not yet. been found a wWay. to clearly estab- co'ﬁ

liah that a highest posted “rice would be : -a valid and nctual - . i :

Q . B

MR. GOLDIN: Mr. Crahston, to E?;te, as a practlcal mat- 7

o

*er, we have been unaﬁie to fﬁrmulate or asccrtain a satisractcry B b

@tegt of: that which would cqnstiihte a bon@_fide highegt po§ted i

‘price. B R , oL P

o HR CRANSTON Who ﬁight wluh te manipuiate the prlce“ o RPN

o

upward* -~ a hilgher posted prlce°i>This g0es_ 1n€o the rEalm of

"speculatlon, but - apparently there 1s fear someone mlght da so.

ynder what circumstances would thia be done° = . ‘. . o"

- MR. HORTIG We11, circumstances are alleged to have - o Fa; B
o - L oo -

o"curred, keeping personalitiea out or thls, where it has become e -

3
- . S
known throughout the 1ndustry that a.particular operator is re. . ]
’ ’ 3
qulred by earlinrvlease f\nditlons, which did not rorelce thia o . Lo

o

A P S ’ v
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hazard; td pay hiiflaﬂdouner'SQfof?lty‘hs Agaiﬁst thézhlghgst ¢
posééd price-iﬁ a parfléilarrficru It.is obviouuly & simple

matter Tor a compett»or uho m) ht ah,to create a probiem_tqr

£

simply go m and ‘post and never buy; and- witi \ncr test provlded

)

for~the bona fide nature of the puréﬁaae or even smaal purchases

h 1ty ror paylng for large qu
a fictitious ‘or.a rigged blghest poated“prlce, to thecaisadvan-

*age of the par&leular 1essee.

= C

¥ - HR\,GHAHPIGN. Thls could qperat#—n a threat againat,

ror 1nstance, the contractor who might uxn the‘biu we arg now
discussing. \Eﬁ s ] el L
N '} :

HR,VFORTIG. actly, .and 1in order to preclude such a

[>I 2\ L
| rego@mgnded,TWU . , ) = AN
! 3 v, o D R

o MR. CRANSTON: Are there any'conceivable safeguards to
iébroteét'against<\§:1riclal manipulation by 1nsert1ng a‘hi ghest
artiflciai pfice that, could be pﬁt in: the contract or under

present law?

EE o o7
« . . MR, HORTIG: ° Yes, there are, Mr. Cranstop; but these
ﬁere evdiﬁgted and 1t uaézconéludeg;éﬂat no safesl could be

<

s . s © @ - . - "
a price tag.which the  City and State would pay for the benefit=
I of specifying highest posted price and determining that it was
highest posted price, and would cost more than the aifferencg

o’ w5, =
= N =} . L. @

that wouid result .....

MR, CHAMPION: Wait a-minute,  Frank, ;you_ have me a

Pel

1fttle: confused on vhat the price. tas 1s on' Is\the extra cost

%
here.the cost'of making an adequate determination, -or 13 the .

= 2

price tag ‘the influence on the net protit biﬁ’ L e

\\§,
;?13 competltion, the lessee uho holgi>this particular lea-e, to
e

possibility\ls why the basis has been Geveloped as 18 here: &_

at the highest pocted prices, jmmediately brmg? about the: ‘necess-
/‘m e
;tina of 011 againzt what 13 really

O,

a. - = =

o

&
: L. - ® & . 4
1ncf£;ed which did not carry with it a subgtantial price tag and - -

(2]

y

A
3




ife

nr

DD N Btk €,

R
[ = Y

W

T

might “ant to manipulate the prico’dounward° -

‘ reaqpnq

D

- B "//) R

=
it

A

a
N
&

f
4]
e

MR, HQR@IuQ

)

i et
biddeggas’to utif/h~ 10

therefcro,,he_haa/us—cake 1nsurance againsf thaﬁ ev ntuality i’

0

" The price tag 13 hhe uncertainty “of the

going to have to face in the futﬁre,e* '

G

s e

fils bld ‘o the City and State. - o o e

)

Crude.

HR CRANSTON:

MR HORTIG: -

To turn to the other race of ccin, who

M [
Bl :

': Iy,

b” B I

e}

This, of course, goes to thefheart of

I think a fairly er;ective definition or po"ted price 1wa

that thfi‘is the loweut price auvwhlch a retincp can get his

= ,
refinery ﬂupply of 011 and this is theAmeasqfe of the effect of

egpply and demand, and cempetltion, again in any particular field

for a particular quallty‘or crude 011 ao\it 18 needcd for tbe -

rerlnery capayity of a;partlcnlar operator. ‘Every re{%ner w Qij?‘t
OUCY e

11Pe to buy'his 011 ror 1ess*money than he 13 paying for'it t

This 1s Just automatlc, but Aifr he)can't get 1t ror less money,
why‘he pays ﬁhe higher price

average\

sosted price.

MR, RANSTGN.

4 2

md a higher p?ice than tbat under f

|
Ple market. value, as shown on their achedule as the

= 6o - =

o . - ol - o, e

Hould 1t presumably te the conbracter

vho vould have the nost fundamegaal 1nterest“1n eeking te bring

Q

abput a.lower averagd posted prlce° T . : ) -
Sl - . .
o e MR HORTIG: This wuuld depend upon’ aoserles cf 1nter-

2]

tirely difrerentxposition.

i

l if the eontractor 1s not an 1ntegrated company he 1s in an en-

- related facbors that can't be precisely evaluated hqre, because

ir he-winds up~as bPiqg only an.inter-

estcd producer, he 1s 1nteres€ed 1n themhighesb price valpe be- 7'

&
cause undgr this ci 1 reumstance he will make thewmo t net prcfit

1r‘he 1» an, 1ntegrated operator and can consider trsh rerring

B

=

sthe' ~eccmomic Droblem to

ﬁggglﬁpry onerations. there

o
o

be an»impactoand a desire to have the 1owest postedcpr‘ce

" - U\'-L‘.'

// , o .
. B [,

£

@

)
h
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1 ‘for this particular operation. _ “' ) ¢ R o ; L
o 2 ' MA. CHAMPION:  He would be in the lmi,que position or -’ i
R o . : = ' . ) o < N i 5 -
3 || benerit. A ST ; s <N\ Y
4 e MR HORTIG: . He would be in the unique position o!‘ , i ° °
5 A 4bener1t:. Houever, I mu*t “stre.,s ‘the l‘act Lhnt this 1sn' t '-he ) .
. 0
9 ‘cne contract, the only /o\ne in Caliromia,.ﬂ These samﬂ pcople al.,o W et o S
7 /}eoalre 01l over and above and- beyond the amount or oil .going to’ e
N .

‘o

V4

8 “be available under thia contract and all of” t:he major purchasers 7 T a
) in Ca }fomia will, If someone t;rj.ed to artificlally dopress Lhe A
or th:;’ produotion from this part:!.culnr contract, tgney

" 23

=

g 5 post a price and thcref‘ore affect a r:f*che at whic‘a he is account-

10 5 pric . :
1 . would not get any other oil rrom any -other ;roducnr at this’ @

12 §.price; and 1n view of the ravored nation clause 3 the thlng re- i ’

13 ! bounds rlght back to the highest price again. _ o P e e
14 P - The appor*un;lt;y 1n" practice ror anyone manipuiat;ing < ;
s .

715» the price downxia romote and, of coume, we tleﬁ .£o an average; 5 " ‘

' 16 and the\cor%)et){fion 1s acelng to it thaﬁhe average 14 going

X7 down becauae ,they can't/ get the. ol at the 1ow§er price, either. .

18 k MR. C‘lAMPION. In “your cpinion, Mr. Goldin, does thi;_

12 3 cc:nt,ract safeguard a.-gzirlst: a tontractor arbificlally loviering S S 7 ;
20 [ the price? I -vant to know :thether,you think .there are others AN .
21 One_ode:-d? G e 6 ,7 R ‘ Q 7 o 7;: -

22 . MR. HORTIG: If I might _respond £ ~st, I reel that- the ” )
N provision for the a.vevage anr- ’the competitive “forces %hroughou!: A :
2471 the f1e1d and the fact that eride o1l 1s in short supply in’ e =

25 } Ccalifornia -- all of thesebwork tovard- l;mlting thec abil&ty of R

: 23Q any con;racbor »depressing the p,cice ror»this one oontract alone‘ i
27 [ 5 MR, CRANSTON: I'G\Ajike to hear from th:. thtor-ne,; R . )
28 | General on that one point alore. . S o P ‘ -:
200 O owm sw\vrrfous ie” thought very nrnruny% Ve realized .

- 39 ;.n averaga post.ed price provlslon does allofi the conbractor to : C - 0

4 alile to the,,City and Sba!;g and therefore it 15 .yery 1mportant b
B . ) ) R . - . s - »»’
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determine whether(or not he can post an artilicially 1ow price. °

Now, these are the protections in the contract° =

4

011 insofar as-the Hilmington 011 Field is concerned, which is

. Pirst, he wWould hav to be a contlnuing ‘urchaser of

=4

thc prfzary de»ermination here, and 1if he poots an artificially

low price, then presumably he cou;d rot oell an average of a

thouuand’barrelu per day each month for a twclvc-month perlod at <.~

'tnat artificlally»low prlice. unléss there nere some oorb of col-

Tusive conbract between our contractor and some third pﬁ?by seller

o sy

and we tnink that nny auch collusive contract of tha nnturc

qptered into for, the purpooe or dcpriv;ng the City and State or

revenue would be, 1r not a clear cut viola*lon of Federal and

o

would dare try it; and, furthermore, we thieg 1t very likcly could o

T

Another protection.is, as Mr. Hortig ﬁ@%ﬁ AN
are going to presumably wish to buy other o1l 4n
ir- this is an artiricially 1ow orice,
be§compe11ed to pay'a higher price to
_what they pout, and 1f they’did that,
calatoroproviuion in ‘18, 3/gﬁfch noul

Iy &

“be a violat4 on of thefCallfornia Penal Code anclvlng theft by~

,falﬂﬂ-representation - so that 13 one protcction.

then tney'w

2

State antitruut 1awa, would c0me<so clooe to 1t~ that no company
. &

presumablﬁ?
someone else, higher thap
~c'have fheaautomatic

a requirc them to account///////»f< ‘

to th Gity’and Stcte at ehat higher price.

We-also have the expfess eontractual rlght to get from '*

them complete 1nformation as to thetr other purchase3v

@

think the average price could not be efrcctively manipulated by *©

our con‘tr*cﬁor.Gj

&

;ﬁrl CRANSTON:

cont ract r\btate 1aw and-_in Federal law? °

I

ey

S BN
X

IS

T

MR. SHAVELSOH :

&

o

You rcel thaqzre have protcctlon in the

Yes,_slr.
. o

‘a long anbwef?fo your qucstion, bq£ wlbh those protections, we

<

!

X

A\

So -t 1s

20 -

[+

a
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) MR, SIEROTY: on this Potnt, the clause ﬁhich provides
that the cdgtractor inust give 1nrormat10n regardi\w e _other pur-.-

chases and must pay that price, in otHer words that price which oy

would be establishvd -~ 1n what field ﬂoea that relate, Juat to -

e

=

e

wxlmington Fleld or o nll of them’
~ MR, SHAVELSON

a

The escalator provlsion is only appli-

cable to purcrases in the Wilmingbon Pield. ‘The 1nformation pro-

fa)

*vlsien as‘to hOW~much oll they are buying or sellling a Lies to

all fields. In cther words; we uould\pe suppesed ‘to know whether

of‘not our coﬁgfacboc was 1n ractta contfnuiné-purbhaser‘ln any o

fleld, bccauue w#e viould havc a contractual right to get rrom our
ccnbractor the necesnary information, . Hhereas we would have to

guess as to a third party, as to whether or not he was a continu-

 1ng purc(:fer, ve would/know for a eartnincyk;hether ortpot our

contractor was, _ . .
‘MR, SIEROTY: And d%éhshe revegi the prlcetat whiich -he
=2 - ] :

As purchasing? -
A\n N

MR. SHAVELSON: Yes. @

MR, SIEROTY: In all the fields specified here?

MR, SHAVELSON' Let me read the langudge to you, 1if I/éﬁ

“may; 1t 13 very bride: Mhe, contractor, Al 50 requested by the

Board .of Harbor Commissioners or 1b3 authoriz?a~{epresentatives,
shull promptly'infonm the Board of the prices udct-dn valuing and

che volume of all purchasea and sales made by or to the ccntrac-

tor or by or to all persona or corporations compxlslng the con-~
tractor of 011 in the Fleld or in the ohhernrielﬂs abovc desip-

nated.” In othcr.words, it applies to the rleld, the Wilmington

Pield - the'othér fields bcing the others. apecifled.

“\J ¢

MR, CRANQTON‘ Going te another matter, it has been .

“uggested tha the proponed contractﬁwlll result in an 011 price

[

ﬁmanipulation acheme run excluslvcly by a worldwlde cartﬁl. Id LR

=

R

N

e

4
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infgrmation.»‘ ] o 2

of Lorig B/%ch or*the Board of Harbor Commlgaioncr" have never

~ contract than. under the present contract?
“5 be an academic anawer to a very’academic qucstion.

i}

L a Joint collusive effort ot more entitltles that‘ere’in direct

aeconomic competition today, and every time you 1nvb1ve one MOj .

:co ayen attempt qucn a eourse

o
(A\ |
“<\\\ ' o\ N
AN

= =
. P “
like to know 1¢ any @Lch Price-fixing has occurred. under the o
L B.0.D. contract. > ¢ | ,,‘u . O @
MR. non"IG- Well, the State Land§°niv1<i°n 1s not
aware thereof, desplte having had supervising andaudit responsi- ’ <

RA

bility with respect to the operations undcr the contract since
July 5, 1956. Inasmucti 'as representatives of the operaﬁirdl\\ //f/
agency having direct. operating responsibility are present, )

think a response would e in order from them also,cHr. Cranston

RO
" MR, GOLDIN: The : Attorrey Gnneralls Office has no iﬁch :

o

MR. SPfNCE: wdll, I can gay emphatlcally that the Clty

entered into any ronapiracy’on any oll prices.

MR. CRANSTON: I don't think there was any suggestion 9

you nad but that oil companies might under the proposed contract

But there has been no evidence of any auch elforts and no evi-

dence of ‘even’ unsucccsarul efTortSwas rar as you/are aware’

fie)

MR. SPE%QE. As fer ag I am awarc. B .

MR, “CRAHMSTON: - Another questionf wOuld there be any: ‘o

greater opportunity for Such things to occur under the {tposedf
= G

G

? * MR. HORTIG: Vell, Wr, Cranoton, ‘I believe this must

There would

be less opportunity un?er thedproposed contract becauac of the -

broader ba;é or more competitive entities under’ the program and, :
.

A%y

thereﬁbre{ the necessity in order to have any'manipulation for

a

competitor in-an attempt to" achieve a manipulation, it dilutpo o

o

the remaining profit to be distributed as a resu t of any suc-

S

1 cessfui colluoive efrgrt and thereby makes it less desirable to

&
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isgeuch @ thing, State law

ﬁt here.

B
et

the nalor California o1l companies entered 1n éhe Unlted Staxes

o

ing theﬂr prices ln‘%vlation to the pricc of any particularVcher
derendant 1n any field but 1£lgoe‘ on to say thag Lb%s provision

uhall not prevent a defendanﬁ ln the purchauc<of/crudﬂ
oftering o& arrenlng to pr for qafﬁfcrude o;; a price
rerercnced to or ig etprcsaed to be based upon the nighesgijlow-

> et or‘average ofﬁthe prices’ pcsted by any'two or more persons -

“defen antu or oh

©

prlces,

that might ﬂjaagrea with that decree, but I think 1‘\EER?,ra1t ®

1nre"ence.

o

C"nnubun, ls uhat tnw cstlhated evssa

AN

feen ﬁiilion barrels:

operatlon for twcntyufive years, neak prdduction having been
reathed some time paaL and wlﬁh,the po3siblillty on reaqonnhle

eotlmate, indlcat!nr that thﬂ euonomic llmlt and the laut bwrrel

i

MR. bHAMPIQjC>”H511, such a calluuivc tﬂdng is really

nct a matter oLJthioocon_dact 15 “it, but of State 1am°‘>1r there;

/ﬁiready has aggquatc»protectiona.

MR, HOHTIQ~ 1(§llieve MNr., qhavelson.has something in

e

: “
£

- P 5
HR SHAVEESON:

. @

I have hﬁre a copy of thc decree qgaim#

\\;‘

e a o :

’ Diutrict _Courtsy an& that Geree prohibit" the companies from fix-

Qi« from N -

\‘)\

& SN
which 1u

ﬁfaa who muy bc named.

So T beliqye that the Court 1s 1mp1ying therej that 1t

S

does not regavd the rlxjng or prices ln relation to posted

hetber highcﬁ%, moueshvor avnrage, as iﬁhihiting com~

s _ ,
pﬂtltivu.h Now, T am uge Lﬁat there are some an‘&trth laws : o

U2 O
N : =9

c B o «

Ly

o MR. CRANSTON:

@
r«.L; T°ask if vt;he%@ is sufficlent oil in R

Il

this field to serve anv uweeping price-kaing manipulatign’

MR. A

D

HORTIG.

nink probably the best measure, - Mr.

{

‘& . remalning reserve 1s two hundred §1gbt—

s

MR. SMITH

9

- ©

a

o Sy 3 .9 ) .
. MR. HORTIG Two hundred elghteen miZlion darrels on
\ a decline, thlu fLeJd having passed 1its- peak, having§§T§R§$n
Q’;

&

7

[

@
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—f
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~3

£

- 9 ,,
& o - : GE
\ Ty { . o ?
N I
o P ] that zan he aﬂ‘omed to be produccd will probably e produced
2 between IQBS and 1990 P after which thls parbicular field will:
ug\ 3 |l not be contributing a barrel of oil, and therefore no 1mp§;},xs or ~ °
Y 4 “abil'ity i:§ enter into any conspiraey or use as a lever in cormec- o )
“ 5 I tion wlth price-—fixingw o ) 7
[ ] Tv'IR. GU\MPIQM “hat will be the average product:ion -—
o -7 ‘around Ji‘orty thousand barrel{s) a day? & e
8 . MR. HORTIG: It is less tham forty thousand T3en. ’
i s o1 | MR, CHAMPIim" What 1s thc Lotaz\ California production o
10 per- day? g ‘ . ' g
11 MR, HGRTIGH Wbout g’ﬁd;;ht hundred thousand barrels a
127 { day. ‘ \\ \ = A °0
~ 13 = . leAMPJ;Qﬁ :  And vhen Wilmington comes 4n, what will .
2% | gt ber Y o PR ' '/
) 15 - MR. HORTIG: \wé estimate onc hundred Lifty to one
: 18 | chungred sixty thouuand ‘barrels a day. . . O
17 MR. CHAMPION: ° On bsp of thc present eighi: hundred‘?
18 MR, HORTIG: Yes, sir. RRR TS
- “’fe ) ) MR. CHAMPION: So you: 'ﬁiil/}:;%ve about a million barrels
Y20 ,~~la:dair in Caluifc;r'nm..c ’ ' o _“ T B
) 21 » MR. FOR’I‘IG° By the time we get Wilmington in produc-
i 22 tion, C&1s ifornia* will he down, becauue over—all product1> n is
23 L geclintng. i ) ' (
\VA\.‘\L T2 . crrimm:orr- v.re are talking here about forty -- we
” /i ] are talking about: less than five per cent.
C 28 , . HR. CRANSTON: Who has called this field a “depleted! .
27 flelda? L= o ) _/ 6 e
28 MR. HORTIG: I -have scen tnaﬁ bemlgolog,r in one ‘press
. 20 ré‘port. I bel'evc, howaver, stal‘i‘ cotgeny and every staﬂ‘ analy- o
) 30 sis in, connecnion wltn tﬁ‘ne Lands Cmmnission has been t:hab it has
© 31 L been in :an area that has a declining pmduution rate, but: . tad]
o ; . . é - ; Y
Q 2 G i
°35
f
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apparentﬂv it 1s not a depieted rield in the senSe that a deplnt-
fed fleid isjnch 1n the oil industry - which means an exhausted

field, when we have over T a=hundred miliioq barrel§ reserve remaln-

= (o]

ing to be produced.. o

= . o

MR. CRANSTON: Torstick a bit more to the highest

versus average price issue, obviously it is to the State's inter-
est and State's pe&icy'to receilve the highest price lt can rS}
the o1l it pogsesscs. It has been suggested tha‘Ra the Cunningham-
Shell Act uses the fterm "highest price as cemparc“ to this
matter of highest posted price in re%ﬁgion to the ayerage posted

‘price. I'd like to &sk the Attorney General's commen*s 3% that

. I a

point. @ )
MR. SHAVELSON: - Sectibﬁ 5827 of the Public Resources:

Code merdly requirqa that/Egg,oil be baoeg on the current markets
price plus any boniis or prenium, alfhough in our standard lease
form it 1is tied to the highest price in the”field, thau 1s not
a statutory requirement. .- .

@ MR. HORTIG: Might iampnry on*that, Mri Cranston?
Of course, this also relates to oil aﬁaag;s leases as ape Te-
quirnd to be issued by the State Lands commiénion, with certain
conditions which are provided by the statute as minimum, and in
these cil ;nd ?asoleaaeq\bng\return te the Stutc 1s a percentape}
of the valu2 of bhe product -- therefore, the kigher the value
of the proanqg? the highEr the reﬁﬁrn.L’On the other hand; if
leasqs were offered for bid on an average péﬁted priee baslis
rather than the highest, itAis ﬁetent that the.high bidder, if“i
gh&we werecany’substenfial difrerence «=- whilch therevisqff,
betweee/gyerage and high -- a.higﬁ‘blddé} would Bfrer an even’ -
higher pcrcontare return to the othe»bocauue cf the ubilitY’+o
~determine pneciaely, or more precxsely, ﬂhat his roﬂulty pnymenta

and requirements are’ going to be becanse of the greater _

S
a
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stabllity and grecater cer tainty/with which an average pricc 1evel
\\an be detervined ao . against erratlc fluctthions for: axounts of
rgll by a spot purchase.

a

Contrasted wlth <hat we ha"e the contract before you

for consideration, where the return t¢ the SLatc and City is Aét
dlrectlygrelated to the value or the product as the basic cri-
terlon, but the return 1s going;to be on the percggtage of the
net profita. True, any‘dirference‘betweon hlghcs;/ahd average ‘o
will be consi&crod in the percanag§\<§/hc offcred and wou‘d\\34¢
resulb in a difference in the amount of net proflt calculated for
Jower value of productloﬁ*’but it must bé'remembercd that the
/actual expcrlenéL rrom.1956,.ﬂguin since the Statc Lands Commis-
ﬁsion has monitored Long Beach opprafioﬂs, toqute under theécxlst-
ing Long Beach 011 Development contract,vhas sh0wc6ithat bccausc
hlghcsu posted prices have applied to only minor purchaucs of 631
thcre has cnly be lH/ﬁOG—pnr cent differcnce between the highest

and average posted prLce during that time.

F

MR. CRANSTON: The_pbvious mandate of the State of Calil-
fornia %o receive the hlﬁhcst price for its oil i3 not met legally
or morally whpther they recelve highest or average posteu prLse.

%ay I make one correctlaon? Therc iz no

”\

i
Obviouslyg 1% 1s tﬁgkitatels reqponsi-

o ‘HR HORTIO:

mandate to reocive hlghest prlce, 3 tc receive reagsonable

o o) o .
¢ value. \ <

B

MR. CRAQSTON.
b]lity Lo receive ehc ‘highest pricc ve can,

o Mﬂ HORTIG: TRue. P~ )

MR. CHAMPION: HMay I gak -- Iuau, it 13115&‘%% higheat
ercﬂ - lt 15 the hlghes* prcrih to thc-State and City.

= e
Under the contract we have under con-

A4

MR HORTIG:

51de ration.
MR. CRANSTON: The contract which terminates next

o - . . . . B
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o
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March operates under average posted price, 1s that correch?
MR. HORTIG: That 15 correct, but determined on a

narrower ba nrthan would be determined under the new contract.

mz. CBANSTON: Speelfically, had we been operating

RS
%

undar bhe hlphcoﬁ\bcstcd.prlcq_ﬁhat,ﬁéuld have been the differ-
e nce in revenuc to théastate:of California? ”
7 MR. "HORTIG: Ve can't say there viould be any dlfrerencg

" in revenue, - = '<]

ﬁﬁt\‘iiggANs'row Per barrel -- (st stick to per barrel.
=

MR. HORPIG: It vbuld have been on the ‘order of a
.
hundred thousand dollars, assuming the dirrerence in opecifica-

the original bidder to change his bid according to the yardstick

MR. dRANSWOH' - What 1s the revcngf cover the life of
. < >f' L
this contract now? I Just want to put this hundred thousand dol-
./

. lara {igure ln,ger*pective, T o

MR. SMITH: Abou® on the order oé three hundred milllgn:

MR. CRANSTON: Three hundred million and we are balllg
abput one hundred thougzand dollars. o,

Another matter, Frank, which comes up in your comments
and your staff report on this mqttnr, where “you go into the mat-
ter of bhe one-tenth of a degree of A,P. I, gravity. Hould you
explzin that and the relcvance 9{ that, #3 it relates to this in

terms of revenue to the 3tate? o N

Y n & b -

MR. HORTIG: Tﬁ

catlons by most of the oil companlies purchasing oil have broken

e normal pricing provisions and speciri-

the prlce stepwise by complete degrees ol A.P.I. gravity.
LA P x. gravity is like a thermometer and it haSJbigger divisions
on 1t -- 309 oil may'pfing five;cents a hgrrel Tore than twenby—

nine; and thirty-ome, Tive cents siore on top of that.
o = b

tion as~3 how the value was ko be calculated had not influenced -
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the crude oil price .=schedules I think I have here. - -
Aa;;for ctample, Hob1l Price Schedule Number a1 erfcctlva .
Janunry 22, 1962 lists feor Hilnlngton.”@ to 20. 9 gravlty, 2 35; A
21 to 21 9 gravity, 2.41. 1In other wordu, auddenly;~in rolng g
from;20.9 gravity scale to 21, there 1s _an 1ncreaue of s5ix cents
é'bz;rei and there are two ways to try to get that addit;pnal

six centu, Thagﬂiﬁ, to go through el&borate blanding procedures,

and at a cout, on a tank farm to mix up lower gravity oil with
ﬁ

: hlgber gravity oil, in order to get Just to the breakover polnt --

which you can't always do; or, as 1s proposed in this contract,

that calculations bte made by stralghtline interpolation far
v o

,every degrce of gv avity s So this slx cents diffnrential wiIl be

aivided ‘Into steps of §/100of a cent for cach tenth of a dcgrcg

of pravigy, wh- t’«nr thc rravity ncasures : whan the oil 1 shipped.

= ' The net'- sult in,applylng this tvpe of calculatlon.

'had it bee& anplicable in paas production to the L.B.0.D. con-

trart it 1s apparont that approxlmately three o? ts a barrel
will be reﬂliyed ey% of Tuture production for a glven prilce °

of
scthule’than 996/beon achieved horefyfore - because/this s*ep;

2

> arrangement, rather than a smooth scale of prlces gver the

enitire gravitv range. 3 o

#==___ MR. CRANSTO::

That 1s three cents a barrel more -due

to this price agalnst A7/100 of a ccnt

(HORTIG; ~7 /&00 of 2 per cent. -Hhile the two Are
not 1nterre1ated, mote monew will be recelved faor the oil on an

average posted price schedule with the tenth of a degree gravity

&

schedule. : -
= L o

' MR. CHAMPION: Without affecting the potentlal’net

o

profit. = . - s : ’ BRI

~ Oy

o ° MR. CRANSTOH: Unless someone Plﬂe as~somé)questiopsv 5
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‘being covered unde:Athi§ contract,

‘ cpmpnbihlvn publlc blddlng.

/ginal frnm theg

&}

. 7
Gy ' 4

o

e =

" . 5

like tg\go»lnt0° -

That matter is the addiﬁyﬁnal acres which are.

7

¢
-

on avérage versug highest posted price, I'd

another matter.

2

=hiéh re not covercd>under

1% @ . < S 8
the present contract., Can you explain why thele have bern added?

=

'MR. HORTIG: Yes, jMr. Cranston. aﬁg}ogige for the

small map but you huVP it on yeur agenda. This 15 the tide and.

submerged lands under the Jurisdicfion of Long Bcach Harbor Com-

mkasion.orlginally leased Lnder -the serics of contracts, Qr
0

auarded under the aerips of cont racts ta L.BR.C, D pursuant tod

As a result of dnvolupmcnt of the’

P e
-~ 7 ¢

devolopLd arca, it was di coyerod that, contrary-to the expecta-
tlen® that the seaward 1&mit ofrproductioq woubi /e ab this
dashed line, the limit of the 1eased areas, developmentﬁrculmln-
ating in data an;ly“ /5n whlch.field knowlodge was oﬂly avail-
able four or five years agoe demonwﬁxgﬁed th\t the produetlon__

structures ctualiy extended sgme uddltlonal diQtancc scaward of

:‘ ‘ a

the area which“had previg/ply been 1eaucd. 7
’ It w28 abounkfivv/yeara ago that we had conferoncé;
wl%h “the Lnng Beach Harbor ‘Commissicn on the avail?blliﬁ'gﬁnd

T
dealrability or seeking a 1ease»£or\,h¢~ addltional adjolning

o

I

re2¥pa. . I must point out this is the flank af;E:Q“ the ueaward

slde of the prescntly leased Harbor Comml:-'s;i‘on lands. This 1is

not any pf the area that has becn .nn¢,d9red by the Commis:ion

to be Ingluded In a fubture dﬂvélopmnntqprogramﬁknown as thn Long

B

Beach Unlt., As a matter of fa¢t, belween the area discusséd here

v

@uo undnveloppd aroa, and the uQREQEeaCn Unit, there s another

Clty operablnﬁ contract known as Rich{izld raf>99“h. )

oo Yhen He evaluatea the ccononlcq on tho unQGVﬂlnpna
niea a&fﬁo orfering 1? for lease geparately, Lt qppnarcd mnr-vaw
andpglnb fhﬁt a“new YpPratar comlng:ing.haging

ta opcrate in the deeper water arey’ and fromffacilitles outsilde

i . ho
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N

S

4

14

)



7

N\ j

N

R A R R N R R B U R R N L R T
SR T I S A = R R - L U R T

s e

O @ N @ o p G N &

] M.

@ gy
i

[

k‘:}
0;

the developedﬁarQQ?
Spipyard opcraticﬁs; the additional costs gﬁ}having to go; pos-
stvly, u*~t; the seaward side and slant-drill b lk into the

area, to provide duplica&e facllities for handling the production,

\duplicate over "those alreauy in existence for the L,B.0.D. opera-

<

tion -- it was determined that probably the optimum reéi;; for
the City and State‘cou%ﬁ be achieved hyﬁinciﬁding the magéinaf
flank parcels in any new coé%fact offeriggch as 1s beins;ccnnld-
ered at fhe pr;sEnt time, where the efficiency gf queloping the
entﬁ§; Area will result 1ﬁ a maximum of:brcflt being secured by
the Clty and State fromtheveloping the area in conjunction with

the previcusly developed area rathier than having sought to have

1t started _earlier. " ,fﬁ“ ' : o -
MR. (RANSTON: I take it your remark» a few minutes ago

m

about the\number of barrels in the rield angltheir effect on

Galifcrniz market gonditionswﬁnclude that portlon of the field as
well as the\preseﬁt° ' )

MR, HORTIG: - That 1s true, #8 a matter of fact, ag to

the undeveloped area, the estimates range around an estimate of -
’\-\

- forty thousand barrels,

o
~ -
/ B

CRANSTON: UWould it be feasible to: offer the field
- . ; I

for bid and development under separatq_off&rings by-faq}t block?

MR. HORTIG: No, sir. If I may refer to a staffl report

for the short answer, conglder lng diviaion of(uhdxvided 1nberests

LE

n] and of fering these undivlided intérests with the division 11nes to

be the fault blocks -- agaln if I may show you gentlemen a dia-
/gram,\a crofs section oft the Wilmington 0il Field, 1nd1cat1ng by

these curved lines fhe -approximate locatlon of the subsurface

fault zones -- you can sce this renders a very complcx'subsubraccs
picture. 'This complex subsurface picturgj therefore, certainly
N .
X

“dces not lend 1tself to property description such that Area A

&

'

B . ! ul

@

w?%;hmwould conflict with thc’Lopg Beach Naval .

2]

A}

G

a
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pron—

tng the variocus b’orks are not competcnt barrlers to the migra~

- compactAndividual uvniis, where they could be:ﬂeacr;bcd in such

F::% _ ° 1)

Ne . .
LN o < 5 o

LD

7

: s 3
can bo deserlbed for a particular-lease and Arca B for another

lease, . Ve rcpofted pre&iousi;:cﬁat separate %ffcpings by f&ulﬁ
blgeks would be complicated and disadvantageous, -esulting 1% h
reduction of Stato City rcvonuoo becausc of 1ncreaaed c:pinal and'
operating expenses. Some ofwthe principal factofs contributing
to“the undesirqbility of scpornte ofrerlngu are'*‘?%
. (a)\&he faults separating thé71nd1v1dua1 blocks are not
definite lines, but are fault zones of varlable wtdth, Gerierally
there are no vislble:gurface lndications ¥ thece radlts, and-

a

the ' cation ‘and extent can«be determlined only from subsurface

& logi . )
gologic data Y . \J

{b) Reservolr stﬁaiea indicate thab the faultszgparab-‘

tion of oil, gas, or water., Thils Zeans thabt 1 the fault blocks"
viere selected as units for acparaﬁe;isases and there dere coﬁphce”
ing operators, the competing operators could £ind they dld n)b
have a fence between their Property, buc a siove, and their owni
opnratlng eobdiflons would affect the othcr operator. :They .
would be dralning gau and pressure back and forth and this would
probably'be the moat proiific aource of litigation we have had
on tidelands. . A

(c) The surface projections of the fault blocks- ovcr-
lap. Much of the nurface ‘arca 1s directly underlain by two or p
three different fault b%ocko. In other words, Af we put up
these vertlical fences, we find part of Oporator Ata proberty is°
within ﬁhe,fcncc; part cfcbperator B's property 1s also within
the fence and extends next door, and part of Opurator C's
prQEQPtq}sturts at the easterly fence ané gon" over to the wegt-
erly reooc and extends out an lndeterminabe: dlalance to bhe viest.

Unfort unatnly, nature did not arrange theag rault blooks in nicc,

©

a

N

X}
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1 a manner vhere Lhey could be conaidercd ror ol fers. in ungdivided f

3 *

= n

2. xﬁchCSts. B )

9. : o : .
B Next, dupllcation of equipment viould pesult, 1na smucty
as production racilitien installed d;?ﬁng the last twgntx;five

| and additions to the followiﬁg fﬁullitie »ould be requlred to

57

courge, at 2" cost to Lbc Glty and otatc. N

<

4

&

8

i7 provide for use by qeparate contract*rs -~ and ull o: thesey of

o i

Q ‘ Tipst, the ﬂlfvgatﬁbring sydtcms, whldﬁ>aré éommon;

0 bhe el»stric power syatems, the dry gas systems\ waute wabcr-

ST & § disposal oystcm ¢ water-inJccticn yscomo, the tank farwa, the

= 12 shipping pumpu anu\lineo. nctuélly,‘currently therecgre Lank
13 | farma that are being used Por multiple faull bleck operpction,
14 one- tak farm \andllng the produciien from as many aa thron ol

15 ~*ﬁé exl"ting fﬂult blocks. Therefarc, 1f the fault hlocks vere

18 ‘to be the lease unit ‘or the conhrgct unit, you would bave three -
17 - contrantora' production goling 1nto the sZme tank, with no abso-
Tlute and assured criterion of how to divide the nroducfion, and ©

thiu,wor courso, can only result In 1ntorm1nun1ﬁ argyﬁent as &0

w204 Fm\hg 18 entitlc:d to which share. < 4
- 2% .  Next, a subs;pntiai increa 9719 number of onerﬂting 7
ier 22 personnel would resuly for a multiple operation as apainst a
23 aingln opcfﬁfion. Supervlsoryﬁand managcment porsonn91 would
24 1 inerecase in dlredt proportlon %o the number of separate’ con-

co 25 l tragkas awarded; and this would carry with it the commitment for

. = :
27 qperuonnel.a¢3 ’
28 \’: " PFlnally, more uhan.twen,y multiblc‘k.wellu prnduc Sl
R .
29 currnnﬁiy‘?éom more than. one fault bTQck. The ﬂrGQuc A lnter-

?023; vals of these wells acbually are lo»ahﬂé on,both sides P

1 s

L specific faults, again making imnosopble fhe physical -,paratloh
o e P 5 a

: and accounting, by fault block3, of oil proencﬂd

yenrﬂ are common to all faudf; blocku. frtonsivc modifdcation of Dg
) O«

v

26 mére office sp ce,\équipment angd automobiles Tor the contractors’
2 <_j Qui.pr )
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‘ antl—mcnopoly allegations by reason of dlvldlng a najor field,

= E N

.l
)

o . N
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Therefore, in summary, Low addlblonal facilitlios wiil

be requirgd to develop the new area 1f the FﬂLlrﬁ hanpnr tidclwnﬂq

o1l operation_la cafrled ny nhdnv n ﬁknplo 6%ntravt, 611 ﬂ?ﬂdUEu

7
tion. ln the prosonth dﬁvainpnd parrnl 19 derpasiine, nq n“pp1u5<7:
equipment and raem uL@n Lherifine W melv! Mrf*fm avs LAt Lor ‘{"‘r* =

g w5
in the pew arﬂa ~= at no additionnl s“u“f. L Em‘* f‘i{y fn‘ni State,”

It muat hey thwmhrred Hhat. thec ot 1) !*’ 

a1 Investpany
and opcrati»g cpgty rgv the T fubf, spepsting c-ﬁﬂf&ti SR
herctofore begn advan revdd by the Dty ﬁ[ ot Poscl Foom LiAstapts

=B

oll i‘uqu. 4dn ether wm«, this 1o a ;mnz Ayerwr ] oaperatico ng
i s
und e do have the problem oL A Triertion by by ahepste «ont imafy.

AR

of 1 he effirlﬁnry of thb/opoﬂﬂbiun, achleving Lokl Lhe wm?*ﬂﬁén
return. from tho remaininpg prﬁducblcn«nha alao the prﬂtvc iﬁn o

that public IRvnstrent which has alrendy been made in ths‘ﬂrnu -

= [N
wh!ch, admittedly, was madc initlally at a time when tho otﬂtﬂ
f—»m' \\\\\ o

Lwnda‘gnmmlq%ion had ﬁo statuory respanuibility wib’7 espect *o
this opcrablon, : ” o

‘/dﬁ MR, CRANSTON: Do you rcel ik ﬁould be fcasible to di-
vldo up Lhc Cirld for bld purposes by roqorting,to the undivtdon A

Intérest rnuto that ve have ad\ocatcd in regard to the East Wil-

<

m*ng*on 011 Flﬂld°h¢ : <

‘ MR. HORTIG: Pussibxy an analogy uouL) be, in erfect
sclling stock in a corporatlcn to operate the eﬁéirp fault block e
and the problem there 1s that the oPder oa’ 0hparat1ve magnltude
bekviern Ghis operation and the Wilmington Unit that 13 under
s{}dy by the Séate Land3‘ﬂ¢;m1“sion lesds us to believe that the
dis advantaggg angi;ﬁb dLocounLo xﬂuultlng rrom dividing tbi’

\g < 2 A
umallcr areg viould not JusLLf; aiv%eing,bhe aieq =- wherc1s, wa</

:ara »onsldering the possibillty of achL“ans minlmlzatlan of

which the East Wilmington Fleld is gqi@g to be. as distingulshed

() Yy
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cvnb of the oLataTn production,

/
S

pd E
/

{

SN

n E / .

Lfrom this smaller operation -« whikh, as we have alreadyfnjd*

cated, will probably not be with us afte; 1900 in any event.

MR. CHAMPIONH 'And will never be more than flve per.

That 15 correct. ¢ ) “ @

The dirrerence bclng that 1n the East

MR HORTIG:

MR, CHAMPION'
W1lm1ngton Field there is an opportunity, 1f there were. nﬂ*:to
be divided interests, of esbabllishing n domlnunp ponlbion‘ln.thc

California ma~ket -- whereas in this sliuation there is mo puch
opportunity. - !

. MR. HORTIG: Bascd on the Fast Wilmingtow Field, one

R‘operator havi%g control of a total of one~third. of the-State’s

P o
/ )

producbion. 0 » = L

<

2 o

HR//CRANSTOM. Are there any ways ln which the action
we take on this contract affect prospective action on the East
w1imington contract? In other words, do wé st uny precedents
tht ﬁte us #p/an; action wp may wish to také tn roepard to *he ;

7 . - :

other contract°

MR. HOTTIG. My own opinlon, Nr.«Crnnsboﬁ, 1s no,

* This will 1mmedlate1y prut gge an avgument, I am sure. from some

industry rcpresenbatives andi indeed, “Shell has tancanﬁ\ﬁh\thﬂ

point in tPelr letter. I I may paraphrage it whles \\\nmﬂﬁnr

can find me a copy - - I have 1§, Item © »f bths Shell Iester

of Octobpr Tth suge \\\\_/ 7 L

"Irreupectlvﬂ/or vhether the Final degiolon {8 %o utilizest
a pricing basis of ‘faverape post. ﬁ ﬁfl-n' o Whiigheah
posted price,' we urgs thas the Mommisiioa establioh o~
consistent pattern’as Letweon hnis and hther tide and -
submerged lands nfferings $nc.that IR the futupre atl ﬁrrari
ings of publicly ouned lands {whrther eontinlled by the
State or by a polltical subdLvislon thereol) u111 contain
1dcnt1cal c*udc-o;l prlving termag, " ;

o Wilth the’ renling,Jand I Belleve bhe cnncur»anﬂn of thh httqrnéy
General's office, that by approval of this rnﬂfracb [hp State |

Lands Comiission 15 not establishing n:brncggnnt and cnmmitrlnv

v
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itsellf to use the 1dnrt1»a1 torms In the other apﬂrwtlﬂnz, thislr
then does not meet the test ag suggested by the Shell 011 Ccmpany.

Through an Intensive review of the ope“ntion, I DPliOVC that we

5

musf corclude tbat 1t 1s not feasible to eutahlluh at any one

time in consectlion with a particular opnrnt}nn -- and certainly

Ao

not with regpect_ to the Long Beach ﬂarhpr tidclnnds parcels -- a

¢

set of criteria that wi‘l be so well controlled as £o assure the

maxlmum of bznelfits and minimum of diaadvanﬁage" in the opePﬁtion

of thla area, whlch criterlia are in turn nlso at Lhe 3ame timc

80 rlexible and so all-embrarit\ - to rit a11 other le azing and E

oll contract connidoratlons Lhat nay comn boferc *hP r‘crmmimu.f)n

\/
in future, ereapcctlve of thelr vartat’on in gcography,%gao~

_logy and ecsnomlcs. U ’f : . ; a

HR CHAMPION' As a matter of fact, these contrachs \ \\
. . ) B At
’ are€ governed by a dlfferent law than governs the.tidelands oper-

ated by the State LandsYCommlsaipn -~ these arr two dlffg%cnt

-~

statutes, . o g e
MR, HORTIG: This 1o the practlcal fact.
MR. CHAMPION: So this isn't conceivable unlels ‘you re-

write those statutes. . . > 4@\

MR.° CRANSTQN: Does the actlon we take on, this contracﬁ
relate to ahy actlo% whilch-may be taKcn in the ch*slabure on

the matter of Breqont dlvision of revenucs from Long»Beach oll
;Lxrr N
[~ dlj"

35
e

N ) -
MR. GOLDIN: Ho. N

MR. CHAMFION: In other words, Lf there were to be a
change in Lhe preaent fl;ty“frfé; arranccment that- wou\\ auﬁ?\‘
matically apply regardiess: of thiu contract having bc;n,awardpd
The wording of the contract does not freegze any particular rela-

tionship. It is only the Stabutes % 1957 thatl rreeae that A

relationship.

46 o




. contract?

revocation -~ that the State viould de in the City's sbéad; but - ¢

by t:his déontract, but not all of them.

A\

/ 73
Y

What I was looking for was a

g

spccific provision that we had writcenvinto the contract to

MR. ‘GOLDEN‘ Yes, sir..

-

protact the State 1n the event of such a revision. k }L' o

MR. CRANSTON. Youd do have such a provision in the
1 — _

: : ' i = J7

MR. GOLDEN: Yes, if I can loc%&u 1k,

1t 1s found in Section Y40 of the® ﬂontrac¢\~elatlng to successors 7

I believe ‘that

and wsigns. ‘We werqrcognizant of the poasibilityy;hat this con-

tingency might ﬂicur,‘so we inserted thiQ provision for the State

to act in fthe CJ\y 8 stead” should che Legialature taks augh
< =D =4
action. ) I o

MR. CHAMPION: Thab would be in terms of an entire I
if there werz only a c! ange By the chls latuare in the allocation N =

of the revcnues f{rom rl"ty-rlfty, 18 there a provisioa on thut? -
I don't think there is any legal gu restion. .

No .

MF. SHAVELSGEN: In other word;, th*s being a pro— |

poqed,contpact between the contractor and the Cl

\\

of the contractor's business as to- how,the revenues wlll be

y, 1t 13 none Vo

ulbimately’divided Howcvcr, it may be thc contractor's bualnﬁza

3 .
who has the specific authority. Thatts why thl ﬂrov*sion was - ) v
: \§§§§§; N
put in; but no*hing wao put in regardlﬁg §nls divlsion, bncauSﬁ\:{

this doasn’t concern him at all,

{XO

4

MR. CHAMPIOM: The State wouid operate the contract

only on entire revocation?

O

MR. SHAVELSON: If there _viere subsﬁzatial differences’,

rhere might be«more partlcipation by the Sﬁatc Landu COmmiasion

3k1thout complete revocatlon. . % Coe
e o # . :

MR. CRANSTON

\

We have gone over many quﬁstions raised

I would now like to get
= Qe

" inte the matter that re1ates to our time sehedule. In order to

o

by i 7 ‘Hw
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" have the contréﬁt ready to go and to have the fleld contiﬂue Lo

be developed as of the time this contract expires,,what is t&e/

necessary time schedule for approval, sending out notices,
0 ‘
'awarding the contract? . ' ‘

MR. HORTIG: In terms ofvState stakutory quuiremcnﬁn

and tnc requlrements o;,hhe Long Dchh City Chartcer, there 1o
3alterab1e speclfication and bhis fs airequ.rcmcnt in

only one u

7

connectoh withsthe award. of ¢..asract by the CiLy -« that after
bids are received Lhcrc be-a thirty-day haiting peniod hefore
the conbract can become efrevhive either in tcrms of having been
approved by the Ciry oaunci ,‘or not obJectedﬁ,o by the City
Council. or, converqoly, Lo be tcnninatc% by reJechion by the

City Council, but that thirty day period must run according to

N

the charter. - , . , W

P

The baiance,nﬁ the: scheduled time, then, relates

cessarily to what is moet dcsirable and might be opLimLm *n

for all prospective bidders to eVQIVégfﬁihe economics ordthe
e ,N‘;_/

contract offer which is bOing discussed hergstoday -= whlch, : T
/;7/t

“\o nubstan-

fiwh‘le i‘ is(a smaller ope ratilon, ‘neverthéless relates
‘tial amouqtﬂ or ofl production and to CYiuﬁ;PE plant ;;h facili-

ties involving something in excess &f ix hundred operating oll

wells today, - This, fhencforo, as a maLter of any new opcrator' ‘

entering the area is going to rEquirﬁ considarable study and
i time is essentia] thcre. -
;e/

MR. SILROTY: Frank, could I stop you right there?

Has this ecohomic information beeﬁ\made awailable to popsible

= N
Ne, ‘but may I plug that in at the point B

\\//

Secondly,

bidders agéyet?
MR. HORTIG:

in %heitimecschedule I am about ‘to ue}1 you aboutg
: & ! ;

ahil_equally tmoortant, of course, is the fact tpat if there is
P R o , < -

ey

O

terms or*ﬂ%oviding vompletnly adequate time, if -at all po')siblr:,//,»»> B

PR
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to be a continuity qf operatlons with the high degree oF erfi— 0

clency “hat has been auhipved in the Long Beach Harbor P’partmnrt
bidelan&s, AP tbere is to be a contractor at midnibht Marzh 20,
1964 who is “oL one who has prcviously cpetaﬁeﬁ in the arda, 1if

he should have such,a,con,ractor organ{gation and should be the
s
high bidder as againat the preuent dperator -- then In order to

have stafl training, Indoctrination, even the noccssary ta lng of

%)

1nventorlea and even f{indlng out where these slx hundred wells

are located on the ground and where tha%x\pipelinen go,;ﬂecesui-

tates considerable 1ndoccrinativn period if there is to beo a

4

smooth trenalthion without abarop in ef{iciency at“midnight -on

9

March 20th, e : N o

o =

RS

N Thererore,\@t has been prcvi&usly suggcsLod ag8 a deslr- (\‘ \

Y
B

ﬁble minimum for the contract efrcctive March 20th, that bhe
contract shouid be aWarqed andisthe contractor ¥mnow he 1% going
to have this obligaﬁionlon March 20th by n™ later thaanahuary“ﬂE
2, 1964, This would reqilire ‘a start of the thirty-day charter | o
walts ng period nogkiater than Dncembcr 2nd; and preceding ééé
start of the charter waiting perlod, belore nward'of a contract
pursuant to a pid, there 1s r&qulred ln the dfatutds, in the 4
Putlic Resources Code; ° Kfaée Lands -Comrissinn approval of the O
bid before the. contract can be awarded. . This, thereforgs, to meet
| this starting date of December 2nd, would have o be before the =
Langs Commissten: at the megtihg currently Bcheduled for Hovember
21st. ‘ T b, =

© MR. CHAMPION: ‘Let me just ask: That means that 1f .
we should ﬁppvové thls and thils progressed forwardsand the bid-

9]

dlng dld not develop 1a anLiclpaLed under the k ind of discusalon

f//we nave had today, thah ofié or, Juore of our upcculnttohs did not

work out, that could at that time be turned down’>n
© " MR. HORTIG: Yes, Approval is required or no deal -- =

. appro@al of the Landa Commission,

/

hg

v]

Ga
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= MR. CRANSTOM: ;gS;t 18 turned‘down, £ go off the
© /\ X i\ .
schedgle for a minute, we qbvibunlyyare not going,to have time ’ @
. A : =S
+6 have a -ontrachogbby March 20Lh. = ] . . ] s
: O; = B [ = /’A
Mit. HORTIG: Ve would not.’ &
N MR. CRANSTON' What happens if wm “don't have a coti~
tractor by March 20th? . T % T
‘ MR. HORTIf: One of a series of alternatives have been
suggested: Pousibﬂ rcconsidcrabipgu with amcndmcnts in the ==

light of tfﬂse circumatances, of a,unlb openxtion of the t"pe
such as has been zuggested by Union Pacific Rallﬂoaﬂ\-~ which,
inasmuch as {and thig is hlgﬁ?y speculative) they are opnrnbing
and they are there, and “ﬁn Lonngcawh Harbor Department per~
gsonnel are there, an emergency and stopgap type of operation
could be put tgrether bt;lhosc groups mucli more rapldly than¢§9
nev cont"actor could /rfit; or, conversely, evcﬁ expanaion~or
the Long Beach Harbo; Depﬁifnent e.gineering and control staff
could operate on, again, an interim baaia, the fileld thh whlch
they are intimatply familiar and 1n“4a11y contact until a new e
form of offe could be developed, ()

\\

* MR, CHAMPION' AB I undersband 1it, howcver, this would
= A/

be a sacriflce in the amount of money ve would recelve in terms ..

of the present contract Just so far as wvhat we know 328gt\the
\n,,, \ TR

5N
prcsent rormula. -

MR, HORTIG’ As againsg reasonable expectations, I

7 V7
believe “this would be tyé/inerficienf mebhod and would~come at

. d
a coat to the City/yad State to have such an interim operation.

MR. CRAN/TON' Hhich weddd rave to be wei@hed againat
other costs.

MR, HORTIG{ Thatfs correct.é Now backing up one stcp
further, i the Harbor commiﬁsion gtaff and Stave Lands Corfimis-

sion staff ang going tc heve time to do an adeguate Job of €>Qg

o . W \\

(%]
>

-9
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. staff evaluation of the blds: without beiné in_our interminable’

crash program and crisis scheduile, it _ it _wsald be* desirable iT at
&
all posgible -- it would have been, to have the bids received by

November first, That being thc case,_and agzain having in ming to

o

glve the operator or p_oopecbive bidders an adequate opportunity
to determine what the bid should be in the 11 ih of the contract
" here being considered, the City should have published notices

of intentlon to receive bids on Septerber 2nd -- which we have
already pa;sed. So e, a;e behind schedule now by at leatt thirty
days; and these thirty days arn~gcing to have to be made up by

\/“

shorthening wherever we can to save time.

& MR, FRANSTON: You do belleve; howc%ef, that we can

| compress this schedule and if we receive an appropriate bid whi&h«

2)we act upon s£ill be able to meet thé deadline of’Maréh aogy?

MR, HORTIG: Yes, sir. 0

Z
e gffect of any further

o

MR. CRANSTON: What would be th
compregssion of that time - period Af there was not action by the

dtate Landg Commission? j _ ,

MR, HORTI®: This is speculative, again, upon who the
prospective bldders are golng to be; but if there are any inter-
'7ested bidders, and I asgcume }herejwould be under normal cijum—
stances; who have not previously operated in the g{éﬁ?-- as a.
matéer ol Téct, there has been some conjecture tﬁere»migﬁé be
~gome who haven't.even nrﬂvioualy'ope“ated in LaZifornia -~ “4f -
they had to atart from scratch.and bhey cannot be glv en time to
‘\maVe an evaluation of what their bid wil} be, this will rosult
in taking incrensed insur;;cc~in case they get this responsi-

bility or in gome cases result in nq;bif:@cing submitted because

i)
of lnadequate time *o»become sufficiently knawledpgable in this-
complex sltuation to proceed with aﬁ[intelligent bid.

The. ultimate argument on-this, of course, 1s ‘that you

o . P ==

4
P

oy

-
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the fuyll ‘scale of the.operation. & : -

wdlsadvantage than the present operator, *lé A

3 tage, don't you end up NL sh an ad"anca5a7!

4

@

5]

ar

ﬂould go to bid, have bida recelved up to thirty days before ©
March 20th 80 that the walting perilod could take place, and thc
ontract -become erective for the first timP on March ’L’Oth.c Under(
thooe circumﬂtarﬁes, thc cnly potcntinl hlddcr in my estimation

vwho would be in posiflon to make an 1rtelligent bid would be the

>presenb operator because he woulﬂ be- the oniy one who knows about

o Mn CRANSTON-7 Are you sa?iJ" then, that the delay
plays. to the advantage of the prescnt“opera P = 8 comprension‘;
I,

of the “time necpasnry’to consider the coasts ani methods neceasary

to get”the 1‘;!7-=ld into dcvelopment” > ! { . ,
MR{ 'HORTIG: Well, 1t p L5 obher g&dde’ 2t a greuter/

MR. CHAMPION 1 If Lt puts cthpr%%ﬁﬂdcrs at ;7éisa§¥an-

b

- MR. HORTIG: TWight'-~ a matter of sen'a’m.lcs. I didn't
rlnlsh anowering Mr. oieroty'ﬂ queution, Mr}/Chatrmnn. It was
the proposal as rcporbed al; the lant mé)y/gg ofts the Commission,
or the Harbor Department to hold bidders“ conferenc es and to
present a bldders!' pnckage, represenglnﬁ the uum.botal of col—
lected knowledgepon Lhe geology,//;»nomlcs, physical conditlonn, .
pperatlng requiremenbs,Aandkni/yfrth, for all prospective. bid— _
deés, in order to give alzfgggviougﬂnon—opératora in the area =

as broad a base o?%ﬁhowig/gé’on vhich to baﬁe-their bids,

N

Agaln, evaluatdon of this data 1s golng to require

time and, therefore,/if this prepgram 1s going t6 be followed 1t
o : : by )
18 essentlal tha&¢§; be adopted as soon as possible,

T

Y

7

a

pregent. /feiators? ﬁi |
s . B
Vi MR. HORTIG: The Long Beach 011 DevelopmentiCompouy,

Mieh 15 o stock eovporation. Prineipal stockholders at the

o

7 w e

/CRANSTON: -Just for the record, who are the . P

A

Y
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prenent t1;;\;Fe§ég the appfoximate?Qércentages of Signal 011 and

Gas Company, f1fty per cent; Standard 011 C/Hpanv of Californla,

Lwentysfivo per cent; and the remaining‘twqifyqrive per cent Sy,

Y
A

“scattered, as reported at the 1ust mectingwon Scptember 30th.
The precilse statistics ‘are: iotandard 011 -of Califgrnin, 28.5;
Signal 011 and Gas \Compary, 57.0; Humble OLil and,BRefining Com-
pany,kB.S%; the Termo Eomphn&, 2% ; -Macrate (éitherdoii éompany
or as an individual, I am not cert;in) 2%; and one of the Con-

&
t iffental greup, 7. o s o

MR. CRANSTOﬁ I Mr. Chairman, 1t scemso to me7that in ]
order to meet F/E/gggdlinea bhat would geer to be the most dpiir-

- if
able, we‘fﬁ;uld/gg;; to act today. The sinuatlon, when the con-

;tract ‘bids are let and vhen they return to us, would still per-

a 0 : 1y St
mit us at that time, although there would be vast complicatlion

1nvolved, &o treject the blds -- which we would, of coursc, do 1if
A -

they were unsatlsfactory. Also, we woulid be able, 1r holes were.
punched in the aontract form between now”and Lhen,ﬁto reject thc/

o b3

bldu if for that reason they were lmprcver. ' =
Qo
4 However, I rggret Lo,say I am not

gulte ready at this
point to Approyg the contrict, malnly bccnugbfcertaln material
was handed to me yenterday by the Attorney General's Offlce and
<t he staff, and quez Zionc h1vc been ralsed by Scnator 0O'Suillvan
and T have not had adequatc tlmc to dlgest thla. However, I do
not dcuire to delay any more than n%cessary ang i g like to ank
if we can recess untii three¢ o'clock thils afternoon and secAif
we would be prepared at that time, )

’ MR. CHAMPION: All-right, that 15 satis®actory to me.‘
I'dwliko to have some ldea of how much othér mézerlal wlll hced

=

to come bcf%ks us or vhether Lhere is other teatimony. =

\, g
MR. CRANSTON: Perhapa Alan ‘has “other’ queatlons.
. , - 0
MR. SIEROTY: I have pome qugutionu. Pcrhaps ir I
) .

53
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can ralse them now, we mlght be able to uork e/%thnm bctnﬂen now

a

and three o'clock

ey

Frank, you mentioned that economic lnformation was avail-
able but hadn't yet been diahrlbutnd to pesalble blddcrs. 'It

would seem to me that whether we act today or not, that economle
L

infermation copld be made available to possible bidders. In racﬁ,

I can't{see why 1% cegidn't”haVe been made available already. At

C 4 - o
least, "possible bldders could be gathering thelr studles and mak-

ing their evaluation, evcn ir the‘ dian't ‘know the exact terms of
the contract, =X

“

B

ot ' MR. HORTIG: 0; course, the exact’ “terms of the’ contract

are such an essentlal part of the evaluation.
ty o MR, SIEROTY: I know that., ' ,
MR. HORTIG: lowever, I think posslbly £he Long Beach
Harbor Department uhoulg respond as to that schedule, 1oasmuch as
1t was their intent to carry ouL thiu program, ;
MR.:§PENCE: Mr, Chairman, hr. Smith will res .d to

Mr. Hortig's last quegtlop, but there is one point I think should

be made clear. If we agaume $hai the Ci%y of Tong Beach'could

operate this field uempa%erily wiﬁh the'Long Eeach‘Hurber tldgf

J
lands pﬁ*cel, we st1ll nave that blgdproblem. What are we go;ng

the oll? e can't disposc of the oll, We can't scll’

‘ 1€ ercept Sh\e contract let pursuant to chapter 29 undcr uompotl—'

tive bids, for which we have bto veceive prlor apprnvnl\,f the

‘ State Lands Commission., So we can't solve 1t by doing the uork

ourselves, ausumiﬂg we are able to do it. : =

&

MR. CHAMPION: Well, ¢’h1nu LLat's a queotian you won K

B w " / // b . )
“have to face unless :ﬁgggkj/??*i;r yoii. » s
. \,// Jﬁ - )

*MR SPENCE: I hope not. o ° & '0
HR. CuAMPIQN: If we end up by pculng it for you, we
will have to discuss what can be dong abouﬁ‘i‘; buf I think that

dlscussion might be-academic at this time. N
. . “ PR o [mme S [N
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MR, SMITH: -VWe are now in a pasition to distrlbﬁbe ;hls
package, vhich we Teel does contain éheqpate information for
potential bidders to evalaate our proposali We have notodlstri-
buted it yet, bfimafily“becausggwe were waltlng for .an approved
rd%;bof“contract, It 1s conceivable that a radically changed
'contréct would requlre additional 1nrormation;‘deletion of in-
formatlion, or modiflcatlon of some of this 1nrormation.

I can say that, we ‘have madc the as uumption that this
jkzﬁh ract form -would be- approved today and we' would agvertise for R
© bids' at the earliest possible éimc, whilch houluAbe néxt week,
and this Would be made availab’e at that thne. Ir 1L appears
there is golng. J& be any delay in getting appro"al of this con-
tract; the supgeséibn ofoputting this’ 1nrermatlon o&t nowv¢ mlght
~be\§0rth cgqsider¢ng. . ? . -

MR. SIEROTY: low long a period of time wlll be glven
to posaible biddern bebwnen the tlme of notlce of" the bid and z
u{the time that bids mus: .be received ? .
MR, SMITH: Ve are proposlxg a sixty—day pe;iod cf
advertislng this bld and I belleve that sixuy day ias a fair
minimum to digest tgio 1nformation and comn up with an intelli-

gent bid:; “We had hoped to be able to 51ve them nlncty/ggys or
=

perhaps eyen more if poaslble, )
MR. SIEROTY: I have no lnformation as to what umé
oil c&mpaniéa(nped to digesﬁxthis. @i think 1t 1s an éxbrcmely
important point. “You- want to encourage biddcrat Ifcfheme is
any possible bldder who Woulc be cut offo1in his examipation 399
study of tth, I think it might be 1n thp 1nLeresL of the City
and btatu to extend the perlod of lec ard porhapa lf there 1s

somebody/nere that would like to speak on that we cou1d get

U

that 1r70rmation. I notice we are thinking in terms of January

2nd to March 20th as a period of” time in which the new contractﬂr

o

g
i
9.

,‘%é
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' fore the.award and the taking over. e 0

G e

can familiarizn himself with the new operation.

perhaps a little longer than required, and I'd 1ike to see any

‘extra time given to study time.

o

fR. SMITH: Thdt's right, Mr. Sieroty. I we have to

' 'comprené?any of -our time schedule, 1t should be at the end, be-

MR, CRANSTON:  Is that not action time?
is'awérdedzon January 2nd; the winning group-lis going to requlre
the- time between then and March 20th_ to takc the steps necessary

to Lcommence operationa on March_20th. I ausume most of ‘his study

N A
on what he 1z golng to do will have to be done beforc he bids on °

the COntracb . S A‘; e S

b L S :
MR. SMITH: Th t's cprrert The s1®y days we apoke of

is ror assimilation of the information in this packagc.

MR, CHAMPION' Let me ask you: Do -you have any notian“

of how’many bidders you ave likely to hdive -o half“q dozen?

MR. SMITH: It is Qifficult to say hon many of the in-

qufrieu we have hnd dre really valild inquirles. °I don't save a
k=t

dist of those uith mc, but my rccolloction of those 1z that

]
there may ‘have beer twenty separate compwnies or individuals vho
have asked for what informatiou was avaliable.

MR. CHAMPEON. Are there any indications ir we approve

‘Vthe contract as before us suhstantially in,furm that: there will

be substantial bidding -4 that “this will uraw a number 01 rival
(’ CHEE \\\ .

That seems“to me

Ic thehcontrad;*

MR)
MR.

TSMITH:

I really’be1inve

CHAMPION:

S0,
[

N

Angd 1t really vwould be an unsatinfuctnry

biddlng~procodure i1f that did not occur°

MR.
. MR,

ﬁ% ) ‘ N l"m.ﬁ

MR,

uMITH'
CHA@PION:
SIEROTY:

- CHEMPION:

@

That 1a

v'l‘hanl

ou very

”7vncct.~
fvoi

iz
h ¢

much,\Hr. Smlth

* I have some other ouestions.

7

Well, we are approaghing the hour of .

56
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twelve thirty.

apportion the @img.

We will pl an to meet by thre

@

o
o

° o'clock

o

golng,to want to speak on thla thing, Itd nppreciate ir you

N

If “there

1s anyone else who has questionu they want to naise or who aré

would 1et Mr, Hortig or someone on the stall know, 50 vie can .
We would 1ike to conclude:today and hcpe-

' fully take éction:todaf;‘hnd with that expecfaﬁioﬁ T4 like to

Q

7 have anyone who wanta “to speak to ‘have an opportunity'to do it,
N A ,gut I want to get cleaneu up and take enough "Hime to do g0,
L 2 °We will stand receased until thrce ) clocx. .
10 | ) (Recess I2: 25-3:20 p.m.) s co .-
11 . N - R ‘ B - )
: 12 " MR CHAMPTIONY fhe mcetlng will nlease- vﬂgc to ordergw

/é\ o
13 Mr. Hortig, I know Mr. Sieroty has Bome qunstlonoﬁ [o] ralse\' Did =

14 anyone else regioter anything rurchgr with youmwithQiéference %o.

15 appearing or makingQStatemenbsv
L 18 MR, HORTIG: No, sir. o
17 MR. CHAMFION: A1l right, Alan; do you want to prodeed
18 || then? ' - e ‘ .
Lo 1‘8 : MR. SIEROTY: Yes. I‘\-J d like t; ask the Long Beach :
= \ “" - <0 Harbaricémmi slon - - Hc were talking at the endof the session

21 \about the availabillty of the economic report, infiormation that
£22 you have compiled in that book, and yoﬁ indicated that it ¥as,
- 23 _available. Is there any Teason why that could not be made avail-

024 able to prospective bidders, let's say,as of tomorrow =- 50
25

they can get started in analyzing this ;nformation?

26 MR, SMITH: As I sald before, Mr. Sleroty, if 1t mere

27 rossible to put thls package Sf lnrnrmation out with the pro-

2
N
o

e

29"

posed contract form, then we would DJ sure .that we w0u1d be

putting out the correct 1nformation they~uou1d need to mave Epeir

o L 30 analysis. It is available to be put out if the acceptance of

31 the form of contract is gplng to be delayed ror an upprcciable
- 5 - [ @ ’
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| rit thefparticular typc of convgact wve ‘are dlscusslng hcre. Ir

‘w\

‘pcricd and e would ccrtainly conzlider puttlng 1t out,
7

o »MR. SMITH Yev’°I think*we can do that,

3
&

- MR, cIEROTV:; Irrespective of uhcther the contract 10

apnroved, thcuc are reparatc books, I q%ppoue.g I viould: thlnk the s 7 oy,

-

economic information could be fuxn;shcd to progpﬂctlve L,d ers Y.
so they could be getting started on their‘analysis. Let's say.

the contract is ;pnroved 1n.a week or two weeks, I am Juot conm' o o°
N b

cerned that the peopf@ who are bidding on this wouid not have
timq!to analyze all the data. ‘ ’

©

MR. SMITH: Yes, I have that séme cdheern, and igbelieﬁé

‘we can put it out within the next few days, make 1t availab¢c.

J

Qo MR SIEROTY: Uell would you utatc, thcn, to thc
¥\\ ) A//_

Comnlssloﬁ)thwt you would makc it BLﬂlldblc by Monday, a//ater . o

o

than’ Monddy, inGany case? ° . . A,\“

MR. SMITH: Uell,-I viould hesitate to say that because QQ ®

=T don't” know the status of the reprcduction of 1i%, to tell thc = ! I
. truth, Thls copy 1 have is a prellminary cony. “1t 18 belng e }g .3 T
rpproduced now and I aw not gurc 1t is artually phynlcally po%- B & e

'( uib1e we hould be ableqdlstrlbute it at hlu tlmef but‘ccrtalnly »c>
within a few days.. == o
- R« SIEROTY By you will make an attempt to get it ﬁﬁ A
out at the earlilest time 1rrespectlvc of what the Commiaslon - . )
dopﬂ‘on the contraot?ﬂ : b ) - ‘ & R

M. SIEROTY: AL right. B

o

° MR, RIDINGS. WMe, uieroty, irz mlght ‘ans wer your laut SN

question,libu saiu "1rrcspective or vhat the CommissioL{docs

o

/—f

A great deal of the 1nformatiozl?f thIs hook has been tailo“cd\to~

therp 15 to be a substantial change in the type of contfact, ‘our

tlme will have already been wasted and the time of an;body ~who;, ¢ -

has started study along those lines would also hd"e ‘been waatcd,t ;
Q . N ) 2 - a p “ o

BN - L 0 =

- = © ;
: Ay C“J k
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I was
sconomic lnformatich and petro’eum PN

Wﬁ} STTROTY' =% nm nh+ nnva i+ m111 hn sénetad,

x 5

w"qyminp.fhﬁr Lnere was

‘studies, and 5o forth, “that were somewhat differenn and not i e

dcpendent on_ the £prm of contract. F , ‘”7/ o hﬁ

MR, CHAMPION Ir

<

May I make a »ugge»tion on bhat’

q=ve have a problem on that we can go into that at’ the cnd re

y
the meeting. We wl2l then know what the status .of the contbact

i§ and this can ‘becresolved. Did you have some other point?

MR. SIEROTY: Now, the contract providvd for a termina- ©
S R 7/ P
41on clause in the eVePt that the contract 15 not profitable and j e
Q o
Oh»many days, Mr. Hortig, do you recall?

(e

notice of that is h
How many days.1s 1t -Q\Ine hundred eighty day v notice° o

MH., HORTIG: believe’ &ts one hwenty.(

i

" MR. SPENCE: One hundre&&eightv diys, aftcr the deter- ’i' R

mination has been made. :- : ) e S

MR. SIEROTY In other words, one hundrcd,elghty days g‘i~f

alter the City and the State are satisfied that&the vontract is °

/7 .
7 . >~ °

unprofitable, the coutract will be herminated”

’ MR. SFENCE:
MR. SIERCTY:

‘.ieS PR o

[v4
o

My question 1s this: Is that enough e m 5

time? Franklya here we aréfﬁnd 1t'3‘0ctober and wc‘ﬁave bagg

working on this rur some time and we are worricd about narc¥>20th o

&
Is one hun&red elghty days\kb

A :
If there =

- getting in there March 20thg°
cnoagh time? Maybe yourneed nine months.
“  MR. SPENLEv7)Well, let me pat it thi“ wy:
is- no delay in approving the conLracﬁ and 1t!s been processed
DJu"t as this contract has beenfprocessed by the State Lands; Com- .
mlss’on starf nnd the Abtorney Gencral'u Office, a hunornd.eighbyc7/ §§
' days will be p1em:y of time; but if.we hzwe a let of d.uly dally- -
ing, 1b won't be long ¢ nough.

MR, sff;mm

1%




O

N

9

&>

10
11
12
13
14
18
138

17 ¢

Bon e

©® D N © U @

I\

{

A | ) : °
in advancé - twe;ty years, or rirtecn‘yeafa: . ) , ° Cao
7 MR. SPENCE:V We have been through this one hundrec
\ gnty-day ‘perlod with the Ltaff of the Attorncy; General's )
kOffine. Ve are satfafled with 1t, provlded there isn't \\qf -
undue delay llke ve have had on this one. : °>  ¢ o k' .

2 MR. RIDINGS: Hay'I answer further, Mr. Sieroty°, ir

\ydﬁ‘will &efer to the testimony at the previouu he/glng,on

juf plan to have,

"
constantly on hand and prepared, and currently up&*o-date rrom

to i ]
time/time in meetlings with the Lands CommissEn =9n, a fonmdof con— $:§§ L
0

tract which wgﬁ}d, -in 1ight or»the circumstances of the years as

September 30th, Hr.'Spence explnlned gyat it is |

P

they péss byxfﬁzgt suly the continuatién. 5o therenneed not be :
the type of study preparatory to 1t that is needed here. ‘ -

¢ grurther, thla will noL come at. a_ timpnwhcr the econom—

T
1cs¢gf\the fleld are so great as they are now, buf under a dif- s
fereﬁt set of'cirCUmstances when the magniupﬂo 2 N :
substantla‘lygless and the- problemn likewise substanbiallj less,
: It 1as been felt to hold a contractor in anggnproritable posi- _' ) R
tion for longer chan glx months may, aégwe have considered~dn 50
many other cascs, requlre him to hedge 1n his hid; and these 5 '

fractional nprcentages that he might hedge will amount to so many

dollars in the earlier years. IE 1s very impeortant to get the = 55

highesﬁ return for the State and uiby. . . o

{3 MR. SXIEBOTY: ’ Mr, Hortlg. do ¥ou have any e ment\on
the one hundred elghty days? 7 1§ ’ = /9 N

o
SN J

MR, HORTIG: No; I would goncur in _ydé commeh*S‘you

e

have had from”the Long Beach Harbor ﬁsgartment- and” as Mr,

Speﬁce'reported, tQ}s was reviewed az to 1ts practicability be-

Tore it was included as a specification in the;céntract.

© MR. SIEROTY': Paragraph Lk in the” ahell ‘oil Company - = _ ]
" jetter asks about taxes -— 2 question about seve ‘E/Aé tax, and a0 ' e
’ . . © ¥4 '
e T oo
= . < \.\’\
60 S
z .N\ - 5
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24 d

25 4
&

average of one’ thousand bar“cla per day over a perled cf one

) [} V / T i nl - :

© e
B

-8

= o

S P -

- T undersband this has been 1n£ormally discussed, and I thlnk 1t

ought to be answeredcin the reca?d, andyering “the quéLtion raised

a

' 1 : . : : 3
_n,paragraph te . - o . oy O

MR. SYAVELSON:- Mr..cChatrmen, 1f I may make a brief - = <

remark on th%yg it 1s the 1ntention ol the eontraet that thL 011
proéﬁition license tax/tojbe levied by’the city wtl] be,paﬂd by

-the contractor and will be reimbursable. HL do n\t think that s 0 7

“the language would be auaceptible of any other meaﬁlng, since

o

G

30, thererore, ror ﬁhrpones -

" the tax 13 not measured by Lhe relmburnable oxpgnqesuin the con-

tractor's share of the net prorit

or the record I would_like to atate that thiu is_ the purpose of

- £

the contract == temake sueh tax reimburgable.
Q

the repreaentative of Long Begch will corroborate_that in open’

= LI

I<under»tand that

“meeting and as far as Shell 011 Companv,&ﬁhat will aatisfy‘them g =
“MR. SPENCE: The City of . Long 'ﬂach concurs in thab
Mr;. Chail;man.,‘ T . e L.

a

: 3 MR. STEROTY: ~Mr.,Scott:'s letter ror Pauliey Petroleum fw

rqisesCaeveral queotion" that we. 3hould brlef yﬁhnuwen. The

firat question has to do with yhe dcrinitlon of conL;nuing pur-.

chasers, and lt is my understanding that the thousand barngis of

oil per day thab are rererred £o means that a purchaser need not
[

purchase a thou and barrels eve“y day,. but bhat he Eurcha

o =

3é an‘ﬁa

month; ‘is that corfect? = ‘
# . @ °

Over one year. )

Yes -- During each or the preceding

» 4. -

twelve calendar months; an average of “a thouuand barrels a day

MR. HQP.TfG:
MR, SHAVELSON:

N

i)

durlng each of the'preeedtn? twelve montho. So 1f he purchase& &

in ‘any ‘one-month, say a thirty-day‘month ‘over thirty thousand - k
barrels, ézen‘if on gne;partlgular daylhe purehasedgless than a
.thensanq bari%ls; Qhatwnoufa netndlniréiif§»h;m as a Sgntinn¥hg

5= : L e : =

@ R = ~
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purchaser under ths contracti

MR.: SIEROTY: In effect, he does not have to purchase

every day? ’ ,

MR. SHAVELSON: That is eorrect. (,

MR. -SIEROTY : “Now, his questioh Number 4 here 15 very

<«

short: HQW‘wlll the contracb treat tie bids Let's take that

-pant Tirst, How wlil the conbrnct treat tie bida? I glicss he

P Lo

means how will the City’and Commission treat £1e.bids, the

=3
- o

procedurc. ,,x

OA’ I

© ”\EBHR HORTYG: Dcpend;ng upon thc nature of the tle bids
=

recelved and any other condit*ons that mighb have been added’ to

o

”as to which blda are oualifiod, which bids if any are tied in

kthP bid form vhen 1t comes time for evaluabion‘and determination

facb, and as to the manneélof alloeating an award 23 a result o’

©

a ‘tie bid, it 1s felt 1t ls strlctly a legal quention which wlll

and wi‘# be faced duriﬁg the bld evaluation procedure. It 1s

29

! {
have to be faced if it is a problem ‘aw a reuult cr bid submittals

not reasibleoduring the tlme renuircments to prudee a ccmplete o

- ébet of speciricatibns towpover all posslble con‘ingen,ieo.

24

MR, SIEROTY:— I wonddk 1T the. Clty has any 1nformat10n" 5

=

o

Have you given any thought to the question of what. you will do 1n

thie event of a tie bid? o o o

[} e}

(e}

MR, SPENCE: In the first place, e will ».a)x{:ﬂ;n ve
- f
get aqsituatlon; here we have“~a-tie bid. The 61ty has had a nume

ber or tie blds and 1t has never posed any 1ega1 problem ag far cw

o

- as we are concerneda:7The °Latutes provlde “that, 1t must be

awarded to the highent responsible hiﬂder and at that time the

©

=

Bod¥d of Harhor Commlssloners will,have to determine who 13 the '

=S highest ronponuible bidder‘,

Cm CHAMPION: The r"tate oft:en faces that pronem. 4
i : rw‘ GOLDIN. ¥r. Chninnnn, to min 1mize‘this possibilitj,
. G2 =

.

Q

.

. 0

o
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1s it not practicnble to ask that thet;id f&ctor be ca;iicd omt, o
pcrhﬁpo, to four deuimal points? -It wlll, bherefore, ml 9e°°
‘the posslbility of the precise b1d,b°1ng subm;&bed by nuxclple \ e
cntities. R . T ) o : ”

MR. CHAMPION.: X asaumc that thls iz at the option of
rhe blddér, if he would like Lo do it. I hnrdly think we can : g
tell bhem to do it, Is there any ochction ‘tc anybody -ubmitting A i
a bid in four decimal figurcs?ﬁ‘(No regponse). IuJust don't see »
" how we>cah~iasue a airedtive'of that kind. . Thut'a 1ike naylns '

. \,

qomcbody uunta to bid ninety-twa per cent, thcy‘have tq bid

92,111 or aomcthmg._ RO e
. o
MR.“SIEROTY: Iet me ask Mr. Horhlg if he would care to RS
= o
8 ment on the last part of queation i hhere° o 7

- TN
- Mn HORTIG: Would yqﬂxread the question, Mr. Sieroty’
I don't have a ccpy of’ the letter: berore me.. i o . - :“/ ° . .

MR. SIEROTY; "How will the:contract treat tie bida or’

several bids that are 100% or better? Gan there be more than ’

300% net profita? WL%I al} bids 100% and over be treated aé - s Va;;?
100?:?" o o ‘ S, N =
g MR. HORTE"' I believc the anuweriis the same aalpre- ° . ¢ ;
viously == 1f such bids are receivnd pursuant to particular . e
specifications in thc bld offer, bhe first- legal question 15 go- ,GQ E :
1ng to be that the bids,rﬂccived are responnive to the narticular ’ .
torm of bid otrer whleh,is to be cons 1dered by the Land" Commls-:’ 5 s )

sion here today; and therearter, the legal qunstion of legal” 4
sufficiency cf'@ bid 1n excess of 100’ in the net profit». Thera
13 one tenable 1nterpret1tion(7- this is not necessarlly 1ega1 —-:

fhat_a bid over 100% could be viewed as an Jirre:t- £5° pays in

5
[

erfect,—posted prlce plus a bonus for the 011. 5 b
° MR. SIEROTY: HNow, questién Humber rernrs to page 32, . ’
ﬁ lines 18 through 23, and this partlcular clwusc provhﬂea that ic . . @
- K & R e N . ° . ¢ o

1%




o = N 0 ° ! ?
. - 1'o A T e s I =i o . . “«
-1 J the ﬂontractor, i3) o one or ‘more of the persom:» r s or corpora- N
'2 tions comprisi:ig the contractor, pl(:\)rchases oi...jw:m others In the o
- ) 3 W .field, the price for the 011 taken by any such purchaﬂer under . Y
-3 this agreement shall be the” higher., oaf either‘the price-as cal- ¢ y
°5 culated above or ’the price ”pa;lc% by such purcha;er to 'others."."e A : 2
) 8 | 4 . ﬁow, Mr Scott— is i'alsing in this letter the qncstion' - , Qo g, ’
7 ol of:whether 1n a sltuation.like 5L,B.0.D,, where L. B 0 D. 15 & coc- ’ L ) "
. porat*', n -- 1t is not a syrddicate -or partnership - would a
B o e stockholder su\_h as Standard 01l -- would ‘Standard Oil'sopu » L .
"’ 10 chases be taken into connideration 8o as to cause I .B.O. D. to payka ° s )
) il a higher price in the event that atandard 011 would be bu,vin(; o.ll
12 | ata higher price in th% PYPSTTERE R S ca o T
o 13 R MR. HORTIG: Well, I belleve, Mr.~SlcrotJ, An the case .o -
A 14 } or your hypothetical example, 11‘ this were applicable to the )
e S s proposed contra>ﬁ: or under the contract which the - Commisslon 15 o \\
16 I now conaiderlng, that such a p\urchase_would'not 1ngo_ke the most ™
o . 17 . "ravored n_:a'tlon clauge as” to tiie h}ghet price 1;1 v_ie'w of, thR 3 ) o
5” 5 718“_” & stock ’ownefrshie by one of the’ partic Aipanta in th@ eorpomtion } O
n : = > 19 ‘ that wag the contractor.. However, if om the order of” magnitu-aa 3 /\" \
V 2‘»%: to constitute purchases of a continuing purchaser, entirely out- 3
‘:f"*' 21 ' side of 1its relationship to the contraetor, this contract at T
i,:::vliﬂﬁi{ 7'77"‘:’.’229%2 \this\\hgher pri‘,e wWould be added ln, particularl; ‘as a postec! V .
- o, 2 price, 1n ca.n culation of the avernge price whlch was to be . . o
<y ) ' 28 pgyagle,, : %//\L . - S e o /
o 325” l o The other aide of \the coin, as reported on thc agenda s T e T
L 2(34-a ,- 1tcm ‘this morning with spect . .this 1tem‘<, is that 1nagm(uch as™ ST . Qﬂf
o 27 tnere 15 'obvioﬁsly /n/ certaih method by which to forecast what o7
° . 29 the corporate relatiom-.hlps and the ntock relation.;hlr*; ‘of the 2 ¥
o - 20 potent‘}al ‘bidders are going %o be, and thererormsome part:.en R oL
) 7 30 to such an operating co'xtm."t who m:lght be the sucgesstul biddef T U
. - 31 | ‘conrd conceivubly be sub;je'-t to other purcl*ases by n.nother part,é' O )
o s - a N =,
N e Ca -
S 0 e L R
AN s e o )
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“on his own account in a.nanner so as to.rerlect on bhe baaip con- se
tract to such a degree of uncertainty and 1nah111ty‘to evaluate
what the: economic hagard of this would be in the tuture, we rELl

arain constitutes an uncer ainty as to*the applicable price base

“lland this would again necessitate a discéunt on(%he bid orrer(orvany

pros peetlve;contractor. < & ;hf e, ¢

Q A
N -
MR, SIEROTY Well, you have a situation where companies{

Ao
pet topether\as “a partner xip or syndicayem Their other purchases

eat price, but 1n getting together as a corporation they will not

bc gonaider cd. Is that not cerrucb°

" MR, HORTIG.

)

=

o c &

It certainly will be conuidered in that

1Q qaalirie- 'in terms of establlshlng,the averase prteﬂ for the
R

oll, "It simply would,not rivoke thc mogt favored nation claus,%

o MR. SIEROTY ~That 1s what I mean. It would not erve

to glve the Clty and the State the bcneflt of thab hlgher price
that thab company whlch 13 a member or thln group, by virtue of

z

15 stockholdinz, is paying in the same rgm. =
. - MR. HORTIG:

£

only to the degrae thab this.. ugain, would
be rerlected 1ﬁ=the calculated average nrice to‘he used,” which— )

i
3

) would be raised by~1nclusion of this price.ra' ' s ®

. ]
MR, SIEROTY' Hw suggesblon 13 that we add in here

< Q@
B o
5

language which would 1nsure that a con**actor which may be a: cor-:'
poratlon, whose ownership is by stockholdero, whoggxownershlp a8
1n oil companipa;- fz%&ybe e have to have some percentage figure

there.

B3

o = 5

* MR, HORE;G fWeIL the hazaru, ox course, or the*othﬁr

aa S0 < ©

' o 3
eighty-per cent ownc ship being nubject to the posslbillty ot huv-r

;'price becau ej\a the fuvored nationoclause :
D\J»Qn \

la]

&

o S

are going to be considered. 1n:terms:9rcgcbt1ng,the State the high-uc;

I would suggest,twenty'per cent‘sr that then that com- = e

pany's purchases are going Yo bc conuidered under’th1$ clayne. S e

o (3

[

& <,

= 9



[}

R = L _ ?:'0\:; e = g N i K2
° ‘ o ) - ) 0 s
@ 9 ' " s g . ‘ T S °
1 | would be sudx a;z unuertainty as to agaln discoun; th& biddings ’ » o
.. 2 'ﬂ and re;ulre insurance and c:o matter uhat value we sqlect -9- ' Co
£ 55, 12‘ e select tm:nty I)Cr ccnt, I am almoab certk:\aczn; vwhoey cx\(goea B o
. 4 \\out«and buys atxche higher pr:lce will only»have nineteen per cent ‘
- 5 so he doesn't E_;‘igg,er. ’ 5‘”;) s S, :
i e {/ ' = MR. SIEROTY: We are making quitet’a '11..t1nction as to Coee
(/973 whetl;er this 1s a corporation or whether it 15 a non-corporate 7 R
- 7. 8 enbity. e think Wwe are “Just ackmg’tor any one of th=‘se proups . i » B}
v 8, to bcco-ne ci)x'porations,oso as to negate this who]e clau 50 hnre \\\\ \
10 ag, o thelr buying}and maklng other purchases .Ln the rield, Anyu o R
11 s,,mdicate which becane co*poration would be under ”this clauae. i"‘ o
12 L, M. HORTIG Oniy -in %he event-_that a.; a cov-poratlon L\V . S
13- ,4 they did not by ot‘xer 011 ‘An the*?f,te,ld at «a hlghcv pﬂ.ce. s 67 ) T
12 A . »-MR. SIEROTY: RL_ht., ; am a,s;ming t@y%are not going
A5 to ‘be making other *_purchases in the rleld. . ) “ <
L .16 f ‘Well, that's one question I ra:l.;e, and I thimc t'ssa - ~ )
- 17&‘ very serlous question. T o ; ’ ’)Q - * g
©c ,1_8 5 . MR Cl{AHPION> It poms some real px!oolems 1n tnrm or ” T
. ;37 19 : Hhut const;.tuges a corporatlon and who belon(;o bo 1!: and how Lo Q_ 4 .
' v 20 - handlev‘»lt. Before I get 1nto any amatcur Lm, Jay, what 1s your N
) 21 reaction to trying to deal - with one corporation and another 11‘ 0
& 23 it happcn.. to be made up—- of ‘a number 01 011 companles” / ’ ‘
DR ) R. SHAVELSON: - Ithink thn polnt raiced by Hr. Seott L e
: ] 2% and Mr. uieroty 1s ceruainly a good one. I thlnk perhaps with . ) i
A 251 ‘a twenty per - ce')t provision or oomei.hing, we could dra.ft some-’ - s
26 thlr'g t:hat would be. workable. . & i " : 7\'
d 27 o MR. ‘GOLDIN: * I. thinkJMr. Champioleut htg} rlnger one - -
. 92"8 1t. I mean, cenccpulonal“ly,(I ean't take 1..suc,w1th the uuggea-\ T e .
’ S 29 tlom; practically, to enro-ce ;tt:, 1 thf.nk is a ﬂor"e “of ? _ 7 . "
,30 different color. O Lo . c 'M - ';QL? s
’ ( 0 31 4 o mm smno'm ’j don't think ther; 05 im—y question of - y
» =8 - R % ) Ty
, , 66 | )
] r//: ° R
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“.‘meef any teat that we presoribe

'most favored nation clause under theqe c1rchmstances.

?vextent, so I think 1t"[an idle aca;

o
©
s
1

i

& P
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ue wiIl ¥how the composgbion\ﬁr thnfcerporat;ons

=] 1

MR 'HORTIG: Again, of course, we nould ‘Have the haggﬁd

- a8 I said, ‘whatever the standard, in v' €w=of the fact that this

Ce)‘ . - s R ' = ) O

8 hhir-h bid. N 4

hypobhetical corporatlon is again an amalgamation ot cther cor-a >

] o

now,and aVolq triggering the

ca
That be-

—1ng the case, the penalty for a loss in the hid does not warr&nb

trying to 1nc1ude the addition of ex&@emely diffioult administra—‘

tivg controls --as Mr. Champlon has suggesLed_nould bernecessary.

o

Harhor Commission haa given any thought to thia particular prob-

e

e . it}

lem, has any view on 12 R i f

" : M}ﬂ SPEHGE-
Tk cﬂ

[\

ics, ug have, aud we ha?c conqldcred thln
D

. 5@ -9 :ﬁh. CHAHPION. I'd like to ask whﬂther bhe ions Beach ;

drart or this particuia; section as being thc hcst ‘under the clr- '

cumatawces.f Dtheruise, as Mr. Horeig.ju;t sald, you set a

figure of tuenty per cent, JO they come along and cut. 1t to

< vx“

Oninefeg? per cent te get qut of that provision.(‘The corporation

Y

can't be responsible éor stock ownerskip, Many corporatlons,

<

L most eorporatlons, can't control thel stock onnership to that

ST

- MR.mSIEROTY I‘don’t thinr 1t s annidle act at all.

I you want to reduce the percentage of‘ownnrshln to Len, per ;
ﬁﬁ

cenf that's fine, Theﬁpoint 1oothat *hese ol companiéB thabﬁ

are going to be a part of the corporation, - let's taka LxB.O D.

g s el

we w111 know the compookfion of the. coryorat;on, I asaume, and
S

then thcre iszﬁo\admint trative pvoblcm, ac far as I see. . AL

that roint, thc corporations, the oil companles ﬁhich ownﬁlet'

- Bay ten“per cent ‘or more of that corporatlon, uould be obliged :

'to report‘their purchases 1n the field, and 1f their purchaaes

- gt s S b ) e N
- Ta. Q a N fpt

j.porations, certainly ‘stock ovnerships could bo adjuoted 80 aq %o° '
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Q"Commisslon and the city COunc11° ; ‘ - RN

- contractor isca corporation, persons, flrma or corpurationu -
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are at a higher price than what the State and 01ty are going to

that ‘higher price., That's “the purpose or ‘this suggestionJ &I
don't gee 1t is a problcm .mechaxically or adminlstratively.

18» rnAMPIou’ what about ten per ccnt” You wouldnic -
have a aubsta“tial purchaser; Whiit wWoul d thcre be wrong in setting
1t;down;at tggt lower level? How mgch,administratiyeiproblem do
you really qause’ ' , : ‘

MR, HORTIG I don't think you actually reach the heart
ot the problem because the factors are[%ot 1nferrc1ated/-- becaucn _
the 1argost 9utside—purchcser in éhi field cpuld then oerthe,one :?
who has on1y=n1ne per cent in thlo»corporation, 80 he still

couldn't tniggor. R

= HR. SHAVELSON < I think ng\coald add a simpTe sentence
to the\effect that‘whore contractor ia a corporation, persons h
comprising the codtractor Snall/’nclude any pcraon buying oil In )

the flelq wro\owns tcn per ‘cent.or more or the stock or sald :'

0

contractor I orfhand ¢an't sce any<reason uhy that wouldn't -

vork. >
B - & («

° B

MR HORTIG Mr;*Chairman, may I ask an adminiq;ratlvc
quest%?i?&f Mr. Spcnce° Jack, would a modlflcatlontof thia mag- "

1cient to require this contract zto be resabmitted to the Harbor

MR. SPENCE: _No, sime - ... -
MR5'SHAVELSON: Do you .have any objection to the

pqovigion?"-A” Je — T o S .
¢ MR.. SPENCE: Where 1s that? ‘ ‘

o , o e s

* MR, SHAVELSON: On page 32, after line 26: -Where®

conprlsing thc dontractor shall include ﬁny pernon. firm or .

N :
be rcceiving, then the State and 61ty uould have the beneti» of 2

a

nitude; as Just suggeuted, constltute a subutant1v~ change suf— L=

,3% S \@ o ' v
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k corporation—)uyin@ ©ll in the Fleld whc owns tcn«per cent or more

- do; yoq/hnv ”nnything rurthcp? th don't you £0 -ahead while they

rm. SPENCE: Muy‘xﬁhave Just nﬁmement. Yr. Chairman?.
. N .
- - CHAMPION: Yes. While“this is under diacussiou,

“ oy

=

- are cgnsidering this? & e S e e,

HR: SIEROTY: I have a related suggection shich will =
cOVcr .the sche-ciauvé._ Let me preface 1t by saying thls' In
the last hearing, we-raised scwe question.-jifﬁere was: teellng o

expressed here by uenatc" O'Sullivan.and I expressed the aame

»

. oakthe atock of sald contractor." o Z:\ o ol

rcelxng - that posted prlcea in our opinlgn do not guarantee the'/

ralr market value tc the 01ty and State, and ue have been- working -
-with-this pgoglem of whether highe t posteg‘price or average

posted.pricé«of market value or what willrglve.a fair price to

~the City and State. : T e
Now, my reeling about this -- and I am speaking for my-

self here, not<for the other memberc of the Commission -- but e

o]

: I thlnk that the Clty and the atati have-a right to gunrantee

that they- get & fair price for the. o\§3\¥’ﬁ _ . s
‘f: MR. CHAHPION. You don't hav'“*n/exclude the other

B > B

COmmissioners"on that“sﬁatemcnt 7o . ‘
MR, SIEROTY* Now, the question of highest’ponted
erce or average “posted price doesn't bother me aS'much as the °

e of the. posted price as a.tesé? becnuse in practice thn »

average posted price and hlghcst poutcd prlce have been much the
sSame; - but I am(concernﬂd wlth(ysing posbeu prlce as the sale

gauge and we have ‘had - obJections to other forﬁhlas, such as., ?

e Ee =

L M"ell, we don't have _any . other 1n1‘cormzﬂ::u:r'."‘~ 11 rtght. o ey

wa, orie suggestion I'd Ylke to make 1s thag,in ‘hisuparagraph
18.3 of page 32, in the same area we were Just discussing, that

< ve enlarge the»}anguage 1r line 20 which says "in the Flead,” tq "

L e

©
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" include the other élelds that we haé% gecn uolng h,re,f‘or the, ° s L
IS Q o _:’§
posbed,price -- 3ignal Hill, Inglewood Huntington Beach. The o b Lo

>

b

K- ]

=P1e1d, ur in the Hunblngton Beacl» Signal Hill and Inglewood , ///;ﬁ_

© .93 O th

@

N

: Pi/ids ang we\will get the best price that the scontractor ls paJ- sl N

‘ rais'e, Mr. Chairman.
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effecu of this would bé that 1£ a contracbor or if olil companies

o g e A
which aré a partsof the conLractor, whcthnr 4t 13 a corporatlion’
-« & n o

or syndicafe “buys o031 at a ‘higher: prlce than, lct's 32y, - cT:hc:j . , .

Q

average pouted priﬂe, which 1s ao far our tcst -="1f one of thc%e 3 ) . ' 8

companies buy- eil a* a higher pgico not only 1n the Wilmington J> . 5'

Pleld thcn;thg tatg and the City nnuld have : “beucfit or

that "rghcr prlge as the gaupe for rrlcing oub thc oll undcr L .5 m PN
- /@ o s Yo °© R -

g;lﬁ%?that, 1 think,*ls a raf/’alte:gggivn ~- because I

E . ;

thlu contractq

thlnk we have establiohed that theke flelds are similar enough ; . 3

for. consldcrablon cor use as posblng prlcen, 501 think they R %

a

would be Dlmilaru nough for tbe purposn of actual purchases, . ) e
° T
“and here~me have 1nformatlon avallablq¥by the contractor ors C J‘J

parby or the ﬂontrag&or.,,So it ip nét a queution @F the *nfor-/
atdon being avallable, and. I think this will give PR T

prlcinp system to khis lleld It wl}l tie 1t 1n to the other o

Y ) a
lng in the whole area. So this 1swone uuggeotion that I Hould o R

Y 7o

Vs
o

- - MR, CHAMPIGHN: boen«thv ntarf'huve any comment on thls? ' \ - @
> AHR. HOR?IG. Yes, Hr. Chairman. Thc frndamcntal prob-' :

v s
trac» form 19 appllcablc to this suggestion in terms of provld- - e

43
cing a ggﬁater base agalnst>nhlch tU’determlneébossibly a 311

G

plem~w1th rospeg} te anLtioﬁal contrgls An thiu propochfcon-

A

hfgher prlce on the avcragc‘by, L1y efrect, 1nvak1ng thc mont
favored nyslon claudosgs to.all f1e1d° and not limitlng it to , -
:simply‘thc’ullmington Fleld and <the’ contractor, as 1t 1§)vou B s

) 2.

°+ated, Egrries Hith 1t, of course,kthe problema and *heoecon- o

omic ramixlcatigns or all“operatora operating in these other
s IS

figldu. or nccc 13ity, the eroxe, not beiqg aﬂ;:iﬁb forecast e ;%& E
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- that wWe get the zuir market value for, the 011.

, of- my‘objection here 13°to using pgséed price as the sole gauge:

) ﬁr. Champion,

\% o ’ _ o o ° o
, s = 2 ~
W < ‘ ? T ’
b < < )
Q - 5. = R @
o . ¢ 9
S
“‘what their cconcmic requirementa and p haqp reqpirementu are

golng to be, rield by rield Por the=ﬁe55 twenty-five years, to

_Ainsure’ tnem elves against, again, being penalized or forcerto :

pay'u hoﬁ!S under this contract because of a higher price paidJ
in another field 13 another economic considcratiou. _ =
= HR CHAHPION' ‘You fncl thl@ would dlscount the bid?

° o MR, HORTIG. This wlll undoub edly diucount the” bid
o ~ MR, CHAMPIOH- Hav'wu have thq)comncnt of, the Long

Bnaoh Harbor Commisslon on the uubJect°

- MR, SHI“H Yos, Mr.: uhairman Hc concur in thaé 5

,view.V He feel that the baue ,for pricing ag set fgrth in this”’ o
-contract 18 ericiently broad to B__éZCt the State and 1nuu%e

o

"
B

_MR. CHAMPION: Is there any further comment on.this?

P . A <L
l ,HRs SIEBOTY: Iet me Just ask this, because the basis e

kI dor't think that that” ought.. to be the - sole,teﬁt _Here, we have

an opportunlty to tile it to actual prices pald in the arna, to -
guarantee that we are going to ggh at‘}east the best price tbat
that particular bontractor 1s paying for %11 in the area, which- °

must have been similﬁr or else we wouldn't have the sdme flelds

for the purpose o( Lest}ng the?$\\$e price.
MR. CHAMPION: ueJ.U the differcnce 1s marrower than

B

‘that, however, , You do haﬁe a test against acbual price in the

fieldhitoelf You are asking that that be broadened. The

contract.' Ybu are asxing-that we go into other fields and teat

A
n ,
Pt

Therc 15 an area or spcculatton there,. uhcthcrvyou plck up more -~

price there or By that uncertainty you cause ‘a discount in bhe

‘net’ E/ﬁ I gather the statr in Long*Beach disagrﬁiuGIth 1t. @

. MR, SMITH: Yes.‘,You~expresu my thoughts very well: »

= .

A\

&

14

ch e e

L a
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. Cﬁinsuranve in the bld and, rrankly; there is no governnental

K

o T = MR, SLEROTY- I haye oae»morﬁbsuggeStLon b~forn 1 o ;§§§ e
. quit fiere and, *hla, I think, is really a%gautc qpestiﬂn again. St -

D
'vthe oil in tcrmswof tne prlce generally prevailing and pald An

- Thoutd ke k~see us b% ablé to develop a test of thc price of -~ e

the field, Now, we ave thio as a suggeation in the contract,c i ) 0

e

in the event that there 1s no nostlng, and would think that, ¢

=]

ff?jto be used as a test.

;cven 1f there 13 posting,tkat thia o
T My- sugg;e U.cm ls that In the event that the Harbor

oCommission or he StiLn Lanus CCmmisslon does not feel that the . ] -@' o

posted prilces repreoenb Lrue reflection. -of The market value, ] L

‘ “they could use this teat of the~prlce r.qu:x~I to the markcb pr-!.ce-\U ) "}ﬁ

generally prevailing and paid ln the field. Thab's baslcally

)
but'nhgg 3 baaically the Wdea -- that wve exﬂand agﬂ(go beyond

posted.prlce, where we feel that\vosted priceu are not“vlving

us a true rerlecbio Jof the truc markec value. . s 0

a, o .
5? - MR. HORTIG: Thy problems in numerlcal order are, of ¢ G
course, number one, agaln a degree o£ uncertalnty would b€ 1nt; -
duced, whereiln thq,succossrul biddcr would never be certain as
to when qn administratlve aga?cy migg;‘dec1Qe-to undenrtake
,studles oft prevailing marketxprlce and necessi£ate ;nd'study:
thab they were a* such extreme v1rlance with the pCJLed prlce . :f“ ] “

- baoe fhat they should become applicnblc. This agailn @ u1d ‘take \9
: =

s

- agency ‘in the United States ﬁoday that is mqkins studies of thia wv“ )
ctype for application to calculation of either net prefits or 011 I
royalties undér any exlshing ‘contract. Establishment of uuch o ‘?3ﬂi
agency 1t would® appcar to mc, would be. nccos ury,-and it cer-

@

talnly’should bea from an administratlve sLandpolnt, I would fe9
irdepondent body - becausc patenbly‘any determinatlon,bﬁ tue

R Ha rLor*Commission and/br -the ‘Lands Cemm 15010“ as tge lanﬂICrdu

= . R, ’ . . B N T

- 7 - v <

_the idea we have.' We havn some 1angudge that e uould qubmit,: ST s ‘9

N
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would lnvarlably he subjert tn““hallcnge 1n every’lnstanco that =

the brevailing market‘price had been Set too rar~up as a mabtter of

Y]

obvious economic advantage to the 1essoru

° g

‘MR. SIEROTY: Well, as T see 1t, the problem Teally is

‘Wh n\g\uuget down to-1t, who 15 going to set the price on the oil

am not cSnvin d\EE}ﬁ Pooted prices represent any‘kind ofg === 8

I

. \\\\\ .
arket‘and thernfore, IE\\‘§a§gg§?tion, really; of vhether we |
Q;e going to allow pusted*pricé% alcne to éetermlne this, or ° . co -
“whether the State wiil have the opportunity to find a market )

wa,ihnASecrétary of the Interigr, I undersatand, has bhisr'

[

value.

power 1n Federal oil 1eases. lie can determlne ehe7§r1ce:of o1,

He may nob be using that power, and we may not use 1t, either, 1f
we feel thau at the present lee posted prices come pretty clowe “

to what we conslder mar&et _value; put the Secretary of Interior : 5 P

— P . e

&y
an least has the power to malte a separate deﬁ~rm1nation and estab-
1ish the price of o1}, and apparently 011 coépanies‘ere willing

to lease Trom. the Federal quernment, and\e Iosee this ccntract

&

running ror ma ny, many yearo, e don't know’what 1is goin()to

anﬂ X JUub fecf it is a serious ccnqidera-

e ®

tion that we leave entiresv or- almost entirely the question of -

\
happen to. posteqxﬂrlce~
\\
Q

NG
“the deter’ination of the prlce Eha Ve are going To receive to

\\\
the 611 companies. ‘in debermining their Josted pricep.
\

MR. CHAMPIOM: Well, I'd’ 11ke to say w:nt we really are

o

and the markgt ‘28 pre-k .
within Y S,
' sented to us’ rerlected the posted 3ricc was/so close a varianes” ! s

try ng to arrive at here is tnc market,

EN .y

‘that we can hardly dlsccrp one Lxom the other; and this 13 the B Lt
wholc pnrboae of thé}poﬁting of Ericcﬁ and poated’priceStreaily

don't havc any 1n{1uence excnpt,in relatt=n,tu a markeb price.

This cannot be, an arbitrary rigure. \This is the partnthat f ; b

bobher me.‘ Posting has proved to ve the most rellable method o

. - o
D . o e

“that we can lay our hands on. :

= ] . P . v B R Y 0

& - o s - .
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MR. HORTIG: And the only indicatdr existent.

¢}

“MR. SIERCTY: fgm hot convineed it 15 a true l;uiicaj e e
tion- of the marké’t price. Thig i3 Juat;ﬂéx di‘fferé\iﬁcn‘ oft opinloon. o
MR. c}mMPIOH' That '8, what makes horse races. ﬁeu y =
re there further points in connection uith '!;his\j that; you'd 1ike

v

to ralse? o : s - .
-, SIEROTY No. - . ). R .
) " MR. CHAMPION. Is there ,anyonn«wrcﬁb vilshes to comment?
MR.-HORTIG: Mr. Chalrman, I ¢ don't belleve we had a
Espohse from Long Beach with respect to the“possibility of an ﬂ
amendment reflectlng 'st.ock ownershlp in the contractor.
v ¥R, S 'NCE,V; Could that be read one more»timc, please! e? -
MR. S’AAVEISOB:” Addlnf' a new sentcnce after the’ “word ‘ R
"contractor," on line 26 of page 32, eading as followsv-" "W‘herc - o
contracauor j.s nL/corpﬁra’ion, persons , l}‘ims or COorpory \}ons com- ' J
- pris ing the contractor L. afl/l mclude ny perbon, firm or corpora- C
ticen buying oll 1n the Field uho owna fen per \.ent or more of

3\
the stock of sald contractor : S ) . )

LMl'{ SIMTH My only quest%an 15 that ‘there would ‘be no B i

¥

) question under this provision but; thnt: this higher price would :

N

epply,/.o\that 011 ‘taken by the *en per cent; interest? ‘
"~ ' MR, SHAVELSON: That's right.’ In other words, 1t 18 S

& 5 @0 O I

_simply substituting i‘or the term "persor.,; rirms or. corporationw‘v ‘
. compgising the conbractor on Llnes 18 and 19, making bure that
'.a'oula ‘}pclude stockholders of.-the corporatj.on, such as L. B 0 .D. s Jrs

MR, SIEROI'Y. d didn't hear Mr. Smith"‘ qucstion. o

e i . )

rdTT'SMITH- Tiat this higher prlcg:whlcn was beinv
pach by a ten per cent Lnt‘erest Hould ..et a newi\hlgher prlce
» only\tor his_ten per cent of the oil “ w0 -
MR. SIEROTY: Mo.” = .=

° 'MR. SHAVELSOM: That'a correct; in other words,d;hn \

<

tay

N
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that oll.

%

fined £ a
of the

»

the same position as

> MR.

“MR.

Simply to make thc stockholder, put Lhc stockhalder in

Y

think that's all we can accomplish. ==

01l taken by him;/es ir ﬁé

4

were a Jeint bid%pr. The nurpose of

[

o~

we had a Join* bidding uituation.» I

S

T o= R 3

MR, SIEROTY: “Uhder the present sygtea; let's say where

pany owng twenty-eight per cent or

MR.

0 o

SHITH:

MR.

CRANSTON :

MR. - CHAMIION=

questlon that wiliC;tand adopted.

HORTIG:

that should be adopted by the Commisslon.

MR CHAMPION:
MR. HORTIG:

the Attorney General “uggested.

please, Jay?

MR.

rov1°ion would cortinue -

successors, et. cetera," the way it is presently worded

o

MR, ¢ PENCE'

i

SHAVELSON::

L.B.0,D. 15 the lessee or tre°contraeton;:10-the oil ta”cn in
Pind by the stockholders - in other wordsthe Standard 011 COm-~

B 0 D., doeg Standard: come

4in and take twenty-eight pcr cent of the oil’ ) o o

He have no knowledge of the disposition of

= 5
Q

I move the adoption of that amendmen

I'11’ second, and 1f thcre 1s no further

o

There 1s another ameﬁdment; Mr. Chafrman, -

=

It was discussed, dut

I don't belicve it wau the aubject of a motion. PR °

P

That 1s right. T -

. That 1s the one wlth reference to defini- -

tion of the continuing purchaser to be broadened ‘in the languagc

WOuld’you reaq that amendmenty

Q

Line 21,,pagc 31: DelPte the ~ord

“and" before Socony Mobil Qil Company and ﬂnsort the werds

afggr_aocony Mobil 011 Companv, Inc.};"Richfleld 011 Corporntion,

and any nuallflcd person or porsons as hercin, below de-f .

then that would aimply be an insertion and the i:jt

"...7or their respective

Except ‘Jay, on line 22.,,.. 7%
HAVELoON. Right. Qn Line 22, arter the word 5/

o

=7

o

o

3]

o

[«

o

7
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i hc dons now underutand and I wanb to uﬁSel tand :that

|

i | o
i 7 5 . 7'_ ° ) : < .- i -

~',‘“-.,. \) / ° B <) . - )
{ P :

N . P

o . | o
¥ x“ » ' ’ sJ) . :
"companie u 1noert the words;\"Or persons,' and then add a new
< /-/"'/‘ N
sert%gcﬂ on 1ine 26 aftér’ the word "pipeline"" reading as fol-

_//

lows. "Arqualified person, for the purpeses of the foregoing

X aentence shall mean and 1nc1ude any person, Llrm, corporat an, or‘

entity as can be demonsurafed £o khe qat{sractlcn of the Board

and the State ‘Lands Commisslon ﬁ% have purchaoed 1n any of the
\ ,
o

e axorementioned fields durinr each of'the preceding tuelve

caléndar months an average of at’leaut one *thousatid (1 000)

. 4 .
barrels of oil per day." ) <

" MR. CRANSTON: I move the adoption of these amendmozte.

MR CHAMPION: ° Sccond, Any further.comment? The
s

@.
MR, CRANSTOH. Hr.ﬁChairman, ther8°were two other

amendment 1s°adopted unanimously. s =

v (/ 12

. . & o
VMH. CHAMPION: - That was included.

\ MR. CRANSTON: Likewlse the termination. ~ %
. MR. CHAMPION: ‘No, tfic termination was not. '

MR.;HORTIG- ‘That is 1n the form of the resg}ution

berore you, unamended. : . N

MR. CRANSTON: Mf.:éhgirmang I'd 1ike to say this:
s ) - . ) ., L ==
I wanted an opportunity to study the rather complex dbcuﬁents
that I wagjhanded only late yesterday afternoon relati"e to the

questions ralsed by‘Sen1tor 0'Sullivan,  before paﬁtlcipat;ng in

think the time has come to act. Bérong doing so, I want to call
attention fo the fact that® while Alan Sieroty here, oitting for
_Governer Anderson, & not =nt1relj satloried.wlth posted grices,
o
that there 13 no u.gnificance to the obate in hibheut posted o
.- price” as agalnqt averagc postﬁd price, is that rigbt° T

65 MR. SIEROTY Yes, Icthigk the City and® St@te wauld
L < - o - : .

Y
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H:amendment&\we agreed to: 'onc,ijbelievcxas to Richfleld 011. "%z

. any final action on this. I have studied those,documents;and I -
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) as. theroughly as ve.wvere abizﬁtg, I'd like to express that the

some alternative means of keepling the field going.

// -
{S . ° - -
probably receive in thq§;on¢ iﬁn less ‘revenue as a result of the

= e

A

highest pozted price 1s probably true because of thie fact that =

0

A
the difrerencp 1s so negligible in practice, whereas the fear

of the bidders, aptarently; 15 rather substantial _as bo the»- a4

chances ag\somebody coming 1n and trylng to pub ina phony highr“] . <
“r -

prlce, t- aﬁ\uhn bid would te substantlally less and/ln/the long’/

run the amount of money,ghe city and Staze weuld receive would o

probably be less.

MR. CRANSTOl: Having ekaminedﬁfhnt an&éﬁther matters

. Lands Commission finus 1tse3f in this position at this point'

There is absolatnly no legal means availablc to us to extend the,

" «currvent L.B.O.D;:contract which is about to explre.T Ir that

-

«f£leld vere to be shut QOﬁﬁ%kit wculd resulk: in greab*;njury tﬂ A i c{

the rield and to the financlal interests of the State of calil

.Y

forida in that f;eld.' Contlnuiné>operation of the fleld is 15 e
the bést iInterests of the=3%;§e;eand prompt action on our part -
1s best calculated te‘accomplish this, : 7 Ty -

) I believe that the contract whi h,ls'befo;e us provides -
the soundesfjvchicle availabie- to us under prevailxsg ¢circum-
‘stances for continuance of the opnration of thap rleld. - 0f o
course, if we do not receive what we deem o 0 be eatisractofy bids .
under the propooed contract, we will have no alternative “but to“\-/

reJect them and_ we wlll Lhen have to turn to the task or seeking
e,)

That belng the position, I move that ve udopt the con~-

trnct”as submitted~to”us by the staff, with the approprlate é:
amendmenta, Q% ’ ’ ° o ’

'hﬂ CHAMPION: 1'11 second that motlon, and I uould ) L o
like to. add.only that because we do feel the prespure of . the 4
time gt;ua@;on does not mean, at lcast for mé.personally, that k N

Q | - o - o ‘ 0
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" on a proper lnstrument on which_tO:actJand T would not like to

o Q0 W e v -

Q
o

I do not think thgf'we have examined every 31ngle question that

has been presented, looked at every pilece | ér evidence or que#tian

- that anybody has wanted to»preoent to this Board, I am °atis- N

fied, not only that we ought to act now, but that wc arc auting B

NN

havegthe inference 3o far as our hction théﬁ because we do polnt. -

out Thils nced for hagte <= we do- that out of defercnca to the

\

fact that a number of leglslarors wanted morc tlmc to look at

it -- we do not, at ‘least T mygelf, do™ not bel¢eve thaﬁ thig 1 ‘;: ' 7 )

Commi sion needs more “time for Judgment~ 4ye cann?t defer-to ﬁic ‘;Qjﬁ i

those who have asked,ior this delay because 65 theﬁtlme sdbua- c L P

tion; but as for me ﬁnr sonally,; I don't Lnink_any more “time 1s e -
/ -

. required, Ve hay//Mad ﬁ/aﬂequaee and cxhaustive 1nqu1ry into- .

o

[

7

all ,heﬁpoints that have ‘been made. o - - ) S

That was a oecond. e A oy
- ls there any on“n ’/Bmment or quesfion before action - -
;io takeh? (Mo respon"e) I- assume, ror purposes of this record e
we ought perhans to ?,ke a.rormal vote. Lo ‘ : ¢
MR. CRANSTOM: Aye. _ T ‘ o '
MR, CHAMPION: J\ye; Adopted unanimously. L .; : DS
© MR. SPENCE: Jr. Chatrman, on behalf of the City of -
Long Beach, I want to tnank the Commisoion ror Laking the action ) 'C?
" you have today. Ve arerconvlnced voﬁyh%ve approvcd good con- //// o ° )
tract. We want to thank you for your attention to 1t. :
“MR.. cwx,MPIor;:f The meeting Ais ad journed, o eV )
R R ADJOUﬁNEi'h:l5 BiW. - V”{JS% virﬂ S e
¢ Cyﬁr 7L L7 5 . 5 7~<¢;;:to ;
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i 1 COPY OF .LETTER FROM UMION PACIFIC ‘RAILROAD COMPANY, addressed
: %o Mr. IFrank J. Horﬁig, Executive Officer, btate Lanus Commig- o« j :
5 A sinn, dated October ,-1963: . 4/;*w' o . .
’ , - 74 B : %
Dear Sir: B = . : N
E i = = o \J,\&*‘
’ 4 0 At Lhe montjng of Lhc State Lands Commisslon on. Sept- o,
tember 30, 1963, during which the propos&d drilling oand oper-
5 abing contract {(Long Beach Harbor Department Tidelands parcels ’ I
< presently operatéd by LBOD in Pauit Blecks 1T, IT, IV and V) : {i
6 | was dlscussed, the Chalrman réguested comments and suggestlons : a
by lLntercsted petroleum Andustry partiles, i 7 7
7 P f‘&
| o The pgrtion of the'r?opo ?d contract on vhich most nf
. 8 the discusslon centered was the proglsiori For establlshing the
i price which would he pa!d to thn C}&J of Long Beach for thn Qo
- 9 “production in whlch'the Staté uh;ébu the principal objactlon —
- _ . belug that the price pald (Lhe avﬁr&rc of ngyeral posted prlges)
- 10 : ag«probably not represendailve of the Vqu”’Df the erude oll
l . spurchaged, It 1a 1uprﬁnned that a way in which a tmie value =<
| B . A ‘can be cstablished with certainty and wilhout recourse to Lh%
‘ ~ e detalled records of all cg&ae ‘purchasea in the Los Anpcles
i2 Basin Is that of awarding the purchase contract ta the hlgheat
| bidder.  If purchase contrdacts vere let pcrlcdically aften com-
o - . 13 " petitive bidding for the crude oil-preoduced by the Citz7grom -
) S . these Tldeland Parcels during a stated perled, the geyernmental
o 14 bodies could be certain that they were.receiving the ‘Thighest
e = obtainable prlce. s
N8 ’ -
g Y _ A w7 -~ EC this arrangemcnt for markcting’production ‘were .
s PR 18 adopteﬂ, there would be no need for tying the operation of theg ' o
' . - properties to the purchase contract because a larpe portion of
17 <the lands for whichcan operating contract i3 under considera~- -
) tion are or will be commltted to the Wilmlngton Fault Block y
o 13 II, III, IV, and V Units. There would be no difficulty in oper- o E
bt . . ating the properties. One method of dperating the Tidclan . =
' Sy In> parcels in these Unlts which would be the least coStly to the e
’ . S €1ty woulg be Cor tHe Clty. to resign as Unlt Operator of Seg-
R ‘ 20 “ment I ard permilt the ‘election of the present Upland Unit) Oper-
i ¢ . . ) ators hy the Vorklnpg Interest Owners as the Unit Operators of
R .21 Segment I of: the variow Units. This procedure already Is
’ - cleariy estupliahed ln tne Egprecments o @Q
a2l N
N o One advnntage to the State and City under such an’ AV
23 JLyarrangement would be that the- Tldeland parcels in each Unit )
R '! weuld be operated under the Unlt Agreements by an existing - ©
5 -24 Operator thoroughly Camlliar wlth ¥ilmington Field, and wlith z
l no fee payable to such Opcratoy. “In additlon, substantlal “
; 25 savings ln operating costs viewy 1d be reallzed by combininm In
) ! one operatlion the operations now se arately conducted by two
y ° 28 § different copérators in each Unlt, %urthnrmorﬁ there would o
“ : be no nead for any hasty conslderation of an opcrating contract. * @
‘ 27 slnce the procedures are alrcady established under the Agree~
: ments, Ib should be polinted out that the State and CLty wil: \
28 lose none of the control which they now have over the opera-
3 ) i tions conducted on the subJéct parcelssinca the (glty s exist-
¢ .29 .Ang right:as a Working interest Owner to participate in deci-
,8lons relating to operations, whilch is established in the Unit f
30 i\ Agreemento, wouid continue7 o j%; °
0
a1k Ve cansider\§§\»ébove arnangement to be the most.
. ¢dvantageous posalble ftoxhe State and City, both Crom the
! N - «
1 o e
: _8)

&
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" standpeint of assuring the hilghest fair price for the oil ard
mest competent and economical: operation of the Tideland proper-

" tles, and res rnctfully‘suggeqt that it be considered by the

¥ uommisoion. G

-Union Paclric 18 Interested in the operatien4nf each
Unit by®a single Operator, instead of two Opcrators, so that 1t
can participate as a wOrking Interest Owner in the expected
savings which will resuit from such a method of>operation.

Yery truly‘yours,
- : : /8/ D. B, Pi innell =

i General Manager - Petroleum
cc Mesars, Vickers, Ha?;cllfand Desmond, City ol Long Beach

s

i)

**}*I-* .
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COFPY OF LETTER: FROM -PAULEY PETROLFUM, ING. address to State
Lands Commisslon, Attentlon Mr, b J. Hortip, Fx@cuﬁivc Officer,
dated Octobcr 7, 1963:

i

S S
Gentlcmgn - , L

The State Lnnds Cé%mlsuﬁon, at its last meeting on -
September 30,7 1963, requested commonts on cthe last,draxt sub- ™
mitted on captionad matter. ° = :

]

' We recelved the revised dralt -on Vedresday, October 2,
1963, for which we wish to publicallyfahknouledpe.' Vle also re-
celved a copy of trnnscript of the September 30th meeting on
Friday, October 4, 1063, " We wish to make some comments on ‘the
contract . 93 .
1 Ve bedieve that there 1b an error in the definltion defining
"contiruing purchasers," Th° definition used in the contract
1s as follows:

- "’c) COHTINUIHG PURCHASERS shall mean.purchasera vho

‘havey durigp each of the preceding twelve (12) .calendar

months, parchased an average of at Teast one thousand

(1,000) barrels of off<ger day in the Fileld. "In the

absence of informaticn teo the contrary 1t shall be

deemed that every purchaser posting prlceu in the - ©

Fleld 1s such a Continuing Purchauer. P .

In _the transcript of the September 30th. hearlng, on’
page 5, lines 13 and 14, 1t states

." (Parenthcticaluy, 'continuing purchasers! bave been
defined as thosd continuously purhhasing one thousand
barrels oil per day)" .
: N )

Mr Iortig’otated on page 15, line. 11, the fellowing:

: o = S i o
“Identifled as ‘continuing purchasezs'-and in°our
definitlon and qualificatlion they” must be purchacing ;
) at least a thousand barrels of oll per day." i
L e wish to submit that tie contran, aq‘wriﬁten, does not re-- -
| qulre a company to purchase "at least a thousand (1,00Q) barrels’
of oll per day." As written, a company could buy tnirty thousand

s 0= Looe 4 . o o
- ﬁ S ’
< < :
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“gixty-five thousand (365,000) barrels of oll over a yearly period.

o

2

£30,000 barrels of oil on April 30th, thrLy—onc thousand
31,000) barrels of oll on.May 1st and thirty thousand (30,000)

barrels on June 3Cth etc; and satisfy ‘the definitlion “in the con--
tract, since they would have averaged at least one’ thousand

{1,000) barrels of oill per day. if the contract ls supposed to
requlre the purchase of at least one thousand (1,000) barrels:of “
oll per day, as assumed, then 1t should be. made to so ‘read. Ao
: 1t now stands, a company would have to buy three hundred and

This.could be done buying thirty or “thirty-cne thousand barrels
of oil one day each month. #e do not think this is a proper 8]
definition. Qo .

tle also wondered why 1t was necessary to kc 1t an average of
one thousand (1,002 barrels of oil perAd/y vhen -the Septerder
30th transcript Indicated that Richfield is buying, and has °

purchased in the p1ov, layge amounts of crude. I suppese 1t is

because they do noi ga fhrourh,the ritual of. ooutl?:. There- Ny
fore, a twenty thousand {20, 000) barrel of oll pgp: Zijay purchasdr /%/
is disqualified In helping determine the value of crude<under C

-this contract, unless and uﬂtil)they post. Uc:recommend that.
the Commission~determine how many other conblnuing/puzcha“cru
’thern are 1n area that do not post pricc

Ue strongly urge that Lhe(ia*t sentence -in the derlnition of
"continuing purchaser" be ‘stricken, alnce we do not belleve that

any price merely offered should constitute a method to value oil

at Long Beach, .W2 believe that only purchases actually made “
should be used ln computing the price of 011 al” Long Beach.

The sentence to oe stricken reads as followa, whlch 13 line 10,
through 13, pag«»ﬁ of the dralft of the contract:

N

"In the absénceé of Informatlion to the contrary, it qhai

v

be deemed that every purchaser posting prices in the &

Fleld 15 such a Continuing Purchaser,”

\. vie obJect to the use of "average posted price." Ve do not
th*nk it 1s in the best interest of the State and the industyy.
vie atrongly recommend that the State obtain the highest prlce\
actaaxly pald for crude in:the flield by conb;nuingﬂpurchaaers, o
as dé"‘ned in the conbract

/
Refercnge 1s made to thc transeript of September 30th, where
one company states that 1%t haza“vought large quantities of oil in =
the past and is presently purchasing about.twenty thousand
(20 000) barrels a day. Silnce they dag not POST thelr price could
not be considered. How many other large purchasers 1n the fleld
actually buy but do not post? The State can no longer permit
1ts compensation to be determined by only those companlies who
go through the‘ritual of posting. =

In 10)3, after the Logislmturﬂ passed +h° Tldelands Biil, thn
State Lands Commlazion adopted the policy ququing the .
hlghest prlce fer 1t oll. It 3 still \%':Lng that policy N\

on Tldelands Yeasex. - It must contlnue to have one price

formuia for all Tldelands il or be a partj to chllling bilds

-and eliminating ‘compe®ition. The State’ must insist on the ; ‘
highest available pr*ce actually paid for crude unfler this a

- contyact since 1t 1s & "net profits” arrangement and since

the State has no .right to take 1ts crude in kind if theéy do not ,

like the price being pald. ) - & & o

< . o
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3. 1I%t.18 recommended that the terms unprorltable“ &e deflined ‘
in Section 4, page 16, ond 1T of the contract. The transcript of

" September: 30th: indicated_that no one scemz to knew what it means. 1

|

i

How can a bidder bld on a contract when the people who uwrote the

contract. .do not know what they meant when the term was put in -

the contract? This 1s a very serious ?roblcm, since some company

may bild an extrcmCIJ high "net profits" bid. It might be argued .
that 1t was unwroritnblc from 1ts inception, =

,/_
e

Wy
1

4. How wildl the contract 4reat tle blds or several blds that are
- I00% or better? Can there be more than 1007 net profits? Vill '
all bids 100% and over be trea’ 'd as 1oq; ’ . .
5. Reference is made to iines 18 ah"ough 23, page 32, of the

-contract, which reads as follows: *~

"If the COntractor, or one or more of the persons, {lrm:
or corporations comprising the Contractor,purchases oil
from others in the fleld; the price for the oll taken
by any such purchaser under thls agreement shall be

the higher of elther the price as calculated above or
‘the price paid by such purchaqer to otﬁnrg for oil or
1like gravity in the Fleld,"

-~ We ballieve this 15 a2 glaring oversight-here., It should be modi-

I'led to include any company or ccmpanles, or personn cwning stock

in a corporation who 1s fhe Contractor. If 1t is not modiera,

1t would permlt persons or companles to insulate themuCIVQS {rom

the pricing provision by forming a ‘corporation -to be the Contrac<

tor., In other words, if any company or parson 13 the. Contractor,
or-owns stock in thée company acting as<Contractor, and any one of
thoem pays higher prlices to others in the field for oll; then the .
SLate vould be pald at,the-higher rate.

"

6. Ue have prevlously made ourselvas abundanhly clear on our ob- : XN
Jection to a pure net profits bld. In order to save time,-I

refer you to my statement on February 28, and the Starf Hearing Sk
held in April, on East Wilmileptdn. T

7. ﬂéference 1s made to Section 18.2, page 30 #nd 31 of the
contract, regarding the 1247 of oil the Clty may take “4n-kind.
In reading the traanscript we gather that the Cliy would be re- s -
quired .to sell that oll at the highest prige because of charter '
or ordnance provision., If this 1s the case, why doesn't the

provision also apply the other 7/8 of the oll It is difficult

for me to understand how an ordinance, chartnr or statutory pro-

vislon applles only to the 123% and not te the balance. Certaln-

1y the intent”of.she people is clear in requiring highest pPice

for public p:opcfty.

k]

\ . .

" We assume 1t would ro 'ow ‘that if the Harbor Department were to . P

take over and “operate the property after March 1964, that the

Harbor Department would have to recelve the higheut available

price for the crude., Is that assumption correct? . ) o N

8. e strongly recommend ‘that the State Landn Commi ision o

. approve the award of the highest-bld and signify uamc/“y execut-

ing the document. The document, .as now written, does not pro- e >
. vide for approval*and execution by the State ESAﬁ“ Prudent : B

¢ bldder would want thws concurrence of the Staté Lands Commission

in a trust setup like Xhis, o) K

. _ s ; o N
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There ara many other pdints which we could raisz- o
concerning the documents. Ve will not take up your time with )
them untlil the major issucs raised by this letter are dispensed N

with by the Commission and the documents rewrltten. -

> PR , - ‘ -
> . Very truly yours - T )
& " /s/ L. E. scott ° : .
Copies to Commissloners, Senator O'Su1livan,‘C1tj Atty, Long . -
Reach ’ ; ) N T
5 A
ERRHRER ) S

COorY OF LETTER FROM SHELL OIL.- COMPANY’“Hdrcssed to Iion, ‘Hale
Champlon, Chalrman State Lands Commiusion, dated Ocsgber T» 1963:

Dear Sir: - _ - s
- l/ O ® . :
= In connection wilth your pending ¢onsideration of the

‘terms under which the subject parcel 1is_ being offered, we re- .
quest that onnoideration be given to the £ollow1ng matters: : S

. 1. Ve sugpest Lhat prior to-thc leo of the offering
a dystem for resolving tie bidg be developed. i ) = a

= 2. Irrc°poct1ve of ‘mether the rinal declalon is to ’ c‘
utillize a prlcing basis of “average posted price"” or "highest
posted price,” we urge that the-Commission establish a consist-

. .ent pattern as between,thlu and other tilde and submerged lands
: afferings so that in the future all offerings of publiclj‘owned L

{lands {whether controiled by the State 6r by a political sub-’
division thereof) will contain® 1dentica1 crude-oil priclng terms.

Furthe1®
take into account the

. posting ‘prices in the

and Inglewood flelds.

we suggest revision of the conikract to 2
postings of all compénieg now or hereafter :
Wilmington, Huntington Beach, Signal Hill

This would allow for the “very real possi-

- any other_tax which the Contractor

billty that in fdture. years not oniy'may"addltionul companies
undertake to post prlces, bui alae that one or more of the o g
current posting companies may diacontinue posklﬁr 1n ehp
arfected area. ) o

3. Ve huggest that Scetions 5.; and 26 of the pro- -
posed contract be revised so as to protect the operator from
"liability for any act which it 1s compelled to psrform agalnst
1ts better “judgment pursuant to-an order or directive of the.
Board 2£ Harbor Commisaloners. At present such protection la»
afforded only with respect to liab&lity arising out of subsid- N
ence and/or Qub-gurfacn trespass resultingvfrqm repressuring
operations. . o )

- R Bl

L, Section 17 (Nonreimbursablc Expenses) provides in

part that no relmbursement will be alleowed for income taxes or

|aY'pav upon ‘the conslderatlicno

{dcTinéd 85 Ineluding reimbursemenc for operating expenses) ro= E

talned by Centractor under the .contract. TIf 1t 13 intended to : D
thereby” lmpose non-x y {mburcable 11nh11tby on the Contractor for -~ |
such items ag the CJCy of Long Reach Severance Tax, then this T . i
~ 8hould be made clear. Also it should be indlcated vhelher such o ‘
11abllity would attach to the gross producficon {rom the’ property

or only the Contractor's net-profits interest therein.
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5. He assume that the specifics of any collateral
agrevmculs: between the City and/or Harbor Board and the State
Lands Commission wil"fﬁ‘ be made known £6-all%4interested companies
_prior £G the time the contract is.formaliz=offered for bidding. -
5 h (_« » T K = o
. 0 .Y {}lra very trulirﬂ, " .
SHELL OIL COMPANY. o 0
= o v < = /s,o’ D. E. Clark, ‘Manager
P =0 Lands Department .
Coples to F.J.HMortig, and M,D.Hughes, Long Beach Hdarbor Dept.
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