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PROPOSED SALE OF ROYALTY OIL

‘The President has adopted a crude oil price dacont¥ol program
for domestic c¢rude oll production. The program was devised

to provide additional incentives to optimize domestic erude
groductign. The following summarizes chogc'gtégrams which
avé béen implemented by the Depirtment of Energy and apply
to State oil and gas leases:

(1) Efféctive Januesy i, 1980, markei prices will he permitted
for first sales of a specified percentage of the ctude
aft‘ﬁ:ddgucézé%?%‘éwp;cpe:cy-ﬁhat réuld otharwise
be subject to the upper tier ceilifrg price. This per-

centage will increase at & rqtessu?h that by Octeder 1,

lggx, market prices will be permitied for all cruce

61, .

For January 1980 the specified percentage would be

4.6 percent and in each succeeding month the specified
percentage would be increased by an additional 4.6
percent. This action is intended to ease the transiticn
to an unregulated market.

Priceés charged in thé £irst <ale of hiavy crude oil

are exempted from price controls. The term '"heavy

crude oil'" means all crude oil produced from a property,
but only {f, during the last month prior to July 1979
in which crude oil was produced and sold from that
property, such crude oil had a weighted average gravity

of 20.0° API or less.

Effective September 1, 1978, incremental cruiz oil
produced from 4 qualified and certified tertiary enhanced
recovery project may be sold at market prices without
regard to the ceiling price rules generally applicable

to domestic crude oil.
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CALENDAR ITEM NO. 30. (CONTD)

The State' lessees are presently paying the State for

its share &f royalty oil produced under the leases based

on the terms of the réspectivé leases and the federal price
controls. In those instances where the State has sold-off
its share of royalty oil, the purchaser is paying the State
pursuank to the sales contvact and the federa%'gric=~c¢"*“olg‘
Howevet, in most cases the sales contract term has expired
and purchases have confinued because of the Department

of Energy's domestic oiude ol supplier/purchscer rule,
which requires the continuation of all supplier/purchaser
Telatioushipe in existdnce on December 1, 1973, or validly
establishied thereafter. This ¢rude oil supplier/purchaser
relationship may be t&rminated if a bona Eide offer to
purchass the ofl is wmide by ancther party at a higher lawful
price than Ls curven.ly belng paid by the present purchaser
and if such purcha.ar declines to meet the higher offer.

The State's lessees ave presently paying ceiling prices

for all price contrdlled royalty oil. Under the DOE price
cuntrols. the State may not cffer pricé controlled royalty

oil for sale if the present sdles are at ceiling prices.
However, a higher lawful price may be obtained from the
uncontrolled/deregulated portion of such royalty oil. Startinyg
January 1980, the percentage of uncontrolled royalty oil

will be approximately 35 percent of the State's total royalty oil
(excluding Lohg Beach Operations) or 71,922 barrels (see
Exhibit "A")., During the next 22 months, the percentage

of uncontrolled royalty oil will increase under the President!s
domestic crude oil price phased deregulation program until
October 1981, at which time all domestic production will

be decontrolled. ,
The uricontrolled royalty oil would be sold under separafe
contracts based on geographic locations. If the bids received
pursuant to the proposed offers to sell royalty oil) constitute
a higher lawful price than that being paid by the present
purchaser of State royalty oil, the purchaser will be asked

to meet that higher price offer, If the purchaser declines

to meet the price terms of thée offer, the State may accept

the higher offer and sell to the successful bidder whatever
amount of uncontrolled oil that may be severed from the
s§pplier/{urchaser relationship under the DOE's supplier/pur-
chzser rule.
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CALENDAR ITEM}NO. 30. (CONTD)

The significant specifications set forth in the sell-off
bid forms are as followy!

1) Amdgng

The sell-off will offer 100% of the uncontrolled portion

of the State's mpmchi{ share § royalty oil that is

made available for sale unde <he DOE's crude oil supplier/-
purchaser rule.

Pdon
The price will be the highest of the posted prices
in the nearvest fleld for ol of Iike gravity on the
day of delivéry. plus a bonus per barrel that is the
bid. factor. The price for the oil shall be computed
to the closest tenth of each dagree of APL gravity

[T VRN s P T - - —am . sy -~
and closest wenth of a cent per barvel.
Texrm

The initial tegm of the sell-uff contracts shall be

for six month poriods. The contract will be renewable
for up to 2 adgitional 6-month terms upon the purchaser
giving notica (o the State dnd obtaining the written
consent of the State at least 30 days prior to the
expiration of the then current tern. With respect to
those. leases requiring the State to give an excess

of 30 days notiice to return this oil to the lessee,

the seli-off cdntract for such leases shall be for

a term of 6 morths with no option to renew. Even though
the requirement of mutual assent for extension may

not bé satisfied, the rebid of the uncontrolled royalty
oil will be subject to the supplier/purchaser rule.

Cash Deposit

Each bidder shall submit with their bid as evidence

of good faitli a certified or cashier's check in the

amount of $25,000.00, which, cxcept in the case of

g?gdsuccessful bidder, will be returned to the respective
ers.

Surety

The bonding requirement will be eguﬁvalent to the value

of 60 days of royalty oil provided that the Commission
may in its discretion accept alternate security (such

as” cash deposit, letter of credit or similar security)
in a form and amount determined to be adequate.
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CALENDAR ITEM NQ. 30 . (CONID)

Insurancs
ARSI o b 3

The purchaser will maintain or procure personal liability
insurance of at least $500,000 per person, $1,000,000

for more thean 1 person, and property damage iasurance

of at least $1,000,000.

Delivery

Evidence sat{sfactory to the State Lands Commission,
of the present ability of such bidder to take oil ax
the poini of delivery, s4 agresment providing for the
exchange of the oil subject to the sales contract for
othker oil or hydrocarbons may be submitted as evidence
to establish the bidder's abiliiy to take the royalty
oil at the point ocf delivery.

Selection of Sucpessfbl‘Bidders

The successful bidder shall be the responsible bidder
making the highest per barrel bonus bid. The present
purchaser will be given 15 days in which to méet the
offer of the successful bidder. If the present purchaser
elects to meet thls pffer by agreeing to,gay the bid
price under the initial contract terms, #n2 crude oil
will continue to be delivered to the gresent‘purchaser
by virtue of the DOE's crude oil supplier/purchaser
rule. In the event that two or more responsible bidders.
hake idencical bids, the successful bidder will be
detefmined by lot among 4ll those responsible bidders
making such identical bids.

Rejection of Bids

All or any portion of the royalty oil proposed to be
sold may be withdrawn by the Commissiun 4t any Cime
before the opening of the bids. The Cesmission also
reserves the right to cancel this offer at any time
and tha right tc reject any or all of the bids.

This project i% situated on State land identified as possessing
signifizant epvirvonmental valués pursuant to P.R.C. £370.%

and is classified in a use category, Class C, which authorizes
Multiple Use. Staff veview indicates that there «ill be

wo significant effect uponm the identified environmental

values. This is an éxisting facilitity for which no adversge
comments have been received. '
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CALENDAR ITEM NO. 30. (CONTD}

One of the propertieés included in this project is
State Lease 3455. This pyoperty is also wnown as Tract
No. 2 of the Long Beach Unit in the Wilmington oil field,
In order to maintain consistency with other sell-off contracts
in the Long Beach Unit, the price specificatiocn to be set
forth in the bid forms for State Lease 3455 {(Tract No.
2, Long Beach Unit) is wodified from that shown on Page

3 to the following:
2. Price

The price to be provided in the contrdct #ili be the

¥
%% - =B

average of ‘the prices posted for uncontreiled crude
oil in the Wilmington Field by Chevron, USA, Inc.,
Mobil 0il Corporatiom, Union Oil Company of California
and Arco Petroleum Products Company for oil of Tike
gravity on the day of delivery, plus a bonus per barrel
that is ‘the bid factor. The price for the oil shall

be computed to the closest tenth of each degree of

API gravity and the closest terith of a cent per barrel.
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CALENDAR ITEM NO. 30. (CONTD)

The proposed voyalty oil sale is exempt from CEQ) under

Cal. Adm. Code 2907, Class 1, and State EIR guidelines
Section 15104, Class 1, which categorically exempts existing
facilities wherein there will be no expancion of the use

of such facility. The disposition of crude oil sold pursuant
to this c¢ontract will be accomplished by exchange agreement
without any physical change in the existiug oil production
and transport facilities.

4i:  List of | . ind: Gas Leases.
B. Site.Map.
1T 15 RECOMMENDED: THAT THE COMMISSION:

1. DETERMINE THAT AN EIR HAS NOT BEEN PREPARED FOR THIS
ACTIVITY AS. SUCH REPORT IS NOT REQUIRED UNDER THE PRO-
VISIONS OF P.R,C. 21085, 14.'CAL. ADM, CODE 15100 ET.
SEQ., AND 2 CAL. AUM. CODE. 2907.

FIND THAT THE PROPOSED SALE OF ROYALTY OIL WILL HAVE
NO SIGNIFICANT EFFECT UPON ENVIRONMENTAL CHARACTERISTICS
IDENTIFIED PURSUANT TO P.R.C. 6370.1.

AUTHORIZE THE EXECUTIVE OFFICER TO NOTIFY THE LESSEES
UNDER THE STATE OIL AND GAS LEASES. IDENTIFIED IN EXHIBIT
"A'" THAT THE STATE, IN ACCORDANCE WITH THE LEASE TERMS,
IS EXERCISING ITS RIGHTS TO TAKE IN KINM IT3 ROYALTY
SHARE OF OIL PRODUCED UNDER THE LEASES

AUTHORIZE THE EXECUTIVE OFFICER TO OFFER FOR SALE BY
COMPETITIVE BID THE UNCONTROLLED ROYALTY OIL PRODUCED
UNDER THOGE STATE OTI, AND .CAS IEAQFS AND. ROYALTY OIL
SALES CONTRACTS IDENTIFIED IN EXHIBIT iay AITACHED
HERETO AND BY REFERENCE MADE A PART HEREOF.
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"STATS LEASE

mnm_:%' on Beach

163

j mteria-Smmgr;and
TR

¥

3150
4000
182k

# State Leages PRC 3120 and 3242 will be shut in January apd February 1980 for maintenance

work.

EXHIBIT "A""

IXgerr /FURCHASER

Linday-Thagard & Aminoil
Aminoil

Aminoil

Marlex Oil & Ref4ning, Inc.
Us8iA. Fotroleum

Union

Union

Aminoil

U.8,A: Petroleum

‘ U.S.!(» Petrolsun

Petyd Lewvii

Chavron

Cabot '
Bisrgy Development
lb'bil )
Cabot

Arco

RKRGT

Chevron
Chevron
Chevron

Aminoil
Aninoil
sAemad -Al 1
Arco
Arceo

Arco
Union
GRAND TOTAL

W 9603.1
'UNCONTROLLED ROYALTY
mat.s. - JANUARY 1980

3,738
630
1 732

'52 298
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