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TOs K R I S BiHJSERSTON 
F R : MBLflUIE KENIJEHDINE 
R E i CM.IPOBNIA TBACnHRS 

XBSIJE 

The C < i l i r o r n i a R e t i r e d Teocher-J By^^tem inc! Mv;. St^h« ot CalifOftUa have 100 
y^ar o l d clain, againat a DOE o i ] f i e l d whU-h a>:f=. i n the process of s e l l i n g . 
The Department i s s t a t u t o r i l y ohUgated .i:c 9»1V t h i s property and t o s e t t l e 
the claim w i t h the teacher^.- The Presidenr sent l e g i s l a t i o n t o the h i n t« 
t h i s i n e a r l y 1995. Cg.ngrer.er. paaaed a var.1-^t. I.A,-, nn our leqi.slat.^on i n the 
DQfansG A u t h o j r l i a t ion b i l l i n 1996. 

The net present value of the fiel d iR ^l .b biMion although we are seeking 
bids and do not know the f i n a l sale price,. 'The ^ e t t l e m ^ n t would cjiva the 
pension fund 5 percent o£ the procead^ of hh^ sale. li:stimates of the value Of 
the settlement ranoe from $135 m i l l i o n t o ?1flO m i l l i o n - Payment ot the claxtn 
r equires a settlement and appropropriation-

There are 500,000 teachers i n c a l i f o r n . f ^ and :,.60, ODD r«+-. i red teachers. 
Taachars i n the C a l i f o r n i a pension plan fipparently do not receive s o c i a l 
s e c u r i t y and receive extremely small monthly paymentn from the fund — t h i s 
settlement i s the number one issue f o i the teachers t h i s year. 

EVENT 

Event s t a r t s promptly at 8:45 am californ.i.:. time, Thursday, October 10. 
Congressman iJ-azio i s going t o Sacramenro ro u.a C a l i f o r n i a Teachers 
ftBSOclatlon s t a t ^ h*adquart<=r:, Uo announce t h . t tho n e g o t i a t i n g p a r t i e s (DOE 
Teaehsre, CA Land Commission and CA AG'S O f f i c e ) have reached agreement which 
w i l l be f i n a l i z e d when the Governor signs i t . , 

secretary O-Laary w i l l he phoning LO teX^ tho .**̂,a...«bl.3d t^-chers ^nd CTA 
t h a t Bhs i s s i g n i n g t h * settlement agreemsiV.: - 5he. w i l l prai-se Pazio and other 
members f o r t h e i r hel]?, etc.. 

A l l C a l i f o r n i a papers cover Sacramento. They know what i=^ going-tc:. be 
announced but arc honoring an embargo. Fazio also expects t e l e v i s i o n coverage. 

SENSITIVITIES 

we have had a d i f f i c u l t time making th.a ... :.rnooth i - o l i out becaus<» the Re t i r e d 
Teachers Boaird and AC • c o f f i c e could give hh.i.E: t o the Governor t o r h i s 
announcement, i f we give them any lead time. 

The President sat next to the CTA President., v.oi. Tinmen, *t. a dinner two or 
^„ teach there and the President, 

three raonths ago. she A.̂  r^om Ait^ansae, ^ ^ v j v,^^ >,= 
^«momb»^ed her. They spoke about t h i s issue and he apparently t o l d her he 
would get back t o her on i t , 
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DRAFT DRAFT DRAFT 
October XX. 1996 

President Clinton Acts To Boost 
Pension Checks For California Teachers 

President CGnton today delivered oh his pronrise to hdp provide for the finandal security 
of retired Califomia school teachers when the US- Departm ît of Energy ahnouneed * setflement 
agreement that could j^dd more than SlOO million to the Califomia State Teachers' RfiOranent 
Systan. The mon^ will be used to provide cost-̂ f-Uving mcreases for ^ 

"This action today demonstrates the President's strong comrmtmeot to those \»*o have 
dedicated their lives to teadung oar children," ^ d Erter^ Secretary Hazd OXeaiy, "Califoitiia 
teachers can be confident thJst this agreemait will strengthen their retirement system." 

Prudent Clmtoii, a strongi advocate for 'comnion seoise government,' in 1$95 proposed -
legslaiion calling for the sale of Elk lElls Naval Petroleum Reserve near Bafcersfidd. PriYaliniig 
Elk Hills, which win get the federai goYcmment out of the busineiss of producing pil and natural 
gaŝ  reflects the vision, of the President concerning the proper roles of the federal governmCTî  
state gov^mneot and jpiivate industry. 

The Elk KUs sales î ocess was set in motion in February when the President Mgned the 
Defense Authorization Aa of 1996. which also indudes a provision that setfles a long-stm 
dispute between the State of Califemia and the Federal government over cwtain "school Iands"_ 
within the Elk HiHs Reserve. That provision provided an avame for the state to address its daims 
by setting aside a percentage (9 percent) of the net proceeds from the Elk Hills sale to benefit the 
State Teachers Retirement System. (Using Congresaonal Budget Office estimates of a $1-5 
billion sales price for EBc Hills, more than $000 mfflion • 9 percent of the net proceeds from the 
sale — could be av^^le for retired public school teachers ID CaEfbrma,) 

Once Elk Hflb is sold, tiie D^artnient of Energy (DOE) win pay the 9 percent in five 
equal installments (without Jnterê ) besiming in 1999 an?! ending in 2003., I f the amount exceeds 
$ 180 maiion, the balance over S \ 80 million would be paid m two equal installments in the years 
2004 and ^005. The DOEs obligation to pay is contingent on sale, and the obligation to pay each 
installment is subject to an appropriation from Congress. DOE is obligated to request the 

- President to seek appropriarion necessary to fund the agreement. 

L-96-000 -MORE-
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I f the settlemeDtnistallmeiits are appropriated and disbursed, ih& State of QaUSoTTdSr wiff 
release all Elk HiDs school lands claims against the United States and the purchaser(s) of Elk tSOs. 
If Gpngress does not fimd the settlement, or fiinds only part of the settlement, the state may 
terminate the agreement and sue DOE or the purchasers) for damages. However, whether or not 
Congress fbnds the settlement, the agreement would preclude the state frxnn sê dng to eqjoin the 
Elk Hills- sale and would rule out treble damage daims under state law It also would permit the 
purchaserCs) to conrvert the state's claims that it has thJe to clainis for money damage. 

Seiilement negotiations had been underway since February. Representatives &om [nam^ 
here... - • 

I were among the parties wM<ih 
agreed to the settlement terms announced tpday by Secretaiy OT-eary. 

[Next steps here...] 

-DOE-
L-96-000 



T H E W H I T E H O U S E 

W A S H I N G T O N 

^ Qc^uL ' ^ ^ ' ^ 
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TO: 
FR: 
RE: 
DATE; 

IL/CONTRACT SENS IT I 

KRIS BALDERSTON 
MELANIE KENDERDINE 
STATUS OF CALIFORNIA TEACHER.S :^ETTLEMENT 10/04/06 i^'cnciNJ 

event f o r f S S' - ̂  ^^ndxng you ..a. abbreviated proposal f o r an 
JI^S ^1, ̂  sxgning of a settlement agreenient between the DOE 
and the C a l i f o r n i a Retired Teachers (time ie ^^^^^^ ̂ ne DOE 
have included the t e x t of the previous memo 
subject back i n August. 

extremely short) and 
I sent you on t h i s 

UPDATE — 10/03/96 

The Department, the Teachers and cbe of C a l i f o r n i a are 
extremely close t o reaching an agreement.; DOE i s w a i t i n g f o r 

verh^T'^nrr''^^^"'^! ^̂ '̂  '̂̂^̂  ̂ ^Iready received a 
verbal OK from a s t a f f counsel at J u s t i c e , The d r a f t aqreement 
would g^ve the Teachers • RetiremenI: Fund nine percent o?^the 

1 not I ^ " " t ^ ^ ^ l ^ °f ^^^^^ Petroleum Reserve We 
w i l l not know the f i n a l sal,e p r i c e untU 1996, when we are 
s t a t u t o r i l y o b l i g a t e d t o s e l l the. properry; f o r budget asBumotion 
purposes, OMB and CBO estimates w.ou:id'pla^; the v a l S of t h e ^ 
settlement at somwhere between $1.S0 and $T80 m i l l i o n . . 

The Governor and the Secretary must sign i:he f i n a l agreement. 

w i n Jake^^'Jt^S • • • "^^'^r -approval processes which taKe, a t a minimum, ten days. 

th^no;;? ?! t^""^ ^ t e n t a t i v e agreemem. with a l l p a r t i e s w i t h i n 
^o?l on^ t a n t i c i p a t e being ready f o r some kind of 
we I i ' ( S c t s ' o r T " " " ' ' " p r i n c i p l e by e a r l y to mid-week next 

WonTo^^ "-embers of Congress (Fazio, oooley, Brown, Harmon, Eshoo, 
Woolsey, Dellums) have expressed Intere^vt i n t h i s settlement. 
The Lieutenant Governor also aware t h a t we are ready to s e t t l e . 

I recommend t h a t we have an event in C a l i f o r n i a , next Wednesday 
or Thursday w i t h e i t h e r Charlie ruri:..;s o, Tom Crumbly, any 
i n t e r e s t e d members of congress, the head of the teachers 

and a crowd of r e t i r e d teachers. Mr. Panetta could 
c a l l i n , depending on h i c.i. >7;chedule, etc. 

a s s o c i a t i o n , 
p a r t i c i p a t e or 

Timing w i l l be t r i c k y . In order t o get an event together w i t h 
the teachers, we w i l l have t o n o t i f y t h e i r board. As soon as we 
do. t h i s , i t IS possible t h a t Governor W.ilson w i l l take c r e d i t f o r 
the settlement. Perhaps the C a l i f o r n i a Democratic Caucus, the 
Senators and John Emerson can help a.̂ i -uxlve the timi n g problem 
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BACKGROUND (FROM PREVIOUS MEMO • 

?p?ro?S ^0^"" Energy owns and operates the Elk H i l l s Naval 
Petroleum Reserve i n B a k e r s f i e l d , Ca.i. i f o r n i a . . vice President 
Gore proposed t h a t t h i s f a c i l i t y be nr.^vatized as part of the 
National Performance Review i n 199:-;. 

H n i ^ y r t ? ^ " ^ ' ' - ^ ^ ^ ^ ! ^ ^ ' ' ^ " " t o pr...ri the Reserve went t o the 
s i t i l i . and included .. .provision which would 
s e t t l e a longstanding claim by the C a l i f o r n i a State Retired 
ieachers and the C a l i f o r n i a Lands Commi fiction against Elk H i l l s 
property The State's ownership .•..l.aim involves two t r a c t s of 
land w i t h i n the Elk H i l l s f i e l d . The State has taken the f e d e r a l 
government t o court t o seek compensation for t h i s property and 
had ejp^red ' ^or ?he J l ^ i m 

The State maintains t h a t when and i f the property changes hands, 
as I t would i n the event of a sale, the claim woJld be r e ­
a c t i v a t e d . This has raised concern; at the Department about the 
possible d i l a t o r y impacts of the claim oi.; the sale process. As 
such, the DOE.recommended and the President included a 
^ f ^ ^ i ^ ? * ? " ^ p r o v i s i o n i n his l e g i s l a t i o n a u t h o r i z i n g the sale of 
Elk H i l l s . This p r o v i s i o n , based on fa i r n e s s and equity as 
opposed t o the l e g a l v a l i d i t y o f t.ĥ . claim, would have paid the 
State^V percent of the proceeds from the sale over a nine year 
period of time. . . y >̂j-

The 1996 Defense A u t h o r i z a t i o n b i l l ..Deludes language t o s e l l E l k 
H i l l s and_establishes a mechanism to compensate the teachers f o r 
t h e i r . c l a i m , e i t h e r through settlement or a successful l e g a l 
challenge. Under the Congressionally passed s t a t u t e , the 
teachers could be provided up to 9 percent of the value of the 
property, w i t h the actual amount of the compensation to be 
determined by an assessment of the -fax-.- yalue of the claim " 
Funds f o r t h e settlement amount would have t o be appropriated. 

STATUS 

Sf,?̂ "̂ ?"̂ ®"̂  °^ Energy, w i t h the concurrence of the White House 
and OMB, has i n i t i a t e d settlement negotiations w i t h the 
C a l i f o r n i a Retired Teachers, the C a l i f o r n i a Attorney General's 
o f f i c e and the State Lands Commission:(all i n t e r e s t e d p a r t i e s . ) 

On Friday, August 2, representatives of the Teachers, the CA AG's 
o f f i c e and the.CA Land Commission, met wi t h DOE and OMB 
represe n t a t i v e s . A l l p a r t i e s were reportedly happy wit h the 
progress that: was made and agreed to have a phone conference i n 
approximately ten days t o negotiate f u r t h e r . The group 
established mid-September as a t a r g e t date t o sign a contingent 
settlement agreement (any agreement must be contingent because i t 
i s necessarily based on.value at sale, which w i l l not occur u n t i l 
1998; and i s subject to ap p r o p r i a t i o n . • 
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General concerns raised by the uep,:;. tmeu:. are calculation of f a i r 
value of the claim (since the Stat.-, has Jost in court, some of 
our lawyers view the f a i r legal ua.iue .i;:, "0"), timing, 
appropriations language that would ir, some way validate the 
settlement agreement and how to calculate the equitable value of 
the claim. 

The Teachers have drafted a favorab.)e av c i c l e for 
newsletter ( c i r c u l a t i o n : 500,000) Â-hlch i.ndicates 
optimistic about settlement and that they had a 
negotiating session with DOE. 

their 
they are 

very positive 

DOE indicated that i t would like to i>oii<..r the. nine percent amount 
found in the statute but needed more tlian preliminary numbers to 
validate that figure . 
problem. 



E X E C U T I V E O F F I C E 0 F T H E P R E S I D E N T 

27-Sep-1996 03:59pm 

TO 
TO 
TO 
TO 

FROM; 

Kr i s Balderston 
T J. Gla u t h i e r 
Kathleen Peroff 
John C. Angell 

J e n n i f e r P almieri 
O f f i c e of the Chief of S t a f f 

SUBJECT: Elk H i l l s 

I t appears t h a t DOE has not yet signed o f f on the f i n a l agreement 
r e l a t e d t o compensation f o r C a l i f o r n i a teachers from the Elk H i l l s 
sale. 

L t . Gov. Gray Davis has w r i t t e n Leon t o nudge the A d m i n i s t r a t i o n 
along on t h i s and we have also s t a r t e d r e c e i v i n g mail on t h i s from 
teachers across the s t a t e . 

Anyone know what's going on over a DOE? 

thanks. 

ps -- I w i l l send the Davis l e t t e r t o you. 
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B R A Y D A V I S 
Hitutimnt &abetnox 
&tatz of CalifoTnia 

VIA FACSIMILE 

September 25, 1996 

The Honorable Leon E. Panetta 
Chief pf Staff to the President 
The White House ^ 
1600 Pennsylvania Avenue 
Washington, D.C. 20SOO 

Dear Leon: 

As you know, California representatives have been negotiating with the Department 
of Energy since July to ensure that Califomia is adequately compensated for its 
ovmership interest in Elk Hills Petroleum Reserve, Secretary O'Leaiy publicly stated 
in February that California would get 9 percent of the ultimate sales price as 
compensation for its interest in the field, an interest which has been held since 
statehood. 

Once appropriated by Congress, California's share would come to the State Lands 
Commission, of which I am a member, for investment on behalf of the 500,000 active 
and retired teachers in California. Because of the corpniitments provided and publicity 
generated by the Administration on this issue, there is a high — and perfectly 
reasonable — e?cpectation on the part of Califomia teachers that their retirement fijnd 
will benefit from this sale. 

In March, the State provided the Department a draft agreement on this matter. I 
understand this agreement is now on Secretary O'Leary's desk for her final 
disposition. I urge the Administration not to lose this opportunity, and to do its 
utmost to culminate the agreement in an expeditious manner. 

Best regards. 

• S » t » Capltol. 'Rm, 1114, Sacrawwfl io, CA 95814 (91B) 445-8994 FAX (916) 323-4998 E-Mail: Qray.Dav|s@ltg.ca.flov 

• 333 South Grand Avonue, Suite 2040, Los Angelas, CA 90071 (213) 620-2211 F A X (213) 620-2033 



E X E C U T I V E O F F I C E OF T H E P R E S I D E N T 

27-Sep-1996 03:59pm 

TO: Kr i s Balderston 
TO: T J. Glauthier 
TO: Kathleen Peroff 
TO: John C. Angell 

FROM: Jenn i f e r Palmieri 
O f f i c e of the Chief of S t a f f 

SUBJECT: Elk H i l l s 

I t appears t h a t DOE has not yet signed o f f on the f i n a l agreement 
r e l a t e d t o compensation f o r C a l i f o r n i a teachers from the Elk H i l l s 
sale. 

L t . Gov. Gray Davis has w r i t t e n Leon t o nudge the A d m i n i s t r a t i o n 
along on t h i s and we have also s t a r t e d r e c e i v i n g mail on t h i s from 
teachers across the s t a t e . 

Anyone know what's going on over a DOE? 

thanks. 

ps -- I w i l l send the Davis l e t t e r t o you. 

< ' 

1 ^ 



E X E C U T I V E O F F I C E O F T H E P R E S I D E N T 

27-Sep-1996 07:36pm 

TO: PALMIERI_J 

FROM: K a t h l e e n P e r o f f 

CC 
CC 
CC 

balderston_k 
a n g e l l _ j 
T J. Glauthier 

SUBJECT: Re: Elk H i l l s 

Message Creation Date was at 27-SEP-1996 19:37:00 

I t a l k e d w i t h John Emerson about t h i s l a t e t h i s afternoon. DOE and Teachers 
are discussing a f i n a l agreement proposed by C a l i f o r n i a teachers. C a l i f o r n i a 
wants DOE t o agree t h a t the money being paid (the amount of which appears no 
longer t o be a r e a l issue) i s the f a i r value of t h e i r l e g a l claim. This 
causes DOE's General Counsel problems. The General Counsel f e e l s t h a t the 
claim has t o be evaluated on the basis of l i t i g a t i o n r i s k and i t s p o t e n t i a l 
impact on the sales proceeds the government u l t i m a t e l y receives. C a l i f o r n i a ' s 
proposal would r e q u i r e the Secty t o agree t h a t the amount of the settlement 
agreed t o by DOE and C a l i f o r n i a i s equal t o the value value of the l e g a l 
claim, and there i s question as t o whether t h a t i s the case from DOE's 
perspective. 

I'm not sure why C a l i f o r n i a wants t h a t par t i c u l a r c o n d i t i o n ; perhaps, they 
f e e l i t w i l l enhance the l i k e l i h o o d t h a t appropriators w i l l come up w i t h the 
appro p r i a t i o n s t h a t w i l l be necessary t o make the money agreed t o by DOE 
av a i l a b l e t o the teachers. The approval of the appr o p r i a t o r s i s necessary by 
law; the money w i l l not go t o C a l i f o r n i a a f t e r the agreement, but only a f t e r 
the a p p r o p r i a t o r s have enacted the funds s e t t l e d upon by DOE. DOE f e e l s 
t h a t C a l i f o r n i a ' s language could a c t u a l l y b a c k f i r e on the H i l l , since the 
a u t h o r i z i n g and a p p r o p r i a t i o n committees know the f u l l h i s t o r y on t h i s issue. 

Timing s e n s i t i v i t y : 

DOE has t o respond t o C a l i f o r n i a ' s o f f e r tomorrow. Apparently on Wednesday, 
there i s a p u b l i c Board meeting of the Teacher's o r g a n i z a t i o n i n C a l i f o r n i a and 
they want t o announce t h a t the agreement i s r a t i f i e d . They w i l l take 
o p p o r t u n i t y t o pummel DOE i f agreement not accepted. DOE t o l d me t o n i g h t 
t h a t they plan t o respond tomorrow (Saturday) t h a t they are reviewing the 
agreement and not give any more substantive i n d i c a t i o n of where they are. WE 
plan t o discuss t h i s f u r t h e r w i t h them tomorrow. I know they also want t o 
br i n g i n J u s t i c e and WH ont he substantive issues soon. 



Department of Energy 
Washington, DC 20585 

OFFICE OF THE 
DEPUTY SECRETARY 

July 19, 1996 

To: Chris Balderston 

From: Kyle Simpson 

Re; Settlement of claims by the California State Teachers Retirement 
System (CSTRS). 

Attached is a memo that describes the statutory framework requiring an offier of settlement of the 
Teacher's claim to a portion of the proceeds fi-om the potential sale of the Elk Hills Naval 
Petroleum Reserves in California, a history of the claim, and our proposed approach to resolving 
the claim. 

We will engage the CSTR in an eflfort to reach agreement on this approach to achieving a 
settlement. The requirements of the statute that governs the sale restrict our ability to effectively 
settle the claim at this time. We propose to determine the fair value of the State's claim over the 
next 18 months, so that it can be resolved promptly after sale, as required by the statute. 

® Prtnl»d with my mir on meycted pawr 



Privileged & 

PROCESS FOR SETTLING CALIFORNIA 
TEACHERS' CLAIM FOR PORTION 
OF ELK HILLS SALES PROCEEDS 

I. Statutory Framework 

The Admmistration's 1995 legislative proposal for the sale of the United States' interest in 
the Elk Hills Reserve in Califomia (Naval Petroleum Reserve No. 1) provided that 7 percent of 
the proceeds of sale would be paid to the State of California for the Teachers' Retirement Fund 
(State). The Congress refijsed to accede to this approach, and instead provided in the 1996 
statute that 9 percent of the net proceeds of the sale would be placed in a contingent fund in the 
Treasury for up to 10 years after the effective date of the Act, to be available in such amounts as 
may be appropriated to cover any settlement between the United States and the State or any 
judgment the State obtains against the United States. The Secretary is required vwthin 30 days 
after the sale of Elk Hills (scheduled for February 1998) to make an offer of settlement to the 
State, based on the "feir value for the State's claim, including the mineral estate, not to exceed the 
amount reserved in the contingent fond." The statute did not affect the merits of the State's claim 
or recognize the validity of any claim. 

n. History of Claim^ 

Although there presently is no pending formal "claim" by the State, the State's historical 
claims have been based on the Califomia School Lands Grant Act of March 3, 18S3. 10 Stat. 
244, as amended. Pursuant to Section 6 of that Act. Congress granted to the State sections 16 
and 36 of each township for public schools with the exception, inter aha, of lands previously 
appropriated and mineral lands. In 1927. Congress extended the grant to mineral lands, but 
continued to except any lands inchided within the limits of an existing reservation. Act of January 
25, 1927, 44 Stai.1026 (codified at 43 U.S.C. 870). 

The 1853 Lands Grant Act did not grant the State mineral lands and did not vest title to 
any school lands immediately. The Stote took title to school lands only after a survey was 
approved by the Commissioner of General Land Office ("GLO") fUnited States v. Morrison, 240 
U.S. 192 (1916)), and, until the survey was approved, the United States could dispose of the 
lands as it wished raeeMinnesota v. HilEtask. 185 U.S. 373. 400 (1901)). Lands that were 
determined to be mineral lands by an approved survey did not vest in the State. To compensate 
the State for lands reserved for public uses or taken by private claims, Congress provided that 

The following history borrows heavily from the Findings of Fact filed by the U.S. District 
Court in 1992 in State of California, ex rel. v. a[atldns».eLal.. No. CV F-87-665 EDP. 

DETER^'!^^^ED TO BE m 

INiTIALS: LvvrE:yS/f5 



other lands could be seleaed in lieu thereof by the State subject to approval of the Secretary of 
the Interior. Act of March 3. 1853, sec. 7. 10 Stat. 244. 

The Elk Hills school lands were not surveyed until 1901 and they were determined to be 
mineral in character. Upited States v. State of California. 551.D. 121, 122 (1935). The survey 
was accepted and approved by the Commission of the GLO in 1903. Because the lands were 
mineral in nature, title to these lands did not vest in the State, and the lands were reserved from 
entry under all applicable statutes. Since the Elk Hills Naval Petroleum Reserve had been 
established in 1912, title to the Elk Hlls school sections remained in the United States even after 
the Act of January 25, 1927 allowed school land grants to apply to mineral lands. 

Despite the creation of the Elk Hills Reserve and the exceptions in the 1927 Act. the State 
claimed title to the sections within Elk Hills, and sold section 36 to Standard Oil Company of 
Califomia. In the late 1920s and early 1930s, the United States brought a series of successfiil 
actions to quiet title to the lands within the Elk Jfills Reserve, including the school lands issue. 
Title to section 36 was quieted in the United States as a result of this litigation. The dispute over 
section 16 was settled by consent decree. 

Following fiirther unsuccessfiil attempts in the 1980s to resolve the matter to its fevor 
administratively, the State of Califomia filed suit in 1987 to, aSiST aha, quiet title to Elk Hills 
school sections and to claim entitlement to fifty percent of all moneys received by the United 
States from sales, bonuses, royalties and rentals from Elk Hills. In 1992, the U.S. District Court 
for the Eastern District of Califomia entered judgment in favor of the United States on all counts, 
and dismissed the case with prejudice. The State's motion for reconsideration was denied. 

In 1987, the Department of the Interior Solicitor issued an opinion to the Energy 
Department General Counsel stating, inter alia, that: Califomia had no vested rights in the lands 
so as to prevent their sale; Congress was free to vest title m the State (but was not obliged to) and 
could do so by revoking the withdrawal of the lands; and, if the lands are not restored to the 
public domain prior to sale, the buyer(s) would acquire title superior to the State's expectancy 
interest. The 1996 sale legislation did not revoke or terminate the reservation, although both the 
Administration and the State had requested that Congress take action to give the State a claim to 
the lands or to the proceeds of sale. 

in. Proposed Approach: Consider merits of State's claim during next 18 months so that it 
can be resolved promptly after sale, as contemplated in the sale 
statute 

Under this proposal, the State and the Department of Energy would pursue a form of 
administrative dispute resolution known as a "neutral evaluation". This process would entail the 
informal presentation of positions by each party to an independent, mutually agreeable neutral 
who, at the end of the process, would reconomend to the Secretary of Energy the "fair value of 
the State's claim" as specified in the statute. After consideration of the neutral's recommendation, 
the Secretary would make an offer of settlement to the State. If settlement was not achieved, the 
State would be free to pursue whatever legal avenues were available. The basic steps in the 
process would cover: 
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A. Parties' agreement on process August 1996 

B. Selection of neutral November 1996 

C. Written and oral presentations to 
neutral 

January - June 1997 

Neutral recommends "fair value" 
(in terms of a percentage of proceeds 
of sale) 

October 1997 

Secretarial decision to accept or modify 
recommendation 

December 1997 

Secretarial offer of settlement February 1998 



Elk Hills and California Teachers' Settlement 
August 6, 1996 - received from DOE 

Background 

The DoE owns and operates the Elk Hills Naval Petroleum Reserve in Bakersfield, California. 
Vice President Gore proposed that this facility be privatized as part of the National 
Performance Review in 1993. 

The President's legislation to privatize the Reserve went to the Hill in the spring of 1995 and 
included a provision which would settle a longstanding claim by the California State Retired 
Teachers and the California Lands Commission against the Elk Hills property. The State's 
ownership claim involves two tracts of land within the Elk Hills field. The State has taken 
the federal government to court to seek compensation for this property and lost, on the basis 
that the statute of limitation for the claim had expired. 

The State maintains that when and if the property changes hands, as it would in the event of a 
sale, the claim would be reactivated. This has raised concerns at the Department about the 
possible dilatory impacts of the claim on the sale process. As such, the DoE recommended 
and the President included, a settlement provision in his legislation authorizing the sale of Elk 
Hills. This provision, based on fairness and equity as opposed to the legal validity of the 
claim, would have paid the State seven percent of the proceeds from the sale over a nine year 
period of time. 

The 1996 Defense Authorization bill includes language to sell Elk Hills and establishes a 
mechanism to compensate the teachers for their claim, either through settlement or a 
successful legal challenge. Under the Congressionally-passed statLite, the teachers could be 
provided up to nine percent of the value of the property, with the actual amount of the 
compensation to be determined by an assessment of the "fair value of the claim." Funds for 
the settlement amount would have to be appropriated. 

Status 

The DoE, with the concurrence of the White House and OMB, has initiated settlement 
negotiations with the California Retired Teachers, the California Attorney General's office and 
the State Lands Commission (all interested parties). 

On Friday, August 2, representatives of the Teachers, the CA AG's office and the CA Land 
Commission, met with DoE and OMB representatives. All parties were reportedly happy with 
the progress that was made and agreed to have a phone conference in approximately ten days 
to negotiate further. The group established mid-September as a target date to sign a 
contingent settlement agreement (any agreement must be contingent because it is necessarily 
based on value at sale, which will not occur until 1998, and is subject to appropnation). 

General concerns raised by the Department are calculation of fair value of the claim (since the 
State has lost in court, some of DoE's lawyers view the fair legal value as "0"), timing, 



07/22/96 07:10 

lilATE OF CALFOnrtlA 

002 

PGTE WILSON, Oortmer 

<iiMiiif7iTn!WTniT!nniuiummy 
STA,TE TEACHERS' RETIREMENT SYSTEM 
t>OST OFFICE BOX 1E276 
SACRAMENTO, CA 65851-0275 

(916) 229-3714 

Toll Free - 1-800 228-5453 
or-(916) 229-3870 

TeloulK- 1-8O0-222-d844 
Heating Imparad • (916) 228-3541 

J u l y 19, 1996 

John Emerson 
Deputy A s s i s t a n t t o the President 

and Deputy D i r e c t o r f o r Intergovernmental A f f a i r s 
Executive O f f i c e of the President 
Old Executive O f f i c e B u i l d i n g , Room 148 
17th S t r e e t and Pennsylvania Avenue NW 
Washington, DC 20500 

Re: State of C a l i f o r n i a Teachers - Elk H i l l s Compensation 

Dear Mr. Emerson: 

I'm contacting you regarding recent a c t i v i t i e s : impacting education 
i n C a l i f o r n i a . An agreement was reached between the C a l i f o r n i a 
L e g i s l a t u r e and the Governor t o reduce class size i n primary grades 
i n C a l i f o r n i a ' s p u b l i c schools. This i s the I f i r s t t r u l y p o s i t i v e 
accomplishment f o r C a l i f o r n i a ' s public schools;in many years and i s 
s t r o n g l y supported by teachers, teachers' unions, and the p u b l i c . 
This high v i s i b i l i t y on education provides the President w i t h an 
opp o r t u n i t y t o present h i s themes on education. 

As you know, funding f o r p u b l i c education in: C a l i f o r n i a i s among 
the lowest i n the country. C a l i f o r n i a i s also among the lowest i n 
o v e r a l l t e s t scores and among the highest i n drop out rates i n the 
na t i o n . A d d i t i o n a l funding f o r education provides hope t o a l l 
C a l i f o r n i a n s t h a t breakthroughs can be made i n improving these 
s t a t i s t i c s . A task force t o implement the iclass size reduction 
agreement has been established and w i l l begin meeting on J u l y 31. 
The C a l i f o r n i a State Teachers' Retirement System w i l l p a r t i c i p a t e 
on the task force because the need f o r 20,|000 new teachers t o 
e f f e c t the agreement w i l l require t h a t approximately lo,ooo -
15,000 r e t i r e d teachers return t o the classroom on an i n t e r i m basis 
u n t i l permanent teachers can be c e r t i f i e d . 
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As a'result of the class size reduction agreement, California media 
coverage has been intense and continues to £oous on this issue. 
The agreement has even surfaced in Dole campaign stories. The 
attached a r t i c l e s demonstrate the media attehtion being given to 
this issue. 

We understand the President has been invited to attend the 
California Teachers Association's p o l i t i c a l i^ction institute the 
week of August 4, 1996. This may be an excelilent opportunity for 
the President to affirm his commitment to noin-partisan education 
reform that: w i l l provide the best possible enviironment for student 
achievement. I t would also serve as a forum |for the President to 
reiterate his commitment to retired teacher^ and the agreement 
reached with California regarding i t s claim to! school lands within 
the Elk H i l l s Naval Petroleum Reserve. 

Please feel free to contact me i f you would 
further, 

like to discuss this 

Sincerely, 

Jenhifer D. Morrill, Director 
Governmental Affairs 

Attachments 

cc(w/att): Jennifer Palmieri 
Special Assistant to 
the Chief of Staff 
to the President 



appropriations language that would in some way validate the settlement agreement and how to 
calculate the equitable value of the claim. 

The Teachers have drafted a favorable article for their newsletter (circulation: 500,000) which 
indicates they are optimistic about settlement and that they had a vei^ positive negotiating 
session with DoE. 

DoE indicated that it would like to honor the nine percent amount found in the statute but 
needed more than preliminary numbers to validate that figure. 
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TO: BALDERSTON_K 

FROM: CN=Lori A. Krauss/OU=OMB/0=EOP 

CC: palmieri_j 
CC: martinez_r 
CC: emerson_j 

SUBJECT: Re; Elk H i l l s 

Message Creation Date was at 16-JUL-1996 18:16:00 
As we understand the current status of this issue, the Department of 
Energy(DOE), at OMB's request, talked with Jennifer Morrill (Director of 
Governmental Affairs, California State Teachers' Retirement System) in late 
June or early July, and told her that the Administration could not agree to an 
expedited settlement on Elk H i l l s . I t was f e l t that the high degree of 
v i s i b i l i t y of the Elk H i l l s sale necessitated methodic analytical review of 
the hydrocarbon reserves underlying the sections of land California i s 
claiming. 

In conjunction with the sale of Elk H i l l s , as required by statute, an Elk 
Hills Reserve Report i s being prepared by an independent expert. We checked 
with DOE to determine whether or not the two sections of land involved in the 
California settlement could be "studied" at the beginning of this independent 
effort. DOE said that because of the complicated geologic nature of the 
reserves in question, i t would not be possible to study them before extensive 
work had been done on the producing zones they cross. DOE then conveyed this 
information to Jennifer Morrill. 

At the same time, we've seen James Mosman's June 27th letter to John Emerson. 
We asked DOE a few weeks ago, what Secretary O'leary's position regarding an 
expedited settlement was. We have not heard back yet. 

The statute authorizing divestiture of Elk H i l l s has specific provisions 
regarding the California settlement. I f you would like more information on 
these provisions, please let me know. 
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SUBJECT: Re: Elk H i l l s 

Message Creation Date was at 16-JUL-1996 18:16:00 

As we understand the current status of this issue, the Department of 
Energy(DOE), at OMB's request, talked with Jennifer Morrill (Director of 
Governmental Affairs, California State Teachers' Retirement System) in late 
June or early July, and told her that the Administration could not agree to an 
expedited settlement on Elk H i l l s . I t was f e l t that the high degree of 
v i s i b i l i t y of the Elk H i l l s sale necessitated methodic analytical review of 
the hydrocarbon reserves underlying the sections of land California i s 
claiming. 

In conjunction with the sale of Elk H i l l s , as required by statute, an Elk 
Hi l l s Reserve Report i s being prepared by an independent expert. We checked 
with DOE to determine whether or not the two sections of land involved in the 
California settlement could be "studied" at the beginning of this independent 
effort. DOE said that because of the complicated geologic nature of the 
reserves in question, i t would not be possible to study them before extensive 
work had been done on the producing zones they cross. DOE then conveyed this 
information to Jennifer Morrill. 

At the same time, we've seen James Mosman's June 27th letter to John Emerson. 
We asked DOE a few weeks ago, what Secretary O'leary's position regarding an 
expedited settlement was. We have not heard back yet. 

The statute authorizing divestiture of Elk H i l l s has specific provisions 
regarding the California settlement. I f you would like more information on 
these provisions, please let me know. 
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17-JU1-1996 06:08pm 

TO: 

FROM: 

Kris Balderston 

Kathleen Peroff 
Office of Mgmt and Budget, ESD 

SUBJECT: RE: thought you should weigh in on this 

Thanks, I talked with Jennifer briefly about this and was told 
that Leon was likely to go out there in California and that we 
would have to have something to say that was positive re 
settlement. I think that we can work something out with DOE. Our 
concern would be not to go too far in promising a particular % or 
particular amount of money that would go to California Teachers at 
that point since the data on the reserves w i l l not be in. But, in 
my conversations with Kyle Simpson, I have that sense that we 
would come up with language that would be workable...perhaps talk 
about a range. I f you have any further questions, let me know. 



„ 6 A k - . -

V 

S t 

(j^^^<-^ ^ iVjV-< V'^t-^ 'sj/ •V tAAw ' i . 



..VV:0__._.̂ A>oc.l̂  ^ 

•/I: 

- •PHOTOCOPY 
PRESERVATION 


