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QOT—18:96 FRI 13:57 ELINOR SCHWARTZ FAX NO. 7039205402

TO: John Emerson
FROM: Elinor Schwartz
SUBJECT: Elk Hills

DATE: October 18, 1886

I thought that you would like to know
that Governor Wilson approved the
Elk Hills agreement today.

Thanks again.

ELINOR SCHWARTZ 318 South Abingdon Street  Arlington, Virginia 22204 (703) 920-5389

P. 01
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l .
APPROVAL OF SETTLEMENT AGREEMENT

Pursuant to Section 6107 of the Public Resources Code of the State of California, the
l ’ foregomg Settlement Agreement entered into by and between the United States of America (by
and through the Secretary of Energy) and the State of California (by and through the California

State Lands Commission and the California State Teachers’ Retirement System) is herehy
approved.

| ‘ DATED: .pi“iw Pm

PETE WILSON, Governor
STATE OF CALIFORNIA

17
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. 1ol W

TO: John Emerson
FROM: Elinor Schwartz
SUBJECT: Elk hIlls

DATE: October 16, 1996

Again, thanks for your help on the
Elk Hills settlement.

The LA Times article and California
agency signature page of the agreement

are attached. A fact sheet is also
included.

ELINOR SCHWARTZ 318 South Abingdon Street  Arlington, Virginia 22204 (703) 920-5389



' Fight Over Elk Hills Oil Reserve Ends

& Energy: Property now
cleared for sale. Money
will go to teachers
retirement fund.

By CHRIS KRAUL

TIMES STAFF WRITER

The federal and state govern-
monts have settled a long-standing
dispule over ownership of one of
California’s richest oit fields, pav-
ing the way for a sale of the
property that could add $135 mil-
lion or more Lo the slate teachers
retirement fund.

“That sum waukd be 9% of the
$1L.5-billion minimum amount that
the planned sale of Eik Hills Naval
Petrolewn Reserve in Kern County
is expected to feich at auction.
Teachers are entilled to the money
by virtue of a 1984 slale law that
envisioned a setilerent,

Numerous oil companies, includ-
mg Chevron Corp. and Adantic
Richfietd Co., have expressed in-
terest in making bids for Elk Hills.
The government hopes to complete
the sale by earty 1993,

President Clinton signed a bild in
February authorizing the sale of
Bk Hills, part of an ongoing priva-
tization of certain strategic oil
reserves. But had the state’s elaim
on the property gone unresoived, it
could have depressed its value, said
a spokesman for Lt. Gov. Gray
Davis, who as stale controller filed
suit in the slate’s interest in 1987.

The state has long contended
that it owned Lhe properly by
virtue of statehood. As an incentlive
for slates to join the union, the
federatl government customarily
offered land for educational pur-
poses, and the Kern County prop-
erly was so carmarked.

But Bk Fills was never formally

transferred, and when o#t was dis-
covered in the early 1900s, two
presidential orders declared the
tand and ils oil the property of the
Navy. Chevron later purchased a
20% interest in lhe property and
exclusive rights to develop oil.

The {ederal government’s priva-
tization policy and the rising use of
nuclear power on Navy ships made
the Elk Hilis property cxpendable
in the federal government’s eyes.

Chevron now produces 3,000
bacreis of oil daily at the 47,409-
acre site, which has praven re-
serves of about 280 million barrels
of crude. That makes it anc of
Califaraia’s largest inland oil fields,
according to Robert Hight, execu-
live director of the State Lands
Commission.

Thursday’s agreement calls lor
payments Lo California in five an-
nual installments beginning in the
1999 federal fiscal year.

TMES ocTRER
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IN WITNESS WHEREOF, the parties have executed this AGREEMENT as of the

day and year last written below.

DATED: October 10, 1996 U.S. DHPART %}‘ ENERGY
By: ;

Hazel O'Leary
Secretary

DATED: ?ORNIA STATE LANDS COMMISSION
By: ) x

Robert C. Hight
Executive Officer

DATED: CALIFORNIA STATE TEACHERS’
ENT SYSTEM

;\ﬂ\ﬂb\_\
By: ~— b N

James D. Mosman
Chief Executive Officer

16
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10/9/96

. FACT SHEET
ELK HILLS SCHOOL LANDS SETTLEMENT

The Settiement Agreement is fair to both sides. It would provide compensation 10 California
for the two EIK Hills school land sections which the Federal Government granted to the State
when it entered the Union. At the same time, it would maximize sale revenues to the Federal
Government by allowing the removal of this cloud on title being offered to purchasers, by
removing purchasers’ exposuze to treble dumuges for conversion under California statutory law,
and by prohibiting the State from enjoining the sale of Elk Hills. The key specific terms are as
follows:

Q

DOE waould pay 9% of the net proceeds from the sale of Elk Hills in five equal
installments (without interest) beginning in FY 1999 and ending in FY 2003. If the
amount exceeds $180 million, the balance over $180 million would be paid in two
equal installments in years 6.and 7 (FY 2004 and 2005).

The obligation to pay is contingent on sale, and the obligation to pay each instaliment
is subject to an appropriation for the purpose of making the payment. -

Payments are to be made from a contingent fund established by Congress to
compensate California for its school land claims.

If the settlement installments are appropriated and disbursed, the State releases all Elk
Hills school lands claims against the United States and the purchaser(s) of Elk Hills.

California would waive any right to enjoin the Elk Hills sale, even if Congress fails to
fund some or all of the requisite payments.

California would waive any right to seek treble darnages against a purchaser for
conversion, even if Congress fails to fund some or all of the requisite payments.

California would permit the United States and the purchaser to convert the State’s title
claims against the purchaser to monetary claims agalnst the United States, even if
Congress fails to fand some or all of the requlsite payments.
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Flght Over Elk Hills Oil Reserve Ends

® Energy: Property now
cleared for sale. Money
will go to tcachers
retirement fund.

" Dy CHRIS KRAUL
, TIMES STAFF WROYVER

The [erderal and siale govern-

| ments have seltled a long-standing
i dispute over ownership of one of

Calilornia’s richest ail ficelds, pav-

i ing the way for a salc of the
.\ properly that could add $135 mil-

lion or more Lo Lhe slale teachers
relirement fund.
That sum woukl be 9% of the

: $1.5-billion minimum amounl thal
i the planned sale of Elk Hills Naval

Petroleun Rescrve in Kern County

is expected 1o feteh at auctlion.
! "Teachers are entitled to the money .

by virtue of a 1984 siate law that
envisioned a setlement.

Numerous oil companies, inelud-
ing Chevron Corp. and Atlantic

Richfield Co., have expressed In-

teresl in making bids for Elk thills.

The government hapes 1o complete .

thesalety carly 1998,

President Clinlon signed a bill in
February authorizing the sale of
Elk Hills, part of an angoing priva-
tization of certain strategic oil
regerves. But had the siate's elaim
on he properly gone unresolved, it
could have depressed its value, said
a spokesman for 1A Gov. Gray
Davis, who as state controller filed
suil in the stale’s inlerest in 1987.

The stale has long contended
that il owned lhe property hy
virtue of slatehood. As an incentive
for slates to join the union, Lhe

federal governmenl cusiomarily

offcred land for educatlonal pur-
poses, and the Kern County prop-
erty was so earmarked.

But Bk 1ills was never formally

ransferred, and when oil was dis-
covered in Llhe early 19003, twao
presidential orders declared the
land and ils oil the property of the
Navy. Chevron later purchased a
20% inlerest in the properly and
exclusive righis {odevelop oil.

The federal government's priva-
lization policy and the rising use of
nuclear power on Navy ships made
the Elk Hills property expendable
in the federal government'seyes.

Chevron now produces 63.000
barrels of oil daily at the 47,409-

.acre sile, which has proven re-

serves of about 280 million barrels
of crude. Thal makes It onc of
California's Jargesi inland oil fields,
according to Robert Hight, exccu-
live director of the Slate Lands
Commission.

Thursday's agreement calls for
payments lo California in five an-
nual installments beginning In Lhe
1998 federal fiscal year.

LA TIMES  ocTORER \\, 199,
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California State Teachers' Ret{irement System /

7667 Folsom Boulevard |
Sacramento CA 95826-2614 October 10, 1996
Contact: " NR 96-7

Jim Mosman (916) 229-3700 e ]enmfer Morrill (916) 229-3714 « Judith Burns (916) 229-3938
FOR IMMEDIATE RELEASE

Clinton Administration AgreeES to Settlement of California Teachers' Longstanding
Elk Hills Claim

SACRAMENTO, CA ..

The California State Teachers' Retirement Systemn (CalSTRS) announced that Secretary of Energy Flazel O'Leary,
on behalf of the Clinton Administration, today agreed to a settlement of the longstanding claim of the State of
California and its over half-million ac@ive and retired teachers to the State school lands located in the Elk Hills
Navel Petroleum Reserve. The settlement resolves a century-old dispute between the State and the Pederal
Government and clears the way for the Administration's sale of the Elk Hills oil field to private industry.

The Teachers' Retirement Board of CnZlSTRS and the State Lands Commission have authorized execution of the
settlement agreement, which is subject to final approval by Governor Pete Wilson.

The settlement implements the Congressional direction in the Defense Authorization Act for Fiscal Year 1996 that
the State and its teachers be given proiper compensation for the Elk Hills school lands and permits the threat of
the State's claim to be removed from the pending sale in order to maximize the revenues realized by the Federal
Government. The State would receive nine (9) percent of the net sales revenues in installments over five (5) to
seven (7) years, with such share yielding as much as $135 to 180 million based on recent estimates of a sale price
for the Elk Hills field. The State applies the revenues from its school lands to assist retired teachers whose
pensions have been most seriously eroded by inflation.

James D. Mosman, Chief Executive Ol:ficer of CalSTRS, said: "This ceally is an exciting day for us, one that we
have been looking forward to for many years. On behalf of our membership of over half-million active and
retired teachers in California, I want to laud the Administcation for working hard to reach a settlement. The
negotiations were sometimes difficult.over these last seven (7) months. The final agreement is fair to both sides,
providing proper compensation to the State and its teachers for their lands and enabling the Federal Government
to maximize the sales proceeds by prdviding a means of removing the cloud of the State's claim in advance.”

Mosman said: "The settlement ensures s that the State and its teachers will receive the fair compensation for their
Elk Hills claim that Congress directed when it enacted the Defense Authorization Act providing for the sale of the
Elk Hills field. Our half-million actxveimd retired teachers owe a great debt of gratitude to Congressman Bill
Thomas from Bakersfield, who spearhfeaded the legislative effort in the Congress to provide fair compensation,
and to Congressmen Ron Dellums froin Oakiand, Vic Fazio from here in Sacramento, and George Miller from
Martinez, for their very stong and active support on the Elk Hills issue. The entire California Congressional
delegation joined in a strong letter of support during our legislative effort, as did Senators Feinstein and Boxer."

caa SAlLS 8c:97 S6/81/81
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The State was granted the tracts in Elk Hills along with other State school lands located throughout California by
the Pederal Covernment at the time CEalifornia joined the Union in 1853, as a condition of joining the Union.
However, because of a dispute dating back almost to the turn of the century between the State and the Federal
Government, the State has been unable to derive any revenues from these ail rich State school lands in Elk Hills.

#H8
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Fact Sheet
Elk Hills School Lands Settlement

The Settlement Agreetment is fair (0 both sides. Tt would provide compensation to California
for the two (2) Elk Hills school fand sections which the Federal Government granted to the
State when it entered the Union. At the same time, it would maximize sale revenucs to the
Federal Government by allowing the removal of this cloud on title being otfered to purchasers,
by removing purchusers’ exposure (o reble damages for conversion under California statutory
law, and by prohibiting the State from enjoining the sale of Elk Hills. The key specific terms
are as follows:

>

A\
Y

DOE would pay uine (9) percent of the net proceeds from the gale of Elk Hills in five (5)
equal installments (without interest) beginning in fiscal year 1999 and ending in fiscal
year 2003. If the amount exceeds $180 million, the balance over $180 million would be
paid in two (2) equal installments in years six (6) and scven (7) (fiscal years 2004 and
2005). :

The obligation to pay is contingent on salc, and the obligaﬁon to pay each installment is
subject to an appropriation for the purpose of making the payment.

Payments are to be madtfz from a contingent fund established by Congress to compen’
sate Califormia for its sch:ool land claims.

If the settlement installmfents are appropriated and disbursed, the State releases all Elk
Hills school lands claims against the United States and the purchascrs(s) of Elk Hills.

California would waive @ny right to enjoin the Elk Hills sale, even if Congress fails to
fund some or all of the requisite payments.

California would waive any right to scck treble damages against a purchaser for con
version, even if Congress fails to fund some or all of the requisite payments.

California would permit the United States and the purchaser to convert the State's title
claims against the purchaser to monetary claims against the United States, even if Con
gress fails to fund some or all of the requisite payments.

1439] SdLS 6C:97 968187



GRAY DAVIS
HPUTUNANT GOVERNQR

 BTATE OF OALIFORNIA
s OFFICE OF THE LIEUTENANT GOVERNOR

FOR IMMEDIATE RELEASE CONTACT: STEVAN ALLEN
Octaber 10, 1998 (916) 445-8884

LIELIIENANI_GQYRjRNQR.DAMISANNQM.NQE&.EL&HJLL&SEIILEMENT
10-year Battl? Results In Millions to State's Retired Teachers

SACRAMENTO -- Lieutenant Governor Gray Davis today announced a seitlement in a
longstanding dispute beiween the California State Lands Commission and the federal
Depariment of Energy. which will result in millions of dollars to California's ratired
teachers. :

The agreement concernsétha sale of a parcel of land in Kern County known as the Flk
Hiils Naval Poatroleum Reserve. That land has been owned by the federal governmant
bul the state has had a décades-old Inierast in the reserve. By agresing 1o terms of the
sale, an estimated $180 million will be psid to the state. By law, that money is
earmarked for cost-of-living--adjustmems owed California's retired teachars.

"This is a great victory for teachers. Today marks the successful end of 8 10-year
struggle through the courts and the Congress,” said Davis, who as SLC chairman fited
the original 1987 lawsuit demandlng compensation from the federal government. "I
applaud the diligent efforis of President Clinton and his administration, including (‘hlef
of-Staff Leon Panetta and Energy Secretary Hazel O'Leary."

The settlament caps a relatlonshlp between tha fedaral and slala government going
back to 1863, when land was promiged to California to support aducation. But the
federal govarnment refused to release the Elk Hills tracts to California once oil wes
discovered and deemad vital to national security. Over time the oll's significance to
defensge diminished, and in February of this yesr the President signed into law a bill
authorizing the sale of ik Hills. That law mada it possibie for the SLC and DOE to
negotiate the settlement, which was finally reached Thursday.

"This is a win-win sntuathn Davis said. “The feds finelly gat to sell the properly, the
state tinally resolves its olalms and California's retired teachers finally get the pension
boost they deserve."

4w

0 state Canltel, Am. 1114, Sacramento. ()A §5814-4882 (D16) 448-8004 FAX (916) 323-4898 B-Malk Geay.Davis ® tg.ca.gov
{1 a3 Bouth Grand Avenus, Buite 2040. Loa Angeles, GA B0071-1604 (213) 820-2211 FAX (213) 020-2033
. "““ "
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CONFFPENTTER /CONTRACT SENS L VF

TO: KRIS BALDERSTON

FR: MELANIE KENDERDINE

RE: STATUS OF CALIFORNIA TEACHERS: SETTLEMENT
DATE : 10/04/06

Per your request, I-am sending you au abbreviated proposal for an
event for the signing of a settlement: agreement between the DOE
and the California Retired Teachers (time ig extremely short) and
have included the text of the previous mewo T sent you on this

- subject back in Auqust.

UPDATE -- 10/03/96

The Departmént, the Teachers and ibe Hitaie of California are
- extremely close to reaching an agreement.; DOE is waiting for
written concurrence from the DOJ but has already received a
verbal OK from a staff counsel at Justice. The draft agreement

would give the Teachers Retirement Fund nine percent of the
proceeds of the sale of the DOE's Naval Petroleum Reserve. We

will not know the final sale price anitil! 1998, when we are
statutorily obligated to sell the properity; for budget assumption
purposes, OMB and CBO estimates would ptace the value of the

settlement ‘at somwhere between $150 and $180 million. .

‘The Governor and the Sécretary'musﬂ sign-iche final agreement.
The teachers and the state have internal approval processes which
will take, at @ minimum, ten.days.

Assuming we have a tentative agreement. with all parties within
the next 24 hours, we anticipate being ready for some kind of
roll-out of an agreement in principle by early to mid-week next
week (Oct. 8 or 9).

Several members of Congress (Fazir, Docuey, Brown, Harmon, Eshoo,
Woolsey, Dellums) have expressed interest in +this settlement.
The Lieutenant Governor also aware “hat. we are ready to settle.

I recommend that we have an event in California, next Wednesday

or Thursday with either Charlie Curiis o1 Tom Grumbly, any .
interested members of congress, bthe head of the teachers
association, and a crowd of retired teachers. Mr. Panetta could
participate or call in, depending on hiz schedule, etc.

Timing will be tricky. In order Lo get an evernt together with
the teachers, we will have to notify their board. As soon as we
do this, it is possible that Governor Wilson will take credit for
the settlement. Perhaps the Califurnie Democratic Caucus, the
Senators and John Emerson can help us solve the timing problem.

it QN s YIS
o1t -0q 8T
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BACKGROUND (FROM PREVIQUS MEMU:

'The_Department of Energy owns and operates the Elk Hills Naval
Petroleum Reserve in Bakersfield, “aliforoia. . Vice President
Gore proposed that this facility be vrivatized as part of the .
National Performance Review in 19935

The President’s legislation Lo privaiize the Reserve went to the
Hill in the spring of 1995 and "included o provision which would
settle a longstanding claim by the California State Retired
Teachers and the California Lands Commission against Elk Hills
property. The State’'s ownership =laim involves two tracts of
land within the Elk Hills field.. The State has taken the federal-
government to court to -seek compensation [or this property and
loston the basis that the statute of Jliwmitations for the claim -
had expired. - . . : : '

The State maintains that when and if +he nroperty changes hands,

as it would in the event of a sale, ihe ~laim would be re-
activated. This has raised concerns’ al the Department about the

possible dilatory impacts of the «laim on’ the sale process. As
such, the DOE. recommended and the President included, a '
settlement provision in his legislathon-authorizing the sale of
Elk Hills. This provision, based on fairnese and equity as
opposed to the legal validity of the claim, would have paid the
State. 7 percent of the proceeds from the sale over a nine year
period of time. - o -

The 1996 Defensé Authorization bii! inciudes language to sell Elk
Hills and establishes a mechanism &« compensate the teachers for
their claim, either through settlement o1 a successful legal
challenge. Under the Congressional ly . passed statute, the
teachers could be provided up to 9 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 wouid have to be appropriated.

STATUS

The Department of Energy, with the <oncurrence 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 o7 ihe 'Teachers, the CA AG's -
office and the,CA'Land3Commission, met with DOE and OMB
representatives. All parties were reportedly happy with the
progress that was made and agreed Lo have a phone conference in-
approximately ten days to negotiate further. 'The group
established'mid—September'as a targetl. date to sign a contingent
settlement agreement (any- agreement mist. be contingent because it
is necessarily based-on value at salas. which will ‘not occur until
1998; and is subject to appropriation. ; .
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General concerns raised by the beps: twent are calculation of fair
value of the claim (since the State has lost in court, some of
‘our lawyers view the fair legal wvalue as "0"y, timing,
appropriations language that would in some way validate the
settlement agreement and how to caloulate the equitable value of
the claim. : ' o '

The Teachers have drafted a favorabls aviicle for their
newsletter (circulation: 500,000) whichk indicates they are
optimistic about settlement and that they had a very positive
negotiating session with DOE. S . . '

DOE indicated that it would like ta hono: the nine percent amount
found ‘in the statute but needed more thar preliminary numbers to
validate that figure oy ' : :
problem.
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Environmental Affairs Office

Bakersfield, CA 93309
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Adherents in
Oil Industry

QIL PATCE, Drom ASS

who 23 Texas land commissioner
oversees public iends where shout
1 000 crude ofl and natural gas
wells operste, ran Clinton’s cam-
paignin Texza

From:SANTA FE ENERGY
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The administration’s ol and g0 |

{nitiative, unveiled in December [!

1909, ecught tn slow the matien’s
Ewingdepumudm
had palitical implications 23 well
-Thoassnds of small oil wells
across the Sun Belt had shut down
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A {ew days before the 1992 presi-
dential edection, the Califoruis inde-
ndent Petroleum Associstion
ap all-out effort to and the

oa export of Alaskan ail, imcked
by a $113,000 war chest. “Ws re
peatad % bke & mantra: ANS [Alas-
kao North Slope] ban, ANS ban,
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- !nth':éudnhms' ol exports,
8 major winner was Americs
Inc., 2 subsidiary of the giant Britiah
Petraleum Carp. and the largest ex-
portsy fram tha North Slope. -

. BP America, which wus repre-
punted in Washington by 8 former

_+ aide to Ben. Ted Stovens R-Alaskal,

fobbled bard for kfting the restric-

Chevren, which alresdy lus a 20
percent interest in the governmant’s
petroleum reserves in Elk Hills,

. eould expand haldings s 8 result of

the proposed sale, Rothachild swid.
And 3 uumbet of mxjor oil compa-
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THE WHITE HOUSE C Cﬂ

WASHINGTON

October 16, 1996

MEMORANDUM FOR JENNIFER PALMIERI
FROM: Dorothy Robyn

SUBI: Heads Up on Mayor of Tustin

The President will likely be seeing the Mayor of Tustin, Tracy Worley, tomorrow at
his event in Orange County. Mayor Worley is a Republican who supports the President.
This is a heads up about a base closure issue she may raise.

Tustin Marine Corps Air Station was a BRAC 1993 closure. As part of the federal
screening process, the Department of Transportation requested that DoD transfer the 274 units
of family housing, Tustin Villas, to the Coast Guard. The City of Tustin is opposed to the
transfer because it wants to sell the housing to finance its reuse plan for the air station.
What's more, subsequent to DOT's request for Tustin Villas, two Navy housing areas in Los
Angeles became available as a result of BRAC 1995; L.A. would welcome the Coast Guard
and has proposed to upgrade the housing for Coast Guard use.

DoD has done a detailed assessment and concluded that the Los Angeles housing can
fully meet the Coast Guard's needs —— and in fact is preferable to Tustin Villas in terms of
costs and other criteria. And under the law, DoD can deny the proposed transfer of the
housing to the Coast Guard. However, DoD has held back in order to give the Coast Guard
every opportunity to come up with a privatization proposal that Tustin would accept.

So far the Coast Guard has failed to satisfy Tustin, and it doesn't appear that things
are going to change. DoD is prepared to deny the transfer, based on its written assessment.
However, because the Coast Guard is so "hard over," DoD wants to wait until after the
election, so as not to create the appearance of a political decision.

cc: Tom Vellenga
John Emerson



EXECUTTIVE OFFICE o F T HE PRESIDENT

16-Jul-1996 06:18pm

TO: BALDERSTON_K

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

CC: palmieri j .
CC: martinez r /
cC: emerson_j ' ,

SUBJECT: Re: Elk Hills -

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 Hills. It was felt that the high degree of
visibility of the Elk Hills sale necessitated methodic analytical review of
the hydrocarbon reserves underlying the sections of land California is
~claiming.

In conjunction with the sale of Elk Hills, as required by statute, an Elk
Hills Reserve Report is 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, it 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 Emerscon.
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 Hills has specific provisions
regarding the California settlement. TIf you would like more information on
these provisions, please let me know.
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FACT SHEET

'ELK HILLS NAVAL PETROLEUM RESERVE NG, |
(Obligations to California Schools)

SUMMARY: . o
| . The Adminjstration (Department of Energy) as part of thgi Fiscal Year 199_'6 Budget

- PTOpOses 1o privatize the Elk Hills Nava] Petroleum Reserve No. 1 (NPR-1), The proposal, if
amended to compensate California for it's State school land interest within NPR-1, offers
the opportunity 10 resolve a long standing dispute between the Administratjon and the State of

California, Both the Federal Treasury and the retired schao] teachers of California will Senefit
from the adoption of an amended peoposal. : -

HISTORY:

As part of jts statehood entitlement, California was granied two-sections of tederal land
i What would later become the Elk Hills Naval Petroleum Reseve No. 1. These two sections
of school lands contain about 7% of the total oil reserves within the field. . Those sections are’ -
dedicated by State Taw ta the California State Teachers Retirement System. The State's right
10 them arose from the 1853 Acl of Congress, which designated two sections in each surveyed
> township as a grang to ﬂ;e State to support public schools. This school land grant is similar to
' those given every. public Jand seare since 1304, The Supreme Court has characterized the grant
~ asa "solernn agrestent.” Andrys v, Utah, 446 U 8. 500, 507 (1980). The United States
. greed o give these lands to the sares. In exchange, the states agreed 1o disclaim any taxing-
* authority over federa] Iands, and to use land TADIS 16 suppor public schools, Andrus at §22-

‘which tapped the same formations. Also, e Secretary of the Interior decided in the 1920'-5 to
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Thereafter, the Reserve was-organized ag 3 common unit, combining both public and
‘private wells in a single Operation whose production rate was controlleg by the Navy at a level
considered sufficient to keep the wells in operation, prevent drajnage, and to compensate the
private owners. Then, in 1976, Congress approved termination of the restricted rate, and
authorized production at the maximum efficient rate, with sales on the open market. The

- Administration's current leglslative proposals would finally relinquish federal control and
- ownership of the ficlds, . o |

Although recognition of the schoo! land grants would not have uffected the Navy's
conteol ovet public and private production, no Federal action was taken to recognize the State -
Grle Or o give reasonable ompensation. While federal law provides that States may select

" similar federal Jands in Place of unsatisfied school land grants, available public lands within
the State offered nothing of comparable value. And The Deparuments of Energy and Interior
both rejected California's Proposal that the State would accept title 1o the land in place subjest
lo the same control over production that is applied (o the private owners. |

1he situation became urgent in 1986, when the Administration first proposed the szle
of Elk Hills as an ¢lement of emergency budget-balancing action without providing for the
State's claim. The House Budget Resolution far fiscal 1987 directed the Secretary of Eneray
to negotiate and settle the State.schoo! land claim. During the Scuaie consideration of the
Interior Apptopriations bill, then Senator Pete Wilson obtained assurances that the provision
would be made in cunference committes to deal with California’s rights, even if EIk Hills were
not sold. Howaver, those assurances wers never spelled out in the appropriation as enacted,
which gave $500,000 to the Deparngent of Energy 1o study the feasibility of sale.

Without-prior notice to the State, however, the DUE recommended legislation which
would relégate the handling of California's school land title rights to claims litigation in the
Court of Claims. The State then fijed g quiet title suir against the United States. California
assericd that production at the maximum effcict faic-amounred to 2 revocarion of the Reserve
by implication. Although that Iawsuit was dismissed in 1992, apparently on the ground that
increased production was insufficient to give California 2 title ¢laim, a new claim would arise

if actual divestiture occurs without recognition of California's interests.

Both equity and good seqss, however, have suggested a less confrontational method of
setiement, The State's right-is an obstacle to the Federal leasing or Sale. but, equally clearly,
involves a long and EXpensive process of litigation. Moreover, faiture to fulfill the State's
Claim m Elk Hills, given the national promise to provide a representative portion of the public
lands for State schools, sharply questions the Administyation's commitment to the principles. of
federalism. - ' ' :

Naval Petroleum Reserve, California did not challenge the continued possession of the land by
the United States, ‘But when jt has become clear, as the President scknowledged in 1986, that
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Elk Hills was no lbnger a "Reserve” bur simply g public land asgst, Wwhose 'o'ill reserves were

© being produced and sold for Treasury revenue purposes, the withholding of Srtate tjtle had no -
shadow of justification. - ' - : _

CONCLUSION:

: ~ In short, yatil recently the Uniled States had been treating EIK Hills like other wacts of |

- publie land held by the Bureay of Land Management, with two major exceptions. It did not-
Yot recognize thay this changed starus required the Administrarion to ackrowledge the State's
title to the school lands within thar tract, as with the school grants on public lands in other
Sawrs, At the same time, it did por Yot acknowledge that mineral révenues from the remainder |
of these public Jands should be shared with tha State under the Mineral Leasing Act.

However, as part of the Administration's Nutional Energy Strategy, as containgd jn the

~ Fiscal Year 1992 Budget, the President for the first tme recommended to the Con gress that

- seven percent of the bonls payment, and one-half of the lease royalty. The California Srate
Jands Commisgion, the Office of the California Attorney General, the State Teachers'

- For more infermsation contact:

Rill Morrison ' Jennifer Moryill .

Legislative Liaison , ' Director of Legisiation

Californja State =~ California Starc Teachers'
. Lands Commiission | ‘ - Retiremern Systemn

(916) 445-5303 S - (916) 387-3714

{916) 322-3568 FAX. : (916) 387-3704 FAX
Blinor Schwart John 8. Stantan

Washington Representutive =~ -- Hogan & Hartson L.L.P, -

California State ' Washington Representative .

Lands Commission . ~ California State Teachers'

-(703) 920-5389 ‘ ' - Retirement Syster

(703) 920-5402 FAX . o (202) 637.5705

(202) 637-5704 TAX



[doos

03/17/95 07:34  T2024566220 o S , ke
. MAR=17-85 FRI 17:08 - Elivor Schuarts . FAR'NO. 7033205402 P g5

1

CALIFORNIA STATE TEACHERS' RETIREMENT SYSTEM (CAISTRS)

State of California Should Receive Proper Compensation
for State School Lands under Any Proposed Lease.or
"Privarizatiog" of the Elk Lills Naval Perrolaym Regorve Numbered 1 -

- Backgrougd Regarding California State Schoo! Lands

The Elk Hills Naval Pewroleum Reserve Numbered 1 contains ewo tracts that
constitute State school lands of the State of Califomia. ‘Upon admission to the Union, Califormia
 and other western States were granted by Congress certain sgstions of public land focated within
the State's borders. The revenues from State school lands are to be used to further public
educatjon. : ~ ' ‘ '

The State of California applies the revenues from its State school lands 10 assist
retired teachers whose pensions have been seriously ergded by inflation. California réachers are
ineligible for Social Security and 6fen must rely on this State pension as the principal source of

. retirement income. According toa State study rzleased last year, California teachers who retired.
Priog to 1979 are now receiving pensions that represent less than 60 percent of the purchasing
poWwer of their origina! benefit - which was quite modest to begin with, State school lands
revenues are badly needed to fill this gap. :

o As described below, becauss of 2 decades-long dispute berween the State of
California and the Federal Goveriment over rights 1o thesq State school lands that happen to be
located in the.Elk Hills reserve, the State has been unable to derive any revenues from these -

. scheol lands tracre. - |

| There are 490,000 active and retired teachers under the California State Teachers'
- Retirzement System (CalSTRS) who have a keen interest in receiving fair-compensation for these
State schoo] lands located in the Elk Hills Naval Petrolsum Reserve Numbered |, '

We understand that ofe or more proposals may be considered by Congress this .
Joal ly ledse or QTiereude "pavanze™ the LIk Hulls Naval Petoleumn Rezeive Numbered | as pat
of the overall effort to pare the Federal budget. - :
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_The Lang-Running Controvers} with the Federal Guvernmem

‘l'he fact that Lhe State school lands in the Elk Hilis Reserve pOSsess valuablr: oil
resourves hay Isd lo & dispule over ownership and proper compensation berween the State of
California and the Federal Government that bas drapged on for almost 80 years. These Statc

- school lands are agreed by the Federal GGVemmmt to comprise seven percent. of the oil a.nd 2as
resources of the Reserve : :

_ After many years of seeking to re':olve this d:spute. in 1987 the State filed a quiet
fitle action againsi the Federal Government to recover possession of the two tracts. The federal
* district court ruled that because of the long-running nature of the dispute, the statute of
hm1tahons penod had expired on California's quiet title claim.

. ‘In light 6f'the clearly-stated Congressional policies of proper compensatxon for
State school lands, CalSTRS strongly believes that California remains entitled to approptiste
' compensation for the Elk Hills school lapds. Thisis pamcularly so becausa for years the Federal
Government has not even utilized Elk Hills as a military reserve, but rather as a commercial field
- in which the oil supplies have been produced by 8 cost-pius contractor and sold 1o generate
revenues for the U.S. Trcasury general fund. _

: As the then-Houa; Imerwr and Insular Affairs Committee noted in 2 1990 réport
.desctibing the necd Ior compensancn by !egxslan'-'c means for these Elk Hills State school lands:

“Congress on a number of occasions has expressed its intention that states -
be compensation for disphted school section lands ongmally granted as part of the
terms of thenr admission {0 the Union.”

s8R

"“To date, with respect to the State of California, to s5ome extent this policy

of providing compensation end sharing minera] recaipts has been frustrated by a
dispute that began over 76 years ago with the ineptitude of the General Land

~ Office (the precursor of the Bureau of Land Manegement), the graft and -
corruption that plagued Ptesident Hasding's Interior Secretary, Albart Fall, which
gave rise to what i5 known as the Teapot Dome Scandal, and the fact that there

. simply are no in lien selections of land in California to compensate the state for

~ the original schoo] section grams lccatcd in [the EIK Hﬂls Reserve)."

[H.R. Rep. No. 101_—670, 101st Cong., 2d Sess. (1990); at 3-4],
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Legzslauve rehef providing for a sharing of revenues from the Elk Hills schocl
Ia:xds the 1990 House Commiree Report concluded, "not only keeps faith with Congressmnal
intent that California be compansated for the two lost school sections, bur, moreover, is in -
furtherance nf the policy of the United States tn share with the states raceipts generarcd fram the
produc.non of minerals such as oil and gas from public domain lands " -[1d., at 4).

“Fair g:o'mg'eg'sation fgf Eik Hilis Schoo} I,ands
In the context of prapasals by the Reapan-Rush Administmﬁnns t lease Elk Hills

to private industry California had been able to reach agreement with the Adminisuationsona -
compramise to resolve the long-running dispute by sharing with the State a very medest pomon

. afthe revenuss resulting from leasmg Elk Hxlls

. Under the current operauon of Elk Hills by a CObl~p].U$ conwactor, the Fedeml _
Government had been spending approximarely $200 million each year to produce appmxnnarely ,
'$500 million in annual recéipts. Under the compromise lease proposal of the previous -+ " 71
Administration, the Federal Govemnment would receive the great bulk of the lease proceeds, then '
estimated to be $2.6 billion of lease bonus payments and $55-75 million of annual royalty .
payments. The Slale of Californis would receive & very modest share of these revenues in- i,
compensation for its Statc schiool lends intorests. Californis would receiva a seven pereent shar_e ‘
of the upfront lease bonus revenue. While the Federal Government would realize these bonus
proceeds upfront, California’s share would be paid out by the Federal Government overthe *
extoyded term of seven yeaus - without any interest. Califurnia also would receive 50 perveut of
the subsequent production royalties from the Federal portion of the Reserve. In-the end, the
averall Elk Hills leasing proposal was ot enacted by Congress, and hence California still has ',
zecewed no compensation for the Elk Hills lands. _ N

CalSTRS continues to strongly believe that this very modast share of the revenues
10 be derived from the leasing or other "privatization" of the Elk Hills Reserva by the Fedaral
- Government constitutes 2 fair and appropriate approacn 0 compens:mon for the State school
' lands. Such 4 compensation approach: :

Resolves ance nd for all the decades- long d15pute berween T.he State of California
~andthe F ederaJ Government over these State schoe! lands, SR i
Prowdes badly-needed funds for tetired Cahferma teachcrs whose pensxons hav¢
been seriously eroded by mﬂatl on; ' E

. -t

Provides a self-funding mcchamsm for Califorhia's compensation out of the ) \
stream of new revenue (and outlay savmgs) generated from leasing or othexwlse
"pnvahzlng" Elic Hills.

-

TE VYT T A2 At e - o vy
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CalSTRS, along with the Calx.fanua State La.nds Cemmission and California -

| Retlred Teacher? Association, strongly urges that fair compensation for the State school lands in
* the form of very modest sharing of revenues with the State be made part of any proposal by the
Federal Government 1o lease or otherwige "pnvauze" the Elk I-hl]s Naval Petroleum Reserve
‘Numbered 1. ' _

© For more information eontact:

Jennifer D Morrill , Jobn S, Stanton Bill Morrison -

Director of Governmental Hogan & Hartéon LL.P. . Legislative Liaisen

Affairs Washington, D.C. * California State Lands

California State Teachers’ Phone: 202/637-5704 - Commission .
Retirement System FAX: 202/637-5910 -Phone: 916/445-5303

Sacramento, CA ' _ o Fax: 916/322-3568
- Phone: 916/387-3714 ,
FAX: 916/387-3704
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SENT VIA FACSIMILE

STATE OF CALIFORNIA

PETE WILSON. Governor

STATE LANDS COMMISSION

GRAY DAVIS, Lieutenant Governor
KATHLEEN CONNELL, Controller
RUSSELL S. GOULD, Director of Finance

EXECUTIVE OFFICE
1807 - 13th Street
Sacramento, CA 95814-7187

ROBERT C. HIGHT
Executive Officer

(916) 322-4105
FAX (916) 322-3568

March 17, 1995

The Honorable Herbert H. Bateman
Chairman, Subcommittee on Military Readiness
~ House National Security Committee

2120 Rayburn House Office Building
Washington, DC 20515

Dear Mr. Chairman:

Your subcommittee will be considering a proposal to create a government corporation
that may sell or lease Naval Petroleum and Qil Shale Reserves including Elk Hills Naval
Petroleum Reserve Numbered 1. The State of California's retired teachers have a vital interest in
what happens at Elk Hills. Whatever the will of Congress may be regarding Elk Hills, as
managers of state school lands, we ask that you allow California's retired teachers to receive
pension funds from the two school land sections within Elk Hills.

There are 490,000 active and retired teachers who are the beneficiaries of income from
school lands in California. The funds are used to provide cost of living adjustments to retired
teacher pensions so that their purchasing power is not eroded by inflation. Continuation of the
Reserve when no longer justified deprives these former teachers of badly needed funds for this
adjustment. _ :

Elk Hills contains two sections of land (1332 acres) which under the provisions of 1927
legislation (44 Stat. 1026) were to have been granted to the state. The state's right to these
sections originally arose from the 1853 Act of Congress which granted them to the state to
support public schools. Creation of the Reserve prior to the passage of the legislation prevented
the state from receiving the land as well as the proceeds from its mineral development. This did
not concern the state while the Reserve was operated at 2 minimum production level. At the
current level of production at the Maximum Efficient Rate (MER), the consequences of not
receiving these parcels are significant.

The Department of Defense no longer requires Elk Hills since it has access to the
Strategic Petroleum Reserves. Its status as a Reserve has for all intents and purposes been
terminated. In 1986, the President acknowledged that Elk Hills was no longer a reserve but a



The Honorable Herbert H. Bateman
March 17, 1995
Page 2

public land asset. Subsequently, the Administration proposed the sale of Elk Hills. The
proposed FY '96 federal budget again proposes sale or lease of Elk Hills. This budget indicates
that "...the federal government no longer needs to own and operate such oil and gas fields."

On February 21 of this year, before the House Appropriations Committee, the
Department of Energy testified that the Reserve no longer performed a federal function. It was
also indicated that the mission of the Reserve has changed from the 1970's. Given this clear
evidence that Elk Hills' status as a Reserve has been terminated, the state should immediately
receive the school lands which have been withheld from it.

[t is our request that the Congress by statute recognize termination of the Reserve and
remove any doubt about state ownership of the two school land sections by confirming title in
the state. The state recognizes the ongoing nature of the development of the field. We would
cooperate with the federal government or any future owner or operator of the field to continue
efficient production of Elk Hills' mineral resources. California's retired teachers have waited for
the federal government to fulfill its obligation and complete the school lands grant; you now

‘have the opportunity to end this delay.

ROBERT C. HIGHT
Executive Officer

Smcerely,

cc: Hon. Ronald V. Dellums
Ranking Minority Member
House National Security Committee

Members, Subcommittee on Military Readiness

Andrew K. Ellis
Staff Director
House National Security Committee

Marilyn A. Elrod
Minority Staff Director
House National Security Committee

Pete Steffes
Professional Staff Member
House Subcommittee on Military Readiness
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The Honorable Herbert Bateman
2350 Rayburn House Office Building
Washington, DC 20515

Dear Herb:

Thcmuhedmat:ﬁalwﬂlmommnyexpMnmyduinthnthecomermoftbeSm
of California retired taachers be addressed in any disposition.

Thank you for your assistance with this matter.

Sincerely,

‘RomldDelhum

Ranking Member, National Security

Commiree

RVD/dlt
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Wnited States Senate

WASHINGTON, DC 20510-0504

Pebruary 17, 1983

Honorable Laeon Panetta

Director

Office of Management and Budget
243 014 Executive 0ffice Building
Washington, D.C. 20503

|
Dear Mr. Director, !

Support of legislation to lease the Elk Hills Naval Petrroleum
Reserve No. 1 and share a portion of the revenues with| che State
of Californmia. A copy of the legislation is enclosed.

We are writing to bring to your attention and sochit your

As vou know, as part of its statehood entitlement
California was granted twe sections of federal land which are now
part of the Elk Hills Naval Petroleum Resarve. Thase lands are
incredibly valuable as they contain seven percent of the total
0il in the reserves. However, California did not recejve title
to these lands because they were withdrawn for the Naval
Petroleum Rasarve. After many years, in 1987 the state filed a
quiet title suit againgt the federal government to recover
possession of the two sections. The case was decided against the
state's interests based on the statute of limitations having
expired. Nonecheless, California c¢ontinues to assert claim to
two sections at the Elk Hillg Naval Petroleum Reserve based on
the equities. The federal government has not been operating Flk
Hills as a reserve. but as a public asset whose oil reserves have
been produced and sold to generate ravenues for the U.5 Treasury.
Therefore the basis for denying California the two secticns has
been invalidated.

california retired reachers, the beneticiaries of|any
revenues genarated from state school lands, are seekin
legislation which would rasolve this longstanding dispute to the
benefit of both the state and the federal government. !Under the
proposed legislation, Elk Hills Naval Petroleum Regerve No. 1
would be leased to private industry using competitive biddiny
procedures. A portion of the revenues from the lease would be
used to establigh a 10 million barrel emergency supplyof oil for
the U.S. milicary. A modest portion of the revenue would be
shared with the State of California in settlement of the dispuce
over the rights to these lands.

The state believes leasing of Elk Hills would generate
subsranetially more revenues for the U.S. Treaasury than: the




current arrangement under which Elk Hills Naval Petrolepum Reserve
is operated by a private engineering firm under contract to the
federal government. It's our understanding tha fadarall
government now spends about $200 million a year for Elk Hills
production and receives approximately $500 million in fevenues,
for a net gain of $300 million annually. The state estimaces the
leasing proposal would generate $2.6 billion over the Eirst five

years. ;

. I .
We would appreciate your assessment of the budgetary lmpact
Of this legislative proposal and your consideratiom of it in the
context of President Clinton's forthcoming budget packhge. Thank
you for your careful attention to this important mattef.
Sincerely.

Barbara Boxer
Unites States
~- |

enclosure -

DP:k£1l
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wHIP g Deceaber 20, 1990 48 420-1070

aupger

Teachers Retirement System
Folsom Boulsvard

Ms. Norrill:

you for meating with ma to let ma knov Qf your suppart.for .
lation to r.coqgiuo the right 57 tHé Btate of California to Twe
ione of school lands at Elx Hills Petroleum Resarve that wers
ised to it by the Federal governmant over 135 years ago. I
eciate hearing from you.

@ _discussed at our meating, this issue is one of great concerm to
I feal strongly that the 5tate’s claim over these lands must be
ized and compensated for betore there is any sala or leass of
lands by the Federal govarnmant. As Chairman of the House Budgat

ttea, I have helpad to further a resolution te this igaue by
cting the Department of Energy, as part of the budget resolution,
ork with the State of California towards a fair agrsament with

Q to the Elkx Mills Petroleum Resarve.

eérmora, I have co-sponsored legislation hera in the House, H.R.
to resclve this long~standing disputse that weuld recognize the

t of the California to the twe sections of lands at the Reserva.
lieve it is critical that such legislation is passed to rfulfill

criginal intent of Congress that thea State be compensated for

[ l:z:a and that the teachars of ths State of California receive
4 dus. . )

Ou may know, there was discussion hers in Congress about including
slation to leasa the ElXx Hills Petroleun Raserve in the deficit
ction package passed by Cangress in October. This proposal was
with soma saricus opposition in the Congress and was not included
8 deficit reduction bill for a number of reasons.

t, for a provision to be included in the daficit reduction package
ust ke detarmined b{ the Congrassional Budget Office (CBO) that
provision will rasult in rsal savi to the United Btatas federal
rament. According to CBO the Elk Rills legislatien, which

ates the leasing of tha Elk Eills reserve, is not a "savings® but
ne tiza asset sale” and will not result in a true savings to the
faderal government. Thua, as a procedural matter, tha deficit

ction package bill was an inappropriate vehicle for the Elk Hills
legislation.

RO . .
. et vy et —— s m——



Ms. Jennifer Morrill
r 20, 19%0

In addition to the procadural problems encountared, you should alse be
avare that pany Members of conircna ara strongly opposed to the
ance of the Elk Hills legislation, as well.

nastance, the leasing of Elk Hills is opposed by Congressman

y Yatas, who is the Chairman of the Subcommittee on Interior
priations which has jurisdiction ocvar the funding for our faderal
leun reserves. The measura is also opposed by tha Chairman of
cuse Energy and Commercs Committee, Congressman John Dingell,
Committee has jurisdiction over authoriaing our fedaral

leun resserves. .

- . oo . - N - -

comdn e

i2 there had not been any procedural problems with incorporating
lk Hills legimlation in the deficit reductien package,: as

n of the authorizing Committee with jurigdiction over the
. Congressuan Dingell would have had to spprove the Elk Hills
lation, and considering his oppesition to the praoposal, it is
unlikely that he would have done so.

As I indicated earlier, I feel strongly that this issue ba resolved
and that the California teachers be compensated for the ravanua long
overdua to them by the federal govermment. Please ba assured that I

will continue my work in the 102nd Congress to achieva a fair and
equitable solution to this issue for the State of California and our
retired teachars.

Once again, thank you for contadtinq ny office. Plaase let =me know if
I can be of assistance in the future.

LEP/ jmp

TR e ———b —
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State of California

Department of Justice
1515 K Street, Suite 511

P.O. Box 944255
Sacramento, CA 94244-2550

Memorandum

To : Robert Hight Date : February 17, 1995
Executive Officer ' _
State Lands Commission Telephone: ATSS ( 8 ) 467-7853
1807 13th Street : (916) 327-7853
Sacramento, CA 95814 FACSIMILE (916) 324-5205

From : Jan S. Stevens
Assistant Attorney General
Public Rights, Land Law Section
Office of the Attorney General - Sacramento
Subject: The State’s legal claim to Elk Hills

You have asked for clarification of the State’s legal claims to
school lands within Naval Petroleum Reserve No. 1 (Elk Hills) in
light of the federal district court’s decision in State v.
Watkins, No. CV F-87-665 (EDP). It is our conclusion that should
the Naval Petroleum Reserve be divested by sale or lease, the
State would have a claim to its school land entitlement and the
earlier decision would be no bar to its assertion.

Analysis

The Watkins case was based on a de facto breach of what the
Supreme Court has characterized as a "solemn compact," under
which the states relinquished their claims to the public lands
within their border for a representative portion of those lands.
Andrus v. Utah, 446 U.S. 500, 507 (1980). California‘’s school

lands grant consisted of the 16th and 36th section of each
township--a random sample calculated to give the state’s school
lands representative of all the public lands.

In the event that the school land sections designated were
included within federal reservations before survey and final
vesting in the State, the State was to have the right to select
other lands "equal in quantity, and as near as may be in
quality." Heydenfelt v. Daney Gold & Silver Mining Co., 93 U.S.
634, 639-40 (1877). This principle, embodied in statute (43
U.s.C. §§ 851-852, 870-871), is particularly important in light
of the large federal reservations made for military, national
forest, park, or other purposes. .

By far the most valuable school lands within California were
included within the Elk Hills Naval Petroleum Reserve and thus
denied to the State. Their inclusion was not challenged by the
State during the years in which Elk Hills was actually operated
as a naval petroleum reserve. In the late nineteen eighties,
however, the Department of Energy, which by then operated the



Robert Hight
February 17, 1995
Page 2

reserve, reexamined its functions. It found that Elk Hills was
no longer necessary for the national defense, and that in fact it
was being operated as a "cash cow" to produce revenues for the
federal treasury. It recommended that Elk Hills be sold or
leased to the private sector. The President’s recommended budget

provided for such a disposition.

California treated these admissions of the executive branch as
tantamount to revocation of the reservation. The State demanded
recognition of its interest in the two school land sections or,
absent their direct transfer, the provision of other federal
lands comparable in value. When the federal government declined

to recognize the State’s interest, it filed suit.

The federal district court "reluctantly" concluded that the
State’s title claims were precluded by the statute of limitations
set forth in the Federal Quiet Title Act, 28 U.S.C. section
2409a(f). This holding was apparently based on the federal
government’s argument that the State knew or should have known of
its claim at the time the school lands were included within the
reserve in 1912, and should have brought its action then. Under
this assumption, the 12 year statute of limitations in the Quiet:

Title Act would bar any state action.

This holding should have no effect on an actual divestiture of
Elk Hills, which we understand is now proposed. A sale of Elk
Hills would amount to an actual revocation of the federal
reservation. The school lands within Elk Hills would no longer
be withdrawn, and thus the State’s claim would be revived. We do
not believe that the Watkins decision would bar such a claim. :

Should a sale occur, the State’s claim to the school land
sections would be different in nature than its claim in Watkins.
There, the State based its claim on implied revocation arising
from actions inconsistent with the nature of the reserve. Should
a sale take place, the State would be able to assert-a claim on

actual termination of the reserve.

Srne

JAN 'EVENS
Assif¥ant Attorney General

JSS:pkf.

cc: ﬁgames.Trout
Jack Rump
Bill Morrison



CALIFORNIA STATE LANDS COMMISSION

FACT ET

ELK HILLS NAVAL PETROLEUM RESERVE NO. 1
(Obligations to California Schools)

SUMMARY:

The Administration (Department of Energy) as part of the Fiscal Year 1996 Budget
proposes to privatize the Elk Hills Naval Petroleum Reserve No. 1 (NPR-1). The proposal, if
amended to compensate California for it's State school land interest within NPR-1, offers
the opportunity to resolve a long standing dispute between the Administration and the State of
California. Both the Federal Treasury and the retired school teachers of California will benefit
from the adoption of an amended proposal.

HISTORY:

As part of its statehood entitlement, California was granted two sections of federal land
in what would later become the Elk Hills Naval Petroleum Reserve No. 1. These two sections
of school lands contain about 7% of the total oil reserves within the field. Those sections are
dedicated by State law to the California State Teachers Retirement System. The State's right
to them arose from the 1853 Act of Congress, which designated two sections in each surveyed
township as a grant to the State to support public schools. This school land grant is similar to
those given every public land state since 1804. The Supreme Court has characterized the grant
as a "solemn agreement." Andrus v. Utah, 446 U.S. 500, 507 (1980). The United States
agreed to give these lands to the states. In exchange, the states agreed to disclaim any taxing
authority over federal lands, and to use land grants to support public schools. Andrus at 522-
523.

The State would have perfected its title to the two sections within the Elk Hills oil
field, but for presidential orders in 1909 and 1912, withdrawing the entire area as a Naval
Petroleum Reserve. Initially, however, Federal efforts to carry out the President's intention to
preserve the EIk Hills oil for Navy needs were largely unavailing. The oil reservoirs were
being exhausted by production from wells on the privately owned lands within the reserve
which tapped the same formations. Also, the Secretary of the Interior decided in the 1920's to
lease the remaining Reserve lands to private companies. Most of these leases were
subsequently voided because of fraud and corruption -- part of the "Teapot Dome" scandal.



.

Thereafter, the Reserve was organized as a common unit, combining both public and
private wells in a single operation whose production rate was controlled by the Navy at a level
considered sufficient to keep the wells in operation, prevent drainage, and to compensate the
private owners. Then, in 1976, Congress approved termination of the restricted rate, and
authorized production at the maximum efficient rate, with sales on the open market. The
Administration's current legislative proposals would finally relinquish federal control and
ownership of the fields.

Although recognition of the school land grants would not have affected the Navy's
control over public and private production, no Federal action was taken to recognize the State
title or to give reasonable compensation. While federal law provides that States may select
similar federal lands in place of unsatisfied school land grants, available public lands within
the State offered nothing of comparable value. And the Departments of Energy and Interior
both rejected California's proposal that the State would accept title to the land in place subject
to the same control over production that is applied to the private owners.

The situation became urgent in 1986, when the Administration first proposed the sale
of Elk Hills as an element of emergency budget-balancing action without providing for the
State's claim. The House Budget Resolution for fiscal 1987 directed the Secretary of Energy
to negotiate and settle the State school land claim. During the Senate consideration of the
Interior Appropriations bill, then Senator Pete Wilson obtained assurances that the provision
would be made in conference committee to deal with California's rights, even if Elk Hills were
not sold. However, those assurances were never spelled out in the appropriation as enacted,
which gave $500,000 to the Department of Energy to study the feasibility of sale.

Without prior notice to the State, the DOE then recommended legislation which would
relegate the handling of California's school land title rights to claims litigation in the Court of
Claims. The State responded by filing a quiet title suit against the United States. California
asserted that production at the maximum efficient rate amounted to a revocation of the Reserve
by implication. Although that lawsuit was dismissed in 1992, on the ground that increased
production was insufficient to give California a title claim, a new claim would arise if actual
divestiture occurs without recognition of California's interests.

Both equity and good sense, however, have suggested a less confrontational method of
settlement. The State's right is an obstacle to the Federal leasing or sale, but, equally clearly,
involves a long and expensive process of litigation. Moreover, failure to fulfill the State's
claim in Elk Hills, given the national promise to provide a representative portion of the public
lands for State schools, sharply questions the Administration's commitment to the principles of -
federalism.

During the long period when the United States was seeking to establish and maintain a
Naval Petroleum Reserve, California did not challenge the continued possession of the land by
the United States. But when it has become clear, as the President acknowledged in 1986, that
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Elk Hills was no longer a "Reserve" but simply a public land asset, whose oil reserves were

being produced and sold for Treasury revenue purposes. the withholding of State title had no
shadow of justification.

CONCLUSION:

In short, until recently the United States had been treating Elk Hills like other tracts of
public land held by the Bureau of Land Management, with two major exceptions. It did not
yet recognize that this changed status required the Administration to acknowledge the State's
title to the school lands within that tract, as with the school grants on public lands in other
States. At the same time. it did not yet acknowledge that mineral revenues from the remainder
of these public lands should be shared with the State under the Mineral Leasing Act.

However, as part of the Administration's National Energy Strategy, as contained in the
Fiscal Year 1992 Budget. the President for the first time recommended to the Congress that
the Naval Petroleum Reserve No. | be competitively leased and that the retired teachers of
California share in its revenue stream. Under that proposal California would have received
seven percent of the bonus payment, and one-half of the lease royalty. The California State
Lands Commission, the Office of the California Attorney General, the State Teachers'
Retirement System and the California Governor's Office have been working with the Office of
Management and Budget to resolve this long standing dispute. The Administration's proposal
in the Fiscal Year 1996 Budget for privatizing the Elk Hills Naval Petroleum Reserve No. 1
(if amended to compensate California for its school land interest) offers an opportunity to
resolve this longstanding dispute. Both the Federal Treasury and the retired school teachers of
California will benefit from the adoption of an amended proposal.

For more information contact:

Bill Morrison

Legislative Liaison

California State
Lands Commission

(916) 445-5303

(916) 322-3568 FAX

Elinor Schwartz
Washington Representative
California State

Lands Commission
(703) 920-5389
(703) 920-5402 FAX

Jennifer Morrill

Director of Legislation

California State Teachers'
Retirement System

(916) 387-3714

(916) 387-3704 FAX

John S. Stanton

Hogan & Hartson L.L.P.

Washington Representative

California State Teachers'
Retirement System

(202) 637-5704

(202) 637-5910 FAX
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P o o | O 392 beu srte. 8°
APPROPRATIONS COMMITTEE Congress of the United States o b, G4 otbo-1313
SUMEOMANTYICE . * hg . 1 t ] ,
R AT Fouse of Representatives RS b

MILITARY, CONSTRUCTION ©01m 473-5698

Shashington, BE 20515-0503

April 12, 1935

Hon. Leon Panetta

Chief of staff

Executive Office of the Pregident
The White House

1600 Pennsylvania Avenue NW
Washington, D.C. 20500

Dear Leon,'
{
I am writing regarding a proposal currently under
development by the ministration to restructure and then dispose
of the Elk Hills Naval Petroleum Regerve in California.

As you know from your d4ays in Congress, the State of
California and its teachers have a direct interest in the Elk
Hills igsue in the form of the State’s claim for compensation for
the two State school land trxacts that fall within the Elk Hills
Reserve. The State of Califo¥nia applies the revenues from its
State school lands to 'asnsist. retired teachers whose pensions have
been seriously eroded by inflation. California teachers are
ineligible for Social Security and often must rely on this State
pension as the principal source of their retirement income.
Accordingly, the 490,000 active and retired teachers who
particiiate in the California State Teachers’ Retirement System
have a keen interest in recelving fair compensation for these
State school lands in the Elk Hille Reserve.

california and the Fedaédfal 'wovérfifichl OVET betuesn the, Statg of
school lands that happer to be located in the Elk Hills Reserve.
In a prior lawsuit filed by the State against the Federal
Government asserting that the Reserve status that overrides the
State’s rights in the school lands had been implicitly revoked by
reason of commercial productioh at the Reserve, the federal

district court ruled against the State on statute of limitation
grounds, holding that the State should have filed its suit
decades earlier. I have been informed that the Office of the
California Attorney General has determined that upon actual
termination of the military, reserve status of Elk Hills in oxder
to sell off, lease, or othervwise transfer the Elk Hills field to
a government-owned corporation, the State could assert a new

1 STAVIONESY '€0 ON PAPER MADE Of  YCLED ! 5
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claim of entitlement to the two. State school land :ra;ts‘locgtgd
in Elk Hills and that the earlier federal district court decision

would pose no bar to the agsertion of such a new claim. °

As the Administration formulates its proposal on Elk Hills,
7 would ask that you and your staff work actively with us to
oneure that the state’s claim for compensation for the two State
school land tracts in the Elk Hills Reserve is properly addressed
in the Adminisgtration’s proposal before the proposal is presented |
to the House National Security Committee. In the context of
proposals by past Administrations to dispose of Elk Hills, the
state had been able to negotiate a compromise with the Office of
Management and Budget to receive as campensation sevén percent of
the up-front lease bonus payment paid to the State in annual
installments over geven years ‘without interest, together with a

Share of the production royalties.

I undgrstand that represéntatives of the State have ﬁe: with
John Emerson of your staff and T.J. Glauthier of OMB to brief
them on the Elk Hills issue. ;

I would very much appreclate your active support in Gorking '
toe resolve this very important issye. .

Vic Fazio
Member of Congress

¢cc: John Emeraon

Deputy Assistant to the President and

Deputy Director for Intérgovernmen
' X ' tal
149 Old Executive Officé Building Affairs
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The Hoporable Herbert Batzman
2350 Rayburm House Office Bujlding
Washingtod, DC 20515
Dear Herb:

The Readiness Subcomunitize of the Haouse National Security Committee will be
a hearing cn the Nayal Petrolewn and Oil Shale Reserves inchuding Elk Hillg
Naval Petroleum Reserve Nombered 1 an 22 March 199S. The primary focas of this hearing
is on exploring the process for disposing the Resarve. 1 bring it to your anexntion in that it is
a matter of copcern to me. '

The Department of Defense has relietated that it no longer requires Elk Hills. In
February 1995, the Deparunént of Energy testified that the Reserves no longer performed &
fedenal functjon. The proposed FY 1996 federal budget proposes sale or lease of Elk Hills
swiing that "the federal goverament no logger peeds to own and operate such oil and gas
fields." Congressional action is required o agknowledge the wrmination of the Reserve i
status and © determine disposition of the public land assat. '

The attached material will more fiully explain my desire that the concerns of the Stats
of Califarnis retired teachers be addressed in anly disposition.

Tbank you for your assigtance with this matter.

Sincerely,

pd

_ Ronald Dellums
' . Raaking Member, National Security
Committee

RVDrdlt
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GEORGE MILLER
77n DISTRICT. CaLIFORNIA
26 Revauh Houwt Orree Bunbing

Wassinaten, BC 20516-0607
(203) 725 206

DANIEL WEISS
AOMINISTRATIVE AGSISTANT
PR
COMMITTEE ON AEGOURCES

———
CUMMITTEE ON ECONOMIC ANO
€DUCATIONAL OPPDHYUNIT!ES
p——

ViCE CHAIR
DEMOGRATIC pouicy COMMITTEE

The Honorahle Leon Panetia

Chief of Staff

The White House
Wash'\n%on, D.
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0z 225 4273 Resources Depoct

¢ ongress of the Wnited States

Touse of Repregentatives
tashington, BE 205}5-0507

April 6, 199§

C. 20500

e

P.05

AN QFFICES:

%67 T pane, 114
PueasanT Hi, CA 94633
|10} BOZ-16%0
MaRY LANEING
BISTARY owLCTOR

S

3240 Biums. D
gums 281
RICHMOND, CA PAEDE
{510} 263-6000

a—

1407 Tenncuser ST
VALLLIO, CA 84530
{r1on g46-1083

R

Ty 1202 246-1304

1 am writing to solicit your support for rzcognitio:ilof e State of California’s entitlernent 10
two sections of land in the Etk Hills Naval Petrolédm Reserve.

1 know you are well aware of the issue, and in Lh.‘e"i‘;past as a Member of Congress
the State's position, 50 I will not g0 into the long history associate

gympathetic to

-esue 5o important to the State of California and qur tetired teachers.

However, as [ am informed that the Dpuriment of ﬁﬁergy is developing 2 legistative

, have been
d with this

prt_aposal to wprivatize” all of the reserves, T ask that you personally review the legislation
prior to iis transmittal © the National Security Comittee. am concerned due to reporls

that officials from the Department of Energy in m_et;ﬁng's Jast week with representatives from

the State and the retired teachers were less than optimistic that ihé St
recognized in such 2 proposel. SR alh

I advance, thank yau for your careful consideration of this matter,

Sifcerely,

Souss I A

L]

Member of Congress

.4'.
RN
L
A
PMrmnu;ichdb!AFb\ .
‘ B
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ate’s rights would be
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GEORGE MILLER
74 DISTRICT, CALIFDRRIA
139% RavBuin HOuRE QFFICE BULSING

Vasmnaran, DC 20518 Q607
12035 2382085

Congress of the Wnited States

wnﬁ:#f#ﬁfn?ﬂ'uuf {
. House of Wepresentatives
1XOMMITTEE ON RESOURCES ] .
CUMMITTEE On ECONOMIC AND Waghington, BE 20315-0507
EDUCATIONAL GPRORTUNITIES

VICE CHAIR
DEMOCRATIC POLICY COMMITTEE

April 6, 1995

The Honorable Floyd Spence
Chairman

Committee on National Security
House of Representatives
Washington, D.C. 20315

Dear Mr. Chairman:

P. 06

. @oo1
T&pton ol L

DISTRICT OfFiCES

367 Cvic DRIVE, A14
PuiAsant Hiit, CA 54422
{612) 602-15¥0
MARY LANSING
DisTHicY DIRECTOR

2220 Buume DR,
Sume 28Y
Ricnivonp, CA 54008
{519) 282-6540
1407 TENNESSLE BT,
VALLEJO, CA 54558
(707) B48-1808

TTY (302) 226-1504

1 am writing to add my support to the commeits made by National Securily Committee
Sepior Democrat Ron Dellums in his remarks before the Readiness Subcommiltee last month

during a hearing on privatizing the petroleum reserves.

As you may know, as part of its statehood entitlement, California was granted two sections
of federal land which are now part of the Elk Hills Naval Perroleum Reserve (NPR), These
lands are quite valuable as they conrain seven percent of the total amount in the reserves.

California’s retired teachers, the beneficiaries of any revenues generated from state school
lands, are seeking legislation which would resolve the longstanding dispute between the
federal and state governments. I support their claim to a portion of any revenues that would

be generated under 2 new managenient Struciure.
I would appreciate your careful consideration of this matter.

Sincerely) . .

(\

PANTED OX HECYELED PAFER
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¢t State of California IR ' Department of Justice

. R i 1515 K Street, Suite 511
Y Memoran d_ um | Sacramento, CA 94244 2550
To  : Robert nght Date : April 6, 1995
: Executlve Officer
" State Lands Commission _ Telephone; ATSS (8 ) 473-9259
- 1807 13th Street (916) 323-9259

: Sacramento, CA 95814 : FACSINILE (916) 327-2319 |

Fom : Daniel L. Siegel
' Deputy Attorney General

~Public ngpts Land Law Section
. Office ot the orney General - Sacramento

subject; The State’s legal claim to Elk Hills

* You have asked for c¢larification of the State’s legal ¢laims to
school lands within Naval. Petroleum Reserve No. 1 (Elk Hills) in
. light of the federal district court’s decision in §gggg v,

. Watkins, No, CV F~87-665 (EDP). It is our conclusion that should
' the Naval Petroleuam Reserve be divested by sale or otherwise, the
State would have a claim to. its school land entitlement and the

. earlier deC1310n would be no bar to its assertion. The earlier
- decision was based upon a2 tgchnlcal ground: the failure to file a
timely lawsuit. ' The ‘merits Were never reached. Divestiture,
; however, would trigger a new claim. A new suit would be timely
- as long as it is filed within 12 years of divestiture.

- ANALYSIS

Watkins was based on a de facto breach of what the Supreme Court
. has, characterizéd as a "solemn compact,” under which the states
_'rellnquxshed their claims to the public lands within their border
- for 4 representative poxtidn of those lands. Andrus v. Utah, 446
U.8. 500, 507 (1980). California’s school lands grant consisted
of the 16th and 36th section of each township-~-a random sample
calculatéd to give the state’s school lands representative of all
the public lands.

In the event that the school land sections designated were
lncluded w;thln federal re§ervations before survey and final
veatlng in the State, the State was to have the right to select
6ther lands ‘“"equal in quantity, and as near as may be in
qualxty “. Heydenfelt v. Daney. ilver Mining Co., 93 U.S.
634, 639~ 40 (1877). 'This principlée, embodied in statute (43
U.S.C. §§ 851-852, 870~ ~871), is particularly important in light
of the large federal reservations made for military, national
forest park, or othér purposes.
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Robert Hight
April 6, 1995
Page 2 T

By far the most valuable school lands within California were
included within the Elk Hillg Naval Petroleum Reserve and thus
denied to the State. Their inclusion was not challenged by the
State during the years in which Elk Hills was actually operated
as a naval petrqleum reserve: In the late nineteen eighties,
however, the Department of Energy, which by then operated the .
reserve, reexamined its functions. It found that Elk Hills was
no longer necessary for the national defense, and that in fact it
was being operated as a "cash ‘cow" to produce revenues for the
. federal treasury. It recommended that Elk Hills be sold or
leased 'to the private sector. The President’s recommended budget
provided for such a dispoesition.

California treated these admissions of the executive branch as
tantamdunt to, revocation of the réservation. - The State demanded

. recognjtion of its interest in the two school land séctions or,
‘abéent their direct transfer, the provision of other federal
lands cdomparable in value.  When the federal government declined
to recognize the State’s interest, it filed suit.

The federal district court never reached the merits of
California‘s title claims. The State‘s title interests were not
addressed. Rather, the court “reluctantly" concluded that the
lawsuit was stale; it was barred by the applicable statute of
‘limitations. The court indicated that any underlying title
¢laims ‘should have been filed at the time the school lands were
. included within the reserve in 1912, and any claims based upon
the production of oil should have brought when production began
in the'1940's. Since suit was filed in 1987, the court held that
it was barred by the Quiet Title Act’s 12 year statute of
limitations. ‘
Thld tovlupileul Lividing vwould heave e efZmoouw on an astuzn.
divestiture of Elk Hills, which we understand is now proposed.
Sale ot othér forms of divestiture would amount to an actual
revocation of the federal reservation. The school lands within
Elk Hills would no longer be withdrawn, and thus the State’s
claim would be revived, Weé do not believe that the Watkins
decision would bar such a claim.
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Should divestiture occur, the: State’s claim to the school land
sections would be different in nature than its claim in Watkins.
There, .the State based its claim on implied revocation arising
from actions incorsistent with the nature of the reserve. Should
an actual transfer take plade, the State would be able to assert
a claim based on actual  termination.

e ———

. \
. \

DANIEL L. SIEGEL

Deputy Attorney General

DLS:mf

cc: James Trout
Jack Rump
Bill Morrison
Jan Stevens
Rick Frank



"85 04/06 19:42 202 586 0148 S-2 [doo1
. . . " l

'OFFICE OF THE |

'DEPUTY SECRETARY

FACSIMILE TRANSMITTAL SHEET

- NUMBER OF PAGES (including cover sheet): 3

P SIS
FAXNU_MBER-" | 45@-- é“lqb—? ——
r0:_ % WV\
F'R(.)M.:. Kv'b“ ’LM:FM

| COMMENTS

If you experzence difficulty in the transmzttal of this fax please call
' at 586-5500 Our fax number is 586-0148

Thank You!



'95 04/06 19:42 202 586 0148 S-2 @
@002

The Deputy Secretary of Energy
1000 Independence Avenue., S.W

Washington, D.C. 20585
(202) 586-5500 * FAX (202) 586-01

April 6, 1995
MEMORANDUM TO: THE PRESIDENT T
FROM: BILL WHlTEW

DEPUTY SECRETARY OF ENERGY

RE: NAVAL PETROLEUM AND OIL SHALE
RESERVES — CALIFORNIA SCHOOL LANDS

The Administration has proposed to sell the Naval Petroleum and Oil Shale
Reserves. A California oil field accounts for most of the value. The State of
California claims an interest in certain parts of the Reserves known as the
»Sehool Sections Grants" in the portion of the Reserves known as Elk Hills
Petroleum Reserve.

Over a century ago, Congress granted to California certain sections in all
townships within the state for the support of the public schools. The transfer was
not made, and the federal government took the land for military purposes during
World War |.

Now that we are contemplating the sale of the lands contained in the resources
including sections once designated for California, the State of California and the
California Retired Teachers Association claim that the sale should cause those
properties to revert to the State. Califomia seeks a 7% interest in reserves
underlying two tracts in the Eik Hills Field. Under California law, income from
these lands would accrue to the benefit of the California State Teachers
Retirement Fund.

in 1987 the Solicitor of the Department of Interior opined that: “California has no
such vested interest accruing from the school lands grant, and that the Congress
may therefore authorize disposal of these lands or permit them to vest in the
State, as it chooses."

Our 1996 budget projections estimate the receipt ot $2.6 billion in fiscal year
1997 from the sale of reserves. Scoring rules may need to be stretched to allow
this amount to score. We need to get Congressional approval to hire investment
bankers to obtain more reliable estimates of the market value of the Reserves.
The budget estimate does not assume reversion of any interest to the State.
Encumbrance of the property with California’s claim would reduce the market

@ Printed with soy ink on recyclad paper
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value of the Reserves by as much as $316 million based on our estimate of the
total value of the Reserves. :

o California in the fiscal year 1997 budget, and if that
would need to make offsetting cuts of have some

timated revenues from sale.

If we gave an interest t
reduced scoreable revenue, we
basis for revising upwards our es
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-'NEws RELEASE

California State Teachers Retu'ement System - FOR IMMEDIATE RELEASE

7667 Folsom Boulevard -~ . May 4, 1995
Sacramento CA I95826—26_14_ o | - - ' - NR95-1
Contact:

James Mosman (916) 387-3700 ¢ ]enru.fer Morrill (916) 387-3714 Judith Burns (916) 387-3938

Chief Execuuve Officer : Du'echor Govemmental Affau's Public Informauon Ofﬁcer

‘California State Teachers' Rehrement System - Clinton Admrmstratlon Reach
Accord on Elk Hills Naval Petroleum Reserve ' |

SACRAMENTO, CA... A compensauon arrangement that potentially mpacts many of California's

. half-million public school teachers and retired teachers was announced today by the California
 State Teachers' Retirement System (CalSTRS) The accord between CalSTRS and President

Clinton's Administration provides for approxu'nately $180 million in compensation to CalSTRS

for state schools lands as part of a broader legislative proposal to sell the federal Elk Hills

Naval Petroleum Reserve. The legislation was expected to be presented to Congress today.

The revenue from the proceeds of the sale of the land will be paid over a ten-year period and

used to provide cost-of-hvmg increases to CalSTRS retirees.

The agreement was reached after lengthy negotiations w1th CalSTRS and other Cahfonua state
representatives, the White House, Office of Management and Budget, and the Department of

Energy (DOE).

Accordmg to Jennifer Morrill, CalSTRS Director of Governmental Affairs, resolu’aon ofthe
issue has been the subject of years of lobbying and negotiations.

"Tnmng and a remarkable brpamsan effort by the Cahforma Congressional deleganon has

' been critical to the successful turn of events. It's a win-win situation,” Morrill said. "Although.
the agreement is dependent upon passage of legislation, the Administration's proposal itself is
an important acknowledgment of CalSTRS' claim. Representatives from the State of California
are prepared to work with DOE in the passage of this 1egrslanon, mcludmg a few agreed-upon
refmements . . : :

If approved by Congress, the accord resolves a 78-year long dispute over ownership and
unsettled claims for compensation between federal and state interests. About seven percent of

--more—
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the Elk Hﬂls Naval Petroleum Reserve,. louted about 28 n-ules west of Bakersﬁeld is de51g--

" nated as "schiool lands" under an 1853 Act of Congress, granting properhes to states to provide
revenue sources for public schools. Under the Act or by means of an exemption, the federal
-government retained many designated sections of school lands throughout the country, in-
cluding Elk Hills in Califomnia, to be used for national forests, the military, or because of.
known mineral or oil reserves. In exchange for retention of lands, the federal ‘government is -
requued to compensate the affected state w1th other land or revenue.

The Elk Hills Naval Petroleum Rserve, managed by the Department of Energy was at the
center of a controversy over payment of equitable compensahon to CalSTRS for almost 1,300
oil-rich acres of school lands -

Morrill said that the ongmal mtentmn of the federal law was taken a step further in 1984

" when the California State Legislature passed a law specxfying that school lands revenue be
directed to the State Teachers’ Retirement Fund, to be used for cost-of-living increases for
California public school retired teachers. California presently has almost one-half million
acres in state school lands, generating appronmately five milhon dollars annually for cost-of-
living increases.

_CaISTRS is the nahon s fourth largest pubhc pension. fund with assets of over $49 bﬂhon The
- System administers a retirement plan for more than 500,000 members and benefit recipients.
Members include public school teachers and administrators, kmdergarten through commumty

' '_ college.

For more mformanon contact Ien.nifer Momll, Dn'ector, Govemmental Affan‘s (916) 387-3714 or
" Public Informahon Ofﬁcer, Iudxth Bums (916) 387-3938

LA
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State of California L Department of Justice
' | R 1515 K Street, Sulte §11
R P.O. Box 944255
M emoran d am : Sacramento, CA 94;44-2550
To : Robert Hight Date : April 6, 1995
' Executive Officer .
State Lands Commission Telophone: ATSS ( 8 ) 473-9259
1807 13th Street (916) 323-9259

Sacramento, CA 95814 FACSIMILE (916) 327-2319

from : Daniel L. Siegel

- Deputy Attorney. General

Public Rights, Land Law Section
. Oﬂlce of the A%lorne'y General acramento-

. Subject : ?he State's legal claim to Elk-Hills

You have asked for clarification of the State’s legal claims to
school lands within Naval Petroleum Reserve No. 1 (Elk Hills) in
light of the federal distri¢t court’s decision in State v,
Watkins, No. GV F- 87-665 (EDP) It is our conclusion that should
the Naval Petroleum Reserve be divested by sale or otherwise, the

' State would have a claim to its schaol land entitlement and the
~earlier decision would be no bar to its assertion. The earlier

; decision was based upon a technital ground: the failure to file a
timely lawsuit. The Mmerits were never reached. Divestiture,

- however, would trigger a new claim. A new suit would be timely

"as long as it is filed within 12 years of divestiture,

ANALYSTS

Watkins was based on a de facto breach of what the Supreme Court
has characterized as a "solemn compact," under which the states

. relinquished their claims to the public lands within their border
for a representative portion of thoge lands. Andrus v, Utah, 446
U.s. 500, 507 (1980). Crlifornia's school lands grant consisted
of the 16th and 36th section of each township--a random sample

. calculated to givé the statels scho¢l lands representative of all
the public¢ lands.

In the event that the school.land sections designated were
incluyded within federal resérvations before survey and final
vesting in the State, the State was to have the right to select
other lands "equal in quantity, and as near as may be in
quality." Heydenfelt v. Dangy Gold & Silver Mining Co., 93 U.S.

. 634, 639-40 (1877). This princxple, embodied in statute (43
U.s.C. §§ 851-852, 870-871), is particularly important in light
of the large" federal reservations made for military, national
forest, park, or other purposes
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By far the most valuable -school lands within California were
~included within the Elk Hil}s Naval Petroleum Reserve and thus
denied to the State. ‘Their in¢lusion was not challenged by the
State durlng the years in which Elk Hills was actually operated
as a naval petroleum reserve, In the late nineteen éighties,
however, the Department f Energy, .which by then operated the ,
reserve, reexamlned its functxdns j It found that Elk Hills was
no lénger necessary fpr the nat;onal defense, and that in fact it
was being operated as, a “cash qow“ to produce revenues for the
‘federal treasury. It recommended that Elk Hills be sold or
leased to the private sthOr. The President’s recommended budget
provided for such a dlspOSLtion

Californla treated these, adm;ssions of the executive branch as
'tantamount to revocation of tbe reservatlon The State demanded
recognition of its intergést ‘in’the two school land. sections or,
.absent their direct transfer, the provision of other federal
lands comparable in value. When the federal government dec¢lined
to reoognize the State 8 intereSt, it filed suit.

The federal district court never reached the merits of
Callfornia's title claims. The State’s title interests were not
addressed Rather, the court "fe;uctantly“ concluded that the
lawsuit was stale; it 'wag. barred by the applicable statute of
limitations.  The court ;ndlcated that any underlying title
claifis should have been filed 4t the time the school lands were
included within the reserve: in 1912, and any claims based upon
"the production of oil: shquld have brought when production began
in the 1940’s. §ince. suit vas: flled in 1987, the court held that
it was barred by the Qulet Txtle Act’s 12 year statute of
llmltations _

'This technical holdin would have no effect on an actual
divestiture of Elk ngls, which ‘we understand is now proposed.
Sale or other forms of diVestLture would amount to an actual
revocation of the federal res'rvatmon The school lands within
Elk Hills would no longer bé withdrawn, and thus the State’s
‘¢laim would be revived. We/#o ‘not believe that the Watkinsg
decision would bar such & cia;m.

_ /
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Should divestiture occur, the State‘s claim to the school land
sections would be different in pature than its claim in Watkins.
‘‘There, the State based its claim on jmplied revocation arising
from actions inconsistent with the nature of the reserve. Should
‘an actual transier take place, the State would be able to assert

a claim based on actual termination.

- DANIEL L; SIEGEL
Deputy Attorney General

DLS:mf

cc: James Trout
'~ Jack Rump
Bill Morrison
Jan Stevens
Rick Frank
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DEMOCRATIC CAUCUS-VICE CHAIR O 7228 Mam Sraeer
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April 12, 1995

Hon. Leon Panetta

Chief of Staff -

Executive Office of the President
The White House

1600 Pennsylvania Avenue NW
Washington, D.C. 20500

Dear Leon,

I am writing regarding a proposal currently under
development by the Administration to restructure and then dispose
of the Elk Hills Naval Petroleum Reserve in California.

As you know from your days in Congress, the State of
California and its teachers have a direct interest in the Elk
Hills issue in the form of the State’s claim for compensation for
the two State school land tracts that fall within the Elk Hills
Reserve. The State of California applies the revenues from its
State school lands to assist retired teachers whose pensions have
been seriously eroded by inflation. California teachers are
ineligible for Social Security and often must rely on this State
pension as the principal source of their retirement income.
Accordingly, the 490,000 active and retired teachers who
participate in the California State Teachers’ Retirement System
have a keen interest in receiving fair compensation for these
State school lands in the Elk Hills Reserve.

There has been a decades-long dispute between the State of
California and the Federal Government over rights to these State
school lands that happen to be located in the Elk Hills Reserve.
In a prior lawsuit filed by the State against the Federal
Government asserting that the Reserve status that overrides the
State’s rights in the school lands had been implicitly revoked by
reason of commercial production at the Reserve, the federal
district court ruled against the State on statute of limitation
grounds, holding that the State should have filed its suit
decades earlier. I have been informed that the Office of the
California Attorney General has determined that upon actual
termination of the military reserve status of Elk Hills in order
to sell off, lease, or otherwise transfer the Elk Hills field to
a government-owned corporation, the State could assert a new

THIS STATIONERY PRINTED ON PAPER MACE CF RECYCLED FIBERS



I understand that representatives of the State have met with
John Emerson of your staff and T.J. Glauthier of OMB to brief
them on the Elk Hills issue. '

I would very much appreciate your active support in working
to resolve this very important issye.

Vic Fazio
Member of Congress

L/égf//;;hn Emerson

Deputy Assistant to the President and
Deputy Director for Intergovernmental Affairs
149 0Old Executive Office Building
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October 18, 1995 C /
MEMORANDUM

TO: John Emerson
FROM: David Ifshin, Phil Cavanaugh -

RE: Elk Hills/California

The administration’s proposal to sell the Elk Hills Naval Petroleum Reserve Number One in
California’s Kern County carries a provision that is vitally important to the California education
community and, in particular, the California Teachers Association, one of the largest labor
unions in the state. The legislation calls for the California teachers pension fund to receive 7%
of the proceeds of the sale, estimated to be more than $100 million dollars, in recognition of a
legal claim on the land.

The Elks Hills provision has passed the House and Senate but there are two reasons why this
sale, and its financial benefit to California teachers may not happen.

> The Energy Department is advocating that the sale be delayed beyond FY ‘96 to allow
additional time to value the asset. Experts in the oil and gas field have testified that
these kind of asset sales can easily take place within a 6 to 9 month time frame.

> The Bingaman amendment may derail the sale even if the legislation is passed. The
amendment gives the Energy Secretary authority to call off the sale at any time for any
reason. This will discourage companies from putting in their best, highest bids, resulting
in low-ball bids and the likelihood that the asset will be withdrawn.
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United States Department of the Interior

OFFICE OF THE SECRETARY
Washington. D.C. 20240

OFFICE OF INTERGOVERNMENTAL AFFAIRS
FAX: 202/208-1821 PHONE: 202/208-5336

TO: John Emerson/Sky Gallegos
Office of Intergovernmental Affairs
The White House

FAX: 456-2889
FM: Jay Ziegler
DATE: 4/1/96

MESSAGE: I understand John is meeting with a delegation from STRS and California State
Lands Commission tomorrow. Please note that the Elk Hills 9% return is a huge issue and
John should ask how meeting with DOE went today.

—

Also, there is an issue regarding DOI and California concerns about oil pricing that [ may
need some help on (clip attached).

Please call.

€ /*7“ )
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Siatc Contrallar

Kathleen Conncl

Slere Treagurer
Matthew Fong

Siate Director of Minance
Craig Brown

Chief Executive Officer
James D, Mogman

pursue a prompt resolution of this matter.

Although wh met you through the
telephone press conference call in Which you amounaed the sifg

ing of the Bill and the

benefit to California's retired teachers, we would very: 'rauch [ ujoy the opponunily 1o
meet you personally, [ kaow you have s busy schedule and Would not expect you to
attend the meting in its entivety; however, it would be & piFasure if you could stop
by to formally meet the representatives from California who hive been 50 instrumental
in advaneing this issue in Congress over the years. E B

The participants ffom California who will be me.ndx 13 mé meeting and their
represematives include the following:

James D. Mosman, Chief Execuuve omser Sutc 'ﬂeachcrs Retirement
Systen

Tennifer D. Momill, Dicector of Govemmemal Aﬁ'ax s. State Teachcrs
Retirement System :

Robert C. Bight. Exccutive Officer, Stim: La.hds (.

Dapidl L. Siegel, Deputy Atterney General | ;

Theresa Parker, Deputy Director, Stale Depan:mun'_ of Flnance

John Stanton, reprasenting the Sta:e Tcachcn' Retit 'o.ment System in
‘Washington, D.C.

Elinor Schwartz, representing the Sxate Lands Co
D.C.

jssion

' ', ission in Washington,

O_FFICE OF THE SECRETARY doo2
MAR-28-36 THU 08:38 . FAX NO, DUUUDUDUUDUDDDDDUUUU P, 03/ 14
. @3-27/96 15:84 .y
P DT /
STATE D CALIROANIA / %/ é 7%/ / /]' raTe FILDOﬂ Casromes
== / — P
Lo, , I: L . )
" STATE TEACHEAS AETIREMENT SYSTEM ' ! ;
HOEY ORRICE BOX 13273 ,' 1
SACRAMENTO, CA 95851-027S ; 4]
(916) 229-3760 March 26, 1996 ol
Roard Mcmbers Honorable Haze] OLoary - . 1 l]
Emma Zink, Chair Secretary of Bpergy . 1
. L Department of Energy . i
Kay Davis Porrestal Building 1000 Independence Avenus, SW. ||
Ruh Jde Prida Washington, D.C. 20585 1 'i
Qeorge Fenimore Diear Secretary O'L : . ' - j '
ar ; #i
Reiph Fowir car Seeretary LLeary: 0 |
Gury Lynes I would like 1o thank you again for your a,ssisun ,c in sccuring languags
Michsal Mayer protecting the Siate of California’s intarast in the school laf ds contained within the
' ' Elk Hills Naval Petroleum Reserve. It was cetulnly g grEat day when President
. Chmon signed the Defense Authorization Bill (Bill) i lnto lav,
5x Offido Meomoers : |
Superintendam of A meeting has been scheduled with Kyle Snnpson \ ,'d Rob Task from your
D:;':;:: g""'l:’"" staff for April 1, 1996 at 1:30 to discuss the school lands p ovisions in the Bill and
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Honorable Hazel O'Leary
March 26, 1996
Page 2
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Thank you for your interest in California's retired teachers. Wle look mj-,vml to-the possibility

of mecting you when wo arc in Washinglon nﬁt/a\
: S .

cc. Kyle Simpson
Rob Task -
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Cos Angeles Times.

' Oil Firms Owe
Millions to U.S.,
Report Charges

By ROBERT A. ROSENBI.ATT
TIMES STAFF WRITER

WASHINGTON—OQil companies

owe the federal government as
much as $856 million in royalties
and interest because they under-
valued the price of crude oil pro-
duced in California between 1978
and 1993, according ta a report
released Thursday based on inter-
nal government documents,

California, which uses its oil roy-
alties for education, would reap
$165 million as the state’s share of
the uncollected funds—enough to
educate 35,000 students for a year,
‘by one estimate.

“California’s delinquent oil com-
panies are stealing money from
Galifornia’s schoolchildren,” said
‘Rep. Carolyn Maloney (D-N.Y.),
who has pushed to improve the
collection of debts owed the federal

. _government.

OFFICE OF THE SECRETARY

FRIDAY, MARCH 29, 1996

The report was done by the

Project on Government Oversight,
a self-described watchdog group.

The $856-million figure, an esti-

- mate of potential undercharges

developed by a government task
force investigating the royalty
question, is the biggest estimate to
date in a long-running argument
over whether the oil industry
imposed unfairly low prices for
California crude.

The dispute has a long court his-
tory. In 1991, in their own case

"alleging the similar underpayment
- of royalties, the state of California

and city of Long Beach won a set-

tlement of $320 million from six oil

companies after a 16-year court
battle. .

A year ago, in an earlier phase of
the federal task force investigation,
the Interior Department indicated
potential federal losses of $30 mil-
lion for the years 1990 through
1993.

But some officials participating in

Please see OIL, A9

@004
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Owe the U.S. u

Continued from A1l

the inquiry imnsisted that the federal
government obtain documents
used bv the state of California dur-
ing its royvalty investigation.
sources said Thursday. This addi-
tional information, clating back .33
far as 1975, provided enough detail
about industry pricing practices to
send the estimate of underpay-
ments of royalties ballooning to
more than $800 million.

The essential complaint of the

" government inquiry is that the 6il

companies, which are net buyers of
crude in California, kept the price
artificially low. This reduced what
they would pay for oil at the
wellhead—and thus what they
would pay in royalties to the fed-
eral and state governments,

Maloney said the Interior

Department memorandum indi- .

cates that the money is owed by 10

supposed to issue itg report in April.
said Mary Helen Thompson. a
spokeswoman for the Interior
Department. The report released
Thursday by the watchdog group
was based on documents it obtained
(rotn the task force.

Rep. Steve Horn (R-Long
Beach), whose district i3 a major
source of oil royalties from offshore
production, is glad that Maloney
and the watchdog organization
“brought this issue to his atten-
tion,” said Russell George, staff
director of Horn's subcommittee on
government management and
information. The subcommittee
will “take a closer lock at the
issue,” George said.

Ho’r'n has sponsored a biil to
allow the federal government
to collect past-due money from
delinquent payers. The bill would
authorize the government to sub-
tract the overdue debts from any
government funds being paid to the
. delinquent parties. This would
- mean, for example, that if a decision
- is made to collect the money from
the oil companies, it would be deb-
ited against any government

OFFICE OF THE SECRETARY

- OIL: Report Charges Ol Firms
p to $856 Million

- The state's proposed share of the money would pay for
a year's educatlon for all the chiidren In a mid-size city
or the salarles of 4,100 teachers, according to Danlelle
Brian of the Project on Government Oversight. “Why Is

the Department. of the Interlor more comfortable
running a corporate welfare program for the oli Industry
than doing its Job and collecting what Is due to the
_ Amerlcan people?” the organization asked.

companies: Texaco, Shell, Arco,
Mobil. Chevron. Exxon. Unocal,
Phillips. Santa Fe and Oryx

The American Petroleum Insti-
tute, which represents the oil
industry, said its officlals had not
yet seen the report issued by
Maloney’s office and would not

contracts they have.

The state’s proposed share of the
money would pay for a year's edu-
cation for all the children in a mid-
size city or the salaries of 4,100
teachers, said Danielle Brian. exec-

. utive director of the Project on
Government Oversight. The orga-
nization describes itself as a non-
partisan watchdog involved in
exposing governmenl mismanage-
ment and waste.

- “Why is the Department of the
Interior more comfortable running
a corporate welfare program for the

" oil industry than doing its job-and

have any immediate comment.
Spokespersons for Los Angeles-
based Arco and Unocal said Thurs-
day that they were unaware of the
repert and could not comment.

The federal task force, including

.officials from the Interior, Energy

and Commerce departments, is

unpaid royalties and accrued.
interest for the period between-
1978 and 1993, the Interior.
Department document said.

collecting what is due to the Amer-

ican people?” the organization

asked in its report, which included -
draft memorandums from the Inte- .

rior Department.

One document said there are
“many possible permutations” for
calculating the oil royalty under-
payments in California. The 10
companies involved account for
90% of the royalty oil produced in
California. the document noted. -

Using market prices for Alaska
North Slope oil delivered to Los
Angeles as a benchmark would
yield a figure of $856 million for
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OPENING STATEMENT OF JAMES D. MOSMAN,
CHIEF EXECUTIVE OFFICER OF CALIFORNIA STATE TEACHERS’
RETIREMENT SYSTEM REGARDING ELK HILLS COMPENSATION

I am pleased to be here today to meet with representatives of
Secretary O’Leary to finalize our agreement with the Secretary and the
Administration on Elk Hills compensation.

At our joint press conference on February 10, Secretary O’Leary stated:
“The most important part of this legislation to a very significant population, that is
our teachers in the State of California, is that 9% of the net of the sales price will go
to the Teachers’ Retirement Fund in what has been a very longstanding dispute
between the Federal Government and the State of California.***And finally, really
great for the half million retired and working teachers in California because they
will get 9% of the net sale of the Elk Hills Reserve.”

Secretary O’Leary concluded: “From the Clinton Administration’s
perspective. . .signing this bill, and ensuring that this section of the bill stayed in
and was passed with lots of help from the California delegation, simply puts down
our marker about education and its value, the benefit to the nation and to
California from its teachers, and to recognize our obligation as a nation simply to
live up to our commitments, and this especially true for teachers who will provide
the education base for our youngsters to make them competitive in the 21st
Century. We did it because it was the right thing to do.”

We are here today, as the Secretary said in her closing remarks,
to “work out the details”. I am pleased to present our proposed outline of a
final agreement on compensation. We believe that it fairly implements the
principles articulated by the Secretary at our joint press conference, while at
the same time accommodating the federal budget constraints.

We look forward to working with you in a cooperative spirit to finalize

this agreement.
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. STATE OF CALIFORNIA %

4/1/96
IMPLEMENTATION OF AGREEMENT
ON ELK HILLS SCHOOL LANDS COMPENSATION

Payment to State of California for its Teachers’ Retirement Fund:

* 9% of net proceeds from sale

* 5 equal annual payments beginning in fiscal year 1999
V-@WW Appropriation:

%/./'

* Administration shall submit as part of its annual budget message a
) M request for an appropriation for each year of the pay-out schedule (and
W for any additional years necessary to secure appropriation of the full
M compensation)

Administration to use best efforts to seek enactment of each required
appropriation, together with active legislative efforts of

!
1 m/ﬁ/ﬁ}@@ / representatives of State

o) __California’s Claims to Elk Hills School Lands:

[}\{ M \K Abated during receipt of payments

W m ‘}'S * Extinguished upon receipt of last payment

|

(X(ﬂj Right to sue to enforce payment if appropriated but not paid

. Statute of Limitations:

x ©  Tolled from execution of agreement until receipt of last payment.
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DRAFT SETTLEMENT AGREEMENT
(3/28/96 Draft)

This Settlement Agreement is entered into by and berween the United States of
America (by and through the Secretary of Energy) and the State of California (by and
through the California State Lands Commission and the California State Teachers’ Retirement
System), as follows:

ARTICLE 1
Definitions

1.1  AGREEMENT shall mean this settlement agreement.

1.2 STATE shall mean the State of California, by and through the
California State Lands Commission and the California State Teachers’ Retirement System.

1.3 SECRETARY shall mean the Secretary of the Department of Energy.

1.4  UNITED STATES shall mean the United States of America, by and
through the SECRETARY.

1.5 PARTIES shall mean the UNITED STATES and the STATE.

1.6 FEDERAL ELK HILLS INTERESTS shall mean all right, title, and
mterest of the United States in and to all lands owned or controlled by the United States
inside Naval Petroleum Reserve Numbered 1. (Naval Petroleum Reserve Numbered 1 is
commonly referred to as the Elk Hills Unit, is located in Kern County, California, and was
established by Executive Order of the President, dated September 2, 1912.)

1.7 ELK HILLS SCHOOL LANDS shall mean sections 16 and 36 of

township 30 south, range 23 east, Mount Diablo Principal Meridian, California, which are
located in the ELK HILLS RESERVE.

1.8  DEFENSE AUTHORIZATION ACT shall mean the National Defense
Authorization Act for Fiscal Year 1996 (Pub. L. No. 104-106, 110 Stat. 186).
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ARTICLE 2
Recitals

2.1 WHEREAS, on February 10, 1996, the President of the United States
signed the DEFENSE AUTHORIZATION ACT, which directs that the FEDERAL ELK
HILLS INTERESTS be sold;

2.2 WHEREAS, the DEFENSE AUTHORIZATION ACT requires that, after
deducting costs incurred to conduct such sale of the FEDERAL ELK HILLS INTERESTS,
nine percent of the proceeds from such sale shall be reserved in a contingent fund for the
resolution of the claims of the STATE with respect to the ELK HILLS SCHOOL LANDS,
and said ACT further requires the SECRETARY to offer to settle all such claims of the
STATE by means of a settlement payment from the contingent fund in an amount equal to
the fair value for the STATE'S claims, including the mineral estate:

2.3 WHEREAS, the STATE claims that under its Enabling Act (Act of
March 3, 1853, 10 Stat. at L., 244), enacted in connection with the STATES entrance into
the Union of the United States, and the jones Act (43 U.S.C. § 870), the ELK HILLS

SCHOOL LANDS vest in the STATE upon sale of the FEDERAL ELK HILLS
INTERESTS;

2.4 WHEREAS, the ELK HILLS SCHOOL LANDS account for nine percent
of the mineral revenues from the FEDERAL ELK HILLS INTERESTS:

2.5 WHEREAS, the PARTIES wish to resolve any and all claims of the
STATE, including any and all claims of the State Lands Commission and of the State
Teachers’ Retirement System, against the UNITED STATES with respect to the ELK HILLS
SCHOOL LLANDS, and production or proceeds of sale from the FEDERAIL ELK HILLS
INTERESTS; .

2.6 WHEREAS, the PARTIES wish to avoid the expensive and complex
litigation that would have otherwise ensued absent this AGREEMENT;

NOW THEREFORE, in consideration of the mutual promises of the PARTIES and the
mutual benefits arising therefrom, the PARTIES agree as follows:

ARTICLE 3
Settlement

3.1 After deducting the ccsts incurred in the conduct of the sale of the
FEDERAL ELK HILLS INTERESTS under section 3412 of the DEFENSE
AUTHORIZATION ACT. the UNITED STATES shall pay to the STATE for
the State Teachers’ Retirement System’s Teachers’ Retitement Fund of the STATE., nine
percent of the remaining proceeds from the sale of the FEDERAL ELK HILLS
INTERESTS. Payment of such nine percent share shall be in five equal annual installments

in each of the fiscal years 1999 through 2003 and shall be made not later than the 60th day
of each such fiscal year. '
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ARTICLE 4
Appropriation

4.1  The PARTIES recognize that the enactment into law of annual
appropriations will be required before the payments specified in ARTICLE 3 (Settlement)
may be made. The SECRETARY shall cause to be included in the Budget of the United
States Government as transmitted by the President of the United States to the Congress a
request for an appropriation for and in the amount of each of the payments specified in
ARTICLE 3. Each such appropriations request shall be submitted to Congress as part of the
Budget for the fiscal year in which the payment is due as specified in ARTICLE 3 (and if
necessary, anmually thereafter until the requisite appropriation for such payment has been
enacted into law.) The PARTIES agree to use their best efforts to actively seek, and to
assist each other in seeking, the enactment into law of requisite appropriations.

ARTICLE 5
Release of Claims

5.1  Any claims which the STATE has against the UNITED STATES with
respect to the FEDERAL ELK HILLS INTERESTS, including claims regarding the ELK
HILLS SCHOOL LANDS, or production or proceeds of sale from the FEDERAL ELK
HILLS INTERESTS., shall be:

a. abated during such time as the STATE is receiving the payments specified in
ARTICLE 3 (Settlement}, above, and

b. extinguished in full upon the receipt by the STATE of the final payment specified
in ARTICLE 3 (Settlement).

5.2 If the UNITED STATES fails to make any of the payments specified in
ARTICLE 3 (Settlement) even though an appropriation has been enacted into law for that
payment, the STATE shall have the right to seek and obtain that payment through an action
filed in the United States Court of Federal Claims.

ARTICLE 6
Tolling of Statute of Limitations

6.1  During the period beginning with the date that this AGREEMENT is
executed and ending upon the date that the STATE receives the last payment specified in
ARTICLE 3 (Settlement), above, the limitation periods under any statutes of limitations
applicable to claims which the STATE has against the UNITED STATES with respect to the
FEDERAL ELK HILLS INTERESTS, including claims regarding the ELK HILLS SCHOOL
LANDS, or production or proceeds of sale from the FEDERAL ELK HILLS INTERESTS,
shall be tolled; provided, however, that nothing in this ARTICLE shall be construed as
affecting during the period prior to the date of execution of this AGREEMENT any

limitations period under any statute of limitations applicable to actions in respect of the rights
of the STATE.
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ARTICLE 7
Miscellaneous Provisions

7.1 Effectiveness of AGREEMENT

This AGREEMENT shall be effective upon the execution of this
AGREEMENT by all PARTIES.

7.2  Gender
As used herein, whenever the context so requires, the neuter gender includes
the masculine and the feminine, and the singular includes the plural and vice versa. Defined

terms are to have their defined meaning regardless of the grammatical form, number or tense
of such terms.

7.3  Headings

The title headings of the respective articles and sections of this AGREEMENT
are inserted for convenience only, and shall not be deemed to be part of this AGREEMENT
or considered in construing this AGREEMENT.

7.4  Amendments
All amendments and supplements to this AGREEMENT must be in writing
and executed by each of the PARTIES or their successors in interest. However, such

execution may be in counterparts and, when so executed, shall be deemed to constitute one
document.

7.5  Execution

This AGREEMENT may be signed in any number of counterparts and each
signed counterpart shall have the same force and effect as an original and as if all of the
PARTIES to the aggregate counterparts had signed the same instrument.

7.6  Authorization
Each person signing this AGREEMENT or any other documents pursuant to
this AGREEMENT as an agent or on behalf of any of the PARTIES warrants that he or she

is authorized by the respective party to execute and deliver this AGREEMENT and that this
AGREEMENT will become binding on that party.

7.7  Successor and Assigns

The AGREEMENT is entered into for the benefit of the PARTIES hereto and
shall be for the benefit of, and be binding upon, the PARTIES hereto, their successors and
assigns, except that this AGREEMENT shall not apply to any purchaser of any portion of the
FEDERAL ELK HILLS INTERESTS.
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7.8 Final AGREEMENT

This AGREEMENT contains the entire AGREEMENT and understanding
concerning the subject matter between the PARTIES to this AGREEMENT and supersedes
and replaces all prior negotiations and proposed agreements between the parties, written and
oral. Each of the PARTIES hereto acknowledges that no other party, or the agents or
attorneys of apy other party, has made any promise, representation, or warranty whatsoever,
express or implied, not contaiued herein to induce the execution of this AGREEMENT, and
acknowledges that this AGREEMENT has not been executed in reliance upon a promise,
representation, or warranty whatsoever, express Or implied, not contained herein to induce
the execution of this AGREEMENT.

IN WITNESS WHEREOF, the parties have executed this AGREEMENT as of
the day and year last written below.

DATED: HAZEL O’LEARY, SECRETARY, UNITED
STATES DEPARTMENT OF ENERGY

By:
Hazel O’Leary
DATED: CALIFORNIA STATE LANDS COMMISSION
By:
Robert C. Hight
Executive Officer
DATED: CALIFORNIA STATE TEACHERS’

RETIREMENT SYSTEM

By:

James D. Mosman
Chief Executive Officer

99-98°'d 61LZ LZE 916 31450 WHEIN3IT ASNMOLLE 32:87 9661-8C-ddi



STATE OF CALIIORNIA

PITTE WILSON, Gonerner

CALIFORNIA STATE
LANDS COMMISSION

GRAY DAVIS, Lieutenant Governor
KATHLEEN CONNELL, Controller
BUSHHUL/SIRMWINAD, Director of Finance
CRAIG L. BROWN

May 31, 1996

Mr. John Emerson
Deputy Assistant to the President &

Deputy Director for Intergovernmental Affairs
106 Old Executive Office Building
Washington, DC 20500

Dear Mr. Emerson:

EXECUTIVE OFFICE
100 Howe Avenue, Suite 100-South
Sacramento, CA 95825-8202

ROBERT C. HIGHT, Exccutive Officer

(916) 574-1800 Fax (916) 574-1810
Califurniv Relay Service from 'TDD Phone 1-800-735-2922
from Voice Phone 1-800-735-2929

It was a pleasure to meet you and to begin the settlement process on
California’s School Land claim in the Elk Hills field. We appreciate your
commitment to resolve this issue and look forward to working with you on
finalizing the settlement in the near future. | know that T.J. Glauthier, Gary
Bennethum and Lori Krauss have also worked hard to get to this point.

As promised, enclosed is an evaluation of the history of this issue produced
by Dexter Yen, one of the Petroleum Reservoir Engineers on our staff. Yen
concludes that there is a strong argument in favor of our claim to 9% of the
Department of Energy’s portion of the proceeds from the sale. Since we did not
share at all in the first $16 billion of production from the field, it would seem that
even a small variation in the equity share would be overwhelmed by this

consideration.

We remain ready to provide any information on the California oil market or

our bidding process that may be of assistance.

Very truly yours,

T\ Qe
ROBERT C. HIGHT
Executive Officer

Enclosure



State of California

MEMORANDUM

State Lands Commission

TO: Marina Voskanian April 29, 1996
Chief Reservoir Engineer

File: W40351
FROM: Dexter L. Yuen ,L)ﬁdfu L Yuwrmr——

Petroleum Reservoir Engineer
SUBJECT: School Lands Share of Elk Hills Sales

As you know, the Act authorizing the sale of the Elk Hills Naval Petroleum Reserve provides that
“up to 9%" of the DOE's net proceeds go to the State Teachers Retirement System. The 9%

share is well-supported by work done by the DOE and Chevron. The following points should be
noted:

. Though the “9%” figure is a negotiated number, it is solidly rooted in the Elk Hills Unit
Contract. This is the contract between Chevron and the DOE that specifies how the Unit
is operated and shared.

. The changes to the Shallow Zone equity shares that were recently recommended by an
independent arbitrator reinforce our claim to a 9% share.

. It is unlikely that any future changes in the School Land's share would be significant.

9% Share Consistent with Current Unit Contract

The Unit Contract specifies the equity share of each section in the Unit, including the two School
Land sections. These equity shares have been revised periodically since the Unit was formed in
1942. Using the Unit Contract figures currently in effect for the Stevens and Shallow Oil Zones

. (which constitute almost all of the Unit's value'), we find that the School Land sections make up
9.2% of the DOE’s share of the Unit. This is illustrated on the table below.

School Lands Volumes Total DOE Total Field

(Sections 16R & 36R) - ac-ft | Volumes - ac-ft Volumes - ac-ft

Stevens Zone 123,182 1,155,593 1,456,536

Shallow Qil Zone 6,503 253,544 362,144

Total 129,685 1,409,137 1,818,680
School Lands Equity as a % of DOE’s share: 129,685/ 1,409,137 = 9.2%

! The Stevens and Shallow Oil Zones account for about 95% of the Unit's value. The remaining 5% comes
from the Dry Gas and Carneros Zones. School Lands has a 14.9% share of the total Dry Gas Zone, this equates to )
17.7% of the DOE's share of that zone. The Dry Gas Zone constitutes about 3% of the Unit's value. School Lands has
no share of the Carneros Zone, which is a gas condensate reservoir that constitutes about 2% of the Unit's value.



Proposed Changes to Unit Contract Increase School Lands Share Slightly

Last year, Chevron suggested hiring an independent arbitrator to help resolve the dispute they
were having with the DOE over the Shallow Oil Zone equity figures. The DOE recommended
using Mr. James Dietrich, a consulting petroleum engineer. Chevron agreed, and Mr. Dietrich
was hired by the Unit to conduct an independent evaluation. He completed his study in
November and proposed changes that would lower the DOE’s overall share of the Shallow Oil
Zone. His recommendations have not yet been accepted by the DOE. Mr. Dietrich’s proposed
changes would also increase the School Lands share slightly, strengthening our claim to 9% of
the DOE’s net proceeds. His proposed revised figures are shown below.

School Lands Volumes Total DOE Total Field

(Sections 16R & 36R) - ac-ft | Volumes - ac-ft Volumes - ac-ft

Stevens Zone 123,182 1,155,593 | 1,456,536

Shallow Qil Zone 8,485 211,124 320,962
based on

Dietrich’s values

Total 131,667 1,366,717 1,777,498

School Lands Equity as a % of DOE’s share: 131,667 /1,366,717 = 9.6%

School Lands Share Unlikely to be Significantly Impacted by Future Changes to Unit Contract

To prepare for the sale, the DOE and Chevron have been directed by Congress to finalize all
equity figures by October 1996. As with the Shallow Zone, revisions will probably be considered
for the Stevens Zone equities. But there are good reasons to expect the revisions, if any, to be
small:

. The Shallow Zone equity shares had not been revised since 1957, but the Stevens Zone
shares were last revised in 1980. Since a much shorter time has passed (16 years vs. 38

years), the Stevens Zone shares should require less adjustment than the Shallow Zone
shares.

. Chevron has advised that no new extensions to the Stevens Zone have been found since
1980. Thus, the areal extent is essentially unchanged from the time the Stevens equity
shares were last revised. This suggests that the equity shares should not significantly
change.

cc: Bob Hight
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STATE OF CALIFORNIA PETE WILSON, Governer
e ——
:r--

WA L Y
£.0. BOX 15275.C
SACRAMENTO, CA 95851

| Mﬁ‘/ﬁ” el
June 27, 1996 f;// {\k;} (\/, .
John B. Emerson \ C%L}/K\/\XO / LU

Deputy Assistant to the President

and Deputy Director for Intergovernmental Affairs
Executive Office of the President
Old Executive Office Building, Room 148
17th Street and Pennsylvania Avenue NW
Washington, DC 20500

Re: State o liforni hers — ills Com ion

Dear Mr. Emerson:

On behalf of the 500,000 active and retired teacher members of the
California State Teachers’ Retirement System (CalSTRS), I am writing to express
our concern that the Administration is not proceeding with due dispatch to finalize
the settlement agreement with the State that is necessary to implement the
commitment made by Secretary of Energy O'Leary on February 10 that the State
and its teachers would receive 9 percent of the net proceeds of sale from the Elk
Hills Naval Petroleum Reserve as compensation for the State’s longstanding claim.

In announcing the President’s signing of the FY 1996 Defense
Authorization legislation containing the Elk Hills sale and compensation
provision at a joint press conference with the State on February 10, Secretary
O’Leary -- the Administrative representative directed by the legislation to settle
the State's claim -- stated: “The mostimportant part of this legislation to a very
significant population, that is our teachers in the State of California, is that 9% of
the net of the sales price will go to the Teachers’ Retirement Fund in what has
been a very longstanding dispute between the Federal Government and the State
of California.* * *And finally, really great for the half million retired and working
teachers in California because they will get 9% of the net sale of the Elk Hills
Reserve.” (Copy of complete transcript of February 10, 1996 Press Conference
attached for reference.)

\\\DC - 58243/14 - 0307618.01



JUN 27 'S8 ©2:54PM H & H DC #15 P.

W

John B. Emerson
June 27, 1996
Page 2

Secretary O’'Leary concluded on behalf of the Administration: “From
the Clinton Administration’s perspective. . . signing this bill, and ensuring that
this section of the bill stayed in and was passed with lots of help from the
California delegation, simply puts down our marker about education and its value,
the benefit to the nation and to California from its teachers, and to recognize our
obligation as a nation simply to live up to our commitments, and this is especially
true for teachers who will provide the education base for our youngsters to make
them competitive in the 21st Century. We did it because it was the right thing to
do.”

As you will recall from our April 2 meeting with you, we met with
Secretary O'Leary’s representatives on April 1 to finalize this agreement with the
Administration as articulated by Secretary O'Leary, who had been directed by the
statute to settle the State’s claim. At that time, we presented the Secretary’s
representatives with what we regard as a very fair draft settlement agreement
under which the State would agree to accept its 9 percent share of the net sales
proceeds over an extended period of five years not beginning until fiscal year 1999.
Implementation of this settlement with the State is relatively simple and does not
involve complex legal issues. We believe it is very much in the Administration’s
interest of maximizing value for the federal taxpayers to remove the cloud of the
State’s claim in advance of the sale. :

In the intervening three months, we have received no substantive
response to the State’s proposal to finalize its agreement with the Administration.
The Elk Hills compensation issue continues to have high visibility among our
500,000 active and retired teachers. My staff receives calls almost daily from
around the State asking about the status of the Administration’s settlement with
the State and its teachers. The California State legislature is in the process of
adopting the enclosed joint resolution urging the Administration to expeditiously
resolve the State's claim. Our membership is growing restive at the apparent lack
of resolve on the part of the Administration to follow through on the public
commitment made by the Secretary of Energy.

We understand that the President will be speaking before the
California Teachers Association, the State’s largest teacher employee group
during their meeting August 4-9 in Los Angeles. In light of the clear public
commitment made by the Secretary almost five months ago, the teachers are
expecting an announcement from the President that the Elk Hills compensation
issue has been settled. '
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John B. Emerson
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We continue to believe that a prompt settlement of the State’s claim
will provide the Administration with an opportunity to visibly demonstrate its
commitment to provide fair Elk Hills compensation to the 500,000 active and
retired teachers in California.

We very much appreciate the help you provided us during our
legislative effort and would welcome your active assistance in promptly finalizing
the settlement of the State’s claim.

)

Jamhes D. Mosman
CHiief Executive Officer

cc (w/att.): Jennifer Palmieri
Special Assistant to
the Chief of Staff
to the President
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MINUTES FROM
‘TELEPHONE PRESS CONFERENCE CALL
_REGARDING
- NATIONAL DEFENSE AUTHORIZATION ACT FOR FY 96 PROVISION
COMPENSATING STATE OF CALIFORNIA TEACHERS' CLAIM TO
-ELX HILLS NAVAL PETROLEUM RESERVE
SATURDAY, FEBRUARY 10, 1996
11 am.

Hazel R. O'Leary, Secretary, U.S. Department of Energy

Jim Mosman, Chief Executive Officer, California State Teachers' Retirement
Jennifer Morrill, Director, Governmental Affairs, California State Teachers' Retirement
Dave Walrath, spokesperson for Califormia Retired Teachers' Assaciation
Robert Hight, Executive Director, California State Lands Commission

Kyle Simpson, Attorney for U.S. Department of Energy

Dan Siegel, California Attomey General's Office

Carmen McDugal, Press Secretary

Senali Paul, Rueters News Agency

David Bird, Dow Jones News Service

Rhonda Rundle, Biotechnology

Dorcy Griffith, Sacramento Bee

John Bolero, Press Reporter

Morrill: Thank you for the explanation Bill, this is Jennifer from the Teachers'
Retirement System and we have all of the parties in California ready.

O'Leary: Hello...
Mc¢Dugal: Secretary O'Leary.
O'Leary: Yes, Hi, how are you doing?

McDugal: Hi. Good, this is Carmen McDugal from Department of Energy, the secretary
is on the line and I understand the California Teacher's folks are on the line.

O'Leary: Terrific. why don't we introduce each other, I'm Hazel O'Leary.

McDugal: Mr. Mosman are you on?
Mosman: Yes, I'm here. Jim Mosman, I'm the Executive Officer for the State Teachers'

Retirement System, and we have a number of California people here, I'd like
them to introduce themselves.

Page |
2/20/96
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O'Leary:

Walrath:

O'Leary:
Hight:
O'Leary:
Hight:
Siegel:
O'Leary:

Mornl!:

O'Leary:

McDugal:

Bird:

McDugal:

O'Leary‘:

Super, thank you.

Secretary O'Leary. My name is Dave Walrath, I'm representing the California
Retired Teachers' Association.

Wonderful.

Robert Hight, ,the Executive Officer of the California State Lands' Commission.
Hello, how are you?

Good.

Dan Siegel, with the California Attorney General's Office.

Great. Hello.

Hi. I'm Jennifer Morrill, the Director of Governmenta! Affairs for the Teachers'
Retirement System, it is nice to meet you. .
It's nice 1o meet you too, Jennifer. Is that it for the California folks? O.K.
Carmen, how do you want to manage us?

What I'd like to do is start off with a roll call of reporters who are on the line,
and then the secretary will have a few words, followed by Mr. Mosman and
Mr. Walrath, and then we will go to Q & A from the media If the reporters
could just identify themselves and their news organization before they ask the
question, we'd appreciate it. So roll call first and anybody can start, we'll just
talk until folks are done. Are there media folks on the line?

Yes, I'm here. David Bird from Dow Jones.

Anyone else? O.K. David, you'll perhaps be joined by others. Sécretary
O'Leary, do you want to start?

Yes, I will indeed. If you have been watching the wires on the early moming
news out on the West Coast, you know that today the President signed into the
Jaw the Defense Authorization Act. The piece of it that has a real California
connection, of course, is that provision within the Act which authorizes the sale
of the Naval Perroleum Reserves at Elk Hills in California. If I was looking
for a sound bite. I think I would say that back in 1995, when President Clinton
submitted his budger, he put down the mark then to indicate that the era of big

Page 2
2/20/96
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McDugal:

Mosman:

~government is over, and especially in the case of Elk Hills, is that so

compelling. Quite frankly, the government is not the best producer of
petroleum, not because the people who work for the government don't do a
great job, but quite frankly, because the rules and the laws set by the Congress
don't permit the government to manage that Reserve as one would in the
private sector. This is good news for Californians generally, because it adds
back to the tax base some 20 million dollars in taxes once this property is
privatized, at both the local level for schools, and of course the State taxes.
More especially, there is an interest on behalf of the teachers of California,
those now working and those retired. 1 am not going to go into great detail on
the California School Lands because I know that my colleague in California
will do that. But suffice it to say, the President's bill, when it went forward
last year, had some langusage in it trying finally, after many decades, I think
eight, to settie: what was clearly the right of California teachers to have
payment into their retirement funds coming from-the sale of Elk Hills. So, .
good news all around. Gaod for the American tax payer because you will get 2
much more productive resource once it is privatized. Good for Californi
taxpayers because 20 million dollars in taxes per year will flow into Californif
And finally, reatly great for the half miilion retired and working teachers in ?
Californis because they will get 9% of the net sale of the Elk Hills Reserve.

Thank you. Mr. Mosman.

Thank you, I am Jim Mosman again, Executive Officer of the Teachers'
Retirement System and it really is an exciting day for us. One that we have
been looking forward to for many years. On behalf of our membership, nearly
500,000 active and retired teachers in California, I want to laud the President
for signing into law today legislation that mandates fair compensation for a
longsmndmg claim of the State, California, and its teachers to the school lands
located in what is now the Elk Hills Naval Petroleum Reserve. The Legislation
resolves a decades-long dispute between the State and the Federal Government.
The Srate of California currently applies revenues from its school lands to
assist retired teachers whose pensions have been most seriously eroded by
inflation. The State was granted tracts in Elk Hills along with other school
lands located throughout California by the Federal Government at the time
California joined the Union in 1853, as a condition of joining the Union.
However, because of this dispute dating back more than 80 years between the
State and the Federal Government over rights to these school lands that happen
to be locared in the Elk Hills Reserve, the State has been unable to derive any
revenues from these Elk Hills tracts. We're pleased that at long last this
dispute can draw 10 a close, and the State and its teachers can now receive fait
compensation for their longstanding claim. I'm going to call particular
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McDugal:

Walrath:

McDugal:

Walrath:

McDugal:

Griffith:

McDugal:

Bolero:

Griffith:

artention to the leadership of Congressman Bill Thomas from Bakersfield who
really spearheaded this legislative effort in the Congress to ensure fair
compensation, and I would also like to thank, in particular, Congressman Ron
Deltums from QOakland and Congressman Vic Fazio from here in Sacramento
for their very strong and active support on the Elk Hills issue. We look
forward to finalizing our Agreement with the Administration and Secretary
O’Leary in the next few months to ensure that the State and its teachers receive
fair compensation for the Elk Hills claim that Congress directed when it
enacted the defense authorization legislation signed into law by the President.
Thank you and we would certainly be glad to answer any questions you might
have regarding our participation in this effort.

Great. Does Mr. Walrath need to séy anything or should we go 1o Q & A?
I would like to make a brief comment.
Great.

Also a thanks to Secretary O'Leary and the President for their leadership in this
effort, along with Congressmen, and in particular a Congressman who is no
longer in the Congress, who retired, Bob Largomarsino, who had raised this
issue for a number of years. Core retired teachers and soon to be retired
teachers. This is the most important effort we have had and we thank you
because it means so much 1o those who have lost the value of their pension.
The money will go to those who need to meet escalating health care costs, who
have not had the ability to meet those costs. This is very important to us and
we thank you and we hope that we can reach the final agreements on the
process of the allocation of the funds once the sale is completed and we hope
that we can reach those final agreements within the next few months. Thank
you very much for your support, we look forward to continue working with
you.

Thank you. Does anybody have any questions? Questions from the media?
I just called in. Have we missed statements?
Yes.

This is John Bolero, Secretary O'Leary might want to recap her opening
remarks for those who have just joined us.

I'm sorry. I just got on.
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McDugal: |

O'Leary:
Griffith:

O'Leary:

Griffith:

O'Leary:

Griffith;

O'Leary:

Griffith:

O'Leary:

Secretary OLeary...
Yes, how are you? That happens to me all of the time, not to worry.
1 got caught behind 8 funeral motorcade in Sacramento. Sorry about that.

O.K. I understand. We will do it quickly and maybe everyone will benefit. I
began quite simply by addressing the obvious which was that the President did
sign the Defense Authorization Act this moming. It contains a provision
authorizing the sale of Naval Petroleum Reserves at Elk Hills and, in my view,
back in 1995 when President Clinton submitted the budget to the Congress, he
then threw down the gauntier indicating that the era of big government was
over. The sale of this resource which has been in the hands of the Federal
Government now since 1912, clearly cannot reach its full potential within the
hands of the government.

Why is that?

Not because government workers are not great, but it is simply because the
way the Congress has passed the laws and then the government has established
the regulations to interpret those laws, we are not allowed to run this property
as one would in the private sector. Putting money back to6 improve production
and improve the productability of the wells, the money simply goes into the
treasury. So, it has not been managed as one would in a prudent business.
Giving this back to the private sector, not giving it, but opening it up for sale,
has many benefits. First of all, the money can be reinvested in the reserves so
that it might produce more efficiently, meaning cheaply, and of course, it has a
potential then to produce more. More importantly, they'll be returned to the
American public, one with a value of the sale, which some of us think is about
2.6 billion dollars, but esginiates have come in from ] to 4 billion dollars.
There is a process to narrow that down on a good due diligence examination.

That is a pretty big difference.

It is indeed. But for the citizens in Califomnia, it means an annual tax income
to them of 20 million dollars spreading both through State taxes and to local
and county levels.

And what can that money be used for?

Well, you know. some of it will go to the State, some of it will go to counties
and cities. As ] understand it, some of it will go to schools. The most
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Griffith:

O'Leary:

Mosman:

Griffith:

Mosman:

Griffith:

Mosman:

Griffith:

O'Leary:

impoRantpag:of this legislation is to a very significant population, that is our
teachess,intha Siate of Califonia. .It is.that 9% of the net.of the sale price
wilt go to:the Teachers' Ratirement Fund in what has been a very longstanding
dispute between the Federal Government and the State of Califomnia Long
overdue. ‘So-what we are doing here is & benefit to-the American public
generally, benefit to California taxpayers, and finally according to retired and
now working teachers in California, funds that should have been made
available to them but for this dispute between the Federal Government and the
State of California;

Can you describe a little bit more in detail the dispute?

I think it might be more appropriate for my colleague, James Mosman who is
the CEO of the California Teachers' Retirement System to go through that
dispute, and I know that he is there in California.

Thank you Secretary O'Leary. Yes, this is really a long standing dispute that
we have had with the Federal Government going back many years. There has
been a number of occasions in the past where we have thought that we had |
agreement with the Federal Govemment only to find out that one thing or
another didn't work out. Just to kind of sum it up, the State was granted tracts
in Elk Hills along with other school lands way back in the mid-1800's and at a
point in the early part of this century the Federal Government took a couple of
tracts in what is called Elk Hills Reserves and made them Federal Naval
Petroleum Reserve and essentially said that because of that the State was no
longer entitled to revenues from those particular tracts.

Had the Srate been getting revenues from those?

No. That was kind of a moot issue until oil was discovered in the early 1900's. .
There were no benefits coming from the land?

Yes. We currelntly own some 350,000 other acres of land in California in the
school lands program, but these particular lands just happen to be the most
valuable because of the petroleum rights.

When was the petroleum discovered.

Well, the petroleum was discovered just before 1912 when the Naval Petroleum

Reserve was created and that was at the ume when: (1) we knew that we
could use the diesel to power our Navy; (2) and it was felt by those, then in
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Griffith:

O'Leary:

Mosman:

Griffith:

O'Leary:

Gniffith:

O'Leary:

Mosman:

Gniffith:

Mosman:

Griffith:

Congress, that there needeg to bela' certain and available supply discreetly for
the Nawvy, so as to protect our National Defense.”

O.K. And when did that end...

With the passing of that legislation which the President signed today, and long
overdue. This is something that has been discussed now for the past ten years.

This dispute actually started in about the mid-1970's when the Federal
Government started putting the petroleum on the open market and wasn't
dedicating it to the petroleum reserve and at that point in time, we thought that
the original rationale for not providing State revenues pretty much had ended
and then we started 1o assert our rights.

1 am confused about the tgacher connection here.

I think I can help and not because I am so knowledgeable, but because I was
up very early this morning and read everything.

And I haven't done that yet.

What I understand is that as an inducement to bring western states into the
Union, the United States often ceded back to State Government land that was
already under Federal claim. And this was the case with California as it is
with other states. Other inducements were used to get states into the Union
and so that is how the land was set-aside.

And T might add. that much later actually, ten years ago or so, the State
Legislature here in California decided to dedicate revenues from all school
lands in California, not just the tracts we are talking about here, to benefits for
retired teachers who over a period of time their benefits erode fairly
significantly with the passage of time and with inflation. So, currently under
State law, any revenues from any school lands go to this purchasing power
protection for retired school teachers, so obviously they are very interested in
these additional revenues that would come from Elk Hills and we have...

What does this do for the teachers in particular?

It is dedicated specifically to supplemental pension benefits for retired school
teachers. '

- Supplemental, what does that mean?
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Mosman.

O'Leary:

Griffith:

O'Leary:

Walrath:
O'Leary:
Walrath:

Griffith:

Walrath: .

Griffith:
Walrath:

Gniffith:

P.12

There is a basic formula in State law that provides a retirement benefit, but it is
a fixed formula and over time, as with any fixed benefit, the value of that
erodes. So some years ago. the Legislature decided that one way of kind of
enhancing that benefit over time, as these benefits erode, would be to dedicate
the revenues from these school lands. So what we do, is we have a separate
account where these revenues come in to and then they are pro-rated out to the
most senior retired teachers. The ones whose retirement incomes have eroded
the most and there is & complicated formula to determine that which I won't get
into.

From the Clinton Adminisration’s perspective, this is simply one of signing
this bill, and ensuring that this section of the bill stayed in and was passed with
lots of help from the Califomis delegation, simply puts down our marker about.
education and its value, the benefit to:the nation and to California from its
teachers. and fo recognize.eur obligation as a nation to simply live up to our
commitments, and.this is especially: true for taachers who will provide. the
education base for our youagsters:to make them competitive in the 21st =
Century. - Wae.did it becauns# it was the right thing to. do. ™

Does this benefit any teachers who are not retired 8t this point? Obviously,
they have concerns too, being married to one. I can tell you that. In terms of
funding for salaries, and that kind of thing, it doesn’t go that far...

As T understand it, and I'm not the expert here, it goes into the Retirement
Fund and like any annuity, those who have a right to the annuity, will accrue
some of the benefit over time.

It also benefits current teachers, This is Dave Walrath.

I was struggling 1o get to that end...

There are two pieces that you must be aware of...

Can you spell your last name for me? -

W-A-L-R-A-T-H. "

And who are you?

1 represent the California Retired Teachers' Association.

O.K.

Page 8
2/20/96

o.\noman\heard\oresy, wpd



JUN 27 ’96 ©2:58PM H & H DC #15 . P.13

Walrath:

Griffith:

Walrath:

Griffith:
Walrath:
Griffith:
Walrath:

Griffith:

Walrath:

Griffith:
Walrath:
Griffith:
Walr;th:
. Griffith:

O'Leary:

this morning.

One piece is the 9% of the sale price going to the Teachers Retirement Fund
for the supplemental benefits. The other piece is this land will now go on the
tax rolls and under California property taxes do go to the school systems,
approximately half. In many cases this will supplement the taxes which should
extend the ability to meet Proposition 98, guaranteed levels of funding.

Say that again. You said it should extend the possibility of ...

If you want to get into the rechnical aspects of Proposition 98, if you start
rolling back into test one, or you are into the test two maintenance factor, this
money can go to school districts. I'm not sure if you want to get that far into

Propositions 98 and 111.

We all know that money can be shifted around, that has obviously happened
with the property taxes in California.

Under test one and under test two maintenance factor, the property taxes ought
to end up as a suppiement in additional revenue.

Is there a possibility, though, that that would not happen because of legislative
changes or polirical shifts. ‘

Once again, you would have to get back 1o a question of whether there were
the votes to suspend Proposition 98, and I doubt that those votes are there.

Is it Proposition 98 that made the property tax shift to schools?

No, that was under the statute, but it was statute to meet the Proposition 98
guarantees.

I see. The Prop 98 guarantee is...

Constitutional.

So this is a big day for California School Teachers?
Yes. A very big thing.

Secretary O'Leary is this ﬁse part of the defense bill?

That's right. Part of the Defense Authorization Bill. The President signed it |

/
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Griffith:

O'Leary:

Griffith:

O'Leary:

Griffith:

O'Leary:

Griffith:

O'Leary:

Paul:

O.K. There was a lot of news out this morning.

There are lots of things to be peeled away. This unique Califomia piece is
something that many people have labored a long time to get and many people
are to be congratulated. It puts the government, both the Federal Government
and the State Government in its proper role and brings private sector where it
belongs.

What? Does this hurt our national deficit problem?

I think not. Over the years past, as I have been in and out of this oil business,
there has been some discussion about whether or not the government over the
long run inures a bigger benefit by maintaining the property. The answer to
that is no, not the way the government is run. Simply because we are not
allowed to take the property and reinvest it in the resource. So this makes
aood common sense and quite frankly, the govemment pays someone to
manage this property, so you've got workers.being paid, you've got contractors
being paid, and finally a profit to be earned. A bigger benefit now comes to
California taxpayers, simply because this goes on the tax rolls for California 3s
has just been expressed.

Who will manage it now?

We have to go through a very sophisticated process to offer this property for
sale. We are being given two years to offer it for sale and I think that 15
appropriate because you heard the wild swing of a billion to 4 billion dollars in
the assessment of the property made by people, who quite frankly have not
looked at the reservoirs and assessed it. So that is the first thing that will
happen.

The State would be the property owner, but then someone else would...

Ne. ‘Du:ment will be:the property. owner-until the: property is sold to a
At In Mat. interim period; we will -work out our- details with

' CalifWil N Teashiers’ Retirement Fund,. but more. importantly, to California
 teapiteis awd @iifornia 1xmpayers we'll got an investment expert and we will go

thraugleAiiE il diligence that insures thar the American taxpayer first of all
guisla ﬂm and finally that California and: California teachers get a fair
shake:*

Secretary O'Leary?
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O'Leary:

Paul:

O'Leary:

Paul:

O'Leary:

Simpson:

O'Leary:

Simpson:

Paul:

Simpson:

"Yes?

This is Senali Paul with Reuters. There was some controversy about the
estimates that were done for you by a consultant out in Bakersfield of the
reserves in the field. Was that ever resolved?

No. In the language in the Appropriation Act in the section takes care of that
dispute. I was trying to explain early on that before you put a property for sale
like this, you really need the best or maybe four or five, two or three people to
take a look at the field and give you estimates on what remains in the reserves,
because that will set the basic value for the property. Finally then, one wants
to make some assumptions about reinvestment in the property to try and
quantify what are the provable reserves. That is another basis that goes into
setting the price, so those things will happen and then those disputes which
were honest and I believe appropriate will be settled just the way they would
be in the private sector, by bringing geologists and experts in to give us a real
estimate.

So right now, you have not decided on a reapportionment of the shares in the
shallow oil zone between the government and Chevron.

No. Actually these details are way below my pay grade...Is somebody around,
Kyle around or one of our geologists who can talk to you very intelligently
about this? _

I'm here, This is Kyle Simpson.
Oh God. You are a Iaquf. not a geologist. He's a very smart lawyer.

That's true. That I'm not a geologist. The agreement on the reapportionment
of interests in those zones will have to be'done before we can make the sale.
We have not come to any final agreement on that and those estimates that were
in dispute are being evaluared now and will have to be completed before we
could go into the final sale.

Do you have any estimate on when you will be able to reach an agreement on
that? -

No. The statute requires that we give them, I am looking through it, I will
give you the answer during the conversatlon of when it says we have to get it
done.
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MeDugal:

Paul:'

O'Leary:

Griffith:
Mosman:
Griffith:
Mosman:
Griffith:
Mosman:
Griffith:
Mosman:
Griffith:
Mosman:
Simpson:
Griffith:

Simpson:

Are there any other questions?

" One other question. The earhest that the California teachers W‘Ill see any of
- this money will be more than two years from now.

Well, we have a time line of two years under the statute to get this work done.
This administration has shown that it can stick to its time lines. The legislation
provides for just the kind of help that we need. I have already mentioned the
requirement for petroleum engineers and the like to prepare recommendations
and of course the use of investment bankers so that we are certain that the due
diligence passes scrutiny against the private sector norm. So we will get this
done within the two years required and the two years begins to meter as my
recollection this moming.

1 have a question for James, I need your last name.
It is M-0-S-M-A-N. |

M-0-S-N-A-N. And your title?

Is Chief Executive Officer.

M-0-S-M-A-N.

M-0-S-M-A-N, yes.

M-0-S, M as in Mary?

M as in Mary, yEs.

Chief Executive Officer of...

California State Teac,hersl' Retirement System.

Would the reporter from "Sacramento please, be so kind as to identify herself.
Yes, I'm sor‘ry about that I'm Dorcy Griffith, Sacramento Bee. |

Senali, we'll have to get all of the equity redeterminants done within 8 months
of the signing.
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Sen_ali: Great.

GrifYith: I'm curious if .imy of the folks from the Retirement Association would be
available any time later today if I have any further questions. I'm afraid I
called in at the last minute, sorry I wasn't prepared.

Morrill: This is Jennifer Morrill with the State Teachers' Retirement System and we are
available at 229-3714, in Sacramento for a little while after this conference call.

Griffith: Great. I appreciate that,

Morrill: No problem.

Griffith: Thank you all.

McDugal: Anyone else? O.K. Thank you very much everybody.

Goodbye.
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AMENDED IN ASSEMBLY APRIL 17, 1996

Senate Joint Resolution ' No. 27
m

Introduced by #enator Costa

‘May 26, 1995

E

Senate Joint Resolution No. $7—Relative to school lands.

LECISLATIVE COUNSEL'S DIGRST

SIR 27, as amended, Costa. School lands.

This measure would memotializc the President and the
Congress of the United States te solt the Ele Hills Nevai
Retroleutr Reserve Numberqd + while to expedite the
agreemept by the Depurtment of Energy for recognizing the
state's valid claim to twe 2 school land sections within the
reserve Bk Hills Nuvsl Petroleum Reserve Numbered 1, and
to compensate California’s relived teachers for their 7 pereent
9% interest in the reserve upon its sale.

Fiscal gommittee: yes. 5-

WHEREAS, In 1853, the United States Congress
granted to the State of California the 16th und 36th
sections of every township of public land to suppert the
gubllu education system in California, a grant }:mg held

y the courts o create a “solemn agreement” between
the federal government and the state; and

WHEREAS, In California, the State Teachers'
Retirament System is the beneficiary of revenues derived
from those school lands; and

WHEREAS, Those revenues are a significant source of
income to the retired teachers of the state; and

—C OO -1O0 Ot -
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WHEREAS, Elk Hills, Naval Petroleum Reserve
Numbered 1 contains two school land sections rich in oil
reserves and constituting the two most valuable school
land sections in the state; and

WHEREAS, The inclusion of these school lands within
the petroleum reserve in 1912 made them unavailable to
the state, with the result being that the State Teuchers’
Retirament System is deprived of substantial income; and

WHEREAS, Ever since 1876, the federal government
has been producing ofl and gas from the naval petroleum
reserves at the maximum efficient rate and selling its

roduction to gain further general revenues for the
nited States Treasury; and :

WHEREAS, The federdl government has stated that
the rule of the national pefroleum reserves “has evolved
over.time from an emergency source of oil to ‘an
incoge-generating federal business asset,” and that
“federal ownership and operution of the reserves is not
essential to the natonal energy policy goals and
ob{g;ivel ;and .

EREAS, The Department of Energy proposes to
sell Xk Hills Naval Petroleum Reserve Numbered 1, as
art. of the President’s: 1996 Budget submission to
ongress calling for the privatization of the naval
petrpleum reserves, and for the first tire the depurément
has earmarked ¥ 9 percent of the anticipated proceeds
from privatization to be pldd to the State of California to
b'e; t the Teachers’ Retirement Fund; mew; therefore;
and
WHEREAS, Congress his pussed, and the President has
ed, legisiation to compensate California after the sale
of Elk Hills Naval Petroleum Reserve Numbered 1; and

W EREAS, That compensation will be based on an
agreement between the State of California and the
Department of Energy; now, therefore, be it

ésolved by the Senate and Assembly of the State of
Caltfornia, fointly, That :&be Legislature of the State of
C respecifully memorializes the President and
the Bengrees of the United Stetes to sell Blk Hitls Navel
Petraleum Reserve Numbered 3 while recognizing the
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the Congress to expedite the agreement by the .
Department of Energy for recognizing the valid claim of |
this state to the two school land sections within the |
reserve, and to compensate California’s retired teachers
for their # 9 percent interest in the reserve upon it’s sale; !
and be it further ;

Resolved, That the Secretary of the Senate transmit
copies of this resolution to the President and Vice |
President of the United States, to the Speaker of the
House of Representatives, to each Senator and :
Representatives from California in the Congress of the
United States, and to the Secretary of the Interior, the !
Secretary of Energy, and the Secretary of Defense. '



EXECUTTIVE OFFICE OF T HE PRESIDENT

28-Jun-1996 01:10pm

TO: Jennifer Palmieri

FROM: T J Glauthier
Office of Mgmt and Budget, NRES

CccC: Kris Balderston
CC: John B. Emerson
SUBJECT: RE: Elk Hills

I have talked to Kyle Simpson and to my staff about it
this morning.

The official answer is that the Calif Teachers’ share of
the proceeds cannot be decided until two analyses are completed:
the "reserve determination" that has been contracted out to
Rider-Scott, an expert in the industry, and the "equity
determination™ which is sorting out the DOE vs. Chevron
interests. The reserve determination is the most important
because it actually determines how much o0il and gas there is, and
will cover the two sections of land held by the Teachers along
with all the other sections. This won’t be completed until next
Spring, however.

It may be possible to either make the decision on the
Teachers’ share earlier or to at least make very strong
statements about out intention. Kyle is looking into this now
for me and will be back to us in a couple of days.

Kyle tells me that the President has just accepted an
invitation to speak to one of the California teachers groups on
August 6th, so obviously it would be desirable for him to be able
to make the announcement at that time. We’ll work toward that
goal.
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STATE OF CALIFORNIA PETE WILSON, Governor

P.O. BOX 15275-C
SACRAMENTO, CA 95851

June 27, 1996 Q/['A

John B. Emerson
Deputy Assistant to the President

and Deputy Director for Intergovernmental Affairs
Executive Office of the President
01d Executive Office Building, Room 148
17th Street and Pennsylvania Avenue NW
Washington, DC 20500

Re: State of California Teachers — Elk Hills Compensation

Dear Mr. Emerson:

On behalf of the 500,000 active and retired teacher members of the
California State Teachers’ Retirement System (CalSTRS), I am writing to express
our concern that the Administration is not proceeding with due dispatch to finalize
the settlement agreement with the State that is necessary to implement the
commitment made by Secretary of Energy O'Leary on February 10 that the State
and its teachers would receive 9 percent of the net proceeds of sale from the Elk
Hills Naval Petroleum Reserve as compensation for the State’s longstanding claim.

In announcing the President’s signing of the FY 1996 Defense
Authorization legislation containing the Elk Hills sale and compensation
provision at a joint press conference with the State on February 10, Secretary
O’Leary -- the Administrative representative directed by the legislation to settle
the State’s claim -- stated: “The most important part of this legislation to a very
significant population, that is our teachers in the State of California, is that 9% of
the net of the sales price will go to the Teachers’ Retirement Fund in what has
been a very longstanding dispute between the Federal Government and the State
of California.* * *And finally, really great for the half million retired and working
teachers in California because they will get 9% of the net sale of the Elk Hills
Reserve.” (Copy of complete transcript of February 10, 1996 Press Conference
attached for reference.)

\\\DC - 58243/14 - 0307616.01
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Secretary O’Leary concluded on behalf of the Administration: “From
the Clinton Administration’s perspective. . . signing this bill, and ensuring that
this section of the bill stayed in and was passed with lots of help from the
California delegation, simply puts down our marker about education and its value,
the benefit to the nation and to California from its teachers, and to recognize our
obligation as a nation simply to live up to our commitments, and this is especially
true for teachers who will provide the education base for our youngsters to make
them competitive in the 21st Century. We did it because it was the right thing to
do.”

As you will recall from our April 2 meeting with you, we met with
Secretary O’'Leary’s representatives on April 1 to finalize this agreement with the
Administration as articulated by Secretary O’Leary, who had been directed by the
statute to settle the State’s claim. At that time, we presented the Secretary’s
representatives with what we regard as a very fair draft settlement agreement
under which the State would agree to accept its 9 percent share of the net sales
proceeds over an extended period of five years not beginning until fiscal year 1999.
Implementation of this settlement with the State is relatively simple and does not
involve complex legal issues. We believe it is very much in the Administration’s
interest of maximizing value for the federal taxpayers to remove the cloud of the
State’s claim in advance of the sale.

In the intervening three months, we have received no substantive
response to the State’s proposal to finalize its agreement with the Administration.
The Elk Hills compensation issue continues to have high visibility among our
500,000 active and retired teachers. My staff receives calls almost daily from
around the State asking about the status of the Administration’s settlement with
the State and its teachers. The California State legislature is in the process of
adopting the enclosed joint resolution urging the Administration to expeditiously
resolve the State’s claim. Our membership is growing restive at the apparent lack
of resolve on the part of the Administration to follow through on the public
commitment made by the Secretary of Energy.

We understand that the President will be speaking before the
California Teachers Association, the State’s largest teacher employee group
during their meeting August 4-9 in Los Angeles. In light of the clear public
commitment made by the Secretary almost five months ago, the teachers are
expecting an announcement from the President that the Elk Hills compensation
issue has been settled.
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We continue to believe that a prompt settlement of the State’s claim
will provide the Administration with an opportunity to visibly demonstrate its
commitment to provide fair Elk Hills compensation to the 500,000 active and
retired teachers in California.

We very much appreciate the help you provided us during our
legislative effort and would welcome your active assistance in promptly finalizing
the settlement of the State’s claim.

Jaghes D. Mosman
Chief Executive Officer

cc (w/att.): Jennifer Palmier:
Special Assistant to

the Chief of Staff
to the President

\\\DC - 58243/14 - 0307616.01



MINUTES FROM
TELEPHONE PRESS CONFERENCE CALL
: REGARDING _
- NATIONAL DEFENSE AUTHORIZATION ACT FOR FY 96 PROVISION
COMPENSATING STATE OF CALIFORNIA TEACHERS' CLAIM TO
ELK HILLS NAVAL PETROLEUM RESERVE
SATURDAY, FEBRUARY 10, 1996
11 am.

Hazel R. O'Leary, Secretary, U.S. Department of Energy

Jim Mosman, Chief Executive Officer, California State Teachers' Retirement
Jennifer Morrill, Director, Governmental Affairs, California State Teachers' Retirement
Dave Walrath, spokesperson for California Retired Teachers' Association
Robert Hight, Executive Director, California State Lands Commission

Kyle Simpson, Attorney for U.S. Department of Energy

Dan Siegel, California Attomey General's Office

Carmen McDugal, Press Secretary

Senali Paul, Rueters News Agency

David Bird, Dow Jones News Service

Rhonda Rundle, Biotechnology

Dorcy Griffith, Sacramento Bee

John Bolero, Press Reporter

Mornll: Thank you for the explanation Bill, this is Jennifer from the Teachers'
Retirement System and we have all of the parties in California ready.

O'Leary: Hello...
McDugal: Secretary O'Leary.
O'Leary: Yes, Hi, how are you doing?

McDugal: Hi. Good, this is Carmen McDugal from Department of Energy, the secretary
1s on the line and I understand the California Teacher's folks are on the line.

O'Leary: Terrific, why don't we introduce each other, I'm Hazel O'Leary.
McDugal: Mr. Mosman are you on?
Mosman: Yes, I'm here. Jim Mosman, I'm the Executive Officer for the State Teachers'

Retirement System, and we have a number of California people here, I'd like
them to introduce themselves.
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O'Leary:

Walrath:

O'Leary:
Hight:
O'Leary:
Hight:
Siegel:
O'Leary:

Morrill:

O'Leary:

McDugal:

Bird:

McDugal:

O'Leary':

Super, thank you.

Secretary O'Leary. My name is Dave Walrath, I'm representing the California
Retired Teachers' Association.

Wonderful.

Robert Hight, .the Executive Officer of the California State Lands' Commission.
Hello, how are you?

Good.

Dan Siegel, with the California Attorney General's Office.

Great. Hello.

Hi. I'm Jennifer Morrill, the Director of Governmental Affairs for the Teachers'
Retirement System, it is nice to meet you.

It's nice to meet you too, Jennifer. Is that it for the California folks? O.K.
Carmen, how do you want to manage us?

What I'd like to do is start off with a roll call of reporters who are on the line,
and then the secretary will have a few words, followed by Mr. Mosman and
Mr. Walrath, and then we will go to Q & A from the media. If the reporters
could just identify themselves and their news organization before they ask the
question, we'd appreciate it. So roll call first and anybody can start, we'll just
talk until folks are done. Are there media folks on the line?

Yes, I'm here, David Bird from Dow Jones.

Anyone else? O.K. David, you'll perhaps be joined by others. Sécretary
O'Leary, do you want to start?

Yes, I will indeed. If you have been watching the wires on the early moming
news out on the West Coast, you know that today the President signed into the
law the Defense Authorization Act. The piece of it that has a real California
connection, of course, is that provision within the Act which authorizes the sale
of the Naval Petroleum Reserves at Elk Hills in California. If I was looking
for a sound bite, I think I would say that back in 1995, when President Clinton
submitted his budget, he put down the mark then to indicate that the era of big
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government is over, and especially in the case of Elk Hills, is that so
compelling. Quite frankly, the government is not the best producer of
petroleum, not because the people who work for the government don't do a

great job, but quite frankly, because the rules and the laws set by the Congress
don't permit the government to manage that Reserve as one would in the

private sector. This is good news for Californians generally, because it adds
back to the tax base some 20 million dollars in taxes once this property is
privatized, at both the local level for schools, and of course the State taxes.
More especially, there is an interest on behalf of the teachers of California,

those now working and those retired. I am not going to go into great detail on -
the California Schoo!l Lands because I know that my colleague in California

will do. that. But suffice.it to say, the President's: bill, when. it went forward

last year, had some language in it trying finally, after many decades, I think
eight; to settle what.was clearly the right.of California teachers to have

payment into their retirement funds coming from the sale of Elk Hills. So, .
good news. all around. Good: for the American tax: payer because you will get a
much more productive resource once it is privatized. Good for Californid
taxpayers because 20-million dollars.in taxes per year will flow into ‘Californid.
And finally, really great for the half million retired and working teachers in- ¥
California because-they- will get 9% of the net sale of the Elk Hills Reserve. ' E

McDugal: Thank you. Mr. Mosman.

Mosman: Thank you, ] am Jim Mosman again, Executive Officer of the Teachers'
Retirement System and it really is an exciting day for us. One that we have
been looking forward to for many years. On behalf of our membership, nearly
500,000 active and retired teachers in California, I want to laud the President
for signing into law today legislation that mandates fair compensation for a
longstanding claim of the State, California, and its teachers to the school lands
located in what is now the Elk Hills Naval Petroleum Reserve. The Legislation
resolves a decades-long dispute between the State and the Federal Government.
The State of California currently applies revenues from its school lands to
assist retired teachers whose pensions have been most seriously eroded by
inflation. The State was granted tracts in Elk Hills along with other school
lands located throughout California by the Federal Government at the time
California joined the Union in 1853, as a condition of joining the Union.
However, because of this dispute dating back more than 80 years between the
State and the Federal Government over rights to these school lands that happen
to be located in the Elk Hills Reserve, the State has been unable to derive any
revenues from these Elk Hills tracts. We're pleased that at long last this
dispute can draw to a close, and the State and its teachers can now receive fair
compensation for their longstanding claim. I'm going to call particular
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McDugal:

Walrath:

McDugal:

Walrath:

McDugal:

Griffith:

McDugal:

Bolero:

Griffith:

attention to the leadership of Congressman Bill Thomas from Bakersfield who
really spearheaded this legislative effort in the Congress to ensure fair
compensation, and I would also like to thank, in particular, Congressman Ron
Dellums from Oakland and Congressman Vic Fazio from here in Sacramento
for their very strong and active support on the Elk Hills issue. We look
forward to finalizing our Agreement with the Administration and Secretary
O’Leary in the next few months to ensure that the State and its teachers receive
fair compensation for the Elk Hills claim that Congress directed when it
enacted the defense authorization legislation signed into law by the President.
Thank you and we would certainly be glad to answer any questions you might
have regarding our participation in this effort.

Great. Does Mr. Walrath need to say anything or should we go to Q & A?
I would like to make a brief comment.
Great.

Also a thanks to Secretary O'Leary and the President for their leadership in this
effort, along with Congressmen, and in particular a Congressman who is no
longer in the Congress, who retired, Bob Largomarsino, who had raised this
issue for a number of years. Core retired teachers and soon to be retired
teachers. This 1s the most important effort we have had and we thank you
because it means so much to those who have lost the value of their pension.
The money will go to those who need to meet escalating health care costs, who
have not had the ability to meet those costs. This is very important to us and
we thank you and we hope that we can reach the final agreements on the
process of the allocation of the funds once the sale is completed and we hope
that we can reach those final agreements within the next few months. Thank
you very much for your support, we look forward to continue working with
you.

Thank you. Does anybody have any questions? Questions from the media?
I just called in. Have we missed statements?
Yes.

This is John Bolero, Secretary O'Leary might want to recap her opening
remarks for those who have just joined us.

I'm sorry, I just got on.
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McDugal:

O'Leary:
Griffith:

O'Leary:

Griffith:

O'Leary:

Griffith:

O'Leary:

Griffith:

O'Leary:

Secretary O'Leary...
Yes, how are you? That happens to me all of the time, not to worry.
I got caught behind a funeral motorcade in Sacramento. Sorry about that.

O.K. I understand. We will do it quickly and maybe everyone will benefit. I
began quite simply by addressing the obvious which was that the President did
sign the Defense Authorization Act this morning. It contains a provision
authorizing the sale of Naval Petroleum Reserves at Elk Hills and, in my view,
back in 1995 when President Clinton submitted the budget to the Congress, he
then threw down the gauntlet indicating that the era of big government was
over. The sale of this resource which has been in the hands of the Federal
Government now since 1912, clearly cannot reach its full potential within the
hands of the government.

Why is that?

Not because government workers are not great, but it is simply because the
way the Congress has passed the laws and then the government has established
the regulations to interpret those laws, we are not allowed to run this property
as one would in the private sector. Putting money back to6 improve production
and improve the productability of the wells, the money simply goes into the
treasury. So, it has not been managed as one would in a prudent business.
Giving this back to the private sector, not giving it, but opening 1t up for sale,
has many benefits. First of all, the money can be reinvested in the reserves so
that it might produce more efficiently, meaning cheaply, and of course, it has a
potential then to produce more. More importantly, they'll be returned to the
American public, one with a value of the sale, which some of us think is about
2.6 billion dollars, but estimates have come in from 1 to 4 billion dollars.
There 1s a process to narrow that down on a good due diligence examination.

That is a pretty big difference.

It is indeed. But for the citizens in California, it means an annual tax income
to them of 20 million dollars spreading both through State taxes and to local
and county levels.

And what can that money be used for?

Well, you know, some of it will go to the State, some of it will go to counties
and cities. As I understand it, some of it will go to schools. The most -
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Griffith:

O'Leary:

Mosman:

Griffith:

Mosman:

Griffith:

Mosman:

Griffith:

O'Leary:

importantpart:of this legisiation is to a very significant population, that is our

teachers.in the;State of California._ It 1s that 9%. of the net of the sale price
will go-to:the Teachers' Retirement Fund in what has been a very longstanding
dispute between the Federal Government and the State of California. Long
overdue. ‘So what we are doing here is a benefit to-the American public
generally, benefit to California taxpayers, and finally according to retired and
now working teachers in California, funds that should have been made
available to them but for this dispute between the Federal Government and the
State of California.

Can you describe a little bit more in detail the dispute?

I think it might be more appropriate for my colleague, James Mosman who is
the CEO of the California Teachers' Retirement System to go through that
dispute, and I know that he is there in California.

Thank you Secretary O'Leary. Yes, this is really a long standing dispute that
we have had with the Federal Government going back many years. There has
been a number of occasions in the past where we have thought that we had
agreement with the Federal Government only to find out that one thing or
another didn't work out. Just to kind of sum it up, the State was granted tracts
in Elk Hills along with other school lands way back in the mid-1800's and at a
point in the early part of this century the Federal Government took a couple of
tracts in what 1s calied Elk Hills Reserves and made them Federal Naval _
Petroleum Reserve and essentially said that because of that the State was no
longer entitled to revenues from those particular tracts.

Had the State been getting revenues from those?

No. That was kind of a moot issue until oil was discovered in the early 1900's.
There were no benefits coming from the land?

Yes. We currently own some 350,000 other acres of land in California in the
school lands program, but these particular lands just happen to be the most
valuable because of the petroleum rights.

When was the petroleum discovered.

Well, the petroleum was discovered just before 1912 when the Naval Petroleum

Reserve was created and that was at the time when: (1) we knew that we
could use the diesel to power our Navy; (2) and it was felt by those, then in
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Griffith:

O'Leary:

Mosman:

Griffith:

O'Leary:

Griffith:

O'Leary:

Mosman:

Griffith:

Mosman:

Griffith:

Congress, that there needed to be a certain and available supply discreetly for
the Navy, so as to protect our National Defense.

O.X. And when did that end...

With the passing of that legislation which the President signed today, and long
overdue. This is something that has been discussed now for the past ten years.

This dispute actually started in about the mid-1970's when the Federal
Government started putting the petroleum on the open market and wasn't
dedicating it to the petroleum reserve and at that point in time, we thought that
the original rationale for not providing State revenues pretty much had ended
and then we started to assert our rights.

1 am confused about the teacher connection here.

I think I can help and not because I am so knowledgeable, but because I was
up very early this morning and read everything.

And I haven't done that yet.

What I understand is that as an inducement to bring western states into the
Union, the United States often ceded back to State Government land that was
already under Federal claim. And this was the case with California as it is
with other states. Other inducements were used to get states into the Union
and so that is how the land was set-aside.

And T might add, that much later actually, ten years ago or so, the State
Legislature here in California decided to dedicate revenues from all school
lands in California, not just the tracts we are talking about here, to benefits for
retired teachers who over a period of time their benefits erode fairly
significantly with the passage of time and with inflation. So, currently under
State law, any revenues from any school lands go to this purchasing power
protection for retired school teachers, so obviously they are very interested in
these additional revenues that would come from Elk Hills and we have...

What does this do for the teachers in particular?

It is dedicated specifically to supplemental pension benefits for retired school
teachers. '

Suppiemental, what does that mean?
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Mosman:

O'Leary:

Griffith:

O'Leary:

Walrath:
O'Leary:
Walrath:

Griffith:

Walrath:

Griffith:
Walrath:

Griffith:

There is a basic formula in State law that provides a retirement benefit, but it is
a fixed formula and over time, as with any fixed benefit, the value of that
erodes. So some years ago, the Legislature decided that one way of kind of
enhancing that benefit over time, as these benefits erode, would be to dedicate
the revenues from these school lands. So what we do, is we have a separate
account where these revenues come in to and then they are pro-rated out to the
most senior retired teachers. The ones whose retirement incomes have eroded
the most and there is a complicated formula to determine that which I won't get
into.

From the Clinton Administration's perspective, this is simply one of signing

this bill, and ensuring that this section of the bill stayed in and was passed with'
lots of help. from the California delegation, simply puts down our marker about
education and its value, the benefit to the nation and to California from its
teachers, and-to recognize our obligation as a nation to simply live up to our
commitments, and-this is. especially true for teachers.who will provide the
education base for our youngsters to make them competitive in the 21st ~
Century: We did it because it was the right thing to do.™

Does this benefit any teachers who are not retired at this point? Obviously,
they have concerns too, being married to one, I can tell you that. In terms of
funding for salaries, and that kind of thing, it doesn't go that far...
As I understand it, and I'm not the expert here, it goes into the Retirement
Fund and like any annuity, those who have a right to the annuity, will accrue
some of the benefit over time.
It also benefits current teachers. This is Dave Walrath.
I was struggling to get to that end...
There are two pieces that you must be aware of...
Can you spell your last name for me? -
W-A-L-R-A-T-H.
And who are you?
I represent the California Retired Teachers' Association.
OK.
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Walrath:

Griffith:

Walrath:

Griffith:
Walrath:
Griffith:
Walrath:

Griffith:

Walrath:

Griffith:
Walrath:
Griffith:
Walrath:
Griffith:

O'Leary:

One piece is the 9% of the sale price going to the Teachers Retirement Fund
for the supplemental benefits. The other piece is this land will now go on the
tax rolls and under California property taxes do go to the school systems,
approximately half. In many cases this will supplement the taxes which should
extend the ability to meet Proposition 98, guaranteed levels of funding.

Say that again. You said it should extend the possibility of ...

If you want to get into the technical aspects of Proposition 98, if you start
rolling back into test one, or you are into the test two maintenance factor, this
money can go to school districts. I'm not sure if you want to get that far into

Propositions 98 and 111.

We all know that money can be shifted around, that has obviously happened
with the property taxes in California.

Under test one and under test two maintenance factor, the property taxes ought
to end up as a supplement in additional revenue.

Is there a possibility, though, that that would not happen because of legislativ‘e
changes or political shifts.

Once again, you would have to get back to a question of whether there were
the votes to suspend Proposition 98, and I doubt that those votes are there.

Is it Proposition 98 that made the property tax shift to schools?

No, that was under the statute, but it was statute to meet the Proposition 98
guarantees.

I see. The Prop 98 guarantee is...

Constitutional.

So this is a big day for California School Teachers?
Yes. A very big thing,.

Secretary O'Leary is this use part of the defense bill?

That's right. Part of the Defense Authorization Bill. The President signed it -
this morning. )
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Griffith:

O'Leafy:

Griffith:

O'Leary:

Griffith:

O'Leary:

Gniffith:

O'Leary:

Paul:

O.K. There was a lot of news out this moming.

There are lots of things to be peeled away. This unique California piece is
something that many people have labored a long time to get and many people
are to be congratulated. It puts the government, both the Federal Government
and the State Government in its proper role and brings private sector where it
belongs.

What? Does this hurt our national deficit problem?

I think not. Over the years past, as I have been in and out of this oil business,
there has been some discussion about whether or not the government over the
long run inures a bigger benefit by maintaining the property. The answer to
that 1s no, not the way the government is run. Simply because we are not
allowed to take the property and reinvest it in the resource. So this makes
good common sense and quite frankly, the government pays someone to
manage this property, so you've got workers being paid, you've got contractors
being paid, and finally a profit to be earned. A bigger benefit now comes to
California taxpayers, simply because this goes on the tax rolls for Califormia as
has just been expressed.

Who will manage it now?

We have to go through a very sophisticated process to offer this property for
sale. We are being given two years to offer it for sale and I think that is
appropriate because you heard the wild swing of a billion to 4 billion dollars in
the assessment of the property made by people, who quite frankly have not
looked at the reservoirs and assessed it. So that is the first thing that will
happen.

The State would be the property owner, but then someone else would...

No: The govemment will: be_the property. owner until the. property is sold to a

CaliforniazStaté;Teacliers' Retirement Fund,. but more. importantly, to California

- teachérs:andiCalifornia taxpayers we'll get an investment expert and we will go

throughttifévdiie:diligence that insures that the American taxpayer first of all
getsxa‘_fa&r—‘shake and. finally that California and-California teachers get a fair

Secretary O'Leary?
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O'Leary:

Paul:

O'Leary:

Paul:

O'Leary:

Simpson:

O'Leary:

Simpson:

Paul;

Simpson:

Yes?

This is Senali Paul with Reuters. There was some controversy about the
estimates that were done for you by a consultant out in Bakersfield of the
reserves in the field. Was that ever resolved?

No. In the language in the Appropriation Act in the section takes care of that
dispute. I was trying to explain early on that before you put a property for sale
like this, you really need the best or maybe four or five, two or three people to
take a look at the field and give you estimates on what remains in the reserves,
because that will set the basic value for the property. Finally then, one wants
to make some assumptions about reinvestment in the property to try and
quantify what are the provable reserves. That is another basis that goes into
setting the price, so those things will happen and then those disputes which
were honest and I believe appropriate will be settled just the way they would
be in the private sector, by bringing geologists and experts in to give us a real
estimate.

So right now, you have not decided on a reapportionment of the shares in the
shallow oil zone between the government and Chevron.

No. Actually these details are way below my pay grade...Is somebody around,
Kyle around or one of our geologists who can talk to you very intelligently
about this?

I'm here. This is Kyle Simpson.
Oh. God. You are a lawyer, not a geologist. He's a very smart lawyer.

That's true. That I'm not a geologist. The agreement on the reapportionment
of nterests in those zones will have to be-done before we can make the sale.
We have not come to any final agreement on that and those estimates that were
in dispute are being evaluated now and will have to be completed before we
could go into the final sale. :

Do you have any estimate on when you will be able to reach an agreement on
that? -

No. The statute requires that we give them, I am looking through it, I will
give you the answer during the conversation of when it says we have to get 1t
done.
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McDugal:

Paul: _

O'Leary:

Griffith:
Mosman:
Griffith:
Mosman:
Griffith:

Mosman:

Griffith:

Mosman:
Griffith:
Mosman:
Simpson:
Grifﬁ.th:

Simpson:

Are there any other questions?

One other question. The earliest that the California teachers w:ll see any of
this money will be more than two years from now.

Well, we have a time line of two years under the statute to get this work done.
This administration has shown that it can stick to its time lines. The legislation
provides for just the kind of help that we need. I have already mentioned the
requirement for petroleum engineers and the like to prepare recommendations
and of course the use of investment bankers so that we are certain that the due
diligence passes scrutiny against the private sector norm. So we will get this
done within the two years required and the two years begins to meter as my
recollection this moming.

I have a question for James, I need your last name.
It 1s M-O-S-M-A-N.

M-0-S-N-A-N. And your title?

Is Chief Executive Officer.

M-0-S-M-A-N.

M-0-§-M-A-N, yes.

M-0O-S, M as in Mary?

M as in Mary, yés.

Chief Execunive Officer of...

California State Teachers;' Retirement System.

Would the reporter from Sacramento .please, be so kind as to identify herself.
Yes, I'm sofry about that I'm Dorcy Griffith, Sacramento Bee.

Senali, we'll have to get all of the equity redeterminants done within 8 months
of the signing.
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Senali: Great.

Griffith: I'm curious if any of the folks from the Retirement Association would be
available any time later today if I have any further questions. I'm afraid I
called in at the last minute, sorry I wasn't prepared.

Morrill: This is Jennifer Morrill with the State Teachers' Retirement System and we are
available at 229-3714, in Sacramento for a little while after this conference call.

Griffith: Great. I appreciate that.

Morrill: No problem.

Griffith: Thank you all.

McDugal: Anyone else? O.K. Thank you very much everybody.

Goodbyve.
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AMENDED IN ASSEMBLY APRIL 17, 1996

Senate Joint Resolution No. 27

Introduced by Senator Costa

May 26, 1995

1
1

Senate Joint Resolution No. é’I—Relativc to school lands.

LEGCISLATIVE COiINSEL‘S DICEST

SJR 27, as amended, Costa. School lands.

This measure would memorialize the President and the
Congress of the United States te sell the B¢ Hills Navel
Petroleum Reserve Numbered 1 while to expedite the
agreement by the Departinent of Energy for recognizing the
state's valid claim to twe 2 school land sections within the
reserve Elk Hills Nuval Petroleum Reserve Numbered 1, and
to compensute California’s retired teachers for their 7 pereent
9% interest in the reserve upon its sale.

Fiscal committee: yes. ’

1
2
3
4
b]
6
7
8
9
0
1

WHEREAS, In 1853, the United States Congress
granted to the State of California the 16th and 36th
sections of every township of public land to support the
public education system in California, a grant long held
by the courts Lo create a “solemn agreement” between
the federal government and the state; and

WHEREAS, In California, the State Teachers’
Retirement System is the beneficiary of revenues derived
from those school lands; and

WHEREAS, Those revenues are a significant source of
income to the retired teachers of the state; and
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WHEREAS, Elk Hillss Naval Petroleum Reserve
Numbered 1 contains two school land sections rich in oil
reserves and constituting the two most valuable school
land sections in the state; and

WHEREAS, The inclusion of these school lands within
the petroleumn reserve in 1912 made them unavailable to
the state, with the result being that the State Teachers’
Retirement System is deprived of substantial income; and

WHEREAS, Ever since 1976, the federal government
has been producing oil and gas from the naval petroleum
reserves at the maximum efficient rate and selling its
production to gain further general revenues for the
United States Treasury; and

WHEREAS, The federgl government has stated that
the role of the national petroleum reserves ‘*has evolved
over time from an emergency source of oil to an
income-generating federal business asset,” and that
“federal ownership and operution of the reserves is not
essential to the national energy policy goals and
objectives”; and . _

WHEREAS, The Department of Energy proposes to
sell Elk Hills Naval Petroleum Reserve Numbered 1, as
part of the President’s 1996 Budget submission to
Congress calling for the privatization of the naval
petroleum reserves, and fer the first time the department
has earmarked ¥ 9 percent of the anticipated proceeds
from privatization to be puid to the State of California to
benefit the Teachers’ Retirement Fund; nows ore;
and

WHEREAS, Congress has passed, and the President has
signed, legislation to compensate California after the sale
of Elk Hiils Naval Petroloum Reserve Numbered 1; and

WHEREAS, That compensation will be based on an
agreement between the State of California and the
Department of Energy; now, thercfore, be it

Resolved by the Senate and Assembly of the State of
California, jointly, That the Legislature of the State of
California respectfully memorializes the President and
the Gongresn of the United States to sell Fle Hills Naval
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the Congress to expedile the agreement by the |
Department of Energy for recognizing the valid claim of
this state to the two school land sections within the
reserve, and to compensate California’s retired teachers
for their ¥ 9 percent interest in the reserve upon it’s sale;
and be it further ;

Resolved, That the Secretary of the Senate transmit |
copies of this resolution to the President and Vice
President of the United States, to the Speaker of the
House of Representatives, to each Senator and
Representatives from California in the Congress of the
United States, and to the Secretary of the Interior, the
Secretary of Energy, and the Secretary of Defense. :
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July 19, 1996

MEMORANDUM FOR: JEN PALMIERI
HELEN HOWELL
JOHN EMERSON

FROM: KRIS BALDERSTON

SUBJECT: California State Teachers Retirement

As per your request, attached is the faxed information from the Department of Energy
regarding the California State Teachers Retirement.
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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 offer of settlement of the
Teacher’s claim to a portion of the proceeds from 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 effort 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.

@ Printed with say Nk on recycied papar
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Privileged & Confidential_

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

I Statutory Framework

The Administration's 1995 legislative proposal for the sale of the United States’ interest in
the Elk Hills Reserve in California (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 refused 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 within 30 days
after the sale of Elk Hills (scheduled for February 1998) to make an offer of settlement to the
State, based on the "fair value for the State's claim, including the mineral estate, not to exceed the
amount reserved in the contingent fund." The statute did not affect the merits of the State’s claim
or recognize the validity of any claim.

1L History of Claim'

Although there presently is no pending formal “claim” by the State, the State’s historical
claims have been based on the California School Lands Grant Act of March 3, 1853, 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 alia, of lands previously
appropriated and mineral lands. In 1927, Congress extended the grant to mineral lands, but _
continued to except any lands included within the limits of an existing reservation. Act of January
25, 1927, 44 Stat.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 State took title to school lands only after a survey was
approved by the Commissioner of General Land Office (“GLO") (United States v. Mortison, 240
U.S. 192 (1916)), and, until the survey was approved, the United States could dispose of the
lands as it wished (see Minnesota v. Hitchcock, 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. Watkins, et al., No. CV F-87-665 EDP.
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other lands could be selected 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, United States v. State of California, 55 I.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 Hills 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
California. In the late 1920s and early 1930s, the United States brought a series of successful
actions to quiet title to the lands within the Elk Hills 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 further unsuccessful attempts in the 1980s to resolve the matter to its favor
administratively, the State of California filed suit in 1987 to, inter alia, 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 California 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: California had no vested rights in the lands
so as to prevent their sale; Congress was free to vest title in 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.

M. Proposed Approach: Consider merits of State’s claim during next 18 months so that it
' can be resolved promptly after sale, as contemnplated 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 recommend 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:

wjoo4
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A Parties’ agreement on process

B. Selection of neutral

C. Written and oral presentations to
neutral

D. Neutral recommends “fair value”
(in terms of a percentage of proceeds
of sale)

E. Secretarial decision to hccept or modify
recommendation

F. Secretanial offer of settlement

August 1996

November 1996

January - June 1997

October 1997

December 1997

February 1998
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