NOILO3T3S

10VdL AHVNIWIIIY

[4 Ligidx3

£810-d

82£0-4

_4eh{id

¥2€0-d

£.2¢€0-d 22¢€0-d

9610-d

ZINAVINYS 2 b.

a1HN ¢ Noxxa

1610-d
@

.6. HOUAIHD

‘o

11000

£330

zc_Emo NOD
INIOd

L ..-\.‘\ .“o
N ) 8

L1£0-d
NOYAIND

9180-4
o
hiouasng  2°

6¢¥0-d

S 0cv0d

NOHAIHO NOUAIAND

NOHA D
1o >
| £0

&
¥91-94

8vv0-d L¥Y+0-d

\ —

revo-d

o
-~

&3
W \".."-

“

_,.
<.

Qﬂm:...z__(
ANIOd

!

L e

"c“v’

-.u.

S~

.
e e i ety

\ﬁ try0-d

"‘1’\ = acya™

<

HOINN o,

-

T ERZ X OVHI

66¥0-d




NOILO3T3S LOVHL QIANIWWOOIIY
€ 1i8!HX3

Pagg

$810-d PEI4in)
9610-3 b2e0-d
i

dING
ZINAVINYS NOYAIHI

€

Y

ca
‘Ml'#l)?

-
A
=4

//

6 10YHl

| i
/ .Q
ll,rlll/:lLllr Tigon
95300-d

(!;\.\.\.L.... ,i eIc0d 2i£0-d SIg0-d
' %% |  wouaano (
' . 3 INOYASHI

‘NOILIIINDD
HI|

25%0-d SO 05¥0-d

10 NONAIHD NOWA3IHY NOYAIHD
o .
|10 t g0

8t0-d L¥+0-d

-

£L2 10vYY1L S¥y0-d

arad

5 eennqere

L)

sy wla
A AT

[l Bt

_vvoum.

.o g

ers.

NOINN 0,

—e S gy

P-4




et orma s mowoer

Py

CALENDAR pAGE
MINCSE PG

|
'
1

f

._.._ "

o

. .i—ll.c

.
. e
wenefoxs
mrelaias

e oom ommes ] S It .
[ b gL 00 | BOR
o ] A4

e

-
[
Y
o

-2
® |

33
m _
510
x

EXHIBIT 4

SLIDING SCALE ROYALTY FORMULA
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EXHIBIT 5

POINT CONCEPTIO!
SLIDING-SCALE ROYALTY
DRAFT
11-19-82

STATE LANDS COMMISSION

State of California

0il and Gas Lease

(51iding-Scale Royalty)

This 0il and Gas Lease is entered into this

o —————arare

day of , 19 + bursuant to Rivision 6 of the

Public Resources Code, and is between the State of

California, acting through the State Lands Commission, which

will be referred to as the State, and

which will be referred to as the Lessee,

In consideration of the bonus, rental ang royalty

0 %0 be paid and the ¢ovenants, conditions, agreements ang

stipulations contained in this lease, the State leases to

the Lessee certain lands, which will be referred to as the

leased lands, situate in Santa Barbara County, California,

identified on the attached map that is marked Exhibit ma"

and described as Ffollows:

* % %k k k %

e
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1. TERM AND PURPOSE OF LEASE

This lease shall be for a primary term of
twenty (20) years, and for so long thereafter as oil or gas
is produced in paying quantities from the leased lands, or
so long as Lessee is diligently conducting producing,
drilling, deepening, repairing, redrilling or other

necessary lease or well maintenance operations on the leased

1ands. The Lessee shall have the exclusive right to

prospect for, drill for, produce and take only oii, gas and

other hydrocarbon substances from the leased lands. This

right includes the right to conduct geological aad

geophysical surveys on the leased lands for the purpose of

determining subsurface conditions. However, the State may
others to conduct geological or geophysical surveys

on 1eased lands as provided in sections 5212.2 and 6826

of public Resources Code and the applicable r=gulations

of State. This lease does not give the Lessee the

privilege or right to store gas within the geological zones

underlying the leased lands nor any other privilege or right

not sxpressly stated. wirthin the drilling term ©

(3) years from the date of this lease,

determined pursuant to paragraph 24(h), the Less

commence cparations for the drilling of

cas. 1If the Lessee fails

or to prosecute taem diligentl

three 13} year erm,




shall terminate. Whenever the leased lands cease to produce

@ oil or gas, the lease will continue in force if within six

months after production ceases, or such longer period as the

State may authorize, the Lessee commences and prosecutes

with reasonable diligence, drilling, deepening, repairing,

redrilling or other operations for restoring production of

oil or gas from the leased lands.

2.

EXPLORATTION AND DEVELOPMENT OBLIGATIONS
AND DRILLING REQUIREMENTS

Within one hundred twenty (120) days after the

effective date of this lease, the Lessee shall submit to the

State for approval an exploration plan for the leased lands,

which plan shall provide at least for the drilling of one

(1) well. After the completion of the site-specific

Q environmental review, the Lessee shall commence within the

three (3) year drilling term w«nd diligently prosecute

exploratory operations in accordance with the approved

exploration plan, which shall include whatever measures are

necessary to mitigate adverse environmental effects. No

later than one () year after a commercial disccvery, the

Lessee shall submit to the State for approval a development

plan for the discovered pool or pools. Upon completion of

the environmental review, the Lessee shall commence and

diligently prosecute development operations in accordance

with the approved development plan, which shall include

whatever measures are necessary to mitigate adverse




environmental effects. Development plans for later
discovered pools capable of commercial production shall be
submitted to the State for approval within one (1) year of
discovery. The Lessce shall diligently pursue the,
acquisition of all permits necessary for the conduct of
drilling and production operations on the leased lands and
for the construction of structures and facilities on and off
the leased lands required for the conduct of drilling and
oroduction operations. All drilling operations shall be
conducted in accordance with the requirements in
Exhibit "B".

3. RENTAL

The Lessee shall pay tc the State, annually in

advance, rental of $ per acre per Yyear. T1£ any

portion of the leased lands is quitclaimed as to all zones,
the annual. rental shall be reduced $ for wvach acre
quitclaimed. This reduction shall become offective on the
lease anniversary date next following the date of quitclaim.
4. ROYALTY

(a) In addition to the rental provided in
paragrach 3, the Lessee shall account for and pay to the
State in money as coyalty on oil, a percentage, determined
in accordance with Exhibit "D" which iz attached znd made a
part of this lease, of the current market price of all 2tl
oroduction removed or sold ¢ the leas i lands. The

current market price shall

‘CAL!NDARPAGE
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shall include any premium or bonus paid for the o0il, The
current market price shall never be less than the highest
price in the nearest field akt which oil of like gravity and
quality is being sold in substantial quantities. Money
royalty on oil shall be due not later than the twenty~fijfth
day of the calendar month following the calendar month in
which the oil is produced.

(b) At the State's option, exercised upon
sixty (60) days' wricten notice, and in lieu of money
royalty on oil production, the Lessee shall deliver to the
State in kind a p2rceatage, determined in accordance with
Exhibit "D", of all cil production removed or sold from the
leased lands. If the State elects to take in kKind its
royalty share of oil produced from the leased the
Statn may require the Lessee to provide at the Lessee's
shipping tanks, without charge to the State, tankage of
sufficient capacity to store the State's royalty share of
0il produced from the leased lanis during any continuous
forty-eight (48) hours,

(c) 1In addition to the rental orovided in

paragraph 3, the Lessee shall account for and pay to the

State in money as royalty on non-o0il production, which

consists of dry gas, including vented and flared gas (except
during testing with approval of the State), natural
gasoline, and other products extracted and saved from the

gas produced from the leased lands, except Jas used for lease

5.
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operations or reinjected into the leased lands, twenty
percent (20%) of the current market price of all such
production removed or sold from the leased lands. The
current market price shall be determined by the State and

shall include any premium or bonus paid for the non-oil

production. The currant market price never shall be less

than the higher of the highest price in the nearest field at
which non-oil production of like quality is being sold in
substantial quantities or the net proceeds or exchange value
derived by the Lessee from the non-oil production removed or
sold from the leased lands. Money royalty on non-oil
production shall be due not later than the twenty-fifth day
of the calendar month following the calendar month in which
the non-oil production is produced.

(d) At the State's cption, ecxercised upon
sixty (60) days' written notice and in lieu of money royalty
on non-oil production, the Lessee shall deliver teo the State
in kind, twenty percvent {20%) of all non-oil production
removed or sold from the leased lands.

(e) If the State elects to take in kind its
rovalty share or shares of oil or non-oil croduction, ot
both, it may elect thereafter, upon sixty (50) days' written
notice, to take its royalty share or shares in money, and
upon like notice at any time thereafter, may elact to take

its rovalty share or shares either in kind or in money.

CALERDAR pPAGE
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S. TRANSFER OF LEASE

(a) Subject to approval by the State, this

lease may be assigned, transferred ot sublet to any person,
association of persons or corporaticn who at the time of the
proposed assignnent, transfer or sublease possesses the
qualifications provided in section 6801 of the Public
Resources Code. Any assignment, transfer or sublease may
involve all or any part of the leased lands or any separate
or distinct zone or geological horizon or portion of such
zone or horizon. Any assignment, transfer or sublease shall
take effect on the first day of the month following its
approval by the State and the filing with the State of an
executed counterpart thecreof, together with any required
bond and proof of the qualifications of the assignee,
transferee or sublessee to hold this lease or any interest
in it. Unless approved by the State, no assignment,
transfer or sublease shall be of any effect. Upon approval
of any assignment, transfer or sublease, the assignee,
transfer~« or sublessee shall be bound by the ta2rms of this
lease to the same extent as if such assignee, transferee or
sublessee were the original lessee, any conditions in the
assignment, transfer or sublease to the contracy
notwithstanding.

(b) Any assignment or transfer of & separate
portion ¢f this lease or of a separate or distinct zone or

geological horizon, or portion thereof, shall segregate the

7.
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assigned or transferced portion from the retained portion.

The approval of the assignment or transfer shall release the

assignor or transferor from all obligations thereafter
accruing under this lease with respect to the assigned or
transferred lands or zones or horizons. The lease on any
segregated portion of the lands or zones or horizons shall
continue in force for the primary tecm of this lease, but
for not less than two (2) years after the date of discovery
of oil or gas in paying quantities upon any of the lands or
zones or horizons originally subject to this lease, and so
long thereafter as oil or gas is produced in paying
quantities from such segregated portion.

(c) With the approval of the State,
assignments or transfers may be made of parts of this lease
which are on their extended term because of production. The
lease on any segregated portion containing only undeveloped
lands or zones or horizons shall continue in force for two
(2) years and so long thereafter as oil or gas is produced
in paving quantities from such segregated portion.

6. QUITCLAIM

The Lessee at any time may make a written quitclaim
of all rights under this lease or cof any portion of the
leased lands comprising a ten-acre parcel or amultiple

“hereof in a compact form, or of any separate

8.
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effective when it is filed with the State, provided that the

Lessce and its surety shall be subject to the continued

obligation to pay all accrued rentals and royalties and to
abandon all wells drilled into the lands or in the zones or
horizons to be quitclaimed in accordance with the terms of
this lease and the regulations of the State. At the option
of the State, the Lessee may be required to place all such
wells in condition for suspension instead of abandoning
them. The Lesscc shall then be released from all
obligations thereafter accruing under the lease with respect
to the lands, zones Or horizons quitclaimed. The quitclaim
shall not release the Lessee OL its surety from any
1iability for breach of any obligation of this lease with
respect to which the Lessee is in default at the time of the
filing of the quitclaim.

7. CANCELLATION

If the Lessee fails to exercise due diligence and
care in the prosecution of the exploratory or development
work in accordance with the terms end conditions of this
lease prior to the discovery of 0’1l or gas in paying
quantities and it such default continues after thirty (30)
days' written notice to the Lessee, the State mav cancel
this lease. After discovery of oil or gas in paying
quantities, this lease may be canceled upon failure of the
Lessee, after ninety (9C: Jdays' written notice, to comply

with the provisions of this lease or applicable statutes or




regulations. 1In the event of cancellation, the Lessee shall

have the right to retain any drilling or producing wells as
to which no default exists, together with such rights of
into or through the leased lands as may be reasonably
necessary to enable the Lessee to drill and cperate the
retained well or wells. In the event of any termination
this lease in whole or in part, the Lessee shall have a
reasonable time to remove any property, equipment and
facilities used by the Lessee in operations undec the
terminated portion of this lease.

8. RESERVATIONS TO STATE

The State reserves the right to grant, upon its own
terms, joint or several easements or rights of way upon,
through or in the leased lands as may be necessary oOr .
appropriate, and the right to allow, upon its own terms, the
continued use of any ex1stiig easement OC right of way upon,
through or in the leased lands. The State also resarves the
right to lease, sell or otherwise dispose of whatever
rransferable interest it may have in the surface of the

leased lands, subject to the reasonable use Dy the Lessee of

the surace for operations ander this lease.

ON OF YIASTE
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10. COMPLIANCE WITH LAWS AND OTHER
OPERATIONAL CONTROLS

The Lessec shall comply with all valid laws and
ordinances of the United States and of the State of
California and its political subdivisions applicable tc the

Lessee's operations, including, but not limited to, the

applicable provisions of Divisions 3 z2nd 6 of the Public

Resources Code and the regulations of the Division of 0il
and Gas and State Lands Comaission. The Lessee shall also
comply with the special operating requirements set forth in
Exhibit "C".

11. FORCE MAJEURE

The obligations imposed upcn the Lessee by this
lease may be suspended whenever the Lessee is prevented from
complying with them by wars, strikes, ri
unusuzl labor or materiu.l shortages, acts of God, laws,
rules and regulations of any federal, state, county or
municipal agency or by other unusual conditions that are
beyond the control of the Lessee. 1In ocder for any
obligation imposed upon the Lessee to be cuspended, the
Lessee must notify the State in writing as soon as possible
that a condition warranting suspension has arisen. The
notification shall state the nature of the condition, an
estimate of the condition's duration and the steps to be
taken by the Lessece to eliminate the condition., The Lesses

shall use its best efforts to eliminate tbte condition and




notify the State in writing as soon as the condition no
longer exists.

12. OPERATIONAL STANDARDS

The Lessee shall exercise reasonable diligence in
the nperation of the wells while their products can be
obtained in paying quantities and shall not unreasonably or
unnecessarily suspend operations. All operations shall be
conducted in a proper and workerlike manner, in accordance
with generally accepted good oil field practice and with
regard for the protection of the safety and health of
workers,

13. LIABILITY AND INDEMNIFICATION

The Lessee shall be lizble to the State for all
damage to any reservoir underlying the leased lands and any

loss of oil, gqas or other hvdrocarbon substances to the

extent that they are caused by the negligence of, or the

breach of any provision of this lease by, or noncompliance
with any applicable statutes or regulations by the Lessee,
its employees, servants, agents or contractors. WNothing in
this lease shall diminish any other rights or remedies which
the State may have in connection with any such negligence or
breach. The Lessee shall indemnify the State of California,
its officers, agents and employees against all zlaims,
demands, causes of actien or liabilities of any Xind which
may be asserted against or imposed upeon the State of

California, its officers, agents or employees, by any third

CALENDAR PAGE
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person or entity arising out of or connected with tne
issuance of this lecase, operations hereunder, or the use by
Lessee, its agents, employees OL contractors of the leased
lands.

14. BONDS

The Lessee shall furnish upon execution of this
lease and maintain a bond in favor of the State of

California in the sum of § to guarantee the

fajthful performance by the Lessee of all provisions of this
lease, Division 6 of the Public Resources Code and the
regulations promulgated thereunder, including, but not

limited to, immediate elimination of any contamination or

pollution caused hy or resulting from operations under this

lease. 1If the Lessee places platforms or other fixed or
floating structures on the leased lands, the Lessee shall
file at the commencement of such placement and maintain an
additional bond in favor of the State of California in a
reasonable amount as specified by the State, but not
exceeding fifty percent (50%) of the replacement cost of the
structures, to guarantee the faithful performance by the
Lessee of the placement of the structures, their maintenance
and their removal at the State's request upon the expiration
or sooner termination of this lease. All bonds shall
require the surety bto give at least ninety (30) days'
written notice of its intention to cease acting as

guarantor. 1If a surety gives notice of its intention to

CALS L a8 S4.€
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cease acting as guarantoc, the Lessee shall provide to the

State within sixty (60) days of such notice a replacement
bond of equal value to become effective upon the expiration
of the existing bond. Failure to provide such a replacement
bond within the required time shall constitute a default
entitling the State to levy against the entire amount of the
existing bond.

15, SURRENDER OF PREMISES

At the expiration of this lease or upon its sooner
termination, the Lessee shall surrender the leased lands and
all improvements on them in good condition, or the State may
provide that the Lessee shall remove some or all of the
structures and other fixtures placed upon the leased lands
and restore the lands, in whole or in part, to their natural
condition at no cost tn the State. The Lesses shall not be
denied the right to remove any drilling, development and
production equipment having a reuse or salvage value,

16. DAMAGES TO THIRD PERSONS AND PRGCPERTY

(a) The Lessee chall furnish upon execution

of this lease a certificate showing that at all times
throughout the life of this lease, the Lessee is insured
against damages to third persons and their property
resuiting from an oil spill =r other pollution caused by
operations under this lease. The insurance sha'l be for an
amount not less than ten million dollars ($10,000,000) for

each occurrenca. The miniaum amount may be raised by the

CALENDAR PAGE
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State if economic conditions change. The certificate of
insurance shall indicate that the Lessee has cobtained from a
responsible insurance company doing business in California
the required insurance coverage which shall include the
State of California as a named insured, or shall demonstrate
to the satisfacktion of the State that the Lessee is capable
of self-insuring the risk. The certificate of insurance
shall remain in effect at all times throughout the life of

the lease, A new certificate of insurance meeting the above

requirements may be substituted by the Lessee with the

State's approval.

(b) Should an oil spill or other polluting
event occur which the State determines will result in the
filing of a substantial number of claims against the Lessee,
the Lessee shall open or cause to be opened within ten
(10) days of such event a claims office in the City of Santa
Barbara staffed with personnel sufficient to process all
claims and having authority to settle all uncontested
claims. Barring unusual circumstances, all claims shall he
processed and all uncontested claims shall be settled within
sixty (60) days of their filing. To facilitate settlement
of contested claims, the Lessee shall agree to arbitration
of claims of five thousand dollars (35,000) or less and
mediation of claims in excess of five thousand aollars
{35,000). The arbitration and mediation shall be conducked

pursuant to agqreements prepared by the State at or before

15.




the Lime of the invitation for bids.

17. SALES CONTRACTS AND EXCHANGE AGREEMENTS

The Lessee shall file with the State copies,
certified by the Lessee to be true, of all contracts and
other agreements for the sale, exchange oOr cther disposition
of oil, gas, natural gasoline and other substances produced

from the leased jands. 1If the State elects to. take its

royalty share of production in money instead of in kind, the

Lessee shall not sell or otherwise dispose of the royalty
share of the production except in accordance with sales
contracts or other methods first approved in writing by the
State.

18. ROYALTY STATEMENTS

The Lessee shall furnish monthly true royalty
gtatements in whatever form the State prescribes. The
statements shall show for the preceding calandar month the
amount, gravity and marke: price of all oil produced, saved
and sold, the amount and gross value of gas produced, yented
and flared (except juring testing), saved, used and sold and
*he amount and gross value of natural gasoline or other
products produced from the leased lands. The statement als»
shall show the number of days each well is on production.

19. EXAMINATIOU OF RECCORDS AND
INSPECTION OF PREMISES

rnsofar as it has the right to do s9, the Lessee

ro an exanination by any person authorized by the

CALENDAR PAGE
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State of the books and records of any individual,
association or corporation which has transported for or
received from the Lessce any oil, gas, natural gasoline or
other products produced from the leased lands. The Lessee
also consents to the inspection at all times by any person
authorized by the State of its operations on the leased
lands, including wells, improvements, machinery and fixtures
used in connection with those operations.

20. SUBMISSION AND USE OF DATA

The Lessee shall file promptly with the State
true copies of all geophysical data covering the leased
lands and all logs (including electric logs), surveys,
drilling records, well histories, core records, formation
tests and related information as measured and recorded in
the course of drilling, for the wells drilled into the
leased lands. All data and information filed by the Lessee
with the Division of 0il and Gas in connection with this
lease, whether or not held in confidential status by the
Division of 0il and Gas, shall be submitted to the State for
its use in enforcing compliance with the terms of this lease
and regula:ions of the State. All data and information
supplied in confidence of the Lessee under this paragraph
shall be kept confidential by the State and shall not be
disclosed to any person or agency without the written
consent of the Lessee or unless their disclosure is required

by law. MNotwithstanding the above, the State may

17.
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disclose any data or information filed by the Lessce to any
governmental agency needing the data or information to
regulate the leased lands or adjacent lands, provided that
the disclosure is made pursuant to an agreement with the
governmental agency cspecififying the purposes for which the
data and information may be used and requiring the data and
information to be kept confidential.

21. FACILITIES AND MEASUREMENT
OF PRODUCTION

The Lessee shall furnish to the State for its
approval detailed plats, drawings and other pertinent data
concerning the oil and gas facilities and pipelines to be
used for the production, processing, measurement and
transportation of the oll, gas and other hydrocarbon
substances from the l1eased lands. Any changes, including
emrrgency changes, in the facilities and pipelines shall be
apore d by the State. The Lessee shall install whatever
samplin and measuring eguipment the State deem3 necessary
for the sampling and measuring of the oil, gas and other
hydrocarbon supostances. The Lesjee shall me

account for all oil, gas and other hydrocarbon substances

produced from, used on or transported from -he leased lands

v

in accordance with the rorms of this lease and the
requlations of vhe State. The State shall have the right at
all times to witness vhe measurement and sampiing of 2all

gas and other hvdrocacbon substances. The 3tate may
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flect to measure and sample the ©0il, gas and other
hydrocarbon substances in the presence of a representative
of the Lessee. The Lessee shall furnish samples of oil, gas
and other hydrocarbon substances that are required by the

State for lahoratory tests. The Lessce shall be given the

opportunity to witness the tests conducted by the State, and

the readings and results of those tests shall be binding on

the Lessece.

22, STATE'S RIGHTS TO DETERMINE WELL SPACING
AND RATES OF DRILLING AND PRODUCTION

The State shall have the right to determine the
spacing of wells and the rate of drilling and rate of
production of wells to prevent the waste of oil and gas and
promote the maximum economic recovery of oil or gas from,
and the conservation of reservoir energy in, each zone or
separate underground source of supply of oil or gas covered
in whole or in part by this lease.

23. UNITIZATION

If the State determines that the ultimate recovery
of cil or gas will be increased, oil or gas will be
protected from unreasonable waste, land subsidence may be
arrested or ameliorated, or adjacent landowners will be
protected, the Lessee shall unite with other lessees of the
State or with others owniny or operating lands not belonging
to the State, including lands belonging to the United

States, in operating under a cooperative or unit plan of




developmént or operation for the pool or field or any part
thereof. Tpe State, with the consent of the Lessee, may
establish, change or revoke any drilling and production
requirements of this lease, may permit apportionment of
production, and may make such regulations concerning the
institution and uperation of any cooperative oOr unit plan
that the State deems necessary or proper for the protection
of its interests.
24. OFFSHORE STRUCTURES

(a) Subject to the provisions of Exhibit "B",
each well may be drilled or glant-drilled to and into the
subsurface of the lz:ased lands from platforms OL other fizxed
or floating structures in, on or over the tide and submerged
l1ands covered by the lease Or otherwise available to the
Lessee.

(b) 1f the Lessee propeses to drill one ot
more wells from platfcrms or other fixed or floating
structures 2and if permission from any federal oC state
agency is legally cegquired for construction of such
structures, the Lessee shall be allowed a reasonable time
following the execution of the leage to secure the necessary
permission from such federz), or state agencies and, upon
secur ing such permission, 5 further reasonable time,
determinad with recard to the nakure of the struccure OC

L5 be constructed, ¥ commence qrilling

such well or wells. The 3tat snall extend

20,
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1o drilling term of the lease by a period equal to

reasonable time necessary to secure the permission and, if

necessary, to the date to which the time to ccmmence

drilling operations on such well or wells has been extended.

(c) Any platforms or other fixed or floating
structures shall conform to the regulations of the State in
effect at the time of the invitation for bids.

25. POLLUTION AND CONTAMINATION OF
WATERS PROHIBITED

Pollution and contamination of state wzters,
impairment of and interfercnce with bathing, fishing
ot navigation in state waters, and impairment of and
i ater ference with developed shoreline recrealional or
regid .tial areas are prohibited. Vo oil, tar, residuary
product of oil or any refuse of any kind from any well or
works shall be deposited on oL zllnowed to pass into state
waters. The permission given in section 6873(b) of the
Public Resources Code to the deposition in state waters of
water not containing any hydrocarbons or vegetable or animal
makter and drill cuttings and gc¢illing mud which are free of
oil and materials that are deleterious to marine life, shall
nok supersede any restrictions on the deposition of such

substances which are contained in this lease, which includes

the exhibits.
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26. SOLVENCY

If the Lessee at any time makes a general
assignment for the benefit of its creditors, or a receivelr
is appointed over or an attachment is levied and permitted
to remain for any unreasonable length of time uvon or
against the interest of the Lessee in any oil, g9as, natural
gasoline or other produc-s produced from the wells drilled
into the leased lands, the &tate may terminate this lease by
giving written notice to the Lessee.

27. USE OF PRODUCTION FOR LEASE OPERATIONS

with the approval of the State, the Lessee may use
oil produced from the Lessee's wells drilled into the leased
lands for lease operations only. Oil so used shall be
teported o the State monthly. Such oil shall not be
included in computing for royalty purpcses the total
oroduction ocr oil cemoved or soid from the leased lands
during the month, nor in computing for royalty purposes the
current market price of such production, but shall be used
in ccmwnuting the average production of olil per =ell per Jay
for the purpose of determining the royalty rate as provided
in Exhibit "D". With the approval of the State, “he Tessae¢
may also use gas produced from the Lessee's wells drilled
nto the leased lands, or gas received currently in exchange

gas so produced, for the following opurposes only: fuel,

-

sands {rom whizh the well or

einjectinn into
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lands. Gas so used, or gas given in exchange for gas so
used, shall be veported to the State monthly, but shall not

be included in compurning for royalty purposes the total

production removed or sold from the leased lands during the

month, nor in computing for royalty purposes the current
market price of such production. The State may take, free
of cost to it and at no expense to the Lessee, all produced
surplus gas which cannot be marketed or beneficially
utilized by the Lessee. The surplus gas taken by the State
shall be for the use of the State of California. The
existence of this option shall not relieve Lessee of the
obligation to pay royalty on gas vented or flared at times
other than during testing.

28. LESSEE'S DISPOSITION OF STATE'S ROYALTY

The Lessee shall be empowered to convey good title
to the State's royalty share of cil, gas, natural gasoline
and other products produced and saved, if and when such
¢ 1les have been approved in writing by the State. The
proceeds from the royalty share of oil, gas, gasoline or any
other products produced from the leased lands shall be held
by the Lessee in trust for the State until the Lessee makes
the full royalty payment to the State.

29. NOTICES

All notices to be given under this lease shall be
deemed to have been fully given when made ia writing and

deposited in the United States mail, registered and postage

23,
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prepaid, and addressed as follows:

P To the State:
P

To the Lessee:

The addresses to which the notices shall be mailed mey be

changed by written notice given by one party to the cther as

provided above., Nothing contained in this paragraph shall

preclude the giving of any notice by personal service to

the Lessee or its officer or agent. All payments specified

in this lease shall be made to the State at the address

provided for notices to the State.

30. TAXES

The Lessee shall pay timely all taxes or

assessments levied under the laws of any state, county, cisy
-t J

or the United States of America against Lessee's interes: in

the leased lands, agaiast improvements Dlaced on the lzased

lands by the Lessee and against all oil, gas and »tier

products produced from the leased lands. There snall oe no

deduction from the royalties payable %o the State by reason

of any charges levied against the Lessee puvsuan: =o

sections 3400 et sey. of the Public Resources C~de and any

successor statute. Notwithstanding the above, any state

Severance tax or windfall profit tax enac4ed by :the

24,
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California Legislature after the notice of invitation for
bids and applicable to the State's royalty share of
production, shall be paid by the State to the extent only of
its applicability to the State's royalty share.

31. FAILURE TO ENFORCE

The failure of the State to enforce any provision
of this lease, which includes the exhibits, shall not
constitute a waiver by the State of that or any other
provision.

STATE LANDS COMMISSION OF THE
STATE OF CALIFORNIA

By:

Executive Officer

LESSEE:

0 ATTESY
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EXHIBIT "A"
MAP

o
.

R X

CALENDAR PAGE
MINUTE pAGE

NSRRI 2 LTI Py Yo B R T e S
oo vt o o oo mrrt




EXHIBIT "B"
DRILLING REQUIREMENTS
1. All operations shall be conducted in accordance
with generally accepted good oil field practices,

2. An oil or gas zone is defined as any <sequence

of strata containing oil, gas or other hydrocarbon

substances, where the reservoir characteristics, such as
pressure, temperature, specific gravity, viscosity,
permeability, and porosity, are similar and whenever such
sequerce of strata is separated from dissimilar producing

strata by a competent layer of shale or other impervious

rock.

2  Within one hundred twenty (120) days after the
date of the cossation of drilling operations in the first
well, the Lessee shall commence operations for the drilling
of the next well. Operations for the drilling of each
succeeding well shall commence within one hundred twency
(120) days after the cessation of drilling operations in the
oreceding well., The term "drilli:..; operaticons" as used in
this paragraph 3 shall include any of the following: actual
drilling in the ground, logging or surveying the well bore,
coring, sidewall sampling or coring, drill stem or formation
testing, carrying on fishing operations, running and
cementing prolection or production casing, running tubing,
per forating casing, milling casing, reaming, setting

whipstock for redrilling, operations to stop lost

27.
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circulation, and actual plugging and abandonment of the
well., The term wcesszation of drilling operations® as used
in this aragraph 3 shall not include a tempocrary stoppage
of drilling operations of less than seventy-two (72) hours
relating to the resumption of drilling operations in the
same well or a similar stoppage of longer duration which has
been approved by the State. Irrespective of the
requirements of this paragraph 3, the Lessec mad¥ suspend and
resume drilling operations at any rime during the drilling
term of three (3) years or any extension of it. after oil

or gas is discovered in commercial quantities in any oil ot

gas zone in the leased lands, wells shall be drilied to each

commercially productive oil or gas zone, if it is

mechanically practicable to do su, as fzllous:

a. At least on¢ (1) well for the p:oduction of oil
into each twenty (20) acres of the area contained
in the leased 1ands where the bottom of the
productive interval of the well as complsted for
production is at a vertical depch of l2sz than
6,000 feet.

At least one (1) well for the production of »oil
into sach forty (40) acres of the arex contained
in the leas2d lands where the bottom 27
oroductive iaterval of the well a3

v

production iz at a vertical depth

6,000 fcet.
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At least one (1) well for the production of gas

or gas condensate from any zone which produces

gas or gas condensate into each one hundred-sixty

(160) acres, or major fraction thereof, of the

areca contained in the leased lands.

The drilling requirements set forth in
snhparagraphs a, b, and ¢ of this paragraph 3 are required
for and are applicable to each separate commercially
productive 0il or gas zone. With the approval of the State,
a wcll may be complzted in more than one zone and shall be
considered a well for each zone into which it is completed
and producing for the purpose of satisfying the drilling

requirements of sub-paragraphs a, b, and ¢ of this

paragraph. The zones shall be segregated within the well

bore and produced through separate tubing strings. The
Lessee shall nobl be reguired to operate more than one

(1) drilling string at any time, unless the operacion of
more than one (1) drilling string at any time is necessary
in order to commence an offset well within the time required
by paragraph 5 of this exhibit.

4. Any well drilled in accordance with the
provisions of this lease shall be drilled only from a
surface location <1d on a course and to an objective
approved in writing by the State prior to the commencement
of drilling. The Lessce shall submit a detailed well

drilling program to the State for its review and approval

29,
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prior to commencement of drlliing. Any significant changes
in the approved drilling program, such as altering the
r.asing pregram or redcilling, deepening or abandoning a
well, shall requize advance approval by the State.

5. 1f any well producing in commercial quantities
only gas and/or gas condensate has been, is or shall be

completed on other than State lands, with any part of its

producing interval within fourteen hundred eighty-nine

(1489) feet from the exterior boundary of this lease, or if
any well producing in commercial quantities oil and gas has
been, is or shall be completed on other than State lands,
with any part of its producing interval within five hundred
(500) feet from the exterior boundary of this lease, the
State may notify the Lessee in writing to drilil an offset
well. Within the time specified in the notice, which shatll
be a reasonable time, taking into account the availability,
tyre and location of facilities requirced, and which in no
event shall be less than one hundred-twenty (120} davs from
the date of the notice, the Lessee shall commence operations
for the drilling of an offset well on the

the same zone as that zone from which such

producing, or is capable of producing, oil

purpose of %his paragraph, an offset well

of only gas and/or gas condensate shall mean 2

midpoint of %he producing interval of whish i, 3izvazed at

lncation in the leased lands not more bthan frurtaaen
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eighty-nine (1489) feet from the point on the boundary of
@ the lease nearest to the producing interval of the well to A

be offset, For the purpose of this paragraph, an offset ' ;;

well for the production of oil and gas shall mean a well,

the midpoint of the producing interval of which is situated

at a locatinn in the leased lands not more than five hundred

feet from the point on the boundary of the lease

(500)

nearest to the producing interval of the well to bhe offset,

6. An electric log or logs shall be made of all

formations penetrated to the drilled depth of cach well or

to such depth as is mechanically possible. At least one

oriented core or dipmeter record shall be made during the

first well to each zone if it is

drilling of the

mechanica®ly practicable to do so, or during the drilling of

. .

the earliest su“sequent well in which it is mechanically

practicable to make uch core or record.

True copies of all

electric logs, surveyrs, paleontological reports, dipmeter

records, oriented core records, rock core records, and all

other drilling,

test and production data taken by Lessee or

its agents shall immediately be available to the

representatives of the State. State representatives also

shall have ready access to all rock cores and samples which

may be obtained during the drilling of each well.

7. Each well drilled landward of the ordinary high

water mark shall be completed in such manner that all

production equipment and facilities are recessed, covered or
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otherwise screcned from view to the satisfaction of the
State.

8. The State reserves the right, upon receipt of
any evidence of subsidence of the surface of either the
leased or adjacent lands, to determine that any or all
further operations under this lezse would or might cause or
aggravate subsidence in or cause damage to the leased lands
or other properties. In the event of suck determination,
the State may notify the Lessce in writing to susgend, in
the manner and to the extent specified in the rotice, its
operations under *“his lease within thirty (30; days of the
notice, and the Lessee shall suspend its operztions within
the time, in the manner and to the extent specified,

Exercise of either o1 both of the foregoing rights
by the State i~ =ubi-_t to *the following:

(a) The determination may be made by the State
at any time during the term of this lease but only at a
meeting of the State Lands Commission at least thictw
(30) days after written notice to Lesse2 that the Stare has
received evidence of subsidence and proposes to determine
whether any or all further operations under :his leaze would
or might caise or aggriavate subsidence in or cause fanage t»
the leased lands or other properties. At :his [eeting,
Lessece may present facts and arguments relevant t~ gg-h
determination.

(b) At least thirty (30) days pricr =2 tne
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mecting, the State, to the hLest of its ability and to tne
extent permitted by law, shall make available to the Lessee
for study, any wricten or graphic informatien or opinions
received by or prepared for the State relative'to subsidence
of the surface of the leased and adjacent lands,

(c) Operacions under this lease that have been
suspenrded pursuant to this paragraph 8 may be resumed by the
Lessee only in the manner and to the extent provided and
subject to conditions contained in « proyram designed to
alleviate or prevent further subsidence that has been agreed
to by the State and the Lessee.

(d) Notwithstanding any agreement by the State to
any such program, the State, upon receipt of eviience of
furtbar subsidence occurring after the resumption of
operations under such program, may notify the Lessee again
to suspend operations in accordance with the provisions of
this paragraph, and Lessee shall so suspend operations.

During any period of suspension pursuant to cthis
paragraph 8, the drillina, cffset and production obligations
of Lessce shall likewise be suspended only to the extent
that the performance of such drilling, oifset and production
obligatiors is rendered impracticable or unreasonable as a
result of the not.ce to suspend issued by the State pursuant
to this paragraph 8.

The rights reserved by the State under this

paragraph 8 shall be exercisable t. the extent that such

exa.cise is permitted by law.
33.
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EXHIBIT "C"

SPECTAL OPERATING REQUIREMENTS

1. SUBSEA COMPLETIONS

In preparing a development plan, the Lessee
shall give the same consideration to the use of subsea
completions as it does to fixed platforms. When approving a
development plan, the State may requice the use of subsea
completions in those cases where it determines that
economiuvs, technical feasibility, environmental impacts,
compatibility with commercial fishing overations and the
religious beliefs of Native Americans, considered together
rather than separately, indicate that subsea completions
would bhe preferable to fixed platforms. When:subsea
completions are used, the Lessee shall promptly prepare ang
continually update maps faowing the exact location of every
subsea installation and shall make such maps available to
commercial fisherman and other members of the public,

2, PIPELINE FEASIBILITY

(a) Pipelines will be requiced by the State

for the transportation of praduced oil, gas and other
hydrocarbons i1f pipeline rights-of-way can be obtainad and
the State, acting upon information supplied b
parties and responsible goverrmental agenci=2s, determir
that the laying of pipelinec is economically and
technologically £2asible and environmentally oreferable to

other methods of rranspocrtation, The State roserves the
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tight t» require the plrcement of any pipeline in certain
designated pipeline corcidors.

(b) Following the completion of a pipeline, no
hydrocarbons produced from the leased lands shall be
transported by surface vessel from offshore production

-

tes . 2xcept in cases of emergency as determined by the

(c) Where the criteria in subparagraph (a)
above are not met and surface transpertation must be
employed, all vessels used fcr transporting produced
hydrocarbons shall conform with all standards established
for such vessels under the Port and Tanker Safety Act of
1978 (33 U.S.C. sections 1221 et seq.).

(d) The State shall nol approve any
development or production plan which proposes the use of
tankers or barges to transport produced hydrocarbons unless
the Lescee, in cooperation with the State, has performed a
study which demonstrates to the satisfaction of the State
that a pipeline cannot meet the criteria in subparagraph (a)
above.

(e) 1If the State determines that a pipeline
cannot meet the criteria in subpara¢raph (a) above, the
Lessec shall use the safest available transport vessels.
The use of oi” barges will be permitted only if the Lessee
demonstrates to the satisfaction of the State that barging

is environmentally preferable to tankering.

35.
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3. POTENTIAL GEOHAZARDS

prilling operations shall not be conducted and
seafloor wellheads and fixed structures for “he production,

transportation or storage of oil, gas ot other hydrocarbons
shall not be placed within geologically unstatle portions ot
the leased lands such as potentially unstable scdiments,

ment, submarine canyons Of channels,

areas of mass move
shallow gas zones and areas near active faulting or surface
to the

ruptures unless the Lessec has demonstrated t
satisfaction of the State that such operations can be
conducted and such wellheads and such structures can be
designed and placed sC 23S to withstand the maximum probable

the identified geohazards. gitc-gpecific surveys

effects of

T shall be conducted prior to exploration and development
: & operations to determine the potential for unstable bottom
conductions and other geologic hazards. Extension of these

the leased 1ands may be requiged where

surveys outside

necessary to pvaluakte the magnitude and significance of the

hazard. All potentially unstable areas, including fault

seafloor wellheads or fixed

sones, must be mapped before any

structures are installed. The State may require site-

specific soil vesting before exploration and Jdevelcpment

lowed.

operations are a

4. MANDATORY BIQLOGICAL AND MARIMZE MAMMAL SURVEYS
(a) Prior to the commencement of any driiling

ope-ations and prior to the commenceqent of construction or

36.

MINUTE PAE

CALENDAR PAGE

3




placement of aav structure, including pipelines, on tho

leasad lands, the Lessee shall conduct site-specific
biological and marine mammal surveys as specified by the
State after consulting witi the Department of Fizh and
Game, the United States Fi.n and Wildlife Service, the
Minerals Management Service and the National Marine Fisheries
Service. The site-specitic biological and marine mammal
surveys shall determine whether the site contains areas of
special biological significance that may be adversely
affected, either directly or indirectly, by drilling
operations or the placement of structures on the leased
lands. The surveys shall also determine whether adjacent
areas of special binlogical significance may be similarly
affected. Areas of special biological significance include,
but are not limited toc: (1) existing or potential critical
tabitats for rare, threatened .r endangered species,
including but not limited to the California sea otter ang
the California gray whale; (2) arezs used hy rare,
threatened or endangered species for breeding or migrating;
(3) areas containing very uhusual or rare ecosystems or
ezotones; (4) areas with large numbers our high diversity of
species; and (5) areas containing species of limited
regional distribution due to natural range or significantly
reduced populations.

(L) The biological surveys shall include a

characterization of (1) the area within a one (1) kilometer

37,
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tadius of the development site (and within three hundred
(300) meters of pipelines) and (2) areas potentially
affected by the developmeni by on-site observations of a
mar ine biclogist using a submersible device for deep water
or scuba equipment for shallow water. A remote camera
survey (video and/or film) may suffice in soft bottom areas.
Observations shall be accompanied by photodocumentation and
the taking of samples. Box core samples shall be taken on
soft bottoms. Rocks, pertions of rocks or organisms living
on rocks sﬁall be taken from hard bottoms. Sampling and
observations shall be most intense within three hurndred

(300) meters of the development site and within one hundred

(100) meters of pipelines. Sample species collected shall

be identified to the lowest possible taxonomic level,

{(c) The marine maninal surveys shall be
performed by a qualified mammologist and shall consist of
systematic observations which accurately describe mammal
occurrences in and uses of the project area, including an
on-site census and behavorial observations of £ eding,
breeding and migration. The surveys shall also indicate the
relationship of project area observations to known da*a on
s5ea otter and other marine mammal population, size,
dynamics, structure and movements in adjacent present
potential habiktats.

(d) If the results of site-specifisz

and surveys show the existence of a special

38,




rnsource marine mammal that may be adversely affected by

leane operations, the Lessee shall (1) pursue feasible

L alternatives which will not have a significant adverse
cffect upon the resource identified or employ mitigation
measures, (2) establish through submissions to the State of

such documents as an oil epill contingency plan and critical

R operation and curtailment plan, that operations will not
R have a significant adverse effect upon the resource
e identified, or (3) establish that it is in the best
intercsts of the State to permit the project evén though no
feasile alternatives or mitigation measures exist. The
State will revicw all data submitted and after consultation
. with the Department of Fish and Game, the United States Fish

and Wildlife Service and the National Marine Fisheries

o Service and preparation of a project specific environmental

k]

impact report, will determine in writing whether a special

biological resource exists and whether it may be significantly

affected by lease operations. No lease operations may be

f;,7 commenced until the State has approved the project and has

given the Lessce written directions on hrw ko proceed and

the Lessee has obtained all necessary governmental approvals
and perimits. Any mitigation measures provided in the State's
written directive shall be based on laws and regulations of
vhe State governing offshoce oil and gas activities on State
lands and shall be made in consultation with the Department

of Fish and Gamec, the United States Fish and Wildlife

39.
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Service and the National Marine Fisheries Service.

(e) If any area of biologically significant
resources should be endangered during the conduct of any
lezse opecrattons, the Lessee shz2ll immediately report such
occurrence to the State and tale every reasvnable effort to
protect the resource.

5. PISHERIES TRAINING PROGRAM

The Lessce shall include in its exploration and
development plans a proposed fisheries training program.
The training program shall be subject to approval by the
State after consultation with the Department of Fish and
Game and the National Marine Fisheries Service. The
training program shall be for the persoanel involved in
operating vessels used in carcryingy out lease operations and
platform and shore-based supervisors. The purpose of the
training program shall be to familiarize persons working on
the leased lands of the value of the commercial fishing
industry, methods of offshore fishing operations and
potential hazards, conflicts and impacts resulting from
offshore oil and gas acktivities. The trainine program shall
he formulated and implemented by qualified instructors.

6, SUSPENSION OF OPERATIONS AND
EVACUATION OF aNn CZIUELTER FOR PERSQONNEL

(2) Before the Lessee operates or causes to be
operated on its behalf beat or aircraft traffic into

individual, designated warning areas, the Lessee shall
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aply with instructions from the Commander,

Miscile Center {WSMC) or other appropriate

coordinate and cu.

Western Space and

military agency. such control and instruction will provide

P
o for positive contrul of boats and aircraft operating in the

warning areas at all times.

(b) Recognizinyg that mineral exploration,

n and racovery operations on the leased lands can

> exploitatio

impede tactical militacy operations, the Lessce acknowledges

and agrees that the Cnited States reserves and has the right

a to suspend temporarily lease operations in the incerest of

. national security requirement Such temporary suspension

of operations, including the svacuation of personnel and

:if‘ appropriate sheltering of personnel not evacuated (an BN

‘@: appropriate shelter shall mean the protection of all L;f\

N A

: 0 personna] angaged in onerations on the lease for the " %& .
" ce activity from flying LQ:::

duration of any pepar tment of Defen

or falling cbjects or substances), will become effective

. asr ol the Commandet, WSMC, o

upon the ot ther appropriate T

-;ﬁj military agency oL higher authority when national cecurity

interests necessitate such action. A&any temporary suspension

_ of operations for national security may not exceed seventy

two (72) hours, provided that any such suspension may be

sxtended by order of the appropriate authority. Equipment

may remain in place during periods of suspensiorn.

(c) The Lessee shall control its own

electromagnetic emissicns and those of its agents,

c;‘LEx":Dp\ﬂ IAGE
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employees, invitees, independent contractors and

subcontractore emanating from individual, desicnated defense

warning areas in accordance with requirements specified by

the Commander, WSMC or other appropriate milicary agency, to

the degree necessacy to prevent damage to, or unacceptable

inter ference with, Department of Deferise flight, testing or

operational activities conducted within individual,

designated warning areas. Necessary monikoring, control and

coordination with the Lessee, its agents, employees,

invitces, independent contractors and subcontractors, will

be effected by the Commander of the appropriate onshore

military installation conducting operations in the

particular warning area, provided that control of such

electromagnetic emissions shall permit at least sne

(1) continuous channel of communication between the Lessee
’

its agents, employees, invitees, independent contractors or

subcontractors, and onshore facilities.
7. ASSUMP'TION OF RISK AND HOLD HARMLESS

Whether or not compensation for damage oOr

injury might be due under a theory of strict or absolute

rm

-

ey

liability or otherwise, the Lessee assumes 3ll sks ©

injury or damage to persons ot property which occurs in, on

or above the leasad lands to any person or any 2roperty of

any person wbn is an agent, employee Or invitee 2f the

Lessee, or its agents, independent contrachkcrs or

[}

subcontractors, in connection with any activities being
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performed by or for the Lessee in, on or above the leased
Jands, if such injury ot damage to such person or propecty
nceurs by reason of the activities of any aguncy of the
United Stakes, its contractors or subcontracturs, or any of
their officers, agjents or employees, being conducted as a
part of, or in connection with, the programs and activities

of the WSMC or other appropriate military agency.

Notwithstanding any limitations of the Lessee's liability in

this leasc, the Leszer assumes the tisk ther such injury
or damage is caused in whole o« in part by any acl. or
omissinon, regardless of negligence or fault, of the United
States, its contractors or subcontractors, or any of their
officers, agents or employees. The Lessee shall indemnify
and save harmle<s the United States against all claims for
loss, damage or injury to the Lessee and to the agents,
employees and invitees of the Lessce, its agents,
independent contractors and subcontractors, in connection
with the programs and activities of the aforementioned
military installations and agencies, whecther the same be
caused in whole or in part by the negligence or fault of the
United States, its contiact.rs Cr subcontractors, or any of
their officers, agents or employees, and whether such claims
might be sustained under theories or strict or absolute

liability or otherwise.
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8. LABOR REQUIREMENT

(a) During exploration, development and

production activities on the leased lanas, all vessels,

rigs, platforms and other vehicles or structures under the
control of the lessee must be manned by citizens of the
United States or aliens lawfully admitted to the

United States for permanent residence.

.b) The requirements of subparagraph (a)

do nct apply if the Lessee files with the State
and the Department of Industrial Relations a report, deemed
adequate by these agencies, showing that there is an
insufficient number of qualified citizens of the United
States, or aliens lawfully admitted to the United States for

bermanent residence, available for such w.- k.




EXHIBIT "D"

SLIDING-SCALE ROYALTY FORMULA

The oil royalty shall be calculated according to

the following formula:

P
5 + 0.01P

Where R is the royalty rate in percent, and P is
the average production of oil per well per day

under the lease determined by dividing the total
lease production in barrels for the month by the
total number of well-production days of 24 hours

each.

In no event shall the Lessee pay an oil royalty
rate of less than sixteen and two-thirds percent (16-2/2%)
or more than fifty percent (50%).

For purposes of applying this formula, a multiple
completion well shall be deemed a separate well for each
zone into which it is ccmpleted and producing where the
average daily production from each zone is separately
measured and the production from each zone is produced
through a separate string of tubing or through casing which
is not in communication with any other zone. No well shall
be deemec a producing well for inclusion in the formula in
any month unless for that month the well produces an amount

of oil or gas sufficient to pay for its direct lifting costs

as determined by the State,
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EXHIBIT 6

POINT CONCEPTIGN
NET PROFIYLS SHARE
DRAFT

11-19-82

STATE LANDS COMMISSION
State of California
0il and Gas Lease

(Net Profits Share)

This 0il and Gas Lease is entered into this

day of , 19 , pursuant to Division 6 ¢f the

Public Resources code, and is between the State of

california, acting through the State Lands Commission, which

will be referred to as the State, and ,
which will be referred to as the Lessee.

In consideration of the rental and share of net
nrofire tn he paid and the covenants, cenditionsg, agraciuenlsy
and stipulations contained in this lease, the State leases
to the Lessee certain lands, which will be referred to as
the leased lands, situate in Santa Barbara County,
california, identified on the attached map that is marked

Exhibit "a" and described as follows:
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1. TERM AND PURPOSE OF LEASE

This lease shal)l be for a primary tedm of
twenty (20) years, and for so long thercafter as oil or gas
is produced in paying quantities from the leased lands, or
g0 long as Lessee is diligently conducting producing,
drilling, deepening, repairing, redrilling or other
necessary lease or well maintenance operations on the leased

lands. The Lessee shall have the excli.sive right ko

prospect for, drill (or, produce and take only oii, gas and

other hydrocarbon substances from the leased lands. 7This
right includes the right to conduct geological and
geophysical surveys on the leased lands for the burpose of
determining subsurface conditions. However, the State may
Permit others to conduct geological or geophysical surveys
on the leased lands as provided in sections 6212.2 and 6826
of the Public Resources Cole and the apirlicable regulations
of the State. This lease does not give the Lessee the
privilege or right to store gas within the geological zones
underlying the leased lands nor any other privilege or right
not expressly stated. Within the drilling term of three

(3) years from the date of this lease, or a later date
determined pursuan: to vparagraph 24(b), the Lessee shall
cemmence coperations for the drilling of a well for oil or
gas. If the Lessce fails to ccmmence such operations before
Oor to prosecate them diligently after the axpiration of

three (3) yeosr term, or any extension thorenf,

2.




shall terminate. Whenever the leased lands cease to produce

0il or gas, the lease will continue in force if within six

months after prcduction ceases, or such longer period as the
State may authorize, the Lessee commences and prosecutes
with reasonable diligence, drilling, deepening, repairing,
redrilling or other operations for cestoring production of

0Ll or gas from the leased lands.

2. EXPLORATION AND DZVELOPMENT OBLIGA'TIONS
AND DRILLING REQUIREMEMNTS

Within one hundred twenty (120) days after the
effective date of this lease, the Lessee shall submit to the
State for apprcval an exploration plan for the leased lands,
which plan shall provide at least for the drilling of one
(1) well. After the completion of the site-specific
envivonmental review, the Lessee shall commence within the
three (2) year drilling term and diligently prosecute
exploratory operations in accordance with the approved
exploration plan, which shall include whatever measures are
necessary to mitigate adverse environmental effects. No
later than one (1) year after a commercial discovery, the
Lessee shall submit to the State Ffor approval a development
plan for the discovered pool or pools. Upon completion of
the environmental review, the Lessee shall commence and
diligently prosecute development operations in accordance
with the approved development plan, which shall include

whatever measures are necessary to mitigate adverse

CALENDAR RAGE
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environmental effects. Development plans for later
discovered pools capable of commercial production shall be
submitted to the State for approval within one (1) year of

discovery. The Lessee shall diligently pursue the

acquisition of all permits necessary for the conduct of

driliing and production operations on the leased lands and
for the construction of structures and facilities on and off
the leased iands required for the conduct of drilling and
production operations. All drilling operations shall be
conducted in accordance with the requicrements in

Exhibit "B".

3. RENTAL

The Lessec shaal pay to the Stakte, annuallv in

advance, rental of $ per acre Der year tarough

the vear in which production in paying quantities is ficst
obtained. Thereafter, rental shall be $ _ ______ Dper acre
per year and shall be payable annually in advance. 1% any
portion of the leased lands i3 gnitclaimed as to
the annual rental shall be reduced $ for
guitclaimed. This reduckion shall become
lease anniversary date next following the

4., NET PROFLITS

The Lessee shall pay

b oof uhe Akt pro’

lease. Net prolits =hall ne determined

in =he manner prescribed in the ne? rofizs 2c~ountag

e
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procedure, which is Exhibit "D" to this lease.

5. IN=-KIND SHARE

From Ltime to time the State may clect to take in
kind up to twenty percent (20%) of the oil, gas and/or other
hydiocarbon substances removed or sold from the leased
lands. The State shall make this election by giving at
least sixty (60) days' written notice to the Lessee. 1In the
notice, the State shall specify which hydrocarbon or
bydrocarbons it elects to take in k.nd, the percentage, up
to twenty percent (20%), of each hydrocarbon it elects to
take in kind and the date it wishes to begin receiving in
kind the hydrocarbon or hydrocarbons. If the State elects
to take in kind a percentage of the oil removed or sold from
the leased lands, the State may require the Lessee to
provide at the Tessce's shipping tanks, without charge te
the Siate, tankage of sufficient capacity to store the
State's in kind of oil produced during any continuous
forty-cight (48) hours. Whenever the State exercises its
right to take in kind a share of any hydrocarbon, the value
of such hydrocarbon determined in accordance with Exhibit
“p" shall be credited to the net profits account. However,
any additional value received by the State in a sale or
other disposition of any hydrocarbon taken in kXind shall not
be credited to the net profits account. Upon sixty (80)
days' written notice to the Lessee, the State may elect to

stap receiving in kind any or all hydrocarbons or any




portion of any tr all hydrocarbons takern in kind. The State
may exercise its right under this paragoaph Lo take
hydrocacons in kind at ony time it is not taking the full
twrnky percent (209%) of all hydrocarbons removed or sold
from bhe leaced lands,
6. TRANUGFER OF LEASE

(a) Subject to approval by the State, this
leasc may bhe assigned, transfe:red or Sublet to any Derson,
association of persons oOr corporation who at the time of the
proposed assignment, transfer or sublease possesses the
gualificaticns provided in gnction 6801 of the Public
Resources Code. Any assignnant, krangfaer or cublease may
involve ull or any part of the leased landi or any separate

or distinct zone oOrU gmological horizon or portica of such
sone or horizon. AnY assisniong, grane’ su~izase shall
rake effect on the first dzy of the nonth
approval hy tae vatas 3and the f£ilin vish
pxecubed counterpart rhereof, together wizn
~ronf of the gualificacinns of
cablonsze
+he Stcate,
angliet oL T Je ol any efi=Tt.

Car PR %,
ahlenre, the
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assignment, transfer or sublease to the contrary

notwithstanding.

(b) Any assignment or transfer of a separate

portion of this lease or of a separate or distinct zone or

geological horizon, or portion thereof, shall segregate the
assigned or transferred portion from the ret. .2d portion.
The approval of the assignment or transfer st 1l release the
assignor or transferor from all ébligations thereafter
accruing under this leasc with respect to the assigned or
transfercred lands or zones or horizons. The lease on any
segregated portion of the ‘lands or zones or horizons shall
continue in force for the primary term of this lease, but
for not less than two (2) years after the date of discovery
of oil or gas in paying quantities upon any of the lands or
zones or horizons originally subject to this lease, and so
long thereafter as oil or gas is produced in paying
quan:ities from such segregated portion.

(c) wWith the approval of the State,
assignments or transfers may ode made of patrts of this lease
which are on their extended term because of production. The
lease on any segregated portion containing only undevelioped
lands or zones or horizons shall continue in force for two
(2) years and so long thereafter as oil or gas is produced

in paying quantities from such segregated portion.

* *x * * % %
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7. QUITCLAIM

The Lessec at any time may make a
y vortion of the

written gquitclaim

of all rights undet this lease or of an

leased lands comprising a ten-acre parcel ot multiple
thereof in a compact form, or of any separate ot distinct

logical horizon ot portion therect undeclying a

The quitclaim shall be

zone or geo

ten-acre parcel or multiple thereof.
effective when it is filed with the Stateé, orovided that the

Lessee and its surety shall be subject tO *he continued

obligation to pay all accrued rentals and net profits and to

abandon all wells drilled into the lénds or in the zones oOC

horizons to be guitclaimed 1n accordance with the terms of

this lease and the requlations of the State. At the option

of the State, the Lessee may be required to place all such

ead ol abanioning

1=«
(o}
o]
poe
ot |
n
(T

wells in -ondition for guspens

them. The L2s3c¢e shall then be releas?
obligations thereafter accruing under the lsase with respect
to the lands, zones or hor izons

shall not release +he Lessce Or

* - 3
~+ixz lz-r32 with

iny for breach of any obligation of

whi~h the Less2e is in defauls a% thz zime of the

sanze and

e

1
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o
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lease prior to the discovery of oil or gas in paying

quantities and if such default continues after thirty

(30) Adays' written notice to the Lessee, the State may
cancel this lease. After discovery of oil or gas in paying
quantities, this lease may be canceled upon failure of the
Lessee, after ninety {90) days' written notice, tc comply
with the provisions of this lease or applicable statutes or
regulations. In the event of cancellation, the Lessee shall
have the right to retain any drilling or producing wells as
to which no default exists, together with such rights of way
into or through the leased lands as may be reasonably
necessary to enable the Lessee to drill and operate the
retained well or wells, In the event of any termination of
this lease in whole or in part, the Lessee shall have a
reasonahle time to remove any property, equipment and
‘acilities used by the Lessee in operations under the
terminated portion of this lease.

9, RESERVATIONS TO STATE

The State reserves the right to grant, upon its own
terms, joint or several easements or rights of way upon,
through or in the leased lands as may be necessary or
appropt.ate, and the right to allow, upon its own terms, the
continued use of any existing easement or right of way upon,
through or in the leased lands. The State also reserves the
right to lease, sell or otherwise dispose of wnatever

transferable interest it may have in the surface of the

9.
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lcased lands, subject to the recasonablae use by the Lessce

~

the surface for operatinns under this lease,
19. PREVENTION OF YWASTE
The Lessece shall use ail reasonabdle orecautions
to prevent waste of oil and gas in the leased lands and to
vrevent the entrance of water through wells drilled to the
oil or gas=-bearing strata that mey destroy or injure the oil
or gas depesits.

11. COMPLIANCE WITH LAWS AND OTHER
OPERATIONAL CONTROLS

The Lessece shall comply with all valid laws and
ordinances of the United States and of the State of
California and its pvolitical subdivisions applicable to che
Lessee's operations, including, but not limited to, the
applicable provisions of Divisions 3 and 6 of the Public
Resources Code a2nd the regulations of the Divinion of Oil
and Gas and Statz Lands Commission. The Leu-2e shalil also
comply with the special operating require~<nts Szt forth in

Exhibis "C".
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beyond the control of *the Lessee. In order for any

obligation imposed upon the Lessee to be suspended, the
Lessce must notify the State in writing as soon as possible
that a condition warranting sispension has arisen. The
notification shall state the nature of the condition, an
estimate of the condition's duration and the steps to be
taken by the Lessee to eliminate the condition. fThe Lessee
shall use its best efforts to eliminate the condition and
notify the State in writing as soon as the condition no
longer exists.

13. OPERATIONAL STANDARDS

The Lessee shall exercise reasonable diligence in
the operation of the wells while their products can be
obtained in paying quantities and shall not unreasonably or
unnecessarily suspend operations. All operations shall be
coniucted in a promer and workerlike manner, in accordance
with generally accepted good oil field practice and with
regard for the protection of the safety and health of
workers.

14. CUIABILITY AND INDEMNIFICATION

The Lessee shall be liable to the State for all
damage to any reservoir underlying the leased lands and any
loss of 0il, gas or other hydrocarbon substances to the
extent that they are caused by the negligence of, or the
breach of any provision of this lease by, or noncompliance

with any applicable statutes or regulations by the Lessee,
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