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LESStf.: 

APPROVE :f\'RSI AMEl\!OMEf 'OF 'SJ:A\TE or I.. 

f0/29/90 
Pile 3033 

·?RC 3413 
Wil la;·d 

Al\tt> cAs tr~~fts r Re. 3o3':l ·1nruo' · r RC' -~ 41,j 
. . (SECfoNOARY RECOVERY,). . . . 

HUNtr"19Tor~ BEACH, ~)rr~}iOR( F'l E:t:o, ORAN9Ef COUNTY 

~nion .~i'.J. ·¢o)npl1ny 
Attn:' Mr. Raiidii"1 J. S~j p~h~y 
;-6·4!; So·. Sant: a f e Sprin'gs 
·San;a.· re Spr:i ng~. C~lifornia 90670 

Sht'e oi,l, i:lnd gaS- lease PllC 303~ '!'as issued on ~uly 25, 1963, 
pur.suan·t. 'to c~m~et:~'tive bi""'d'ing ·to· ·Union Oil Corh~~n.i.· of 
Ca1i:fornia for <i Pi>riod of twenty years <ind for so lOng, 
th,.i'0after as oH andior gas is produced in 'Payin~ qu~ni:ities frdm the lease lands. ' . 

St'ilte oi'l iintJ gas li!ase PRC '3413 was lssue,d o,n December I', 1965, ,~O U~'}lin Oil;, Comp;iny of Cd if orn::a for a P.~d,od of tw•n~y years 
and F'o? ,~,!' ,'loi19 ,fher.eaPter as on ,and/or !1!,'o 'is' produced in 
pay;,,.g 'iluiintHi~s from the 1eaSer,j lan<'s (<'e,, attached location m~p. Exhibit "A"). 

'r~e Commission haS' preuic\u~ly ilpprou,ed amO,~dments ,<!f the 
adjacent leases. E 392. PR<;, 425 ~<Id PRC 426,, currentiy operated ~Y Shell, providing for se~dri~ary ~ecouery ojerations. UniJn 
and .. sh·e11 haue reached an agreement to initiata a 
Peripheral/Pattern Upper Main ione Wate~flood of the respectlua 
leases. Prior to th~ t;o~mission•s consideration ~f the' , 
~terflood prtiject. an enuirghmehtal impact report (EIR) ma~~ 
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be prepar~~ assessing ,the pr-o) ect. However. before committing 
t.o reimbur"se lhe costs of environm~nta] ,assessment and detailed 
design specifi!cat-ions. Un"ion, has reques·ted modifications to the 
leases ,which woul<i al lo_~,, ·them lo c.onduc l' St'coridnry recovery 
operations .. Unocal wculd, no~ be able. to to exercise the 
modif"iq.~_tlion arid commence waterf~ood f?peratjons t.intjJ_ the EIR 
has been certified b~ the Commission a~d the Commission has 
approved the p~oposed project. 

Leases PRC 3033 a.nd PRC~3413.each require o:.'l-royai"ty payment 
to the State based on tnc ca~culatioQ. of graduated royalty 
rates decerminea by formula from th~ average produccion of oil 
per well per day. The required capital investme~t and fi 

additional opera ti rag cos ts 'for a water.flood pro•:1ram could 111jt 

be j~~t~fied ~Y the lessee if the c~lc~lat~on ~f graduate~ 
royalty rates were also to be applicaf:?le to augm.ented 
production r.~sul ting 'from a wa terfl'ood program. --~~c t:i on 6a~o. 2 
et seqw oft~ P.R.C. authorizes; i~ase modificati'ohs. wi.th 
approyal of '.the Commission. -for "~alc~'::!.?tion of royalties ori 11

primary" oil {i.e., that which wC>~ld 1';iaue been ,produced 
w:i thout a secondary ,recovery, waterf i;.o,od program} at th~ same 
rates th~t would have be·en applicable 1under the unmodified 
lease .• a~d: ·for establishment of the r~;val ty rate ·fer secondary 
oil (i.e .• ~roducti?n resulting from wat~rflood oper~tions) at 
oqt less than ·the '!'-!!!imum royalty provided by the lea~es (in 
this insta11ce, 16 2/3 p·ercen"t ~-n both leases). Comple't~ 
economic projections for both deases, concurred in by the 
l.ess~e ar:id staff.· estimate tt(e weighted ·average royalty rate on 
the remaining primary produt£iori ~~t~r Janua~y 1, 1990, at 
1 7. 20 percent. A fixed royal t~ ··~~ te qf i 7. 26, percent is 
proposed to b~- e,tabljshed for ·~ll primary and secondary 
production and to be'. ·effectivft ~Jpon commencement of seccndary 
recovery operations by the Le!.·~·ee. T'he proposed modifi.:;-.,..;,ion 
providing for a fixed royalty rate will also ~implify the· 
~'Ya~ty ~ccounti~g procedures adopted in ~~s~lutio~ oF a 
r~yalty dispute concerning applic~ton of tha sliding seal~ 
r~yalty c~lculations. 

T:!r'.e· engineering and economic determ:iriations required ·by statute 
have been made and incorporat'etl in a pt'oposed for:n ~-f ·"First 
Amendment of State Oil and Gas Leases PRC 3033 and PRC 3413: 
(Seco~dary Recovery}". The am~ndment provides that it wiil not 
become effective until the Commission has, approved the "Joint· -
P~ripheral/Pattern Waterflood Project - Unio~ Oil Company of 
California/Shell Wes tern Explor~tion and· Prod:Uc ti on Inc. 11 • lh~ 
amendme~tt has beeci re~iewed. by the Office of f:he A.i:.torney . 
General. which ha~ ~dvised that the agree~ent ~s in complianc~ 
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wi~h appli~able statutes. Union and She11 have ~urther agreed 
t~ 1provide the Commission the det~~~ed- waterflood project 
des1cription and al'.l execute1: reimbr:irsement agreement cove~:ing 
the1 c~'st of an EI R' for· th::: project. · 

AB 8';~4: 01/3019'1. 

EXHlB\fT: A. Loc~tion Map. 

IT IS RECQMMENDEO THAT THE COMMISSION: 

1. 

2. 

3. 

4. 

fIND THAT THIS ACTIVITY (APPR00AL •Of fI~ST AMENDMENT OF 
l'-.EASES) IS EXEMPT FROM THE REQUIREMENTS OF THE CEQA 
~bRSUANT TO 14 CAL. CObE REGS. 15d61 BECAUSE IT IS NOT A 
Pl\O):ECT AS DEFINED B\' P.R.C .. 21065 ANO .14· CAL. CODE 
REGS. 15378. 

PURStiANT TO P.R.C. 6830.2. DETE,Ml~E THAT ~T IS IN THE BESl 
I~TEREST OF THE STATE THAT THE PROPOSED AGREEMENT BE 
;NTEREO INTO. ' 

AUTHORIZE THE EXECUTIO~ ANO ISSUANCE OF "FI~ST AMENDMENT er 
STATE OIL AND GAS LEASES PRC 3033 AND PRC 3413 (SECONDARY 
REtOVERY)". A COPY or WHICH IS ON fILE I~ T"E ·orrrcinL 
'FI LES OF THE COMMISSION .. 

AFFIRM ~HAT ·ALL OTHER TERMS AND CONOI;roNs OF STATE OIL ANO 
GAS tEASES PRC 3033 ANO PRC 3413 SHALL REMAIN IN FULL FORCE AND fFFECT. 
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