MINUTE ITEM

This Calendar item No.

was approved as Minute item
No?sl.pi. Su the State Lands MINUTE ITEM

Commission by a vote 21
to O atits QM 2. 09/25/86

meeting. W 15060
Pace

IMPLEMENTATION OF ASSEMBLY BILL 2568 (Elder)

During consideration of Calendar Item 21 attached, Mr. Robert
H. Austin, Attorney for the Long Beach 0il Royalty Owners, and
Ms. Rose Buchholz, President of the Long Beach 0il Royalty

Owners, appeared to ask the Commission to accept their proposal
for iiiplementing the provisions of AB 2568.

It was explained that the oil companies were unwilling to
accept cost burdens necessary to implement the plan. Without
the consent of the o0il companies and cther parties in the unit,

the Commission could not implement the proposal of the Long
Beach 0il Royalty Owners.

Mr. Austin requested that some guidelines be established to

assist the Long Beach 0il Royalty Owners in developing an
acceptable proposal.

Acting Chairman McCarthy assured Mr. Austin that staff would
assist the Royalty Owners in this matter.

Upon motion duly made and carried, the resolution in Calendar
Item 21 was approved, as presented, by a vote of 3-0.

Attachment: Calendar Item 21.




CALENDAR ITEM

21 !¢ 09/25/86
W 15060
Pace

IMPLEMENTATION (F ASSEMBLY
BILL 2568 (/ELDER)

At its meeting on November 21, 1985, the .Commission agreed to
consider approval of a reduction in the rate of retroactive
equity adjustments pursuant to the provisions of AB 2568
provided that all statutory prerequisites were met. The
Commission wanted comments from the affected Long Beach Unit
Participants on how the Unit might implement a procedure that
would reduce the rate at which the Townlot Royalty Interest
Owners and Working Interest Owners other than producing oil
companies pay back to Tract 1 the retroactive adjustment due as
a result of the most recent equity change increasing Tract 1l's
equity share. The Commission also wanted whatever approved
agreements by the Participants that were necessary to implement
such a procedure.

The City of Long Beach as Unit Operator contacted the
Participants .as requested by the Commission. The comments
received reveal that one of the several major problems appears
to be the- cost of implementing a procedure. The major oil
company Participants in the Townlot refuse to agree to any
procedure that would require them to incur additional costs in
making their royalty payments. Royalty payments 2re the
responsibility of each Working Interest Owner and . are handled
outside of the Unit accounting procedures. Therefore, any
additional cost in making royalty payments would be the
responsibility of the Townlot Working Interest Owners and could
not be charged to Unit Expense. However, the maicr oil
companies do not want to incur these costs.

AB 2568 allows a reduction in the rate ot retroactive
adjustments from the Townlot if consistent with the Unit
Agreement and applicable law. A<cordingly, it does not
contemplate, and certainly does not require, any retroactive
adjustments to which any Participant objects or any procedure

(REVISED 09/25/86)
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CALENDAR ITEM NO. 21 (CONT *D)

involving additional Unit Expense or reductions in State oil
revenues. Furthermore, AB 2568 does not provide legislative
authority for the Commission to incur additional costs for the
State, in terms of o0il revenue reductions beyond those
resulting from the delays in receiving retroactive adjustments,
in connection with the implementaticn of the bill.

The Long Beach 0il Royalty Owners, the organization of Townlot
Royalty Interest Owners that was behind AB 2568, has proposed a
method for implementing the bill. The proposal (attached as
Exhibit "A") is that the Townlot Working Interest Owners supply
to the Unit Operator the information necessary for calculating
the royalties due all Townlot Royalty Interest Owners. A
computer program would have to be written so that the Field
Contractor could .provide each month to the Working Interest
Owners the necessary royalty calculations and data for their
royalty owners checks. The cost for doing these royalty
calculations would be charged as Unit Expense. Therefore, each
Unit Participant would pay its participating percentage of
these costs which have been estimatecd as follows:

1. Initial set-up cost $425,000
2. Monthly costs first two years $59,250 and
3. Monthly costs after first two years $43,100

Based on these estimated costs, the State's share, which would
be in the form of a reduction in o0il revenue, would be
$1,588,000 during the first two years and $444,600 for each
year thereafter.

Counsel for the Long Beach 0il Royalty Owners suggests that
this procedure does nct require an amendment to the Unit
Agreement nor further legislative authority for the Commission
to accept. Staff counsel and the Attorney General disagree.
Under the terms of the Unit Agreement, calculation and payment
of royalties is not a Unit responsibility and, therefore, not a
part of Unit operations and not within the definition of Unit
Expense. To charge such costs to Unit Expense would require an
amendment to the Unit Agreement which requires the consent of
the State, the City, the Minority Voting Participants and all
Working Interest Owners owning parcels of an acre or more.
There is no consensus among these parties for such an
amendment. For instance, in their letter dated March &4, 1986,
Chevron expressed the desire tc be cpﬁpensated for the lost
time value of money associated with the temporary reduction in
crude oil allocations if AB 258§ were implemented. 1In
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CALENDAR ITEM NO. 21 (CONT'D)

addition, AB 2568 prouvides that the  Commission may accept a
procedure for reduction in retroactive adjustments "to the
extent permitted 5y law and the unit agreement." Therefore,
the Commission has no authority to accept a procedure reguiring
an amendment to the Unit Agreement and, in addition, has no
directive form the Legislature to commit itself to an amendment
that would result in additional costs to the State.
Furthermore, there is no logic for the Unit., and the City and
State as the major Participants, to accept the duty and
attendant costs of calculating royalty payments which are
normal Tesponsibilities of the Townlot oil companies.

As the Commission is aware, AB 2568 permits a reduction in the
rate of retroactive paybacks down to ten percent from the
current 50 percent. With the current depression in oil prices,
the payback at the current 50 percent rate is taking a very
long time. A large reduction in the payback rate likely will
create a situation where the State will not receive the full
retroactive adjustment from all parties. Therefore, the
Commission must approach any proposal for implementation of AB
2568 with care to insure that there is noét a permanent loss of
these revenues.

AB 884: N/A.

EXHIBIT: A. Proposal of Long Beach Oil Royalty Owne s
for Implementation of AB 2568.

IT RECOMMENDED THAT THE COMMISSION:

1. REJECT THE PROPOSAL OF THE LONG BEACH OIL ROYALTY OWNERS
FOR IMPLEMENTING AB: 2568 BECAUSE ITS IMPLEMENTATION
REQUIRES AN AMENDMENT TO THE UNIT AGREEMENT AND SUCH AN
AMENDMENT HAS NOT BEEN OBTAINED AND DOES NOT APPEAR TO BE
OBTAINABLE.

REITERATE ITS WILLINGNESS TO CONSIDER A PROPOSAL TO
IMPLEMENT AB 2568 THAT IS CONSISTENT WITH THE TERMS COF THE
UNIT AGREEMENT AND APPLICABLE LAW AND IS IN THE BEST
INTERESTS OF THE STATE.

(REVISED 09/25/86)
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TIDELANOS AGENCY—OEPARTMENT OF OK. PROPERTIES
223 WEST OCEAN SOULVARD + LONG BEACH. CAURDTIA SR * (12 3008384

September 8, 1386 Capy tazrwnrded toi

Mr. W. M. Thompson, Chief
Extractive Development Prcgram
State Lands Commission

245 West Broadway

Suite 425

Long Beach, CA 90802

3
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Dear Mr. Thompson: ¥ILz
¥~ NEU— |
the Long Beach Unit royalty interest owncre, the City of Long

‘Beach, the State Lands Corimission, and the Townlot oil companies,

had a meeting on July 9, 986 to discuss the problems asscciated

with implementation of AE 2568. We decided that ths royalty

interest owners would pref.are a proposal to be submitted through

the City to the State Larils Commision. The City also agreed to

gather data on expected administrative expenses related to
implementation.

On September 2, 1986, the. Long Beach 0il Royalty Owner's, Inc.
forwarded their implement.:tion proposal which we are submitting
for your review and actic: at your September meeting. In
addition, we are enclosin:i a cost estimate prepared by THUMS Long
Beach Company, outlining che costs that THUMS would expect to
incur in implementing AB 5568 under this proposal. By having
THRUMS perform the royalty calculations, the 0il companies would
probably not have any add.tional costs. PFinally, we are
enclosing correspondence We have réceived from the Townlot oil
companies in response to Sur initial regusal for cost data.

Sincerely,

JRY :RKKiCW
Enclosures

cc: Carolyn S. Sutter, City of Long Beach
Rose Buchholtz, Lonrg Beach 0il Royalty Owner's, Inc.
xopert G. Ausbliu, Louy Dassh 04l Royalty Osner's. Inr.
C. D. Owens, ARCO Oil & Gas Company
Jay R. Stair, Armstrong Petroleum
L. 0. McCamiah, Chevron U.S8.A., Inc.
V. E. Baldridge, Phillips Petroleum Company
Herbert S. Harry, Union O0il Company of California

(PAGES 146.1 - 146.10 ADDED 09/24/86)
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ATTACHMENT 1
PROPOSAL FOR IMPLEMENTATION OF AB2348

Page 2

DISTRIBUTION OF PAYMENTS:

Upon recsipt from THUMS of the
intorest ownacs, tes preducing ol campenies
paywenis to its reyeRy interest

The costs commected with the implamentation of ABISES weuld be 'rested 2
s Wik ezpanmse. - .a
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(Sectien 5.13) provides that the
with uwait operstions is

ATTACHMENT 3
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CITY 9F LOYG BEACH

TIORLANOS AGENCY—DEPARTMENT OF OIL. FROPEATIES

230 WEIER OORAN SOULEWAG » mmmen S L]

July 11,-198¢

L. 0. McCamish

Chevron Cil and Gas

Post. Qffics Bdox €0¢

La Aabra, California 90631

Subjects IMPLENEMTATION OF AB 2568
Dear Mr. McCamish:

At the July Sth meseting of the Long BReach Unit Participants
and the Long Beach Royalty Owners, Inc.. we agreed to
Jrepare a draft implementation proposal tc submit to the
State Lands co-.tnion.

In your lstter dttnd March 4, 1986, you stated "Paor the
purposes ¢f the Seventh Equity Revision only, if-the Stats
wére to agres to modify Chevron's Non-Operator/Field
Contzactor Agreemsut in order to fully compensate Chevron
for any economic losses inzurred. Chevrion shoula reconsider

Lzsl position concerning implementation of the proposed
bill.”

Pleass preapare a recommended anendment to the
Non-Operator/¥Field Contractor Agrsement, that if approved,
would allow you ta support the bdill.

We plan to meet in mide-August to discuss any proposal. We
intend to send a draft proposal to the interssted parties at
least a week before ths meeting. Thorsfors, we request that
you provide the necessary data by July 31lat.

Plesse connct Mr. Roy Koernsr at (213) 590-6284 if you have
any questitns.

Sincerely,

James R. Hsaphill
Director

' . S
M A. @mith, Assistant Director

JRHI1WAS 1319
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August 12, 1986

James R. Hemphill, Oirsctaz
Department of 0l) Properties:
333 West Ocean Boulevard
Long Beach, California 90862

Re: Isplementation of AB 2384, Long Beach Unit
Dear Mr. Hemphill:

You requested In youwr meeting on July 9, 1986 and again in your
July 11, 1986 letter that we provide you with .a list of royalty
omers and their revenus decimal interests totaled by tract. Te
be included are the totals for both the overage and wunderags
aroups. Additionclly, ycu asked that we estimats what it would
cost to implement and administer the Elder 8111,

¥e have compiled and I have in my office the name and address of
sach of our royalty owners with their decimal intsrast by tract.
They total approximately 7,500, THUMS should have the numbers for
the overage and underage groups. Your last request, 0 eatimate
the cost of administration of this Elder 8111, is where we have a
problem. It has never been our Intenticn to administer the Elder
8iil. After several thousand layoffs over the pjast yedr
throughout our comgany, we find it impossible to handle additional
responsibility. Because it has never been our Intention to
:ﬁiuc this bill, it follows that we do nol waléssZand what it
cost.

t
We will be able to provide you the names and addresses of our
royalty awner? with their revenus decimal interests when It is
decided who will administer the dill.

$inoecely,

fo

G. 8. Sharter
Area Landman

cas/pl '

ARCO Ot and G3e Company 16 & Division ¢f AtioatisRishiinitCompeny

3
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@""‘ PHILLIPS PETROLEUM COMPANY
DENVER. COLORADO §0837-2008 o
008 EAST TUPTS AVENUE PARIWAY, PHONE: 303 200-3000 Cv"ﬂJ@' ult
) -86

RECEIVED
R

AR T

WG 4 17 33PN g5 Yuly 30. 1986

ccedl

Mr. James R. Hemphill

City of Long Exach

Tidelands Agency - Oepariment
of 0f1 Propertiss

333 iest Oceaan dlvd,

Long Beach, G\ 9U8G2

. Juplementation of Assemdbly
3117 2568

Dear NMr, Hgnphﬂ]:

In regards to your letter dated July 11, 1986, requesting an astimate of
ghz‘co:ts to implesent and maintain Assembly 8111 2568, we submit the
ollowing:

Initial Costs $1,000
Monthly Casts $ 325

Thess astimatos are baced on tha assumptions noted in your latter and on tne
fact that Phillips disburses to forty-four royalty owners and non-qil
producing companies. .

Enclosed is the 1ist of these owners and their decimal owership. We
request that this 1ist only ba used in the determination of the amount of
additional oil to ba shipped to Phillips for the royalty owners and non-oil
producing coapanies in connectior with thair decreased paydack.

’






