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m 
TO: 

FROM: 

SUBJECT: 

DATE: 

John Emerson 

Elinor Schwartz 

Elk Hills 

October 18, 1886 

I thought that you would like to know 
that Governor Wilson approved the 
Elk H i l l s agreement today. 

Thanks again. 

ELINOR SCHWARTZ 318 South Abingdon Street Arlington, Virginia 22204 (703)920-5389 
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- I • 
APPROVAL OF SETTLEMENT AGREEMENT 

Pursuant to Section 6107 of the Public Resources Code of the State of California, the 
foregoing 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 Califomia 
State Lands Commission and the California State Teachers' Retirement System) is hereby 
approved, 

DATED: 
PETE WILSON, Governor 
STATE OF CALIFORNIA 
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[0 

TO: John Emerson 

FROM: Elinor Schwartz 

SUBJECT: Elk h i l l s 

DATE: October 16, 1996 

Again, thanks for your help on the 
Elk H i l l s settlement. 

The LA Times a r t i c l e and California 
agency signature page of the agreement 
are attached. A fact sheet i s also 
included. 

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



Fight Over Elk HiUs Oil Reserve Ends 
• Energy: Property now 
cleared ibr sale. Money 
will go to tcjichcrs 
retirement fund. 

By CHRIS KRAUL 
TIMES STfAFf WRlTEK 

The federal and state govern-
moots hav* settled a long-standing 
dispute ovor o>vncri;[iip of ore of 
California's richest oU fields, pav­
ing ihc way for a sale of the 
properly thai could add $135 mil­
lion or more lo the slate teachers 
rctircmcnlfund. 

T'hat sum would be 9% of the 
$L!>-billion minimum amourt that 
the planted sale of Elk Hills Naval 
Pclroleum Reserve in Kern County 
is expected to fetch at auction. 
Teachers arc entitled to the money 
by virtue of a 1̂ 84 stale law thai 
envisioned a settlenwnt. 

Numerous oil companies, includ­
ing Chevron Corp. and AUanlic 
Richfield Co., have expressed in­
terest in making bids for Elk Hills. 
The government hopes lo complete 
Ihe sale by early lt)9S. 

President Clinton signed a bill in 
February aulhori^ng the sale of 
Elk HiUs. part of an ongoing priva-
ti'^atioii of certain stralegic oil 
reserves. But had tlie slate's claim 
on the property gone unresolved, i l 
could have depressed its value, said 
a spokesman for Lt, Gov. Gray 
Davis, who as state controller filed 
suit in the slate's interest in 1987. 

The state has long contended 
that it ownctl the property by 
virlneof statehood. As an incentive 
for slates lo join the union, the 
federal gnvcrnmenl customarily 
offered land for educational pur­
poses, and the Kern County prop­
erty WAS so earmarked. 

But L'ilk Hills, was never formally 

transferred, and when oil was dis­
covered in the early IQOOs, two 
presidential orders declared the 
land and Its oil the property of the 
Navy. Chevron later purchased a 
20% interest in Ihe property and 
exclusive rights to develop oil. 

The federal government's priva­
tization policy and the rising use of 
nuclear power on Navy ships made 
the Elk Hills property e:qjendable 
in the federal government's eyes. 

Chevron now produces G3,000 
barrets of oil daily at the 47.409-
acre site, which has proven re­
serves of about 280 million barrels 
of crude. That makes It one of 
California's largest inland oil fields, 
according to Robert Highl, execu­
tive director of the State Lands 
Commission. 

Thursday's agreement calls for 
payments to California in five an­
nual installments rieginning in the 
1999 federal fiscal year. 
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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. DBPART 

By: 

ENERGY 

Hazel O'l̂ ary 
Secretary 

DATED; 

By: 

CALIFORNIA STATE LANDS COMMISSION 

Robert C. Right 
Executive Officer 

DATED: CALIFORNIA STATE TEACHERS' 
ENT SYSTEM 

By: 
James D. Mosman 
Chief Executive Officer 
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10/9/96 

FACT SHEET 
ELK HILLS SCHOOL LANDS SETTLEMENT 

The Settlement Agreement is fair to both sides. It would provide compensation to California 
for the two Elk Hills school land sections which the Federal Government granted to tl« State 
When it entered the Union. At the same time, it would maxinj^ ^ V T ^ n L ^ L e r f bv 
Government by allowing the removal of this cloud on title being offered to purchasers by 
removing purchasers' exposure to treble damages for conversion under Cahforma statutory law, 
aS^by proSing the State from eiyoining the sale of Elk Hills. The key specitic terms are as 
follows'. 

0 DOE would pay 9% of the net proceeds fiom the sale of Elk Hills J^ /̂ ve equal 
instalhnents (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 m two 
equal instalhnents in years 6, and 7 (FY 2004 and 2003). 

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

0 Payments are to be made from a contingent fund establiahed by Congress to 
compensate CaUfornia for its school land claims. 

0 Xf the setdemeni instalhnents art appropriated and disbursed, the Stete releases all Elk 
Hills school lands claims against the United States and the purchaser(s) of Elk Hills, 

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

o Califorma would waive any right to seek treble damages against a purchaser for 
conversion, even if Congress fails to fiind some or all of the requisite payments. 

Q Califorma would pennlt 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 
Congress fails to fund some or all of tlie requisite payments. 
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Fight Over Elk HUls OH Reserve Ends 
• Energy: Property now 
cleared fbr sale. Money 
will go to tc«ichcrs 
retirement fund. 

Dy CHRIS KRAUL 
TIMES STAFF VVRerEK 

The fcilcral and slate govern-
j monis bayc seUled a long-standing 
j dispute over ownership of one of 

California's richest oil fields, pav-
I ing the way for a sale of the 
: properly that could add %\3h mil­

lion or more lo the slate teachers 
rclircmcnl fund. 

1*hal sum vyoulU be 9% of Ihc 
$i.5-billian minimum amount that 
the planned sale of Glk Hills Navul 
Petroleum lleuerve in Kern County 
is expected to fetch at auction. 
Teachers arc enllDccJ to (he money 
by virluc of a 1984 slate law lhat 
envisioncda sclUemcni. 

Numerous oil companies, includ­
ing Chevron Corp. and Atlantic 
Hichficid Co., have expressed In­
terest in making bids for Elk Hills. 
The government hopes lo complete 
the sale by early 1998. 

President Clinton signed a bill in 
February authorizing the sale of 
Elk Hills, part of an ongoing priva-
llzation of certain strategic oil 
reserves. But had the stale's claim 
on Ihe properly gone unresolved, i l 
could have depressed its value, said 
a ŝpokesman for Lt. Cov. Gray 
Davis, who as slate controller filed 
suit in Ihc slate's tntcresl in 1987< 

The .ilalc has long contended 
lhat i l owned the property by 
virtue of statehood. As an incentive 
for slates to join the union, the 
federal government cnstoroarily 
offered land for educational pur­
poses, and the Kern County prop­
erty was so earmarked. 

Hut u;ik Hills was never formally 

transferred, and when oil was dis­
covered in the early ISOOs, two 
presidcnlial orders declared the 
land and its oil the properly of the 
Navy. Chevron laler purchased a 
20% interest in the properly and 
exclusive rights lodevelop oil. 

The federal government's priva­
tization policy and the rising use of 
nuclear power on Navy ships made 
the Elk Hilla property expendable 
in the federal government's eyes. 

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. 1'hal makes It one of 
California's largest inland oil fields, 
according to Robert Highl, cxccu-
live direclor of Ihc Slate Lands 
Commission. 

Thursday's agreement calls lor 
payments to Califorma in five an­
nual inslallmcnts beginning in the 
1999 federal fiscal year. 
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California State Teachers' Retirement System 
7667 Folsom Boulevard 
Sacramento CA 95826-2614 

Contact: 
Jim Mosman (916) 229-3700 • Jennifer Morrill (916) 229-3714 • Judith Burns (916) 229-3938 

October 10,1996 
NR 96-7 

FOR IMMEDIATE R E L E A S E 

Clinton Administration Agreed to Settlement of California Teachers' Longstanding 

Elk Hills Claim 

SACRAMENTO, CA .. 

The Califomia State Teachers' Retirement System (CalSTRS) announced that Secretary of Energy Hazel O'Leary, 
on behalf of the Clinton Administration, today agreed lo a settlement of the longstanding claim of the State of 
Califomia and its over half-million active and retired teachers to the State school lands located in the Elk Hills 
Navel Petroleum Reserve. The settlement resolves a cGntv.iry-old dispute between the State and the Federal 
Government and clears the way for the Administration's sale of the Elk Hills oil field to private industry. 

The Teachers' Retiremerxt Board of CalSTRS 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 proper 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 revenvies 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 Officer of CalSTRS, said: "This really 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 Califomia, I want to laud the Administration 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 providing a means of removing the cloud of the State's claim in advance." 

Mosman said: "The settlement ensures 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 activeiand retired teachers owe a great debt of gratitude to Congressman Bill 
Thomas from Bakersfield, who spearheaded the legislative effort in the Congress to provide fair compensation, 
and to Congressmen Ron Dellums frotn Oakland, 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 Caliiomia Congressional 
delegation joined Ln a strong letter of support during our legislative effort, as did Senators Feinstein and Boxer." 

£00 sais 96/0T/0T 
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Page 2 

The State was granted the tracts in Elk Hills along with other State school lands located throughout Califomia by 
the Federal Government at the time California 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 lo derive any revenues from these oil rich State school lands in Elk Hills. 

# # # 
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Fact Sheet 
Elk Hills School Lands Settlement 

The Settlement Agreement is fair lo both side.s. Tt would provide compensation to California 
for the two (2) Elk Hills school knd sections which the Federal Government granted to the 
State when it entered the Unioii At the .same time, it would maximize sale revenues to the 
Federal Government by <illowii\g the removal of this cloud on title being offered to purchasers, 
by removing purdiasers' exposure to treble damages for conversion under California statutory 
law, and by prohibiting tlie Slate from enjoining the sale of Elk Hills. The key specific terms 
are as follows; 

> DOE would pay nine (9): percent of the net proceeds from the sale of Elk Hills in five (5) 
equal instalhnents (wilhout intere.st) 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 i i \ iwo (2) equal installments in years six (6) and seven (7) (fiscal years 2004 and 
2005). 

> Tlie obUgation to pay is contingent on sale, and the obligation to pay each installment 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 compen 
sate California for its school land claims. 

> If the settlement installrcients are appropriated and disbursed, the State releases all Elk 
Hills school lands claims against the United States and the purchaser8(6) of Elk Hills. 

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

> California would waive ^my right to seek troblo damages against a purchaser for con 
version, even if Congres^ fails to fund some or all of the requisite payments. 

California would permit: the United States .ind 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. 

f00 SaiS 6c!9T 96--OT/0T 



GRAY DAVIS 
UbumNAPT taovcRNon 

STATE OF CALIFORNIA 
OFFICE OF THE LIEUTENANT OOVERNOR 

FOR IMMEDIATE RELEASE 
Octobar 10, 1996 

CONTACT; STEVAN ALLEN 
(916) 445-8994 

UEUIENANILGOVSRN.QR.DAyiS ANNOUNCES ELK hUUl3.jaEIIL£M£NT 
10-year Battio Results In Millions to State's Retired Teachers 

S A C R A M E N T O -- Lieutenant Governor Gray Davis today announced a settlement in a 
longstanding dispute betWeen the California State Lands Commission and the federal 
Department of Energy, which will result in millionfi of dollars io California's retired 
teachers. 

The agreement concerns ithe sale of a parcel of land In Kern County known as ttie F.Ik 
Hills Naval Petroleum Ro$erve. That land has been owned by the federal government 
but the state has had a decades-old interest In the reserve. By agreeing tn tRrm.'t of the 
sale, an estimated $180 nnillion will be paid to the stale By law, that money is 
earmarked for cost-of-living-adjustments owed California's retired teachers, 

"This is a great victory fori teachers. Today marks the successful end of e lO-year 
struggle through the couris and tha Congress," said Davis, who as SLC chairman filed 
the original 1987 lawsuit demanding compensation from the federal government. "I 
applaud Ihe diligent efforts of President Clinton and his administration, including Chief-
of-Staff Leon Panetta and Energy Secretary Hazel O'Leary." 

The settlement caps a relationship between the federal and slate government going 
back to 1853, when land was promised to California to support Bduoaiion. But the 
federal government refused to release the Elk Hills tracts lo California once oil was 
discovered and deemed vital to national security. Over lime the oil's significance to 
defense diminished, and in February of this year the President signed into law a bill 
authorizing the sale of Elk Hills. That law made It posslblo for the SLC and DOE to 
negotiate the settlement, which was finally reached Thursday. 

"This Is a win-win siluaticjn," Davis said. "The feds finally get to sell the property, the 
state finally resolves its plalms and California's retired teachers finally get the pension 
boost they deserve." 

• 8 . . t . CWltOl. Bm. 1114.8«cn.m.ntO. OA 96814-«e2 (9.6) 44B.M04 FAX 323.4fle« E-M«in Or«y^D«vi« « UQ-oa.oov 

• saa South Grand Awonua. Suite 2040. luoa Anoe!«B, CA 00071-1604 (213) 620-2211 PAX (818) 080-8033 
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TO: 
FR: 
RE; 
DATE: 

/̂CONTRACT SENSlT! VF. 

KRIS BALDERSTON 
MELANIE KENDERDINE 
STATUS OF CALIFORNIA TEACHERS SETTLEMENT 10/04/06 '^^^uane.iHi 

e v e n r f o r ^ ' S r ^ T A n ? ^ r " * ^ ^ " ^ ^""Abbreviated p r o p o s a l l ^ r a n 
^nS Jhf ̂  Signing of a settilement agreeinent between the DOE 

UPDATE — 10/03/96 

The Department, the Teachers and che .;Lai..e o i CaLifornia are 
T i l t T . ^ l ^° reaching an agreemem.; DOE i.s'waiting ?or 
w r i t t e n concurrence from the DOJ bui; has already received a 
verbal OK from a s t a f f counsel at Ju.txc:,., The^draft agreement 
would give the Teachers Retirement Fund nine percent of the 
S n r n o t f " ' J H ^ ' J " °f P^-tro?:um Reserve We 

I t a t u J o ^ ^ >.̂ ^̂  ̂ " T ^ "^^^ P̂ -̂ ^̂  • ' '-̂ 98,. when we are 
s t a t u t o r i l y o b l i g a t e d t o s e l l the property; f o r budaet assumntinn 
purposes OMB and CBO estimates w.ou.1 d\.iac; the val^e o? tSe^ 
settlement at somwhere between $T.SO and $180 m i l l i o n . 

The t e a c h S r i Secretary must sign the f i n a l agreement. 
w i l l ?ake at a n,?̂ • ^ ^ " " t ""^T "̂ "̂ ^̂ "̂  l '^PProval processes which tai t e , a t a rainunum, ten days. 

t h r n i x ? ? t ^ t e n t a t i v e agreemem with al.l p a r t i e s w i t h i n 
r o l l nn^ J ' a n t i c i p a t e being ready f o r some kind of 
wee i ^ S c t s'SrT"""""'' " P r i n c i p l e by e a r l y to mid-week next 

S o o l s ^ i "'nS?''^ of Congress (Fazio, Ooo.ey, Brown, Harmon, Eshoo, 
T?^ T?^V ^^""^ expressed i n t e r e s t i n thi.s settlement. 
Ihe Lieutenant Governor also aware t h a t we are ready t o s e t t l e . 

or^'^hn^^^H^'^^^fK ^M^^^^ an event Cal...tornia, next Wednesday 
or Thursday w i t h e i t h e r Charlie Curi .l.-; o, Tom Crumbly, any 
in t e r e s t e d members of congress, the head of the t e a c h i r s 
n a r ^ ^ i f ^ i ? " ' "̂"̂  f^ '^rowd of r e t i r e d ceachers . Mr. Panetta could 
p a r t i c i p a t e or c a l l i n , depending on h.l.,;, ̂ ,-chedule, etc. 

Timing w i l l be t r i c k y . In order t o get an event together w i t h 
the teachers, we w i l l have to n o t i f y t h e i r board. As soon as we 
do t h i s I t IS possible t h a t Governo. WiJson w i l l take c r e d i t f o r 
the settlement. Perhaps the C a l i f o r n i a Democratic Caucus, the 
Senators and John Emerson can help M.S JKXI ve the timing problem 

.".v-.-'/^iHlz^.j ir:~:'.: 

lNiT!ALS:.iLA mE:yyiS .• 
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BACKGROUND (FROM PREVIOUS MEMO; 

The Department of Energy owns and opercri es the Elk H i l l s Naval 
Petroleum Reserve i n Bakersf ie.ld . Ca l i f o r n i a Vice PresiSen? 
Gore proposed t h a t t h i s f a c i l i t y be .vrivatlzed aJ na r t of 
National Performance Review i n 1993 - '^^^^ par t of the 

J?ri''?rth^"'''^-^^^^!^^^^°" (-V pr.var.:.e the Reserve went t o the 
S e t t l e a ?ono?fi"^-°^ and included .. .provision which would 
t i l i a longstanding claim by the Ĉ i.l .i f o r n i x State Retired 

property ''le'^t''?'^^'^""^^ Comm. .s.ion against E^k H^Us 
property The State's ownership •...laiiri involves two tracts of 
land withm the Elk Hills field Thn .State his taken ?he federal 
government to court to seek compensation for this properJy and 
had expJ^^d the statute ..f limitations f L T y ^ l ^ T i t 

I s \ f w o u i r t f ? h " ^ t h a t when and i.! .he,property changes hands, 
as I t would i n the event of a sale , the claim would be r e -
^n.iTS^ raised concerns at the Department about the 
?uch the m f """̂  '"'P^f^ -• the- sale process. As 
such, the DOE.recommended and the President included a 
E ? r H ? n f PJ°^i^i°^ -^".his l e g i s l a t i o n a u t h o r i z i n g the sale of 
Elk H i l l s . This p r o v i s i o n , based on fai r n e s s and eq u i t y as 
opposed t o the l e g a l v a l i d i t y of ,ha. claim, would h^ve^a?? the 

p e ^ i S d ' o r t S e ' °' '"̂ "̂  ̂ -''̂  ' ^ ' ^ over a n i L year 

2??i^^^^H°^^r!f-''!!^^°^^^^^^"'^ u.o;udes language t o s e l l E l k 
S e i r cTa i .T f ^ l i mechanism to compensate the\eachers f o r 
r h ^ n . n i 'r, i ""u^^^"^^^^^'-^-^^'"^'^'" ^ successful l e g a l 
challenge. Under the Congressionally-passed s t a t u t e , the 
teachers could be provided up to 9 percent of the value of the 
property, w i t h the actual amount of -the compensation t o be 
determined by an assessment of the -tax- yalue of the claim " 
Funds f o r the settlement amount would have to be appropriated. 

STATUS 

^nH nSn̂ ''̂ "'̂ "*' of Energy, w i t h the ..:oncur.rence of the White House 
and OMB, has i n i t i a t e d settlement negotiations w i t h the 
C a l i f o r n i a Retired Teachers, the C a l i f o r n i a Attorney General's 
o f f i c e and the State Lands Commissiont(al1 i n t e r e s t e d p a r t i e s . ) 

On Friday August 2, representatives oi the Teachers, the CA AG's 
o f f i c e and the.CA Land Commission, met wi t h DOE and OMB 
represe n t a t i v e s . A l l p a r t i e s were -epoMedly happy w i t h the 
progress t h a t was made and agreed to have a phone conference i n 
approximately ten days t o negotiate f u r t h e r . The group' 
established mid-September as a t a r g e t date t o sign a contingent 
settlement agreement (any-agreement must be contingent because i t 
t q q r ' ^ ^ ^ r ^ ^ ^ ^ ^^^^^ °" ^ ^ l ^ e at sale, which w i l l not occur u n t i l 
iyy», and IS subject to ap p r o p r i a t i o n ; 
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vSue i f r - " ^ " ^ ^ '-'"^ i:'ep..;:men:. are c a l c u l a t i o n of f a i r 
value of the cla i m (since the State has l o s t i n cou r t , some of 
our lawyers view the f a i r l e g a l Â a.lue "o-^ t i m i n g 
a p p r o p r i a t i o n s language t h a t would i r, Rome way v a l i d a t e the 
the claim? ^̂ ''̂ "̂'̂ "̂  ̂ "^ ' ' ' ' <^'Vloulate the equ i t a b l e value of 

The Teachers have d r a f t e d a f avorab Irt avi. i c l e f o r t h e i r 
newsletter ( c i r c u l a t i o n : 500,000) which i i i d i c a t e s they are 
o p t i m i s t i c about settlement and tha t they had a very p o s i t i v e 
n e g o t i a t i n g session w i t h DOE. 

?ound"?n''?J^'^=J^f .'"-K"'?^^^ i ^ ^ " ^ '''' '̂ -̂"̂  percent amount 
vaUdaie t ^ ^ t ^ f f g u r ^ "'̂'̂'̂^ preliminary numbers to 
problem. 
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endent̂ etroieum ^ 
Environmental AffairiOffice 

5201 Tnixtun Avenue, Rôom 119 
Bakersfield, CA 933p9 

Ph: (805) 633-311! 
Fax: (805) 633-3191 
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ByDaB&lorBBs 

One to to CD lacfe to Oe « 
Î tsident LyBik»&Jdaioo, B Tes> 
aa fmo on oil 8Ute, to find B DeiB»-
cnt at the top of tho utaaal (kkat 
who iupirea ffluch eothuiun 
aaroo the oatlan's oO prtcL 

la the lerOB lad 1980B. the Oem-
oontic ruty faeesme ̂ n̂ H vith 
enviraiunoBtal resulatiao, pnee eoti* 
troll ud higher tnai, ud the oil 
and gu indtutrv leaned to KcpuUi-
MOB such ai Rould Seagin sod 
George Btuh. 

That IB why dltfaaii ofl nan J.C. 
"hnzif McFarlaad'a cadonemeot <tf 
President CUntoo eould he a voni-
aenio ooian tor Kapuhlieus pfti* a 
irign ctf an improviDg DesMoaiic im­
age fai • fl^jar Smaelt fadiutiy. 

1 havB fmraHy voted K^uhli* 
can throughout ny life . . . aad wiO 
no douU nnnt nuoy inare Reiiub' 
licans In the Mure * wrote the presi* 
deat of the ioflueotlal CaHfonn Is< 
dependent Petroieum fw*riirW In 
B letceir last mentA to membera. 
Itowever. I believe fiffl C&ataa ia 
the botur chote tfab yov.' 

McFariaad thea ticked off Ua raa-
tOQg, iocludinff the tffttnj of a bao 
on export (tf Alaskan oil, which CaH* 
fomia producers hope will tad a 
prtcê epressiog glut o( Alaskan 
erude on the Weat Coaat; a Clintoa 
idminiatntiun onfar reducing royal* 
ty paymeeta on Iwrvf ofl ptnaped 
from fedeni laadt, austly ia Ciliior* 
nia; and the pnpoMd lale to private 
conpaoiei of the (ederalgoveni' 
nent'g faafa oB fidd at Ok HOIa, 
Calif. . 

Wfaether ihla wQ tnnalate ato 
vctea and finndal auppert fer Deaf 
ocnu at the esd of the 1996 canr 
poign la uBcertaht 

fiepuhUeana pilad a huge laad 
in fuad-raiaiag from the bduatry 
thraurii the Bdikfle <i 1996. Aa of 
July, CUnton'i can̂ Bivi hid pulled 
in 1128,460 firm ̂  aod gu inter* 
« ^ fa the current decnoT cycle, 
compared with Repuhticu Robert J. 
Dale's $B42,340. 

there were ahnflar iopalded our-
giaa is corponte pofitiGal'oaDtribu-
tions to eoagraiaioDsl cudidates 
aad the two parties. 

Tte RapiiliHi MB pnib ior diAeit 
ndueliOD and hodftt bahaehig haa 
snaemed GOP fitiaada of the ladiia-
tty with aanetMag of a qoaadaiy. It 
haa ludB it difBoilt far GOP ta«<> 
Bukna to ai^ct tn iaoenthea or 
royalty cuw raairan to the induatty. 

For fa» pert̂  Qiatoa laa tedttd 
kgialadoa pRvidlag a royalty hett> 
day far BHgok'oil coBipaaiea who fiad 
oO io the deep watva of the veaten 
G«ilf of Meiioo, aisied a Royalty 
tfnni'un tha pBta a tta» limit oa 
the gowuami'a ability to caDect 
faack-foydtka and hafaed werit oot 
differeaeea betweea Rocky Ueoa-
taia afl pgodaeare wd ewvinroiwmtal 
argaaiatiaoa over driDhig ia the up* 
wr Grceo Rhier area m aoothweit 
WyooQBg and nixthaaat Colonda 

The adaiiaiatialioa alao auppotted 
reeeatly eoactad ehangea in the Oil 
FoSotiae Act of 1990 that wU re­
duce the ><iif>tfft QQ ooiBpa' 
nea with aStere oQ and pa &dU-

Aa a realt the Oiatfln adminia-
tratiaa aoDcan to be ""***g aoDie 
headway ia itfuiLIafafaig ita issge in 
the 00 and saa produdog xegiaaa of 
CiUtaraia, tae Rocky Mountana and 
the Gulf atatea. 

Denxzata who have bees hia> 

arc tfmrtmg up aad aaying thay'ra 
proud to be OeaoczatB. And Repob-
Scaaa are reaaiana sikot. They uh 
dersuad the tremeadoua aiaouot 
that Qiaton haa done te them,' aaid 
Michael Bcatty, a fomer energy 
fffliTMny eaeadive who oow efaaiii 
the I)eaocntlc Party ia Cokndo. 

Beatty rounded up a bipaitiaan 
ffoup of 100 eU aad ̂  lacutlwoa 
to aoppoct Oaton in 1992, but had 
to inchtde about aoybedy with a 
auidfaoia.* 

Tbia ttae around he beUevea be 
can ilgB up twice that ouober be> 

J a n tho » i i tiiffj 
It'a hard to aae why indeeendeets 

or sujer producera would aot be 
reaaaeBihiy pi——̂  th« aetiona 
tha admiaiatratian haa takan.' aaid 
Pbilip CarrolL pnaideot of Sbdl Oil 
Co. 

Rap. Bin Thonaa (R^Calif.), who 
repreaeata oil-rich Ken County, 
credita the GOP Congress aa much 
aaCliotca. 

.*B« (Clfaiteel WIS to tha dgKl 
pbce at the tight ttne," he aaid. It 
vaaa'k the fact that CUatea i 
there but that SepubSeaoa gabed 
eoRtroI of the Houia ind 
(The adiniaiatratien] awept ap a 
nunber of ideaa taat had i\ 
afoufwt eod put thnn togLthar. o«» 
Bot they woakbt have nude it oot 
of the old DeeioeratiC'̂ antroUed 
Houae ooBnnttee ayaten." 

But ThosBM conffdifi the ( 
deat probably la reaping I :s. 
These are not a lot of votes dbeetly 
tied to the oil patch,' he aaU. 
[Qiaton'a record] agutraltoa ly 

ThUrecord haa been achieved 
witboQt alieutlBB anvirtmsientAl. 
ista, aomethfaig of a political higb-
wixe act. 

For cxanple, QIaten'a airport of 
Alaakaa aO eiqiarta waa balaaoed by 
tn oppoarinn to drfUag te the ̂  
kaNatkaaiWDdlifbRtfuge, the 
daap witar drillins CEatos aupports 
wiO be Knited to the weatara Gulf, 
laaaaebif the rfaka to Fbiida'a tela-
tively pilstine weat eoaaL 

Qlatan, who aerved aa attorney 
seoeral aad oovetnor of a ouqor 
oraJ pa^onidng itate, entered of* 
fice better iufuiiiied aboot the iotn* 
cadea of the energy buabeaa than 
any rtttAt predficnaor- Nofthwut 
Arltaniaa aita aatride part of the Ar-
Kona baaia. a huge reservoir of nat-
oral cas exteadmg faito nMa*t««« 
aadXanaas. 

IB bla 1992 cBDipalgn. he prore* 
iaed to incnaie use of dooBestic 
oral Bs relative to topor oil and 
Idirdtt* fuela racfa u coaL It a 
poaitian that fit weO with the eavi-
roHoental aicaaage of Vice ^esi' 
dentCore. 

He energy tax propoaed ta his 
first weeks in office voold have 
taxed fuels baaed on their Btn CBrlt* 
lib therntal nnita). a forrxmla that 
give the edge to natural gaa eO 
and coal, although a number of natu­
ralBaa companies opp'wnd it. 

Oiatoa's fint chief of staff waa hii 
boyhood friend, Thomas P. 'Mack' 
McLarty. (Omer chief executive a 
AzUa. a Little Rock-haaed natun 
ps oonpaD/. 

Aaother friead, Garry Mauro 
flssOILPATCa.ASa.CaLl 
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Adherents in 
Oillndiigtry 

vho as Teaa land comaaisaioaer ^ 
oveiaeea puUie iaodt vhate aheut t 
\ 000 crude oil and oatunl gas ! 
wells operate, ran CUDIOB'S caia- 'i 
palgninTeaa. \ 

The adBaniatntlflD''s ofl aai fss 
initiative, unveiled ia Deceeaber 
1003, eou#A ts alow the oatiee's 
Bowing dependenoe on ofl anports. 
tt had prtB»4r̂ | impuatians aa welL 

ThoQsands of small oil wells 
acroaa the Sun Belt had shut down 
over the previous decade, sa od pric-

aank. < 
A few days befbte the 1992 pRsi-

deatlal eleetiaa. the Califbraia Inde* 
pendent Petroleuoi Aasodatioa 
tauached an alteut efEart to end the 

00 eaport of Alaskan dL backed 
by a 9113.000 war cheac "Ve w 
peatad it like a aaastn: ANS {Ala»̂  
kaa North Slepej ban. ANS ban, 
AMS ban." nid Dan Kramer, the aa> 
sodation's executive diiector. 

Califomia producers protested 
Alaalcui oil was being iftpTpil iato 
lefinenes inthav ststa, ledachigiî  
fieaiivei to pan9 and fnnii>g aooe 
weQsto dnix dowa. 

AQgwipg Aliskin qfl to be wpart" 
ed to Asia would aOeviate the preb-
ton> they aefuad. 

Sooa, the mastra wu takes lip ai 
a bipaxtlaaB eaeae in CaUfbcna and 
CoD êaa. and tbs C&BtoQ adaAuî  
tration famaOy eeUKaoed it as part 
ofltaoilinhiatiTe. 

Tlie impact d the 1095 kfllalitian 
liftsig the ban ia stSl andaar. aad 
maay of Callforaia's tnditloaally 
rock-ribbed RiffptiHiraiii ofl aaan ttO 
tiî Hiiax Ode. 

But Kramer oetta tte CBaton 
idtfliniatfattan iat ita cCBorta on be* 
half of smaO prodaeera. 

Edwin a. Rothachfld of the Wash* 
taftoB eonsumer orgMsatke Cti* 
aee Actka is skeptical, bovever. Ke 
cDotenda ĥe prinmy benafbarias 
[of the CQntoo oeersy poiky| have 

. been the largest Goapaaiea, not the 

lathecaseef Alaahaaea( 
a auier winner was BP Anietiea 
be., a subsidiary af the g ^ Britiah 
PetmieHB Corp. the largast es* 
porter &0B tha Nflcth Sapa. -

BP America, which waa repre> 
•aanted la WaahingtoB by a fomer 
^ to SsB. Ted Stevaea (RWUaakai. 
UUed hari for liMog tba reatric-

Chevrae, what already baa a 20 
pafcaat intcnat in the gnvnnnaac'a 
petroleum reserves in Elk Hilla, 
eould eipaad bddiags aa a leank of 
Ite ptopoaed aale. Rothschild afcL 

And a manbrr of najac oil oompa-
«[Û j jpyt̂ jî tHg Shell aad Marathon, 
•which have maior iaicstaenta in ofl> 
afaoTB cipkiratBQ b the Gidf of Mot' 
ico. wiO beaafit from the royalty hoS-
dqr provided under the deep witsr 
royafor relief kgldatiao bscked by 
CUntoB aad the Republkaa Cos* 

That does oot bother Oeoooats, 
who say beacfti of the new ] 
will spread through the whole ( 
my of the Sun Belt. 

As fomer deputy energy 
tary WiUisn Wfate SBBB it. there is a 
fmhcf willun the aoargy buajmwa 
that Preaideat Cliatoa lit) a new 
Oemocnt who does not have s knee-
jsrV r — n r T U W M W • Mtif ̂ tA. 
idea of 20 yean sgD." 

have not for^vesCltotaa for Us 
îilfld cfioKt to flflpots tti flltfK^y 

» SOBS, sod othoa atfH viow the 
ereaident as a ckeet auwiinnmiintil' 
ta «Ftaee poUaee OB Siparfand. the 
Oeaa Air Act the Bodsnfeted Spe> 
cka AB nd B}ohal wamint 
poee •Vi*f**" tegolatory burdens 
ever the oartfter years. 

Enid, QMa.. oil Bw Law 0. Ward, 
a lifelaog RapuMiran who ciiaira the 
bdepndest Petroleuai AaaedatiBa 
of America, cooteads the admiaiatta-
ten haa yat "to provide a policy that 
Btakea gavenaaaat a friaad.' There 
ia laore to be dose, he sskl b 
pdicy and sooeu to drilUag rights 
federal lands. 

But the Dole eanp has had trou­
ble capitaliaiag on that diacoateoL 
Dole hif «nenUy aupported legiibf 
tion taadted by ou and gu interests, 
and hla home state of Ksnsas 
the HuntoQ gas field, one of the ou-
est ia me oountry. But he is better 
known for hia work in wsintainhig 
suWdies for the gram-baaed el il 
ioduetiy. 

-Although D(de long waa a senator 
from Kaaaaa. the dB&h-largest pro-
dachig states he has oever beoi s 
particular friead of the industry,'ac-
oordiBg to the SepL SO iaaue of oa 
ftGaajouisaL 

"During bla teoure aa Seaate Fi* 
nan Comodttee chairmaa ta the 
early lOMK he waa net reluctant to 
target the faidustry fer tax incxeaft-
es.'the article said. 

( 

'Ii 
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THE WHITE HOUSE 

W A S H I N G T O N 

October 16, 1996 

MEMORANDUM FOR JENNIFER PALMIERI 

FROM: Dorothy Robyn 

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

16-JU1-1996 06:18pin 

TO: 

FROM: 

BALDERSTON_K 

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

CC: 
CC: 
CC: 

SUBJECT; 

p a l m i e r i _ j 
martinez_r 
emerson_j 

Re: Elk H i l l s 

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

As we understand the cu r r e n t status of t h i s issue, the Department of 
Energy(DOE), at OMB's request, t a l k e d w i t h J e n n i f e r M o r r i l l ( D i r e c t o r of 
Governmental A f f a i r s , C a l i f o r n i a State Teachers' Retirement System) i n l a t e 
June or e a r l y J u l y , and t o l d her t h a t the A d m i n i s t r a t i o n could not agree t o an 
expedited settlement on Elk H i l l s . I t was f e l t t h a t the high degree of 
v i s i b i l i t y of the Elk H i l l s sale necessitated methodic a n a l y t i c a l review of 
the hydrocarbon reserves underlying the sections of land C a l i f o r n i a i s 
claiming. 

I n conjunction w i t h the sale of Elk H i l l s , as required by s t a t u t e , an Elk 
H i l l s Reserve Report i s being prepared by an independent expert. We checked 
w i t h DOE t o determine whether or not the two sections of land involved i n the 
C a l i f o r n i a settlement could be "studied" a t the beginning of t h i s independent 
e f f o r t . DOE said t h a t because of the complicated geologic nature of the 
reserves i n question, i t would not be possible t o study them before extensive 
work had been done on the producing zones they cross. DOE then conveyed t h i s 
i n f o r m a t i o n t o J e n n i f e r M o r r i l l . 

At the same time, we've seen James Mosman's June 27th l e t t e r t o John Emerson. 
We asked DOE a few weeks ago, what Secretary O'leary's p o s i t i o n regarding an 
expedited settlement was. We have not heard back yet. 

The s t a t u t e a u t h o r i z i n g d i v e s t i t u r e of Elk H i l l s has s p e c i f i c p r ovisions 
regarding the C a l i f o r n i a settlement. I f you would l i k e more inform a t i o n on 
these p r o v i s i o n s , please l e t me know. 
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FACT RTTRg;̂  ^ V 

T 
ELK mLLS NAVAL PETROLEUM RESERVR NO 1 

(Obliggtions to Califorma Schools) 

amended to compensate C a S f o r I ^ S , ^ H : „ H ° - " 
the <*portum:>- ,o resolve a fonesSidl. d? *t ' *iOlin NPR-1, offer, 
California, fofl, fta F c L n l ^ J ^ ^ Z Z J ^ ^ f '̂̂ """"""ao''fte sute of 
frea. the adoption of i ^ ^ i pTô Ŝ ^ -̂f" 

HISTORY: 

»w..tK ;̂:r ̂^̂̂^̂̂^ 
to arose ft-om tlie 1853 Aci of Gongr̂ v Z ^ ^ ^ ^ c ^ ^ t '"'"'̂ ' ^̂ '̂ '̂  ^̂^̂^ 

township a gram to ths State to suppSr̂ ^̂ ^̂ ^̂  T '̂ '''̂ "̂  ^ '"'̂ ^ ^̂ '̂ -̂ ŷ ^ 
ihose given cvery.piWic l ^ s Z s ^ . S ^ r̂ ^̂ ^̂  ^̂ ^̂  ^ '"̂ ^̂ ^ to 
- a Solemn a g / , L ^ ^ ^ ^ r v " ^ ^ ^ ^ 
agreed to give these lands to the sta J l J etlnS" 1?'.^? ^ I" ^̂^̂^̂  
auAority over federal lands. a«d tp «ge W 'fnT' '""̂ ^ "f:""̂  ^ '̂ ^̂ ^̂ ^̂^ t«ing 

Psmjleum Re.«rve InitWhTtei!? 1912. witWrawmg tile entire as a Naval 
P^e«rv. a« Elk Hill S i ;^f ; te f r " 7 °" "'"̂ """''̂  
hefng exhausted by production ̂ ^ ̂ , 3 * . - ^ ^ oU reservoirs *«e, 
which «ppcd the tT:^£^M^Ztcf.T^i^,'r^„^'^^ 

subsequently voided because bfft,„/«.,^- T ^ Mt>« of these Icaws were 
y V loea because Of ft̂ ud and corrupncm - pan of the "Teapot Dome" scandal. 
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^̂ 1̂̂ "̂̂ ^̂ ^̂ ^ ' ^^^^^ ̂ '̂ ^̂  both public and private wells m a single operation whose production rate was conu-oHed by the Naw ar .^VPI considered sufficient to keen tUa VV*I1B .I« A *• wnuvnŵ  vy UK r<avy at a ]evel 
private Ownert T̂ ^̂ ^̂  P̂""*'"*"' '̂'"̂ ""̂  » compensate the 
pr vaie ownerŝ  Then, in 1976, Congress approved lemiirmion of the restricted rate and 
au pro<̂ uction ut the nuixiinwn efto^^ 

Aiawu^ recognition of the school land jtaras would not liave artecied the N»w. 
««.roI over public and private productton. no Aderal action was ̂ I f ^ Z ^ ^ Z State 
ctle or u, give reasonable winrensation. While {federal law provides diat Stales Z sd« 
a r t t f ^ ' i ^ ^ t , " Pto of uns.ti.fied seho.. land p available ; S d w^iL 
^ . th lS^dSi^ "? "'"""f ^̂ "̂ ^ Ana the Departments of L r w and IntSS 
W fte sSl^t^^;'^,'^ ' proposal that d,e S,a«, would dUe to .he land ta p,a« s Z « 
10 the same control over pioductioatfiatU applied to the private owners. 

Of Elk mf.','!^^?.'"™","^™' in 1986, when the Admhiistiation first proposed the sale 
S s ^ m ^ H™" ̂  r^'S'"'^ budiet-ialancinj action without ptividlng for flte 
i^TJ S . ? T ''''''"'"•'™ '"̂  "ir̂ '̂̂ i tf>e Secretary of E«rn 
ImZr A» f ° the S.a,e,sctooI land claim. During the Senate cot.iderZ of 

^ o l d ^ t v l ^ f ™ " " " ^ " ^ * ' * flShts, even if Elk Hills were 
^ich"avf £5̂ 5 t ^ t r̂^̂^̂^̂  r " <"« 'PFopmtion as enacted. wnicB gave ?3OO,0O0 to the Departiaeni of Energy to study the feasibiUty of sale. 

o7cktm - ^ S ^ ^ of tiltfernia'. schccl land dde xisbts to clain,s iftigato i l ^ 
^'^ " I""" ™t asainsl the United iitates Califomia 

asserted that production «the maximum cfScicnt rate amounted to a rem^S of U«-iSr,. 
'̂ 1̂ 92. apparently on ,S g S t a ' 

f^^,f / '1""'™ '° ^ - >«w claim woSdarî e .factual divesunire eccut. without recognition of California', interests. 

setlIemcM*-?2?W v"*''"'''' '"^S"'"' ='«»eenfrontational method of setllemcm The State s rieht is an obstacle to the Federal leasing or sale but eoualh dZh^ 

S f o r Sta^sLS? .̂ "̂  naUosal promise to provide a ,epre.«™aHvc portion of tte public 
W m ^ ' cct̂ itment to the principles of 

Naval ^ Z ^ ^ ^ r ^ Z t ^ ' ^ t ^"""^ " ^ -'^i- ' 

11... States. ?rrnrr̂ ercxtrr=̂ ^̂  
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Shadow Of justification. of State title had no 

CONCLUSION: 

States. At the same t i i r t t u w i m ^ l ^ . t l ^ ' f ™ """""̂  » 
o f . h « e p u b U c l . n d . s h o i J ? f . S ^ r S r T ^ ^ ^ 

Fiscal B U S S le'^t^sM^nt^tl''"^"'^ ^'^'^ « i« 
the Naval P=trolcum^;r« Ŝ c ^ H ? * ^ T recommended to the Congress tha. 
California share i H , » v e ^ uT"f ' ' '^ '""f and that the retired teachers of 
seven Be,«r,.„V,v , ™ " Propos'I California would have received 

Retixen«nt System and <b^C^S,Z < £ ^ ^ , t n Z \ ^ ' ' ' * ' "̂"'̂  
, ManasementLd Budge, to I S I f " I ' 
in «» Fiscal Year 199S Budjet for privajte^'FT/m^ ^'^'"'"'n's proposal 
OrameBdedto e o m p e n s e t c C . u S S S . ^ , ^ ' ^ ^ r r f ^ 
resolve tbis longstan̂ ns disnutt S T / V ^ A , ^ " opponunity to 

C a . f o r n l . . i u U . " ^ ^ ' S ^ 4 S * t 2 r n I S 1 L T ^ ^ ^ 

For more inforniatioQ contact; 

Bill Morrison r 
Legislative Liaison ^̂ nniferMomll 
California State ' Director or Legislation 

ands .Commission California St.tc Teacher.' 
(916) 445.5303 Vo.̂ v « f 
m6)322.3568.AX l ^ J ^ j ' S p A X 
Elinor Schwartz T L c o 
Washington Represenladve Nn̂  
California State ^ "^^S^" ^-L'P- ' 

L;uids Commission ^«hington Representative 
(703)920-5389 . Califomia State Teachers' 
(703) 920-5402 F A X B-etircment System 

(202)637-5705 
(202) 637-5704 TAX 



03/17/95 07:34 O2024566220 il006 

mR 7̂-95 FRI 17,-06 Eli.or Schw.rU F*NO. 70392054̂ ^̂  ~ P . ^ ~ 

CALIFORNIA STATE TEACHERS' RETIREMENT SYSTEM (CalSTRS) 

State of Califotnia Should Receive Proper Compensation 
for S tate School LaJlds under Any Propo sed Lease .or 
'•'Prvat̂ ZatjgT}" nf The m i m N;̂ v.T Petroleum B f̂f̂ fv? Nf-*—1 ^ 

Bacl̂ grPmif̂  Kegardinp California State School Landa 

The Elk Hills Naval Petroleum Reseive Numbered I contains two tracts that 
constitute State school lands of the State of California. Upon admission ro the Union, California 
emd other western States were granted by Congress certain ssciions of public land locked within 
ttie itate s borders. The revenues from State school lands are to be used to further public 
education. ^ 

Hie State of Califotnia applies the revenues from its State school lands to assist 
^̂ °v* .Jf^ pensions have been seriously eroded by inflation, Califomia teachers are 
ineligible for Social Security and often must rely on this State pension ŝ the principal source of 
rcnrement income. According to a State study released last year, Califomia teachers who retired 
pnor to 1979 are now receiving pensions that represent less than 60 percent of the purchasing 
power of their original benefit r- which was quite modest to begin with. State school lands 
revenues are badly needed to fill this gap; 

As described below, because of S decades-long dispute between the State of 
California and the Federal Govenimeni over rights to thesi State school lands that happen to be 
located in the.Elk Hills reserve, the State hai been unable to derive any revenues from these 
school lands tracts. 

There are 490,000 active and retired teachers under the Califomia State Teachers' 
Retirement System (CalSTRS) who have a keen interest in receiving fair-compensation for these 
State school lands located in ihe Elk Hillj Naval Petroleum Reserve Numbered 1/ 

We understand that one or more proposals may be considered by Congress this 
yeai iv icise oi- OUiei<̂ di "jjuviniti"'tlw bik Hills Naviii moiAuiii K«em NumbeieJ I as uAit 
of the overall effort to pare the Federal budgfit. 
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The LoDg-Runninî  Cobtroversy with the Federal Government 
Ov6r Elk Hills School T.and̂  and ĥi>Need fg^ Legislative Relief 

The fact that the Stale school lands in the Elk Hills Reserve possess valuable oil 
rwtfyiirccs has IcJ lo a diipulc UVBT oswiershlp and proper compensation between the State of 
California and the Federal Government that has dragged on for almost 80 years. These State 
school lands are agreed by the Federal Govemmait to comprise seven percent of the oil and gas 
resources of the Reserve. , 

After many years of Sfiekisg \9 resolve this dispute, in 1987 the State filed a quiet 
title action against 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 
limitations period had expired on California's quiet title claim. 

In light of the clearly-stated Congressional policies of proper compensation for 
State school lands, CalSTRS strongly believes that Califorma remains entitled to appropriate 
compensation for the Elk Hills school lands. This is particularly so because for years the Federal 
Govemmeat has not even utilized Elk Hills i& a military reserve, but rather as a conmiercial field 
in which the oil supplies have been produced by & cost-plus conuactor and sold to generate 
revenues for the U.S. Treasury geflfiral fund. 

As the then-House Interior and Insular Affairs Committee noted in a 1990 report 
describing the need for compensation by legislative means for these Elk Hills State school lands: 

"Congress on a number of occasion̂  has expressed its intention that states 
be compensation for disputed school section lands originally granted as part of the 
terms of their admission to the Union." 

* * » 

"To date, with respect to the State of Califomia, to some extent this policy 
of providing compensation end sharing mineral receipts has been frustrated by a 
dispute that began over 76 yejirs ago with the ineptitude of the General Land 

, OfSce (the precursor of the Bureau of Land Management), the graft and -
corruption that plagued President Harding's Interior Secretary, Albert Fall, Which 
gave rise to what is known as the Teapot Dome Scandal, and the foct that there 
simply are no in lieu selections of land in Califorma to compensate tha state for 
the original school section grants located in [the Elk HiUs Reserve]," 

[H.R. Rep. No. 101-670.101st Cong., 2d Sess. (1990), at 3-1]. 
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Legi slative relief providing for a sharing of revenues from the Elk Hills school 
lands, the 1990 House Committee Repon concluded, "not only keeps faith with Congressional : 
intent that California be compensated for rhe two lost school sections, but. moreover, is in 
fiirrherancB of the policy nf the United States to ."ihare with the .state.? receipts generated from the 
production of minerals such as oil and gas from public domain lands." Jld., at 4], 

Fair rompensatioa far Elk Hills School l,aBd<i , | 

In the context of proposals by the Raagan-RiLsh Admini-stratinns tn leasfi F.lk Hills 
to private industry, California had been able to reach agreement with the Administrations on a • | 
compromise to resolve the long-running dispute by sharing with the Siate a very mpdest portion | 
of the revenues resultitig from leasing Elk Hills. ! 

Under the cunenl operation of Elk Hills by a cost-plus contractor, lite Fedeisd • \. 
Oovemnient had been spending approximately $200 million each year to produce approximately'. 
SSOO ituUion in annual receipts. Under the compromise lease proposal of the previous I • 
Administration, the Federal Government would receive the great bulk of the lease proceeds, theh| 
estimated to be S2.6 billion of lease bonus payments and $55-75 million of annual royalty 
payments. The Stale of Califomiu would receive ii very mudê st shaic of these revenues in ' 
compensation for its State school lands interests. California would receive a seven peteent share' 
of the upfront lease bonus revenue. WhilB the Federal Oovernment would realize ̂ csc bonus ' 
proceeds upfront, California's share would be paid out by the Federal Government over the •' 
cxUnided teiiii of sivti\. yeais wiiliout any latercsL Califuriiia also rtould receive 50 pcrvcui vf 
the subsequent production royalties from the Federal portion of the Reserve. In the jend, the 
overall Elk Hilbs leasing proposal was not enacted by Congress, and hence. California still has ';, 
received no compensation for the Elk Hills lands. | ' 

CalSTRS continues to strongly believe that this very modest share of the revenues 
to ba derived from the leasing or other "privatization" of the Elk Hills Rsserua by die Fedaral 
Government constitutes a fair and appropriate approach to compensation for the State school 
lands. Such a compensation approach: 

Resolves once and for all the decades-long dispute between the State of California 
and the Federal Government overthese State school lands; •,, 

Provides badly-needed funds for retired California teachers whose pensions hav̂ ^ 
been seriously eroded by inflation; • '• \ 
Provides a self-funding mechanism for California's compensation out of the , 
Stream of new revenue (and outlay savings) generated from leasing or otherwise' 
"privatizing" Elk Hills. ^ • \\ 
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Conflwslyo 

CalSTRS, along with the California State Lands Commission and California -
Retired Teacher̂  Association, strongly urges that fair compensation for the State school lands in 
the foirn of very modest sharing of revenues with the State be made part of any proposal by the 
Federal Government to lease or otherwise "privatize" the Elk Hills Naval Petroleum Reserve 
Numbered 1. 

For more itifonnation contact: 

Jennifer D, Morrill 
Director of Governmental 
Affairs 
California State Teachers' 

Retiremetit System 
Sacramento, CA 
Phone; 916/387-3714 
FAX: 916/387-3704 

John S. Stanton 
Hogan &HaitSonL.L.P. 
"Washington, D.C. 
Phone: 202/637-5704 
FAX; 202/637-5910 

Bill Morrison 
Legislative Liaison 
Califorma State Lands 
Commission 

Phone: . 916/445-5303 
Fax: 916/3?-2-3568 
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SENT WIA FACSIMILE 
STATE OF CALIFORNIA PETE WILSON. Governor 

STATE LANDS COMMISSION 
GRAY DAVIS, Lieutenant Governor 
KATHLEEN CONNELL. Controller 
RUSSELL S. GOULD, Direaor of Finance 

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

ROBERT C. MIGHT 
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 Raybum 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 Oil 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 fimds 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 a 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 
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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 govenunent 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 fimction. 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. 

It 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 fiilfiU its obligation and complete the school lands grant; you now 
have the opportimity to end this delay. 

Sincerely, amcereiy, t 

ROBERT C. HIGHT ^ 
Executive Officer 

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

Members, Subcommittee on Military Readiness 

Andrew K. Ellis 
Staff Dfrector 
House National Security Committee 

Marilyn A. Efrod 
Minority Staff Director 
House National Seciuity Committee 

Pete Steffes 
Professional Staff Member 
House Subcommittee on Military Readiness 
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COMMITTEE ON NATIONAL SECURITY 

*^ " aatotbiflton, BC 20515-«035 
ONf HUMORED POUttm CONORUS 

FLOVO a S«NCE, SOOTH CAflOUNA. CHAMMAM 

March 21, 1995 
-"mit.tuM.ntmtmKTM 

The Honorable Herbert Baieoian 
2350 Raybum House OfQce Building 
Waahingion, DC 20515 

Dear Herb: 

The RcidinewSttbconnnitiee of the HoQse National Seeurî  

Naval Petto eumRe«n«Nuna««Il«i 22 Man^ The p r i m a r r S r f A ^ h ^ 

The Department of Defenat hu iciteratad tfait it no longer rtouim Bv- wiu T« 

mnag uiat f«te»l govenniem no tonger aeed, lo own ud OP«M «idi oil nrf ™ 

Thank you for your aMiwirf with this matter. 

Sincerely, 

Ronald DeUums 
Ranking Member, National Security 
Conuninee 

RVD/dlt 
Enc 
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Bnittd States Senate 
WASHINGTON, DC 20s I 13-0504 

February 17, 1993 

Honorable Leon Panetta 
Director 
Office of Managemezic and Budget 
243 Old Executive Office Building 
W a s h i n g t o n , D . C . 30S03 ! 

Dear Mr. Director, I 
1 

We are writing to bring to your attention and solLcit your 
support of legislation to lease tne Elk Hills Maval Petroleum 
Reserve No. i and share a portion of the revenues witnl the state 
of califomia. A copy of the legiaiation is enclosed. 

As you know, as part of its statehood entitleinenti 
California was granted two sectiozxs of federal land which are now 
part of the SlJc Hills Naval Petroleum Reserve. These lands are 
incredibly valuable as they contain seven percent of the total 
o i l in the reserves. However, California did not receive ti t l e 
to these lands because they were withdrawn for the Naval 
Petroleum Reserve. After many years, in 1967 the stat^ filed a 
^ i e t title suit against the federal govemmeat to recover 
possession of the two sections. The case was decided ^gainst the 
state's interests based on the statute of limitations jiaving 
ejcpired. Nonetheless, califomia continues to assert claim to 
two sections at the Elk Hilla Naval Petroleum Reserve ][>ased on 
the eouities. The federal government has not been ope:pating Rik 
Hills as a reserve, but as a public asset whose o i l reserves have 
been produced and sold to generate revenues for the U.̂  Treasury. 
Tharefore tha basis for denying Califomiii the two sec|:ions has 
been invalidated. 

Califomia retired ceacners. the benericiaries of any 
revenues generated from state school lands, are aeekint^ 
legiaiation which would resolve this longstanding dispute to r.hp 
benefit of both the state and the federal government, j tinder the 
proposed legislation. Elk Hills Naval Petroleum Reserve No. 1 
would be leased to private industry using competitive bidding 
procedures. A portion of the revenues from the lease j>rould be 
used to establish a 10 million barrel emergency supplVi oil icr 
the U.S. military, A modest portion ot the revenue would be 
shared with the State of California in settlement of the dispute 
over the rights to these lands. 

The state believes leasing of Elk Hills would generate 
Slabscantially more revenues for the U.S. Treasury tham the 



current arrangement under which Elk Hills Naval Petrolleum Reserve 
is operated by a private engineering firm under contrabc to the 
federal govemmant. I t ' a our undarstan.din<7 tixo fadarall 
government now spends about $200 million a year for Elk Hills 
production and receives approximately $500 million in revenues, 
for a net gain of $300 million aonuaily. The state esjcimaces the 
leasing proposal would generate $2.6 billion over the f i r s t five 
years. 

We would appreciate your aaaessment of the budgetary impact 
df thia legislative proposal and your consideration of, i t in the 
context of President Clinton's forthcoming budget packkge. Thank 
you for your careful attention to this important matter. 

Sincerely, 

7v̂ ri->«t.. 
'Barbara Boxer 
Unites States 

Dî Cbne Feinstein ! 
ited States Senatbr 

enclosure 

DFrkfl 



LEON B.IPANETTA 

Houfi auK r̂ coMMfrrn 
coJwim, 

AOmdULTUM 

JIUCT CCfcUrMTTn ON MUMIfl 

m W K O AKO POUCY 

»*AJO«TYWHIP 

K7XT)% auoon 

Ms. ffennXrer Morrill 
fltatt TMchars ltatir«B«nt 
7667 Folsoa BOttl«vard 

Congrenŝ  of tiie Sntteb l̂ tate£( lie MVMMM tmmi 
MOWTII.CAIiXO 

IMMI4 ) 

Deo«ab«r 20, 1990 
UtlT4l 

aAoraauto, califomia 95826 

Oaar 

systi 

Ms. Morrillt 

Thanbc you for •••tina wlthja to let an..Jpnov <tf .your .TOPort-for. 
^ ? ®̂ recogniia tJtia rlgIt€-ofT3»nBt*t« of Califomia to ^ 
••ctlona of Bchool landa at ElJc Hilla Patrolaua Reaarve that vara 
proaiaad to it by tha Faderal gevamaant ovar 135 yaara ago. i 
appxaciata haaring from you. i yi 

Aa «l 
aa. aaating, thia iaaua ia ona of graat ooncam to 

I faal ctrongly that tha stata's claim ovar thaaa landa muat ba 
raccgnizad and companaatad for toafora thara ia any aala or laaaa of 
tno landa by tha Fadaral govammant. Aa Chairman of tha Heuaa Budoat 
coaailttao, I have halpad to furthar a raaolution to thia iaaua by 
?fi iSSJ^S^i?*-?*^!??*'*-''! *• P « of tha budgat raaolution, 
SLKJ^^J^J? Califomia tevarda a fair agraamant with 
rag^rd to tha Slk Hilla Patroleum Raaarva. 

nkhamora, 1 hava co-aponaorad lagialation hara in tha Houaa, H.R. 
l i t «.^^!f®^y*,?5^* }«»g-atandiag diaputa that would raoogniza the 
rig] It of tha California to tha two aaetiona of landa at tha Reaarva. 
I b<iliava i t ia critical that auoh lagialetion ia paaaad to f u l f i l l 
the original intent of Congraaa that the State be oompenaatad for 
« la landa and that tha teaohara of the State of Califomia receive 
the.Lr fair due. 

us y Aa you may know, there vaa diaouaaion here in Cengreaa about including 
S ^ Petroleum Reserve in the deficit 

redaction package paaaad by Congraaa in October. Thia propoaal waa 
mat with Boma aerious opposition in the Congraaa and waa not included 
in bha deficit reduction b i l l for a number of reaaona. 

Fir at, for a provision to be included in the dafiolt reduction package 
i t nuat be determined by the Congressional Budget offioa (C80) that 
tha provision will raault in real aavinga to the United fitataa federal 
govtmrnent. Aooording to CBO the Slk Hilla legiaiation, which 
Barjdatea the leaaing of the Zlk Hilla raaarve, ia not a "aavinga" but 
a "one time aaaet aaie" and will not raault in a true aavinga to the 
federal government. Thua, aa a procedural matter, the deficit 
reduction package b i l l waa an inappropriate vehicle for the Elk Hilla 
legiaiation. 



I 
Ma. Jennifer Morrill 
Page k 
December 20, 1990 

In addition to tha prooadural problaaa encountered, you ahould alao be 
aware that many Mambara of Congraaa are strongly oppoaed to the 
substance of the Elk Bills legiaiation, as well. 

For inatance, the laaaing of Elk Hilla ia oppoaed by Congreasman 
Sidney Vataa, who la the Chairman of tha suboommittea on Interior 
Appropriations which haa juriadiotion ovar the funding for our federal 
petroleum raaervaa. The meaaura ia alao oppoaed by the Chairman of 
the Houae Energy and Coamaroa Comaittaa, Congreeeman John Oingall, 
^oae committee haa jurisdiction ovar authoriaing our federal 
petrblaum reserves. 

Even If there had not been any prooadural problema with incorporating 
the Slk Hills legislation in the deficit raduotion package, aa 
Chai nnan of the authorizing Coamlttaa with juriadiction over the 
iaauB, Congraaaaan Dingell would have had to approve the Elk Hilla 
legiaiation, and considering hia oppoaition to tha proposal, i t ia 
unlikely that he would hava done so. 

Aa I indicated earlier, I feel atrongly that thia iaaua be reaolved 
and that the Califomia teachers be coapenaated for tha revenue long 
overdue to them by tha federal government. Please be aaaurad that Z 
will continue ay work in the l02nd congraaa to achieve a fair and 
equitable aolution to this issue for the State of California and our 
retired teaohara. 

Onoii again, thank you for contacting ay office. Pl«aae let me know i f 
z oAn ba of aaaiatanca in the future. 

liZP^ jiap 

PANETTA 
Of Congreaa 



state of Califomia 

M e m o r a n d u m 

Department of Justice 
1515 K street, Suite 511 

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

To : Robert Hight 
Executive Officer 
State Lands Commission 
1807 13th Street 
Sacramento, CA 95814 

Date February 17, 1995 

Telephone: ATSS ( 8 ) 
(916) 

FACSIMILE (916) 

467-7853 
327-7853 
324-5205 

From : Jan S. Stevens 
Assistant Attorney General 
Public Rights, Land Law Section 
Office of the Attomey General - Sacramento 

Subject: The State's legal claim to Elk H i l l s 

You have asked f o r c l a r i f i c a t i o n of the State's legal claims to 
school lands w i t h i n Naval Petroleiim Reserve No. 1 (Elk H i l l s ) i n 
l i g h t of the federal d i s t r i c t court's decision i n State v. 
Watkins, No. CV F-87-665 (EDP). I t i s our conclusion that should 
the Naval Petroleum Reserve be divested by sale or lease, the 
State would have a claim to i t s school land entitlement and the 
e a r l i e r decision would be no bar to i t s 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 t h e i r claims to the public lands 
w i t h i n t h e i r border f o r 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 a l l the public lands. 

In the event that the school land sections designated were 
included w i t h i n federal reservations before survey and f i n a l 
vesting i n the State, the State was to have the r i g h t to select 
other lands "equal i n quantity, and as near as may be i n 
q u a l i t y . " Hevdenfelt v. Daney Gold & Silver Mining Co., 93 U.S. 
634, 639-40 (1877). This p r i n c i p l e , embodied i n statute (43 
U.S.C. §§ 851-852, 870-871), i s p a r t i c u l a r l y important i n l i g h t 
of the large federal reservations made for m i l i t a r y , national 
f o r e s t , park, or other purposes. 

By f a r the most valuable school lands w i t h i n California were 
included w i t h i n the Elk H i l l s Naval Petroleum Reserve and thus 
denied to the State. Their inclusion was not challenged by the 
State during the years i n which Elk H i l l s was actually operated 
as a naval petroleum reserve. In the l a t e nineteen eighties, 
however, the Department of Energy, which by then operated the 
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reserve, reexamined i t s f xinctions. I t found t h a t Elk H i l l s was 
no longer necessary f o r the n a t i o n a l defense, and t h a t i n f a c t i t 
was being operated as a "cash cow" t o produce revenues f o r the 
f e d e r a l t r e a s u r y . I t recommended t h a t Elk H i l l s be s o l d or 
leased t o the p r i v a t e sector. The President's recommended budget 
provided f o r such a d i s p o s i t i o n . 

C a l i f o m i a t r e a t e d these admissions of the executive branch as 
tantamount t o revocation of the res e r v a t i o n . The State demanded 
r e c o g n i t i o n of i t s i n t e r e s t i n the two school land sections o r, 
absent t h e i r d i r e c t t r a n s f e r , the" p r o v i s i o n of other f e d e r a l 
lands comparable i n value. When the f e d e r a l government declined 
t o recognize the State's i n t e r e s t , i t f i l e d s u i t . 

The f e d e r a l d i s t r i c t court " r e l u c t a n t l y " concluded t h a t the 
State's t i t l e claims were precluded by the s t a t u t e of l i m i t a t i o n s 
set f o r t h i n the Federal Quiet T i t l e Act, 28 U.S.C. s e c t i o n 
2409a(f). This h o l d i n g was apparently based on the f e d e r a l 
government's argument t h a t the State knew or should have known of 
i t s c l a i m a t the time the school lands were included w i t h i n the 
reserve i n 1912, and should have brought i t s a c t i o n then. Under 
t h i s assvimption, the 12 year s t a t u t e of l i m i t a t i o n s i n the Quiet 
T i t l e Act would bar any st a t e a c t i o n . 

This h o l d i n g should have no e f f e c t on an a c t u a l d i v e s t i t u r e of 
Elk H i l l s , which we understand i s now proposed. A sale of Elk 
H i l l s would amount t o an a c t u a l revocation of the f e d e r a l 
r e s e r v a t i o n . The school lands w i t h i n Elk H i l l s would no longer 
be withdrawn, and thus the State's claim would be r e v i v e d . We do 
not b e l i e v e t h a t the Watkins decision would bar such a claim. 

Should a sale occur, the State's claim t o the school land 
sections would be d i f f e r e n t i n nature than i t s claim i n Watkins. 
There, the State based i t s claim on implied revocation a r i s i n g 
from a c t i o n s i n c o n s i s t e n t w i t h the nature of the reserve. Should 
a sale take place, the State would be able t o assert a c l a i m on 
a c t u a l t e r m i n a t i o n of the reserve. 

EVENS 
A t t o m e y General 

JSS:pkf. 

c c : '̂ '̂ ames Trout 
Jack Rtimp 
B i l l Morrison 



CALIFORNIA STATE LANDS COMMISSION 

FACT SHEET 

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 oppormnity 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 Elk 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. 
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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 smdy 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 
divestimre 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. 1 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 Jennifer Morrill 
Legislative Liaison Director of Legislation 
California State California State Teachers' 

Lands Commission Retirement System 
(916) 445-5303 (916) 387-3714 
(916) 322-3568 FAX (916) 387-3704 FAX 

Elinor Schwartz John S. Stanton 
Washington Representative Hogan & Hartson L.L.P. 
California State Washington Representative 

Lands Commission Califomia State Teachers' 
(703) 920-5389 Retirement System 
(703) 920-5402 FAX (202) 637-5704 

(202) 637-5910 FAX 
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FROM; f-i:' El i n apr;;^cbw4ft^ 

$V^JtfCft:,tXk', ;;N£fxa:t' Petroleum Reserve 

way' ?^:i^m 
j - '' 

• I undeifstand, -th^^^ .fiq? is attempting to 
• clear' xl^gi^Uti^^jii'i^Qt; H i l l this 
• week • cbricer^^'^^tit' Eiil^ .'̂  are 
•.: concerned,,a)?b)î râ ?,̂ Sft̂ ^̂  " ^ 1 ^ actually 

provide 'Jtior'e' !'t1;i|iĵ ';;.t;iie: appearance of 
some ^i9t:ehtiai'Cbf pî ,r̂ ^̂ ^ We would 

Mikie your a;^^^t'^te actual 
cbmpen>^t.ioh i'h'-'U.h.̂:'̂ ^̂  the 7.% produced 
from Ĉ i,ifo'rx̂ |1i';;:sq̂ ^ land sections. 

1 thpugh,t tl>;4'ti'-'î 'iibĵ , n̂ ^ like to see some 
• recen1;'':<i:QPre;d|>b'hd̂ ^̂  subject. 

", please, let m̂  |%o|;;.ifhe ;,|Ptatus of the 
• •', propbse^• .'le^if ^ . ^ , 

Thanks 1 

ELINOR SCHWARTZ. 3lB South, Abji^ijpfj Sitr6jJ; ;A(1inalô , Virginia 22204 (703) 920-538$ 
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VIC FAZIO 
THIRD pimier 

C A U M I M U 

DEMOCRATIC CAUCUS-VICfi CHAlft 

DCMOC(lfTiC STCERIHC AND 
POIKT COlMliirrU 

AKW0l>RlAT»9NS COMMrmE 

CtdfMV AKB W4tW eMiortftMt 

MILlTARy. CONSTRUCTION 

Congrci^ of tje «mteb §^ULM 

•ac^nSton. 20515-0503 

Apri l 12, 1995 

PIEACC RurOMD To: 

111] KtimitP lutAiM 
wuwBTw. DC ae« II-0U3 
(3091 31iai l6 

MM* ST«tr 

I91C) MMBl l 

332 ^ Stain. 9* 

(tiai K M s a t 
t i l Li»« 0*« •k"*' . 

Hon. Leon Panacea 
Chief of Staff ^ ^ „ . 
Executive Office of Che President 
The Whice House 
1600 Pennsylvania Avenue NW 
Washington, D.C. 20500 
Dear Leon, 

T am writina regarding a p^roposal currently under 
develUent by ̂ he^mintcratSln^o -^structure and then dxspose 
of the ElVc Hills Naval Petroleiim Reserve in California. 

AS you know from your days in Congress, the State of 
r'^n^^-rn^ia and i t s tcachers bave a direct interest m the Eitc 
H?uf UBue in ihe ^o^ S the. State's c l . i - . for cojpensati^^ 

rtuX q̂ ;̂ ê school land tracts that f a l l within th,e Ellc Hills 
leser^e. ?he i S ^ f o f Saulotnia applies the revenues from i t s 
Stitrschool lands to assist,retired teachers whose pensions have 
been serioSsly eroded by inflation. California teachers are 
ine?ig!ble ?or Social Security and often must rely on this State 
tension U the principal source of their retirement income. 
KSordingly; thi 490,000 active and retired teachers who 
par?iciSlte in the cllifornia State Teachers' Retirement System 
h a " a keen interest in receiving fair compensation for these 
State school lands in the Elk Hills Reserve. 

.—._ ? - 3L=.—« ji'—K...*-^ K̂ at-ij'ooT̂  r1i« S c a t s o£ 
California and the Federal ^vernBleiiu Gv^x^^^-^^ uIiTrReserve 
school lands that happen to be located in the Elk Hills Reserve. 
In a prior lawsuit filed by the State against the Federal 
GOvtrLent asserting that the^Reserve status that overrides 
State's rights in the school lands had been implicitly revoked by 
reason of commercial production at the Reserve, the federal 
dS???c? court ruled IgainSt the State on statute of ^̂ ^̂ ^̂ '̂ ^̂ '̂  
grounds, holding that the State should have J i ^ ^ ^ . i ^ ^ 
decades earlier I have been informed that the Office of the 
California Attorney General has determined ^^^^c upon actual 
ctrmination of the military reserve status of Elk K i l l s in order 
to s e l l off, lease, or otherwise transfer the Elk Hills Eieic co 
a glvernSent-owned corporation, the state could assert a new 

1 SUTIOMEflr :EO OH f*r» Î AOC '̂ ^̂ ^ 
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Claim Of entitlement to^he - ^ ^ 

tSu?iVo-- SLT- ^̂̂^̂  ^ '̂^̂  ' , 
AS the Administration fo-^;lf,"^i^M^??riy'with^is t^" 

I woutl aaS that you and your l ^ ^ ^ ^ ^ ^ ^ ^ t f l o n for the two State 
LsSre that the State'j claim ^oJ^^^^^^JJ^^^ properly addressed 
school land tracts in the ̂ Ik HI-LIB K«B proposal i s presented 
In the Administration's P^oPP^al before the prop 
lo the House National .Security^Committee^^ ^.^^^^ 

proposals by P»«t,̂ :̂ J;̂ iĴ !̂|̂ ?e a c<̂ m̂ ^̂  with the Office of 
Itate had been ^^^^^^o negotiate ^ ̂ omp ^^^^^.^^ ^^^^^ percent of 
Management and Budget to "ceive as y ^^^^^ Annual 
l l U l l i l ^ l ierr%'.?rn%ra?: fitSbut mterest. together with a 
share of the production royalties. 

them on the Elk Hills issue. 

I would very much appreciate your active support in working 
CO resolve this vefy important i s y e . 

Vic Fazio 
Member of Congress 

cct John Emerson 
Deputy Assistant to the President and 
Deputy Director for Intergovernmental Affairs 
149 Old Executive Offic6 Building 
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COMMITTEE ON NATIONAL SECURITY 

S S B ~ 9Batl̂ iBtOB,M 20515̂ 6035 
r T f f i H S j f f S S m r - i ONE HOÎ pi(liEP I W n W pONOWiK 

MBXCh 21. 1995 

Tbe Hoaonble HeiM ̂ atanaa 
2S50 Raybum Reuse Offlcp ̂ U|ldiqg 
Wulibigtoa. DC 20515 

Dew Hob: 

Tbe KeidiM Snhwt|;pn̂ ittffft,of ̂  |̂ j|qâ  NvtioQal Secutiiy Commtffifr will be 
eondvKZiqg a hparing oo ibe î «yal Pinibl̂ ŝ  wl Oil Shale Reserves 'mtjiyAin̂  £lk Hills 
Naval Pê leum Reserve iifqm̂ etpd 1 oii^ 1995- Tlie primacy 2oeos of this hsariog 
is QQ explotiqg the fnocess fot diŝ osiDg % Reserve. I bxisg It to your aneqdaa m tbat ii is 
a nunet of cooeeni to ne. 

The Depaitffieai of Defqtie bas xeltei^ tbat it no loogo re^iim Elk Hills. In 
Febniaiy 1995, the DepanBî  of Eaergy ttji^ tbai the Reserves no longer pexfosmed a 
(:denl function. Ibe pio îial 1996 fedcfal budget proposes sale or IBMC of Hk pint 
itatlsg Oiai "ibe federal goyê oibem bo Ipager oeeds to own and pperaxe such oil aixl gas 
fields." Congressicaal setiaD i| zcqiiired to ̂ ĵ kppwledge the tetmioation of tbe Reseive 
status and to determine disposition of the [hiblix; land asset. 

The attached material will more t^y explain my desire dial tbe concents of tbe State 
of Califomia retired toaehers be addressed in aqy disposition. 

Thank yô  for yoqr »f t̂ o"/̂  with Ous matter. 

Sinccitay, 

Ronald DeUums 
Ranidog Member. National Seciuity 
Committee 

RVD/dlt 
Enc 
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GEORGE MILLER 

7 T » 0 i * w e T . C ^ i W f « N . * 

IMJI j y -

VICE CHAIR 
BEM0CI\AT,Crt^>cVCOMMtTrEe 

April 6, 1995 

P. 05 

vxiltuCT Offices 

SuiTt 16* 

17071«*»'l9Ba 

TPf 11Q3I lit-ISO* 

The Honorable Uon Panetia 
Chief Qf Staff 
The White House 
W « h [ « k D C. 20500 

„,c of to* to Elk Hau , 

, «f i?T,f.rt!V is developing a legislative 
However, as I am informed that '^'J^^'';; '^^,^^^^^^^ review the legislation 
proposal 0 "privatizê  .nrd Seĉ^̂^̂^̂^̂  I am coiicerhed due to reports 
prior to its tr.nstT.Utal to the f1̂ ^̂ "̂̂ ,̂,̂ ^̂ ^̂ ^̂  last w.ek with reprcscnt̂ Uves from 
L t officials from the Ĵ̂ P'̂ .̂'̂ f tl.at the State's rights would be 
ih< State and the retired teachers were less P. , 
recognized in such a proposal. 

In advance, thank you for your careful consU)p|tî n of this matter. 

Sliicerely, 

Member of Congress 

•Jr.. 
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GEORGE MILLER 
7TH DISTRICT, CALifoHNlA 

VYMMnaTaH, DC I0S1» 9itl 
aw nt-JOii 

aPMiNig'niATIVt ASsni'rtNT 

iMMMITTEE UN nESOURCES 

CuMMITTEE OK ECONOMIC AND 
EDUCATIONAL OPPORTUNlTltS 

VICE CMAIfl 
DEMOCRaTlC POLICT COMMirrEE 

[glOOl 

House df Eeprê entatibeS 

OTlasjjinBton, SBC 20515-0507 

April 6, 1995 

DISTRICT orricti 

3C1 CIVIC DAIVE.HK 

PilMhwrHiLi.CA 9<lJa 
lEiai U3.T8«0 

MABV LANSING 
DUlmCT OlMCTOfl 

liiOBlUME On. 
Sum 

;iiCi<MOND, CA 9WM 

1<I)7 TLN̂ eSSEC St. 
VmlJO. C*0«55« 

(7071 iit-ms 

The Honorable Floyd Spence 
Chairman 
Committee on National Security 
House of Representatives 
Washington. D.C. 20515 

Dear Mr. Chairman; 

I am writing to add my suppoir to die comments made by Natintial Security Committee 
Senior Democrat Ron Dellums in his remarks before the Readiness Subcommittee last monih 
during a hearing on privatizing the petroleum reserves. 

As you may know, as part of its statehood entitlement, California was granted iwo sections 
of federal land which are now part of the Elk Hills Naval Petroleum Reserve (NPR). These 
lands are quite valuable as they contain seven percent of the total amount m 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 suppon their claim to a portion of any revenues tliat would 
be generated under a new management structure. 

I would appreciate your careful consideration of this matter. 

GE15RGE MlLLEl 
Member of Congress 

nllNliO OK HtCtCiiB 
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Department of Justice 
1515 K Street, Suite 511 

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

To Robert Hight 
Executive Officer 
State Lands Cpnttnission 
1807 13th Street ' 
Sacraniento, CA 95814 

Date April 6, 1995 

Telephone: ATSS ( 8 ) 473-9259 
(916) 323-9259 

FACSIMILE (916) 327-2319 

From ; Dariiel .L* Siegel 
Deputy Attorney General 
Public Rights/ Land Law Section 

: Office ot the AHornĉ  Gehet̂ l - Sdemment£> 

?ub]ept; The State's legal claim to Elk Hills 

You have, ask^d, fo|r 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^87T665 (feOP). I t i s our conclusion, that should 
the Naval•Petroleum Reserve He diverted by sale or otherwise, the 
State would .have a claim to its school land entitlement and the 
earlier'decisipri Vould be no,bar to i t s assertion. The earlier 
decision'wa6 based ujion a ts;Chnical ground: the failure to fi l e a 
timely lawsuit. The ;merits^^.ere never reached. Divestiture, 
howeyer, wpuld trigger a n̂ w claim. A new suit would be timely 
as long as i t i s filed withiin 12 years of divestiture. 

ANALYSIS 

Watkins was ba^ed on a de ̂ ,acto breach of what the Supreme Court 
has, characterize^ as ia "sqiiBinn compact," under which the states 
relinquished their claims tp;:t.he public lands within their border 
for a represenitative ppairtî jini of those lands. Andrus v. Utah, 446 
U.S. 500r,5b7 (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 a l l 
the public lands. 

In the event that the school land sections designated were 
included, Within federal re^^iryations before survey and final 
vesting in the State,' tf\e $tate was to have the right to select 
Other lands "equal in quantity, and as near as may be in 
quality." Hevdenfelt v. Danev Gol,d 6 Silver Mining Co., 93 U.S. 
634, 639-40 (1877). 'This j^fihciple, embodied in statute (43 
tl.S.C- SS 851-852, 870-871), is particularly important in light 
of th6 large federal reserVi^.tipns made for military, national 
forest, park, cr pth6r purjioses. 
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Robert Hight 
April 6, 1995 
Page 2 

By far the most valuable sphPPl lands within California were 
included within the Elk H i l l ^ Naval Petroleum Reserve' and thus 
denied tP the State. Their inclusicn was not challenged by the 
$tate during the years in which Elk Hills was actually operated 
as a naval" petrolexim reserve, in the late nineteen eighties, 
however, this Department of Energy, which by then opê rlated the 
reserve, 'reexamined its fUnctlbhs. I t found that Elk Hills was ̂  
no longer necessary for the national defense, and that in fact i t 
was being operated as a "cash cow" to produce revenues for the 
federal treasury. I t recommended that Elk Hills be sold or 
leased to the private sector. I'he President's recommended budget 
provided for such a disppsition. 

California treated these admissions of the executive, .branch as 
tantamPunt to, revocation of tffe reservation, The State demanded 
recognition of it s interest in the two school land sections or, 
absent their, direct trarisf'er, the provision of other federal 
larids domparabie in value. When the federal government declined 
to recognize the State's interest, i t filed suit. 

The fe4eral district court never reached the merits Pf 
Califpmia'S t i t l e claims. The State's t i t l e interests were not 
addressed. Rather, the court, "reluctantly" concluded that the 
lawsuit was stale? i t was barifred by the applicable statute of 
limitatiPns. The court indicated that any underlying t i t l e 
claims 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 o i l should have brought when production began 
in the'1940's. Since Suit was filed in 1987, the court held that 
i t was bafred by the Quiet Title Act's 12 year statute of 
limitat.iPns, 
T i l l s L . ^ v l u i 4 - v > u l l i .yJ' i . 'J . i . t i^j K c » ^ 9 wv» a a f c o w w . <»¥» a . o « « . s i J . 

divestiture of E.Ik Hill?, which we understand is now proposed. 
Sale' or other fPrms 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 Wpuld be revived. We do not believe that the Watkins 
decision would bar such a claim. 
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Robert Hight 
Apri l 6, 1995 
Page 3 

Should divestitmre pccur, the State's claim to the school land 
sections wpuld be different in nature than its claim in Watkins. 
There, the State based i t s claim on implied revocation arising 
frort actions inconsistent with the nature of the reserve. Should 
an actual transfer take, place> the State would be able to assert 
a claim based on actual,- termination. 

DANIEL L. SIEGEL 
Deputy Attorney General 

DLSrmf 

cc: James Trout 
Jack Rujnp 
B i l l Morrison 
Jan Stevens 
Rick Frank 
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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: 

FROM: 

RE: 

THE PRESIDENT 

BILL WHITE (^^/^ 
DEPUTY SECRETARY OF ENERGY 

NAVAL PETROLEUM AND OIL SHALE 
RESERVES - CALIFORNIA SCHOOL LANDS 

The Administration has proposed to sell the Naval Petroleum and 0,1 Shale 
Reserves. A California oil field accounts for most of the value. The State of 
Cahfornia claims an interest in certain parts of the Reserves known as the 
-School Sections Grants" in the portion of the Reserves known as Elk H.lls 
Petroleum Reserve. 

Over a centurv ago Congress granted to Califomia certain sections In all 
SwnshiPS withinTe ŝ ^̂ ^ for the support of the public schools. The transfer was 
noTmaT ^nd the federal government took the land for military purposes during 
World War I. 

Now that we are contemplating the sale of the lands contained in the resources 
sections once designated for California, the State of Cahfornia and the 

CalSo nia R S Association claim that the sale should cause those 
DroperSes m^^^^ to the State. Califomia seeks a 7% interest .n reserves 
S S y i n g two tracts in the Elk Hills Field. Under California law. income from 
these lands would accrue to the benefit of the California State Teachers 
Retirement Fund. 

:n 1987 the Solicitor of the Department of Interior opined thaC -Califofni? ^̂^̂^̂^̂^̂^̂  
such vested Interest aoorulng frorr, the school lands grant, and that »e Congress 
may t S r e authorize disposal of these lands or permit them to vest ,n the 
State, as It chooses." 

Our 1996 budget projections estimate the receipt of $2.6 billion in fiscal Vear 
1997 from the sale o reserves. Scoring rules may need to be stretched to allow 
h i a S r ^ l to score We need to get Congressional approval to h.re investm^ 
btkeTs to obtain more reliable estimates of the market v^'^e o ^he Resê ^̂ ^̂ ^ 
The budget estimate does not assume reversion of any "nterest to he State^ 
Encumbrance of the property with Califomia's claim would reduce the market 

® Printed vuilti soy Ink on rBtyclod 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. 

,f we gave an interest to California in t̂ ^̂ ^̂ ^̂ ^̂ ^ [^^^^^^^ 
reduced scoreable revenue, we would need to make onset ing _ 
basis for revising upwards our estimated revenues from sale. 
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N E W S R E L E A S E 
California SUte Teachers' Retirement System FOR IMMEDIATE RELEASE 
7667 Folsom Boulevard May 4,1995 
Sacramento CA 95826-2614 NR95-1 

Contact: « 
James Mosman (916)387-3700 • Jennifer MorriU (916)387-3714 • Judith Biims (916) 387-3938 
Chief Executive Officer Director, Governmental Affairs Public lnfonnation Ofhcer 

California State Teachers' Retirement System - Clinton Administration Reach 
Accord on Elk Hills Naval Petroleum Reserve 

SACRAMENTO, CA... A compensation arrangement that potentially impacts many of Califomia's 
half-million public school teachers and retired teachers was announced today by the California 
State Teachers' Retirement System (CalSTBS). The accord between CalSTRS and President 
Clinton's Administration provides for approximately $180 milUon in compensation to CalSTIiS 
for stote 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-living increases to CalSTRS retirees. 

The agreement was reached after lengtiiy negotiations with CalSTRS and other Califomia state 

representatives, the White House, Office of Management and Budget, and the Department of 

Energy(DOE). 

According to Jennifer MorriU, CalSTRS Director of Governmental Affairs, resolution of the 
issue has been the subject of years of lobbying and negotiations. 

'Timing and a remarkable bipartisan effort by the Califomia Congressional delegation has 
been critical to the successful turn of events. It's a win-win sitiiation," MorriU 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 Califomia 
are prepared to work with DOE in the passage of this legiaiation, including a few agreed-upon 
refinements." 

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

—more— 
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the Elk Hills Naval Petroleum Reserve, located about 28 miles west of Bakersfield, is desig­
nated as "school lands" under an 1853 Act of Congress, granting properties to states to provide 
revenue sources for pubUc schools. Under ihe 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 Califomia, to be used for national forests> the mUitary, or because of 
known mineral or oil reserves. In exdtange for retention of lands, the federal goveinm^^ 

required to compensate the affected state with other land or revenue. 

The Elk Hills NaVal Petroleum Reserve, managed by the Department of Energy, was at the 
center of a controversy over payment of equitable compensation to CalSTRS for almost 1,300 
oU-rich acres of school lands. 

MorriU said that the original intention of the federal law was taken a step further in 1984, 
when the California State Legislature passed a law specifying that school lands revenue be 
directed to the SUte Teachers' Retirement Fund, to be used for cost-of-living increases for 
CaUfornia pubUc school retired teachers. Califomia presentiy has almost one-half miUion 
acr«s in state school lands, generating approximately five miUion doUars annuaUy for cost-of-
Uving increases. _ 

CalSTRS is the nation's fourth largest pubUc pension fund with assets of over $49 billion. The 
System administers a retirement plan fbr more than 500,000 members and benefit recipients. 
Members include pubUc school teachers and administrators, kindergarten through community 

coUcge. 

For more information contact Jennifer Morrill Director, Governmental Affairs (916) 387-3714. or 

Public lhformation Officer, Judith Bums (916) 387-3938. 

# # # 
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TO: >y. 

FROM: 

rphji;:,Eni.p.#'5;q'fti; Tim Flynn 

SUBJECT:' / EJk:'>Jill̂ ';;; 

DATE: 

;. I thoughî ,.,tJh:̂ t. ĵ JqU like to see our 
• •. update, ot>;.tlje;leW;!̂ ^̂ ^̂ ^ at Elk H i l i ^ . 
' I t wilV )?e' 'ijiteir:§'s't̂^̂  see the approach 
•,.that DOE:tak;^,;.in,;i,t^'curr^ legislative' 

• I--. 

: •' r "• i • 

ELINOR SCHWARTZ' ajS.SoutI) Abinjdqa',^^ ' Arlington, Virginia 22204 (703)920-5389 

. -̂ • •̂ r ill'-'•.'••r->-V'''J-'!>''-r'V'̂ ir''- i"-• ' 

•,'v-, 'v •••''.ii-l:-,'" t 7',;' •. 
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Department of Justice 
1515 KStreel, Suite 511 

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

To Pobert Hight 
Executive Qfficer 
State Lands Commission 
1807 13th Street 
Sacramento, CA 95814 

Date Apri l 6, 19 95 

Telephone: ATSS ( 8 ) 

(916) 
FACSIMIIE. (916) 

473-9259 
323-9259 
327-2319 

From Daniel L. Siegel 
Deputy Attorney General 
Public Rights, Land Law Section 
Office of the ATtorpey Qprieral - Satrameritĉ  

SuWect: The State's legal claim to Elk Hills 

You have aeked for clarification of the State's legal claims to 
school lands within Naval Petroleumi_ Reserve No. 1 (Elk Hills) in 
light of the federal district court"'s decision in State v. 
Watkins, No. P-87-66S (EDP). I t is our conclusion that should 
the NaVal Petroleum Reserve be divested by sale or otherwise, the 
State would have a claim to its school land entitlement and the 
earlier decision wpuld be no bar to, its assertion. The earlier 
decision was based upon a technical ground: the failure to f i l e a 
timely lawsuit. P̂he merits,were never reached. Divestiture, 
however,' would trigger a new claim. A new suit would be timely 
as long as i t i s filed within 12 years of divestiture, 

ANALYSIS 

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 t'o the public lands within their border 
for a representaitiye pdrtioh of those lands. Andrus v, Utah. 446 
y.S. 500, "507 (1980). California's school lands grant consisted 
of the iSth and 36th section,of. each township—a random sample 
calculated to give the statp^'S school lands representative of a l l 
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 S^ate was to have the right to select 
Other lands "equal in quantity, and, as near as may be in 
quality. " Hevdenfelt v. DarieV Gold: & Silver Mining Co. . 93 U.S. 
634, 639-40 (1877). This principle, embodied in statute (43 
U.S.C. §§ 851-852, 870-871), i s 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 schpp; lands within California were 
included within the fiik feil^s; ^a,vdl Petroleum Reserve and thus 
denied tp the State. Their•;,|Lngiusion was not challehged by the 
State during the year^ ih wliich Elk Hills was actually operated 
as a naval petroleum resfejrv̂ ,,; ' lin̂  the late nineteen Eighties, 
however, the Department pf Erie^gy, :which by then operated the 
reserve, reexamined i t s funciiprts. ' It found that Elk Hills was 
no longer necessary fpr tK® 'national defense, and that in fact i t 
was being opejpated as, a "cap,̂  cipw" to produce revenues for the 
federal treasury.' It: recpji^^^niled'that Elk Hills be sold or 
leaeei^l to the private septOif.- ii'Ŝhe ,President's recoinmiended budget 
prcpvided for such a dispd^ition, 

California treated these,adrtiisstonq of the executive branch as 
tantamount to reyocatiph of;t^^ reservation. The State demanded 
reCPgnition of i t s interes|tj'in':t^ school land, sections or, 
absent their direct t^an^fery; t}\e provision of other federal 
lands comparable in value. , Vjfĥ n the federal government declined 
to recognize the ^State's interest,, i t filed suit. 

The federal district court ,n<̂ y6r reached the merits of 
California's title'claims, Th^ State's t i t l e interests were not 
addressed.' Rather, the Pou|:li', !*:t|ê i4ctantly" concluded that the 
lawsuit was stale;, i t 'wâ  bSiJr^d| by the applicable statute of 
limitations. , The' court j,hdi.Ca'te,d that any underlying t i t l e 
claims should have been. fi^Jeci; 4't the, time the school lands were 
included within the reserve in!1912, and any claims based upon 
the production of oil sh^ulj^l •hsLv'e brought when production began 
in the 1940's. Since,suit y4P^^Xl^d in 1987, the cpiirt held that 
i t was barred by the 9ii,i^t Title Act's 12 year statute of 
limitations. 

This technical holding would have no effect on an actual 
divestit;urie of Elk Hills, which ,we understand is now proposed. 
Sale or Other f orjns of diye^titure ,|would amount to an actual 
revocation of the federal! ?;^sferyation. The school lands within 
Elk Hills would no Ipnger be withdrawn, and thus the State's 
claim would be revive<^. T̂̂W. do Aot'believe that the Watkins 
decision would bar such a cî ajlm. 
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Should divest iture pccur, the State's claim to the school land 
S c t i o n e woSld be different in nature than i t s claim in Watlcxns, 
S S r e ! t h l s t a t e bas^d i t s claim on implied revocation aris ing 
f r S Actions Jnconaistent with the nature ot the r^seYe^ Should 
an^ctua l transfer take plape, the State would be able to assert 
a claim based on actual' termination. 

DANIEL L , SIEGEL 
Deputy Attorney General 

DL^ifnf 

cc» James Trout 
Jack Rump 
Bil l Morrison 
Jan Stevens 
Rick Frank 



VIC FAZIO 
THIRD DISTRICT 

CALIFORNIA 

DEMOCRATIC CAUCUS-VICE CHAIR 
DErviOCRATlC STEERING AND 

POLICY COMr^lTTEE 

APPROPRIATIONS COMrVIITTEE 

SUBCOMMITTEES: 

ENERGY AND WATER DEVELOPMENT 

LEGISLATIVE 

MILITARY CONSTRUCTION 

ton^vti^ of tf)e Winitth ^tattsi 
ôu£te of ^t9vtitntati\iti 

JBa t̂jington, M€ 20515-0503 

PLEASE RESPOND TO: 

• 2113 RAYBURN BUILDING 
WASHINGTON. DC 20515-0503 
(2021 225-5716 

• 722B MAIN STREET 
WOODLAND. CA 95695-3407 
(916) 666-5521 

• 332 PINE STREET, # F 
RED BLUFF. CA 96080-3312 
(916) 529-5629 

• 951 LIVE OAK BLVD., #11 
YUBA CITY, CA 95991-3446 
(916) 673-5596 

A p r i l 12, 1995 

Hon. Leon Panetta 
Chief of S t a f f 
Executive O f f i c e of the President 
The White House 
1600 Pennsylvania Avenue NW 
Washington, D.C. 20500 

Dear Leon, 

I am w r i t i n g regarding a proposal c u r r e n t l y under 
development by the A d m i n i s t r a t i o n t o r e s t r u c t u r e and then dispose 
of the Elk H i l l s Naval Petroleum Reserve i n C a l i f o r n i a . 

As you know from your days i n Congress, the State of 
C a l i f o r n i a and i t s teachers have a d i r e c t i n t e r e s t i n the Elk 
H i l l s issue i n the form of the State's claim f o r compensation f o r 
the two State school land t r a c t s t h a t f a l l w i t h i n the Elk H i l l s 
Reserve. The State of C a l i f o r n i a applies the revenues from i t s 
State school lands t o a s s i s t r e t i r e d teachers whose pensions have 
been s e r i o u s l y eroded by i n f l a t i o n . C a l i f o r n i a teachers are 
i n e l i g i b l e f o r S o c i a l S e c u r i t y and o f t e n must r e l y on t h i s State 
pension as the p r i n c i p a l source of t h e i r r e t i r e m e n t income. 
Accordingly, the 490,000 a c t i v e and r e t i r e d teachers who 
p a r t i c i p a t e i n the C a l i f o r n i a State Teachers' Retirement System 
have a keen i n t e r e s t i n r e c e i v i n g f a i r compensation f o r these 
State school lands i n the Elk H i l l s Reserve. 

There has been a decades-long dispute between the State of 
C a l i f o r n i a and the Federal Government over r i g h t s t o these State 
school lands t h a t happen t o be located i n the Elk H i l l s Reserve. 
I n a p r i o r l a w s u i t f i l e d by the State against the Federal 
Government a s s e r t i n g t h a t the Reserve s t a t u s t h a t o v e r r i d e s the 
State's r i g h t s i n the school lands had been i m p l i c i t l y revoked by 
reason of commercial production at the Reserve, the f e d e r a l 
d i s t r i c t court r u l e d against the State on s t a t u t e of l i m i t a t i o n 
grounds, h o l d i n g t h a t the State should have f i l e d i t s s u i t 
decades e a r l i e r . I have been informed t h a t the O f f i c e of the 
C a l i f o r n i a A t t o r n e y General has determined t h a t upon a c t u a l 
t e r m i n a t i o n of the m i l i t a r y reserve status of Elk H i l l s i n order 
t o s e l l o f f , lease, or otherwise t r a n s f e r the Elk H i l l s f i e l d t o 
a government-owned c o r p o r a t i o n , the State could assert a new 

rHlS STAriQNERY PniNTED ON PAPER MADE OF RECYCLED FIBERS 
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would pose no bar to^L'\s^L^it^L^n^1^^\^^r^erc^:?:;:^^ 

I would ask t S t l o f a ^ n r y o u r ^ ^ t a j r ^ ^ 
ensure that the state^s r^^?^ K "''̂  a c t i v e l y with us to 
school land t r a c t s iS the ?lk u i l l ' ^ ^ v ^ ^ ' ' ^ ^ ^ ^ ^ ' ' State 
m the Administration's nroDosal i ^ f ^ r P^^P^rly addressed 
to the House Nationa? Ie?i?i?v Commf??^ the proposal i s presented 
proposals by past A d m i n i s t r i t i o n J T i ^ ^ ^ - ""^^ context of 
State had been able to Jeao^ii^e dispose of Elk H i l l s , the 
Management and Budget tS deceive ;^^°"^P^°"^ise w i t h the O f f i c e o f 
the u p - f r o n t lease^Sonus l a ^ e T t percen t o f 
installments over seven v e a J ^ S ^ S ? ° ^^^^^ ^^^^^1 
share of the productloS r o y a l t i e s ^ ^ ^ ^ ^ ^ ^ t , together with a 

John E m e ? s : r o r y o u r \ \ a i r : n r T ' j ' l f ^^^^^ - t h 
them on the Elk H i l l s issue Glauthier of OMB to b r i e f 

to res^orv°e^^?hn^?errLp??t:nt'\'s%^e°^^ ̂ ^^^^^ ^^^^^^ - ^ ^ i n g 

Vic Fazio 
Member of Congress 

cc: John Emerson 
Deputy Assistant to the President and 
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October 18, 1995 

M E M O R A N D U M 

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 
Califomia's Kern County carries a provision that is vitally important to the Califomia education 
community and, in particular, the Califomia Teachers Association, one of the largest labor 
unions in the state. The legislation calls for the Califomia 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 Califomia 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 Cahfornia 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 I may 
need some help on (clip attached). 
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STATE TEACMSflS- ftetlReMeNT STSTSM 
ti06T owes BOt rszn 
SACRAMENTO, CA SSBSKarS 

(916) 229-3700 

EmmiZlnk. Choir 

Kdsr Davis 

Ruih Ja Prida 

Qcorgc Fenimoic 

RilphFowior 

Cvylyrvx 

Michael Mayer 

fix Offldf iVcMtfcn 

Dvlaine Basiln 

Kftthlam Connell 

Craig Brown 

QilefSxtmtivt OJffleer 
Jamas D. Mesnvui 

Honorable Hazel CLoan' 
Secretary of Ener^ 
Deputnent of Energy | 
PofTCStal Building 1000 Independence Awnue, S-Wj. 
Washington. D.C. 20585 j 

i 

Dear Secretary O'Leaiy: 

March 26, 1996 

contained within the 
Slk Hills Naval Petroleum Reser«. It was cenaliiiy a gittat day when Presidcm 

I would like lo thank you again fbr your 4sslsiui|i 
protecting the Slate of CalUbrnia's intarast is the scbool lat ids I 

Clinton signed the Defense Authorization Bill (Bill) (nto lav '\' . 

A meeting has been scheduled 'vWh Kyle Sintpson aqld Rub Task frum your 
stBCf fbr April 1. 1996 at 1:30 to discuss the school jands {3 revisions in the Bill and 
pursue a prompt resolution of lliis maUer. Although w îinei you through the 
telephone press eenfinnae call in which you anaounfied tbe ^ng of the Bill ud the 
benefit to Califomia's retired teachers, we ̂ ould veiy jrauch i liijoy ilte opponunity to 
meet you pcnonaUy. I. know you have a busy schedule and <j <ould not expect you to 
attend the meeting in its entii ety; howcvei; it would be a pi :isurc if you could stop 
by to formally meet the repreBertatives frem Califonua who hs ve been so instrumental 
in advancing this issue in Congress over xbe years. | j. 

TITC panicipanii lh>ra Calitbraia who will be îtendii i$ ihe meeting and their 
reprvsoiKalives include the fallowing: 

ijeachcrs' Retirement 
J 

s, Staxe Teachers' 

lamu D. Mosman, Chief Executive OfRcer, $tate ] 
Sysiciti 

Jeiuu&r D. Murrill Director of Governmental AfTai 
Retirement System 

Robert C. Highl. Executive Officer. State Lahds C«î imussion 
DanisI L. Sieg«l, Deputy Attorney Geneial j 
Theresa Parker, Deputy Direeior. Staie Pepa^enij | 
John Stuaton, representing the .State Teachers' T 

Washington, D.C. 
Elinor Scliwariz, represeniiag the State Lands Compiiasion in Washington, 

D.C. 

of Finance 
' Roiî ement System in 
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Thank you fbr your interest in Califonua's retired teacliersw We look fc ̂ /̂nri to- ihe possibility 
of niaeting ytju when w« uv io Washington next' ' 

JAMES D 
Chief Executive OfSccjr 

cc. Kyle Simpson 
Rob Task 

taw 

@003 
P. 04/14 
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COB Angeles Stitnes FRIDAY, MARCH 29, 1996 

Oil Firms Owe 
Millions to U.S., 
Report Charges 
By ROBERT A. ROSENBLATT 
TIMES STAFF WWTER 

WASHINGTON—Oil 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 to 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 
California's schoolchildren," said 
Rep. Carolyn Maloney (D-N.Y.), 
who has pushed to improve the 
collection of debts owed the federal 
government. 

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 earher phase of 
the federal task force investig:ation, 
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 
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the inquiry insisted thai the federal 
government obtain documents 
used by the state of Cdiifornia dur­
ing its royalty investigation, 
sources said Thursday. This addi­
tional information, dating back .33 
far as 1975, provided enough detail 
about industry pricing practice-s 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 oil 
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 19 owed by 10 

The state's proposed share of the money would pay for 
a year's education for all the children In a mld^slze city 
or the salaries of 4,100 teachers, according to Danielle 
Brian of the Project on Governrnent Oversight. "Why Is 

the Department of the Interior more comfortable 
running a corporate welfare program for the oil Industry 

than doing its Job and collecting what Is due to the 
American 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 officials had not 
yet seen the report issued by 
Maloney's office and would not 

have any Immediate comment. 
Spokespersons for Los .'\.ngeles-
based Arco and Unocal said Thurs­
day that they were unaware of the 
report and could not comment. 

The federal task force, including 
.officials from the Interior, Energy 
and Commerce departments, is 

supposed to issue its 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 
from the task force. 

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

Horn has sponsored a bill to 
allow the federal government 

to collect past-due money from 
delinquieni payers. The bill would 
authorize ihe 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, il would be deb­
ited against any government 

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 government mismanage­
ment and waste. 

"Why is the Department of the 
Interior more cornfortable running 
a corporate welfare program for the 
oil industry than doing its job and 
collecting what is due lo Ihe 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 royally 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 $8.56 million for 

unpaid royalties and accrued., 
interest for ihe period between-
1978 and 1993, the Interior-
Department document said. 
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OPENING STATEMENT O F JAMES D. MOSMAN, 
C H I E F E X E C U T I V E O F F I C E R O F CALIFORNIA S T A T E T E A C H E R S ' 
R E T I R E M E N T S Y S T E M REGARDING E L K H I L L S 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 wi l l 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 

wil l 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 wil l 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 OP CALIFORNIA 

4/1/96 

IMPLEMENTATION OF AGREEMENT 
ON E L K 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 

Appropriation: 

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

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

y\» I _^/California's Claims to Elk Hills School Lands: 

fwiWi^ ' tr" IĴ  * Abated during receipt of payments 

Extinguished upon receipt of last payment 

Right to sue to enforce payment if appropriated but not paid 

Statute of Limitations: 

* ^ ToUed 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 between the United States of 
America (by and through the Secretary of Energy) and the State of Califomia (by and 
through the Califomia State Lands Commission and the Califomia State Teachers' Retirement 
System), as follows: 

ARTICLE I 
Definitions 

1.1 AGREEMENT shall mean this settlement agreement. 

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

1.3 SECRETARY shall mean the Secretary of the Department of Enei^. 

1.4 UNTIED STATES shaU 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 
interest 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, Califomia, and was 
estabUshed 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, Califomia, 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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ARHCLE 2 
Recitals 

2.1 WHEREAS, on Febmary 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 respea to the ELK HILLS SCHOOL LANDS, 
and said ACT fiirther 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 EnabUng 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 EUC HILLS 
INTERESTS; 

2.4 WHEREAS, the ELK HILLS SCHOOL LANDS account for nine percent 
of the mineral revenues from the FEDERAL EIJC HILLS INTERF ŜTS; 

2.5 WtlEREAS, 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 LANDS, and production or proceeds of sale from the FEDERAL 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 costs incurred in the conduct of the sale of the 
FEDERAL ELK HILLS INTERESTS under section 3412 of the DEFENSE 
AUTHORIZATION ACT, the U-NITED STATES shaU pay to die STATE for 
the State Teachers' Retirement System's Teachers' Retirement 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 instalhnents 
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, annually 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, shaU 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 m the United States Court of Federal Claims. 

ARTICLE 6 
Tolling of Stamte 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 imder any statute of limitations applicable to actions in respect of rJie 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 defmed 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 constming 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 wiU 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. 

a n i ^ j n .i.qKwni 
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7.8 Ftnal 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 
attomeys of any other party, has made any promise, representation, or warranty whatsoever, 
express or implied, not contained 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. 

j;);̂ TED. HAZEL O'LEARY, SECRETARY, UNITED 
STATES DEPARTMENT OF ENERGY 

By: 
Hazel O'Leary 

I^ATED: CAUFORNIA STATE LANDS COMMISSION 

By: ^ 
Robert C. Hight 
Executive Officer 

DATED- CAUFORNIA STATE TEACHERS' 
RETIREMENT SYSTEM 

By: 
James D. Mosman 
Chief Executive Officer 
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ST;VI1-:(")|.C/M irORNIA I'l'TrVVII ,S»;iN. Coivnun-

CALIFORNIA STATE 
LANDS COMMISSION 

GRAY DAVIS, Lieutainnt Governor 
KATHLEEN CONNELL, Controller 
maimmmiimmim, Director of Finance 
CRAIG L. BROWN 

EXECUTIVE OFFICE 
101) Howe Avf in ie, Suite 100-S(.nitli 

Snci-amento, CA 9-5825-8202 

ROBERT C. HIGHT, Eycciitivc Officer 
(916) 574-1800 Fax (916) 574-1810 

Odifornui KWni/ S,mefrom TDD Plume 1-800-735-2922 

from Voice Plume 1-800-735-2929 

May 3 1 , 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: 

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. I 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, 

ROBERT C. HIGHT 
Executive Officer 

Enclosure 



state of California 

MEMORANDUM 
state Lands Commission 

TO: Marina Voskanian 
Chief Reservoir Engineer 

FROM: Dexter L. Yuen j ) l , f j ^ J. 
Petroleum Reservoir Engineer 

April 29, 1996 

File: W40351 

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 wori< 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 
(Sections 16R & 36R) - ac-ft 

Total DOE 
Volumes - ac-ft 

Total Field 
Volumes - ac-ft 

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

Shallow Oil 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, vî hich is a gas condensate reservoir that constitutes about 2% of the Unit's value. 



Proposed Changes to Unit Contract Increase School Lands Share Sliohtly 

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

Total DOE 
Volumes - ac-ft 

Total Field 
Volumes - ac-ft 

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

Shallow Oil Zone 
based on 
Dietrich's values 

8,485 211,124 320,962 

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 Unlikelv to be Sionificantlv Impacted by Future Chances 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 OP CALIFORNIA PETE WILSON. Goramer 

P.O. BOX 1527S-C 
SACRAMENTO. CA 958J1 

June 27,1996 

John B. Emerson 
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 of California Teachers - Elk Hills Compjenaation 

Dear Mr. Emerson: 

On behalf of the 500,00.0 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.) 
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John B. Emerson 
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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 HiUs compensation 
issue has been settled. 

\ \ \ D C • SMiilU • D3D7616.B1 
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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. 

dv. 

James D. Mosman 
Cyfief Executive Officer 

cc (w/att.): Jennifer Palmieri 
Special Assistant to 
the Chief of Staff 
to the President 
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NflNUTES 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 a,m. 

Hazel R. O'Leary, Secretary, U S. Department of Energy 
Jim Mosman. Chief Executive Officer, Califomia State Teachers' Retirement 
Jennifer Morrill, Director, Governmental Affairs, Califomia State Teachers' Retirement 
Dave Walrath, spokesperson for Califon̂ ia Retired Teachers' Association 
Robert Hight, Executive Director. Califomia State Lands Commission 
Kyle Simpson, Attomey for U.S. Department of Energy 
Dan Siegel, California Attorney 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... 

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 
is on the line and I understand the Califomia 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 Califomia people here, I'd like 
them to introduce themselves. 

Page 1 
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O'Leary: Super, thank you. 

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

O'Leary: Wonderful. 

Hight: Robert Hisht, the Executive Officer of the Califomia State Lands' Commission. 

O'Leary: Hello, how are you? 

Hight: Good. 

Siegel: Dan Siegel. with the Califomia Attomey General's Office. 

O'Leary; Great. Hello. 

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

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

McDugal: 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 stan, we'll just 
talk until folks are done. Are there media folks on the line? 

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

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

O'Leary: Yes, I will indeed. If you have been watching the wires on the early morning 
news o\it 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 Califomia 
connection, of course, is that provision within the Act which authorizes the sale 
of the Naval Petroleum Reserves ai Elk Hills in Califomia. If I was looking 
for a sound bite. I think I would say that back in I99S, when President Clinton 
submitted his budget, he put down the mark then to indicate that the era of big 

Page 2 
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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 Califomians 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 Califomia School Lands because I know that my colleague in Califomia 
will do that. Bttt suffice it to say, the President's bill, when it went forward 
last year, had some langmge in it trying finally, after many decades. I think 
eight, to settle what was dearly the right flf California teachers to have 
payment into theirtetirtnant funds coming from the sale of Elk Hills. So, 
good news all around. Giood for the American tax payer because you will get a 
much more productive resource once it is privatized. Good for Califoraif 
taxpayers because 20 mitbn dollart in taxes par year wfll flow into Califontil. 
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 Resarve. ' 

McDugal: Thank you. Mr. Mosmaa. 

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 Califomia. I want to laud the President 
for signing into law today legislation that mandates fair compensation for a 
longstanding claim of the State, Califomia, 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 Califomia by the Federal Government at the time 
California joined the Union in 18S3, 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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attention to the leadership of Congressman Bill Thomas from Bakersfield who 
really spearheaded this legislative itfon 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 Administrahon 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. 

McDugal: Great. Does Mr. Walrath need to say anything or should we go to Q & A? 

Walrath: I would like to make a brief comment. 

McDugal: Great. 

Walrath: 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 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 
hnve 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. 

McDugal; Thank you. Does anybody have any questions? Questions from the media? 

Griffith: I just called in. Have we missed statements? 

McDugal: Yes. 

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

Griffith; I'm sorry. I just got on. 
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McDugal: Secretary O'Leary... 

O'Leary: Yes, how are you? That happens to me all of the time, not to worry. 

Griffith: I got caught behind a funeral motorcade in Sacramento. Sorry about that 

O'Leary; 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 govemment was 
over. The sale of this resource which has been in the hands of the Federal 
Govemment now since 1912, clearly cannot reach its full potential within the 
hands of the government. 

Griffith: Why is that? 

O'Leary: Not because government workers are not great, but it is simply because the 
way the Congress has passed the laws and then the govemment 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 to 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 estimates have come in from 1 to 4 billion dollars. 
There is a process to narrow that down on a good due diligence examination. 

Griffith: That is a pretty big difference. 

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

Griffith: And what can that money be used for? 

O'Leary: 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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ij^fotatf^mvf this legislBtion is to a very significant population, thai is our 
f̂ hei%:jip!it«!î ;̂:ĵ ^ of California. It is that 9% of .iheoacof the sale price 
wtii gtie:^ Teachers' Ratiremem Fund in what has been a very longstanding 
dispute bttween the Federal Govemment 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 Govemment and the 
State of Californiâ  

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

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

Mosman: Thank you Secretary O'Leary. Yes. this is really a long standing dispute that 
we have had with the Federal Govemment 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 eariy part of this century the Federal Govemment 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. 

Griffith: Had the State been getting revenues from those? 

Mosman: No. That was kind of a moot issue until oil was discovered in the early 190G's. 

Griffith: There were no benefits coming from the land? 

Mosman; Yes, We currently own some 350.000 other acres of land in Califomia in the 
school lands program, but these particular lands just happen to be the most 
valuable because of the petroleum rights. 

Griffith: When was the petroleum discovered. 

O'Leary: 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.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 
Govemment 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. 

I 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 Govemment land that was 
already under Federal claim. And this was the case with Califomia 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 I might add. that much later actually, ten years ago or so, the State 
Legislature here in Califomia decided to dedicate revenues from all school 
lands in Califomia, not just the tracts we are talking about here, to benefits for 
retired teachers who over a period of time their benefits erode fairiy 
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: There is a basic formula in State law that provides a retirement benefit, but it is 
a fixed formula arid 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 wc 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, 

O'Leary: From the Clinton Adminî tion'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 Califamia delegation, simply puts down our marker about 
education and its value, the benefit to the nation and to Califomia from its 
teachers, and m recognize eur obligation as a nation to simply live up to our 
commitments, and. this is tipedally true for teachers who will provide, the 
education base for our yoai!»gsters to make them competitive in tiie 21st -
Centuiy. We.did it becauat it was the right thing to dO;' 

Griffith: 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... 

O'Leary: 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. 

Walrath; It also benefits current teachers. This is Dave Walrath. 

O'Leary: I was struggling to get to that end... 

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

Griffith; Can you spell your last name for me? 

Walrath: W-A-L-R-A-T-H. 

Griffith; And who are you? 

Walrath: I represent the California Retired Teachers' Association. 

Griffith: O.K. 
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Walrath: 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 Califomia 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. 

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

Walrath: 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, 

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

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

Griffith: Is there a possibility, though, that that would not happen because of legislative 
changes or political shifts. 

Walrath: 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. 

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

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

Griffith: I see. The Prop 98 guarantee is... 

Walrath: Constitutional. 

Griffith: So this is a big day for Califomia School Teachers? 

Walrath: Yes. A very big thing. 

Griffith: Secretary O'Leary is this use pan of the defense bill? 

O'Leary: That's right. Part of the Defense Authorization Bill. The President signed it 
this mornins. 
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Griffith: 

O'Leary: 

Griffith: 

O'Leary: 

Griffith: 

O'Leary: 

Griffith: 

O'Leary: 

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 govemment, both the Federal Govemment 
and the State Govemment 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 govemment over the 
long run inures a bigger benefit by maintaining the property. The answer to 
that is no, not the way the govemment 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 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 Califomia ^ 
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... 

N». Th» giiwiinieitr will W ihe proper̂  owner until the properly is sold to a 
liiliiiliWiiiil^^ tftiii iiiiiiiiiiii jiiiiiiiil we will work out our details with 
riiUfWIdiiiiMTiiiiillfliI' TT ilii iii 1 Fund̂ vbut mere importantly, to Califomia 
teaeHUit̂ iMMHiforoia tn^ayers wê ll get an investment expert and we will go 
fhreugtefttfilfc'liii driigfnrn that insures that the American taxpayer first of all 
S^MmteitMlKk and finally that Califomia and Califomia teachers get a fair 
shiilrtr*' 

Paul: 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 govemment 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 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 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 
lhat? 

No. The statute requires thai 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 it 
done. 
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McDugal: Are there any other questions? 

Paul: One other question. The earliest that the Califomia teachers will see any of 
this money will be more titan two years from now. 

O'Leary; 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 morning. 

Griffith: I have a question for James, I need your last name. 

Mosman: It is M-O-S-M-A-N. 

Griffith: M-O-S-N'A-N. And your title? 

Mosman: Is Chief Executive Officer. 

Griffith: M-O-S-M-A-N. 

Mosman: M-O-S-M-A-N. yes, 

Griffith; M-O-S. M as in Mary? 

Mosman: M as in Mary. yes. 

Griffith: Chief Executive Officer of.. 

Mosman: Califomia Stare Teachers' Retirement System. 

Simpson: Would the reporter from Sacramento please, be so kind as to identify herself 

Griffith: Yes, I'm sorry about that I'm Dorcy Griffith, Sacramento Bee. 

Simpson; 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. 

Goodbve. 
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AMENDED IN ASSEMBLY APRIL 17,1996 

Senate Joint Resolution No. 27 

Introduced by jSenator Costa 

May 41995 

Senate Joint Resolution No. ^—Relative to school lands. 

LECISLATTVE CXltjNSKL'S DUSBSTV 

^R 27, as amended, Cosba. jSchool lands. 
This measure would memorialize the President and the 

Congress of the United Stated te eatt «he a k Dlevai 
êfefoleMtK HeaeFvc- ̂ ftmbeê cl it wJwle to expedite the 

agreement by tbs Departmeat of Energy fbr recognizing the 
state's v^d claim to Iwe 2 sciiool land sections within the 
fesef¥C Slk Hilla Nu val Petrolekim Reserve Numbered 1, and 
to compensate California's retired teachers for their ? percent 
9% interest in tbe reserve upoja its sale-

Fiscal eommittee: yes. 

1 WHEREAS, In 1853, ihe United Stttes Congress 
2 granted to the State of California the I6th und 3eth 
3 sections of every townshipj of public land to support the 
4 public education system Cuifornia, a grant long held 
5 by the courts to create a ''solemn agreement" between 

./ 6 t̂ e iMeral government aiid the state; and 
7 W|IEREAS, In Caliibmia, the State Teachers' 
S Retifament System is the beneficiary of revenues derived 
9 (rom those school lands; ai|d 

10 WHEREIAS, Those revenues are a significant source of 
11 income to the retired teachers of the state; and 
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8JR 27 - 2 — 

1 WUEREAS, Elk HilUi Naval Petroleum Reserve 
2 Nurnbered 1 contains two Ischool laitd sections rich in oil 
3 reserves and . constituting jthe two most valuable school 
4 land aections in the state; 4nd 
5 WHEREAS, The inclusibn of these school lands within 
6 the petroleum reserve in 1912 made them unavailable to 
7 the state, with tbe result being that the State Teachers' 
8 Retinment System is deprived of substantial income; and 
9 WHEREAS, Ever since 11973, the federal government 

10 has been producing oil and gas from the naval petroleum 
11 resexves at the maxlmuni efficient rate and selling its 
18 production to gain fiirtl^er general revenues for the 
13 Unitad States Treasury; aiid 
14 WHEREAS, The fieder41 govemment has stated that 
19 the role of the national petroleum reserves "has evolved 
16 over time firom an emergency source of oil to an 
17 inco9iB-generating federal buidness asset," and that 
18 "fedaral ownership and operation of the reserves is not 
19 esseBtial to nationU energy policy goab and 
20 objectives"; and 
21 WHEREAS, The Depahment of Energy proposes to 
22 sell KDc Hills Navid Petroieum Reserve Numbered 1. as 
23 part of the President's \ 1996 Budget submission to 
24 Congress calling for the privatization of the naval 
26 petrjrteumreserves, and ijfUia fast timnhedmwiilmrnt 
26 has (Earmarked ? 9 perceilit of the anticipated proceeds 
27 from privatization to be pjuld to the State of California to 
28 benaflt the Teachers' Retirement Fund; «e%î  ehcrcfore. 
29 and 
30 HTIEEEAS, Congress ̂ spmaed, and the President has 
31 signed, legislation to compensate Calihraia aAer the sale 
32 ^^HUls Naval ̂ trolepm Reserve Numbered 1; and 
33 ^9iEREAi^ That compensation will be based on an 
34 agreement between ^Aej State of Califonua and the 
35 DepBtment of Energy; now, therefore, be it 
36 Riaolved by the Senate, and Assembly of the State of 
37 Califbrnia, Jointly, That the Legislature of the State of 
38 Cali^mia respectfully mbznorializes the President and 
39 theDongfeosef^tfHtt^SiateetesettafcHabNevet 
40 Pcttritown Iteeeiwe Numlwicri * while letegnieing the 

96 



JUN 27 '96 03:00PM H & H DC #15 p. 20 

— 3 — SJR 27 

1 the Qmgress to expedite the agreement bv the 
2 Departm&it of Energy fbr recoffoizing the valid claim of 
3 this state to the two school Und sections within the 
4 reserve, and tb compensate Califomia's retired teachers 
5 fbr their 7 9 percent interest in the reserve upon it's sale; 
6 and be it further 
7 Resolved, That the Secretary of the Senate transmit 
8 oopies of this resolution to the President and Vice 
9 President of ihe United States, to the Speaker of the 

10 House of Representatives, to each Senator and 
11 Representatives from CaUfornia in the Congress of the 
12 United States, and to the Secretary of the Interior, the 
13 Secretary of Energy, and the Secretary of Defense. 



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

28-Jun-1996 01:10pin 

TO: 

FROM: 

CC: 
CC: 

SUBJECT; 

Je n n i f e r Palmieri 

T J Glauthier 
O f f i c e of Mgmt and Budget, NRES 

Kr i s Balderston 
John B. Emerson 

RE: Elk H i l l s 

I have t a l k e d t o Kyle Simpson and t o my s t a f f about i t 
t h i s morning. 

The o f f i c i a l answer i s t h a t the 
the proceeds cannot be decided u n t i l two 
the "reserve determination" t h a t has bee 
Rider-Scott, an expert i n the i n d u s t r y , 
determination" which i s s o r t i n g out the 
i n t e r e s t s . The reserve determination i s 
because i t a c t u a l l y determines how much 
w i l l cover the two sections of land held 
w i t h a l l the other sections. This won't 
Spring, however. 

C a l i f Teachers' share of 
analyses are completed: 

n contracted out t o 
and the "equity 
DOE vs. Chevron 
the most important 

o i l and gas there i s , and 
by the Teachers along 
be completed u n t i l next 

I t may be possible t o e i t h e r make the decision on the 
Teachers' share e a r l i e r or t o at le a s t make very strong 
statements about out i n t e n t i o n . Kyle i s looking i n t o t h i s now 
fo r me and w i l l be back t o us i n a couple of days. 

Kyle t e l l s me t h a t the President has j u s t accepted an 
i n v i t a t i o n t o speak t o one of the C a l i f o r n i a teachers groups on 
August 6th, so obviously i t would be des i r a b l e f o r him t o be able 
t o make the announcement at t h a t time. We'll work toward t h a t 
goal. 



STATE OF CALIFORNIA PETE WILSON, Governor 

P.O. BOX 15275-C 

SACRAMENTO, CA 95851 

June 27, 1996 

John B. Emerson 
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 of California Teachers - E lk 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 wil l 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 wil l get 9% of the net sale of the Elk Hills 
Reserve." (Copy of complete transcript of February 10, 1996 Press Conference 
attached for reference.) 
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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 wil l 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 wil l 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 wil l 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 
wil l 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. 

D. Mosman 
(ief 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 
ELK HILLS NAVAL PETROLEUM RESERVE 

SATURDAY, FEBRUARY 10, 1996 
11 a.m. 

Haze! R. O'Leary, Secretary, U.S. Department of Energy 
Jim Mosman, Chief Executive Officer, Califomia State Teachers' Retirement 
Jennifer Morrill, Director, Govemmental Affairs, California State Teachers' Retirement 
Dave Walrath, spokesperson for Califomia Retired Teachers' Association 
Robert Hight, Executive Director, Califomia State Lands Commission 
Kyle Simpson, Attomey 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 Califomia ready. 

OLeary: Hello... 

McDugal: Secretary OLeary. 

OLeary: 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 Califomia Teacher's folks are on the line. 

OLeary: 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 Califomia people here, I'd like 
them to introduce themselves. 
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O'Leary: Super, thank you. 

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

O'Leary: Wonderful. 

Hight: Robert Hight, the Executive Officer of the Califomia State Lands' Commission. 

O'Leary: Hello, how are you? 

Hight: Good. 

Siegel: Dan Siegel, with the Califomia Attomey General's Office. 

O'Leary: Great. Hello. 

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

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

McDugal: 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? 

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

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

O'Leary: Yes, I will indeed. If you have been watching the wires on the early morning 
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 Califomia 
connection, of course, is that provision within the Act which authorizes the sale 
of the Naval Petroleum Reserves at Elk Hills in Califomia. 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 govemment is not the best producer of 
petroleum, not because the people who work for the govemment 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 Califomians 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 School Lands because I know that my colleague in Califomia 
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 senle what .was clearly the right of Califomia teachers to have -
payment into their retirement funds coming from the sale of Elk Hills. So, 
good news all aroundv Good for the American tax-payer because you will get a 
much more productive resource once it is privatized. Good for Califomit 
taxpayers because 20 million dollars in taxes per year will fiow into Califomit. 
And finally, really great for the half million retired and working teachers in^ 
Califomia because they will get 9% of the net sale of the Elk Hills Reserve. 

McDugal: Thank you. Mr. Mosman. 

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 
longstanding claim of the State, Califomia, 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 Govemment. 
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 Califomia by the Federal Govemment 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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McDuqal: 

Walrath: 

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. 

McDugal: Great. 

Walrath: 

McDugal: 

Griffith: 

McDugal: 

Bolero: 

Griffith: 

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 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 ver>' 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: Secretary O'Leary... 

OLeary: Yes, how are you? That happens to me all of the time, not to worry. 

Griffith: I got caught behind a funeral motorcade in Sacramento. Sorry about that. 

O'Leary: 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 govemment was 
over. The sale of this resource which has been in the hands of the Federal 
Govemment now since 1912, clearly cannot reach its full potential within the 
hands of the government. 

Griffith: Why is that? 

O'Leary: Not because government workers are not great, but it is simply because the 
way the Congress has passed the laws and then the govemment 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 to 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 estimates have come in from 1 to 4 billion dollars. 
There is a process to narrow that down on a good due diligence examination. 

Griffith: That is a pretty big difference. 

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

Griffith: And what can that money be used for? 

O'Leary: 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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impprtant.partiof this legislation is to a very significant population, that is our 
taacherS|,in ,the.;State of California.^ It is that 9% of the net of the sale price 
will go to t̂he Teachers' Retirement Fund in what has been a very longstanding 
dispute between the Federal Govemment and the State of California. Long 
overdue. So what we are doing here is a benefit to the American public 
generally, benefit to Califomia 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 Govemment and the 
State of Califomia. 

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

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

Mosman: Thank you Secretary O'Leary. Yes, this is really a long standing dispute that 
we have had with the Federal Govemment 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 Govemment 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. 

Griffith: Had the State been getting revenues from those? 

Mosman: No. That was kind of a moot issue until oil was discovered in the early 1900's. 

Griffith: There were no benefits coming from the land? 

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

Griffith: When was the petroleum discovered. 

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

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

O'Leary: 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. 

Mosman: This dispute actually started in about the mid-1970's when the Federal 
Govemment 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. 

Griffith: I am confused about the teacher connection here. 

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

Griffith: And I haven't done that yet. 

O'Leary: What I understand is that as an inducement to bring western states into the 
Union, the United States often ceded back to State Govemment land that was 
already under Federal claim. And this was the case with Califomia 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. 

Mosman: And I might add, that much later actually, ten years ago or so, the State 
Legislature here in Califomia decided to dedicate revenues from all school 
lands in Califomia, 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... 

Griffith: What does this do for the teachers in particular? 

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

Griffith; Supplemental, what does that mean? 
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Mosman: 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. 

O'Leary: 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 Califomia 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 w^o will provide the 
education base for our youngsters to make them competitive in the 21st ' 
Cenmry: We did it because it was the right thing to do:' 

Griffith: 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... 

O'Leary: 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. 

Walrath: It also benefits current teachers. This is Dave Walrath. 

O'Leary: I was struggling to get to that end... 

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

Griffith: Can you spell your last name for me? 

Walrath; W-A-L-R-A-T-H. 

Griffith: And who are you? 

Walrath: I represent the California Retired Teachers' Association. 

Griffith: O.K. 
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Walrath: 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 Califomia 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. 

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

Walrath: 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. 

Griffith: We all know that money can be shifted around, that has obviously happened 
with the property' taxes in Califomia. 

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

Griffith: Is there a possibility, though, that that would not happen because of legislative 
changes or political shifts. 

Walrath: 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. 

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

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

Griffith: I see. The Prop 98 guarantee is... 

Walrath: Constitutional. 

Griffith: So this is a big day for California School Teachers? 

Walrath: Yes. A very big thing. 

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

O'Leary: That's right. Part of the Defense Authorization Bill. The President signed it 
this morning. 
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Griffith; O.K. There was a lot of news out this morning. 

O'Leary; 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 govemment, both the Federal Govemment 
and the State Govemment in its proper role and brings private sector where it 
belongs. 

Griffith: What? Does this hurt our national deficit problem? 

O'Leary: 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 govemment over the 
long run inures a bigger benefit by maintaining the property. The answer to 
that is no, not the way the govemment is rim. 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 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 Califomia as 
has just been expressed. 

Griffith: Who will manage it now? 

OLeary: 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. 

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

O'Leary: No: The govemment will, be the property, owner until the property is sold to a 
private^liiiiSi^&iIh that interim period, we will work out our details with 
CalifolmaJ^StitiiiTeachers' Retirement Fund,, but more, importantly, to Califomia 
teacherseand?iCalifomia taxpayers we'll get an investment expert and we will go 
througĥ th$̂ due?̂ diiigence that insures that the American taxpayer first of all 
getsî a?fflirfsh:akej;̂  and. finally that Califomia and Califomia teachers get a fair 
shakisr"' 

Paul: Secretary O'Leary? 
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O'Leary; Yes? 

Paul: 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? 

O'Leary: No. In the language in the Appropriation Act in the section takes care of that 
dispute. I was trying to explain eariy 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. 

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

O'Leary: 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? 

Simpson: I'm here. This is Kyle Simpson. 

O'Leary: Oh God. You are a lawyer, not a geologist He's a very smart lawyer 

Simpson: 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 evaluated now and will have to be completed before we 
could go into the final sale. 

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

Simpson; 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 it 
done. 
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McDugal: Are there any other questions? 

Paul: One other question. The eariiest that the Califomia teachers will see any of 
this money will be more than two years from now. 

O'Leary: 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 morning. 

Griffith: I have a question for James, I need your last name. 

Mosman: It is M-O-S-M-A-N. 

Griffith: M-O-S-N-A-N, And your title? 

Mosman: Is Chief Executive Officer. 

Griffith: M-O-S-M-A-N. 

Mosman: M-O-S-M-A-N, yes. 

Griffith: M-O-S, M as in Mary? 

Mosman: M as in Mary, yes. 

Griffith: Chief Executive Officer of.. 

Mosman: Califomia State Teachers' Retirement System. 

Simpson: Would the reporter from Sacramento please, be so kind as to identify herself 

Griffith: Yes, I'm sorry about that I'm Dorcy Griffith, Sacramento Bee. 

Simpson: 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. 

Goodbve. 
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AMENDED IN ASSEMBLY APRIL 17.1996 

Senate Joint Resolution No. 27 

Introduced by iSenator Costa 

May 26,1995 

Senate Joint Resolution No. 27—Relative to school lands 

LEGISLATIVE COtjNSEL'S DICESrr 

SJR 27, as amended, Costa. School lands. 
This measure would memorialize the President and the 

Congress of the United States to seU 4 ^ HiUs N«vel 
Pctroioum Reserve Nurabcrpd * while to expedite the 
agreement by the Department] of Energy ibr recognizing the 
state's valid claim to twe 2 school land sections within the 

Elk Hills Naval Petroleum Reserve Numbered 1, and 
to compensate California's retired teachers for their 7 percent 
9% interest in the reserve upon its sale. 

Fiscal committee: yes. 

1 WHEREAS, In 1853, the United States Congress 
2 granted to the State of Califomia the 16th and 36th 
3 sections of every township of public land to support the 
4 public education system in Ccdifornia, a grant long held 
5 by the courts lo create a '-solemn agreement" between 
6 the federal government and the state; and 
7 WHEREAS, In Califbmia, the State Teachers' 
8 Retirement System ia the beneficiary of revenues derived 
9 irom those school lands; and 

10 WHEREAS, Those reveiiues are a signiiicant source of 
11 income to the retired teachers of the state; and 

98 
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SJR 27 — 

\ WHEREAS, Ellc Hills 
2 Niunbered I contains two 
3 reserves and constituting 

Naval Petroleum Reserve 
school land sections rich in oil 
the two most valuable school 

4 land sections in the state; and 
5 WHEREAS, The inclusion of these school lands within 
6 the petroleum reserve in 1912 made them unavailable to 
7 the state, with the result ijieing that the State Teachers' 
8 Retirement System is deprived of substantial income; and 
9 WHEREAS, Ever since 1976, the federal government 

10 has been producing oil an4 gas from the naval petroleum 
11 reserves at the maximum efficient rate and selling its 
12 production to gain further general revenues for the 
13 United States Treasury; aiid 
14 WHEREAS, The federal government has stated that 
15 the role of the national petroleum reserves "has evolved 
16 over time from an emergency source of oil to an 
17 income-generating federjal business asset," and that 
18 "federal ownership and ojperation of the reserves is not 
19 essential to the national energy policy goals and 
20 objectives"; and 
21 WHEREAS, The Department of Energy proposes to 
22 sell Elk Hills Naval Petroleum Reserve Numbered 1, as 
23 part of the President's! 1996 Budget submission to 
24 Congress calling for thft privatization of the naval 
25 petroleum reserves, and fe? ̂  first time the deportment 
26 has earmarked 7 9 perceht of the anticipated proceeds 
27 from privatization to be pjaid to the State of California to 
28 benefit the Teachers' Retirement Fund; now; therefore, 
29 and 
30 WHEREAS, Congress has passed, and the President has 
31 signed, legislation to compensate Caliibrnia after the sale 
32 of Elk Hills Na vol Petroleum Reserve Numbered 1; and 
33 WHEREAS, That compensation will be based on an 
34 agreement between the State of California and the 
35 Department of Energy; now, therefore, be it 
36 Resolved by the Senate and Assembly of the State of 
37 California, jointly. That the Legislature of the State of 
38 Califomia respectfully miemorializes the President and 
39 the Congreao ef the t̂ mted States to sell fiHt Wife Nftval 
40 Petroleum Reserve Numbered 4- while 

9S 
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— 3. SJR 27 

1 the Congress to expedite the agreement by the 
2 Department of Energy for recognizing the valid claim of 
3 this state to the two school land sections within the 
4 reserve, and to compensate California's retired teachers 
5 for their ? 9 percent interest in the reserve upon it's sale; 
6 and be it further 
7 Resolved, That the Secretary of the Senate transmit 
8 copies of this resolution to the President and Vice 
9 President of the United States, to the Speaker of the 

10 House of Representatives, to each Senator and 
11 Representatives irom Caliibmia in the Congress of the 
12 United States, and to the Secretary of the Interior, the 
13 Secretary of Energy, and the Secretary of Defense. 

O 



MEMORANDUM FOR: 

July 19, 1996 

JEN PALMIERI 
HELEN HOWELL 
JOHN EMERSON 

FROM: 

SUBJECT: 

KRIS BALDERSTON 

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: 

From: 

Re: 

Chris Balderston 

Kyle Simpson 

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^romptly aftgLsalgtjisjgguiadJbyJhe^tute. 

® PrInlBd wllh my mk on nafdiaa papar 
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PrivUeged & CunfirffwHiL 

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 Califonua (Naval Petroleum Reserve No. 1) provided that 7 percent of 
the proceeds of sale would be paid to the State of Califomia 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 eflfective date of the Act, to be available in such amounts as 
may be appropriated to cover any settlement between the United States and the State or any 
judgment the State obtains against the United States. The Secretary is required vwthin 30 days 
after the sale of Elk Hills (scheduled for Febniaiy 1998) to make an offer of settlement to the 
State, based on the "fkir 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. 

n. History of Claim^ 

Although there presently is no pending formal "claim" by the State, the State's historical 
claims have been based on the Califorma School Lands Grant Act of March 3, 18S3, 10 Stat. 
244, as amended. Pursuant to Section 6 of that Act. Congress granted to the State sections 16 
and 36 of each township for public schools with the exception, mSL a^i, of lands previously 
appropriated and mineral lands. In 1927, Congress extended the grant to mineral lands, but 
continued to except any lands inchided within the limits of an existing reservation. Act of January 
25, 1927. 44 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") fUnited States v. Morrison, 240 
U.S. 192 (1916)), and, until the survey was approved, the United States could dispose of the 
lands as it wished (see Minnesota v. HitshfiSZSk. 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 fi-om the Findings of Fact filed by the U.S. District 
Court in 1992 in State of California, ex rel. v. Watlrin?̂  et al No. CV F-87-665 EDP. 

n̂ TF••p̂ /!;̂ '>ED TO BF: AN 



07/19/96 FRI 17:47 FAX 1̂ 004 

other lands could he selected in Ueu 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 HiUs, and sold section 36 to Standard Oil Company of 
Califomia. In the late 1920s and early 1930s, the United States brought a series of successful 
actions to quiet title to the lands withm the Elk HUls Reserve, including the school lands issue, 
Title to section 36 was quieted m the United States as a result of this litigation. The dispute over 
section 16 was settled by consent decree. 

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

In 1987, the Department of the Interior Solicitor issued an opinion to the Energy 
Department General Counsel stating, inter alia, that: Califomia had no vested rights in the lands 
so as to prevent their sale; Congress was free to vest title 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 temiinate 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. 

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

Under this proposal, the State and the Department of Energy would pursue a form of 
administrative dispute resolution known as a "neutral evaluation". This process would entail the 
informal presentation of positions by each party to an independent, mutually agreeable neutral 
who, at the end of the process, would 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; 
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Parties' agreement on process August 1996 

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 accept or modify 
recommendation 

November 1996 

January - June 1997 

October 1997 

December 1997 

Secretarial offer of settlement Febnjaiy 1998 


