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CONSIDERATION OF AMENDED LEASZ CONRITIONS,
SP_CIAL OPERATING REQUIREMENTS,
ACCOUNTING PROCEDURES, AND OTHER PROVISIONS,
SALE OF OIL AND GaAS LEASES.

PGINT CONCEPTION TO PCINT ARGUELLL,
SANTA BARBARA COUNTY

During consideration of Calendar Item 25 attached,
copies of the Calendar Item were distributed to all
interest. 1 parties in attendance at the meeting.

Dr. Ru-h Ann Corwin, representing the Environmental
Coalition on the NCS and the Oceanic Society, appeared
to request that a regular mailing list be established
for Point Conception mailings. Ms. Corwin was also
concerned that the August 8 deadline for comments on
this Calendar Item was an unreasonable time frame to
impose upon interested parties.

Acting Chairman McCarthy explained that the Commission
was formulating questions to be asked by the public

in advance of two public hearings scheduled b/ the
State Lands Commission and the California Coastal
Commission, tentatively scheduled for August 25 and
August 23-24, respectively. The August 8 deadline was
established to accommodate these two hearings.

Acting Chairman McCarthy further clarified that Commission
deadlines were partially mandated by statutory notice
requirements. .

Assistant Attorney General Taylor wanted it clarified
for the record that staff of the Commission had not
been lax in distribution of Point Conception materials

to the public.

Ms. Corwin was assured that sae would be given ample
opportunity to comment on this matter at the August 12,
1983 Commission meeting.

Executive Officer Dedrick clarified that Exhibit 1

in the Calendar Item was not a correct exhibit in that
it showed incorrect tract boundaries (this Minute Item
includes the correct exhibit).

There being no further discussion, and upon motion
duly made and carried, the Resolution in Calendar Item 25
was approved as presented by a vcte of 3-0.

Attachment: Calendar Item 253.
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CALENDAR ITEM W 40185
staff

CONSIDERATION OF AMENDED LEASE
CONDITIONS, SPECIAIL OPERATING REQUIREMENTS, ACCOUNTING
PROCEDURES, AND OTHRR PROVISIONS, SALE OF OIL AND GAS
LEASES, PT. CONCEPTION TO °T. ARGUELLO
SANTA BARBARA COUNTY

At its meeting of December 2%, 1982, the State Lands
Commission authorized the staff tc solicit bids for eight
tracts of State owned lands lying offshore bpetween Pt,
Conception and Pt. Arguello, as shown on attached Exhipit 1.
The Commission also adopted the Net Profit Share form of oil
and gas lease, and Exhibits "A" through "D" of that lease. 1In
addition, thé Commission delegated to the Chairman the
authority to approve lease language necessary to conform the

lease to the intent of the Commission, and was asked to report

back to the full Commission subsequent to any clarifications.

On January 24, 1983, the full lease sale package was

submitted to the California Coastal Commission to assist in
its review and comment pursuant o Sec. 30404 of the Public
Resources Ceode. It was without prejudice to the State Lands
Commission's position regarding the Coastal Commission's
permit Jjurisdiction. Several months of discussions ensued
between Coa§tal Cumirission and Lands Commission staff. This
effort culminated in an agreement by Lands Commission staff to
recommend some changes in the lease package to resolve
concerns of the Coastal Commission staff. By entering into

this agreement and by submitting and reviewing the lease
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package, neither agency would waivs its vights to assert its

jurisiictional position. The Coastal Commission has reviewed

and processed as an application the laase package as submitted

on January 24,

Concurrently, staff of th: Coastal Commission
recommended in their staff report on permit number E-83-5 for
the- May 25, 1985 “oastal Commission meeting ", that the
[Coastal] Commission approve the State Lands Lease Sale
contingent on all the revisions suggested by the SLC staff
being adopted by the State Lands Commission". Nevertheless,
the Coastal Commission declined to accept its staff
recommendation,

Since May 25, representatives of the two Commissions
have met three times to resolve remaining concerns of the
Coastal Commission about the lease program. As a result, some
further modifications of the package are recommended by Lands
Commission staff, It is believed that with the changes and
conditions discussed below, the Coastal Commission concerns
over the lease program are resolved.

In essence the latest changes are that:

1. The lease bid submittal and opening would be

deferred 45 days with the new date to be

September 30, 1983.

2. The lease area would be broken down into two

parts:
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Concerns of Vandenberg air Force Base will be
resolved through amnendments to Special
Operating Reguirement No. 6 which provide Ffor
bersonnel shelters cf 3 type which meet Air
Force safety requirements, contingency planning
for evacuation and advance notice of
exploratory drilling activities within the

lease area.

Scientifijc Advisory Committees will be
established to review studies ang reports
produced in connection with the lease sale and
the Special Operating Requirements, These
Committees will bpe funded by the lessees in an
amount not to exceed $25,000 per year. The
Special Operating Requirements wiy] be amended

to reflect this element.

A Lease Area Advisory Comnittee wil] be
established. The Committee will consist of a
Iepresentative each of the Coastal Commission,

the County of Santa Barbara ang the Lands

Commission. Subsequent to the award of the

leases, the committee would review and comment

on  reports, lease changes ang Operations
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from the shoreline Seaward to the 15
fathom bathymetric curve or 1/2 nautieal
mile whichever is the further, oil andg 5as
exploration ang development activities
will be prohibiteq on the ocean bottom.
Oil and gas resources within this band may
be explored ang developed frop sites

outside the band;

from the 15 fathonm curve seaward oil ang
gas exploration and development will be
considered where detailed Project specific
environmental studies and impact reports
indicate clearly that such activities wi1ll
not result in significant adverse

environmental impacts.,

A biologically sensitive area map would be
brepared for the project area and adopted by

the Lands Commission. This map will show the

prohibited area of 2(a) above ang such

sensitive areas ag:
a.) hard bottom communities
b.) rubble/cobble bottom sites

c.) significant kelp beds

4. halibut trawlin roynds J
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An Interagency Agreement between the Coastal
Commission and the Lands Commission will be
preparad and signed. This agreement will cover
the above issues in more detail and also cover
specifics about the marine resource studies,

lease amendments and related issues.

Staff has also met with interested members of the
public, with other agencies, and with industry to discuss the
lease form and 1its exhibits. Staff has reported to the
Chairman, and recommended other minor changes in the lease and
exhibits which are inciuded along with changes outlined above

in the exhibits attached hereto.

N/A

Exhibits: Lease tracts

proposed Amendments to the 0il and Gas
Lease Form

Proposed Amendments to Lease Exhibit C,
Special Operating Rer.iirements

Proposed Amendments to Lease Exhibit D,
Accounting Proceduras for Determining Net

Profit Share Payment for State 0il and Gas

Leases

iC,‘«LEND.‘.F\ PAGE __...1
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5. Preliminary Map of Biologically Sensitive
Areas
IT IS RECOMMENDED THAT THE COMMISSION:

1. RESCHEDULE THE BID SUBMITTAL AND OPENING FOR
SEPTEMBER 30, 1983;
ADOPT FOR PUBLIC REVIEW AND COMMENT THE
AMENDMENTS SHOWN ON EXHIBITS 2-4 OF THIS
CALENDAR ITEM;
ADOPT FOR PUBLIC REVIEW AND COMMENT THE
PRELIMINARY MAP OF BIOLOGICALLY SENSITIVE
AREAS;
SPECIFY THAT COMMENTS ON THE AMENDMENTS AND
PRELIMINARY MAP ARE TO BE RECEIVED BY THE

COMMISSION BY AUGUST 8, 1983.
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EXHIBIT 2

Proposed Awmendments to
0il and Gas Lease

to the State under the lease.

Page 20 of the lease would be
to read as shown on Exhibit 2a.

changed

{
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COURT PAPER
SYATZ OF CALIFORNIA
ST0. 113 (REV 8.7y

BXHIBIT 2A
for lease operations only. Oil so usad shall be veported to ¢
State monthly. The value of such 0il shall not be used in
determining net profits pursuant to Exhibit "D". With the
approval of the State, the Lessee may also use gas produced from
the Lessee’'s wells drilled into the lzascd lands, or gas received
currently in exchange for gas so produced, for the following
purposes only: fuel, gas lift, injection into oil sands from
which the well or wells may be producing and reinjection into the
leased lands. Gas so used, or gas given in exchange for gas so
used, shall be reported to the State monthly, but shall not be
used in determining net profits pursuant to Exhibit "D". fThe
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 surplis gas taken by
the State shall be for the use of the State of California,

28. NOPICEES DESIGNATION OF OPERATOR AND GIVING OF NOTICE

The lessee shall designate an operator who shall give and

receive all notices and make all payments to the State under this

lease. All notices to be given under this lease shall be deemed

to have been fully givea when made in writing and deposited in
the United States mail, registered and postage prepaid, and

addressed as follows:




Exhibit 3

Proposed Amendments to Exnibit C
Special Operating Requirements

In addition to adding a new requirement 13, amendments are
suggested for Requirements 1, 2, 4, 5, 6 and 10. Only a minor
change is made in number 1. Requirement 2 has been changed to
clarify the State's position concerning the use of pipelines.
Platform to shore pizalines are to be required where
“"technologically" feasible eliminating the phrase
"economically"” from subpart (a). Wording has also been added
which prohibits the construction or use of a new marine

terminal within the lease area.

Requirement 4 is amended to clarify the funding,
administration and purpose of the mandatory biological and
marine mammal surveys. A statement has been added that in
iease areas where adverse effects cannot be mitigated to the
satisfaction of the State, the State may prohibit development.
Such prohibition shall not be the basis of a claim against the
State. Subpart (f) is added to indicate the survey data will

be used along with other information to develop a sensitive

biologic area map.

For Requirement 5 the lessees are put on notice that corridors
may be established for crewboat/workboat access to and from

the lease sites. If established, the lessees nust adhere to

the navigational lanes. 10749
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To meet the needs of the Air Force Western Space and Missile
Command, Requirement 6 has been chaanged. It will now require
a contingency plan for evacuation of platforms. halters for
essential personnel must Dbe designed to meet the Air Force
specifications. Lessees will now be required to submit

drilling plans to the Air Force 6-months in advance of

occupying a lease site.

Changes have been made in the method for meeting the oil spill
response capability requirements. Originally, it was Staff's
opinion that adequate response capability could be provided by
requiring the lesees to maintain a dedicated spill control
vessel similar to the Mr. Clean II, and with a two-~hvur
response time. Back-up was to be provided by a system similar
to the U.S. Coast Guard Pacific Coast Strike Team, and with a
four-hour response time. After considerable review and
discussion with State and Federal agencies, and with industry,
it was concluded that the provision for and dedication of
another 160 foot class vessel with offshore response equipment
funded by industry would provide capabilities eguivalent to
the Strike Team concept. The stipulation is rewritten
accordingly. The propused amendment also includes changes in

funding requirements which allow the vessels to be chartered,

rather than purchased out-right.

castoar eac: 12470
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Requirement 15 provides for the establishment aad funding of

scientific advisory committees to assist the State, when
requested, in the review of studies and reports required by or

resulting from the lease program.

All these amendments are shown on Exhibit 3A which follows.
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EXHIBIT 34
EXHIBITC
SPECTIAL 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 develooment plan, the
State may require the use of subsea completions in those cases
where it  determines that economics, technical feasibility,
environmental impacts, compatibility with commercial fishing
operations and the religious beliefs of Native Americans,
considered together rather than separately, indicate that subsea
completions would be preferable to fixed platforms. When subsea
completions are used, the Lessee shall promptly prepare and
continually update maps showing the exact location of every
subsea instazllation and shall make such maps available to
commercial fisherman fishermen and other members of the public.
2. PIPELINE PEASIBILITY
TRANSPORTATION OF HYDROCARBONS

(a) Pipelines from offshore production

facilities to onshore processing facilities will be required by

the State for the transportaction of produced oil, gas and other
hydrocarbons if pipeline rights-of-way can be obtained and the
State, acting upon information supplied by affected parties and

respoasible governmental agencies, determines that the layving of

CALINOAR PAGE L%_g_éz__
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Pipelines is economieatty and technelogically feasible and
environmentally Preferable to other methods of tansportation.
The State teserves the right to require (the Placement of any
Pipeline in certain designated Pipeline corridors, Wherever
feasible, the pipeline corridors shall be located in soft rather
than hard bottop areas of the tide and submer
installation of
any pipeline, a qualified observer, approved by the y, g, Army
Corps of Engineers and the Department of Fish and Game, shall be
retained by the Lessee. Dpetonation shall not be allowed until
the qualified observer determines the area where the
blasting is to occur is free of marine birds and mammals,
Following the completion of a gap onshore

pipeline Lransportation system, no hydrocarbogs produced frop

the leased lands shall be transported by surfaee vessel from

offshore productieon Sttes Processing facilities, €xcept in cases

of émergency as determined by the State or unless the lessee

demonstrates co the satisfaction of the State that as to that

lessee the use of such system ig infeasible.

(¢) Where the criteria in subparagraph <£g) (b)
above are not met and surface transportation must be employed,
all vessels used for transporting produced hydrocarbong shall
conform with all standards established for such vessels under

tue Port and Tanker Safety Act of 1978 (33 U.S.C. sections 1221

et seq.).

CALIMNDAR PAGH
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(d) The State shall not approve any development

or production plan which proposes the construction of a mariae

terminal within the lease area or the use of tanksrs or barges

to transport produced hydrocarbons, unless the Lessee, 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 €s) (b) above.

(e) 1f the State determines that a pipeline
cannot meet the criteria in subparagraph fa3 (b) above, the
Lessee shall use the safest available transport vessels. The
use of oil barges will be permitted ouly if the Lessee
dem ~strates to the satisfaction cof the State that barging is
ecov  onmentally preferable to tankering.

3. POTENTIAL GEOHAZARDS

Drilling operations shall not be conducted and
seafloor wellheads and fixed structures for the production,
transportation or storage of oil, gas or other hydrocarbons
shall not be placed within geologically unstable portions of the
leased lands such as potentially unstable sediments, areas of
mass movement, submavine canyons or channels, shallow gas zones
and areas near active faulting or surface ruptures unless the
Lessee has demonstrated to the satisfaction of the State that
such operations can be conducted and such wellheads and such
structures can be designed and placed so as to withstand the

maximum probable effects of the identified geohazards. Site-
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specific surveys shall be conducted prior to exploration and
development operations to determine the potential for unstable
bottom conditions and other geologi: hazards. Extension of
these surveys outside the leased lands may be required where
Nécessary to evaluat2 the magnitude and significance of rhe
hazard. All potentially unstable areas, including fault zoues,
must be mapped before any seafloor wellheads or fixed structures
are installed. The State may require site-specific soil testing
before exploration and development operations are allowed.
4, MANDATORY BIOLOGICAL AND MARINE MAMMAL SURVEYS

(a) Prior to the commencement of any drilling
operations and prior to the commencement of construction or
placement of any structure, including pipelines, on the leased
lands, the Lessee shall econduet fund site-specific biological

and marine mammal surveys as specified and conducted by the

State =after in eonsulting consultation with the Department of

Fish and Game, the United States Fish and Wildlife Service, the
Minerals Management Service and the National Marine Fisheries
Service. The site-specific biological and marine mammal surveys
shall determine whether the site contains areas used as a

breeding grounds for commercially recoverable species or 1s an

area of special biological significance *hat 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

CALENDAR PAGE 1_ 2 415
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biological significance may be similarly affected. Areas of
special biolog:izal sigaificance include, but are not limited to:
(1) existing or potential critical habitats for rare, threatened
or endangersd species, including but not limited to the
California sea otter and the California gray whaiz; (2) areas
used by rare, threatened or endangered species for breeding or
migration; (3) areas containing very unusual or rars ecosystems
or ecotones; (4) areas with large numbers or high diversity of
spucies; and (5) areas containing species of limited regional
distribution due to natural range or significantly reduced
populations.

(b) The biological surveys shall include a
characterization of (1) the area within a onme (1) kilometer
radius of the development site (or within three hundred (300)
meters of pipelines) and (2) areas potentially affected by the
development by on-site observations of a marine biologist using
& cubmersible 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, portions Of
rocks or organisms living on rocks shall be taken from hard

bottoms. Sampling and observations shall be most intense within

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

one hundred (100) meters of pipelines. Sample species collected

crsvsapace 12416
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shall be identified to the lowest possible taxonomic level.

{¢) The wmarine mammal  surveys  shall be
performed by a qualified marine mammalogist and shall consist of
Systematic observations which accurately  describe mammal
occurrences in and uses of the project area, including an on-
site census and behavoriat behavioral observations of feeding,
breeding and migration. The surveys shall also indicate the
relationship of project area observations to known data on sea
otter and otner marine mammal population, size, dynamics,
Structure and movements in adjacent, present or potential
habitats.

(d) If the results of site-specific biological
and marine mammal surveys show the existence of a special
binlogical resource that may ke adversely affected by lease
operations, the Lessee shall (1) pursus feasille alternatives
which will not have a2 significant adverse effect ubon the
resource identified or employ mitigation measures, or (2)
estaslish through submissions to the Stare of such documents as
an oil spill contingency plan and critical operation and
curtailment plan, that operations will not have a significant
adverse effect upon the resource identified. The State will
review all data submitted and after consultation with the
Department of Fish and Game, the United States Fish and Wildlife
Service and the Natjonal Marine Fisheries Service and

preparation of a project specific environmental impact report,
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“IRUTE PAGE -—]_5_8_.6_




will determine ip writing whether a special hiological resource

2Xists, and whether Or not it may be signifivantly affected by

Proposed lease Operations+, and what, if anv, lease operations

will be permitted at suca location. No lease vperations may be

Commenced until thes State iS approved the project and has given
the Lessee written directions on how to procecd and the Lessee
has obtained ali necessary governmental approvals and permits.

In lease areas where adversz €ffects cannot be mitigated to the

satisfaction of the State, the State may prohibit development.

Such prohibition shall not be the basis of g claim against the

State. Any mitigation measures provided in the State's written
directive shall be based ¢n laws ang regulations of the State
governing offshore onil and gas activities on State lands and
shall bz pade ip consultation with the Department of Fish and
Game, the United States Fish and Wildlife Service ang the
National Marine Fisheries Service.

(e) If any ares of biologicaily significant
resources should be endangared during the conduct of any lease
“perations, the Lessee shall immediately report such occurrence
to the State and take €very reasonable effort to Protect the

resource.

(£) The  information obtained  from  the

biological and marine mammal surveys will be used by the State

with other information to refine existing maps which indicate

areas where oil and £4s production and development activities

|
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Will be prohibijted on or above the ocean bottop. These maps

will also indicate where oil and gas activities will be

considered if site specific geologic, binlogic, and marine

mammal studies and a project specific EIR demonstrate that no

Significant adverse environmental lmpacts will occur., Such

map revisions will be developed and adopted as part of the EIR

pProcess and will be updated as new Surveys are completed,

5. FISHERIES FRAINING PROERAM AND MULTIPLE USE

COORDINATION

{a) The Lessee 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 Pérsonnel involved in operating vessels used in
carrying out lease operations and platform and shore~based
sSupervisors. The purpose of the training program shall be o
ftamiliarize persons working on the leased lands of the value of
the commercial fishing industry, methods of offshore fishing
operations and potentjal hazards, and conflicts and impacts
resulting from offshore oil and gas activities. The training
program shall be formulated and implemented by qualified

instructors.

(b) To minimize ocean bottom scarring, lessees

shall 1lift drill ship anchors vertically when they are being

,! CALLIDAR PAGE
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removed.,
=Znoved.

(¢) Lessees shall comply with crew and work boat

shipping cooridors, whenever established, to control ingress and

egress to and from drilling and production sites within the

lease area.

(d) Exploratory drilling shall not be conducted

between October 1 and March 31 within halibut trawling grounds

as_shown on the sensitive biologic area map described in Special

Operating Requirement 4(f).

6. SUSPENSION OF OPERATIONS AND

EVACUATION OF AND SHELTER FOR PERSONNEL

(a) Before the Lessee operates or causes to be
operaf.ed on its behalf boat or aircraft traffic into individual,
designated warning areas, the Lessee shall coordinate and comply
with instructions fro the Commander, Western Space and Missile
Center (WSMC) or other Qppropriate military agency. Such
control and instruction will provide for positive control of
boats and aircraft operating in the warning areas at all times.

(b) Recognizing that mineral exploration,
exploitation and recovery operations on the leased lands can
impede tactical military operations, the Lessee acknowledges and
agrees that the United States reserves and has the right to
suspend temporarily lease operations in the interest of national
security requirements. Such temporary suspension of operations,

including the evacuation of personnel and appropriate sheltering

:
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of personnel not evacuated (an apprcopriate shelter shall be

designed to withstand overpressures specificd by WSMC* and

shall provide for meaa the protection of all personnel engaged

in operations on the leass for the duration ol any Department of
Defense activity from flying or falling objects or substances),
will become effective upon the order of the Commander, WSMC,
other appropriate military agency or higher authority when
national securi:y iaterests necessitate such action. Lessee

will develop and submit a contingencyv evacuation/shelter plan to

the staff for approval and concurrence by WSMC prior to

commencement of drilling operations. Any temporary suspension

of operations for national security may not exceed seventy two
(72) hours, provided that any such suspension may be extended by
order of rhe appropriate authority. Equipment may remain in

place during periods of suspension. In order to coordinate

exploratory drilling activities with WSMC operations, lessee

shall provide WSMC with 6 months advanced wiitten notice of all

proposed exploratory drilling operations updated monthly.

(c) The Lessee shall control its own
electromagnetic emissions and those of its agents, employees,
invitees, independent contractors ard subcontractors emanating
from individual designated defense waruing areas in accordance
with requirements specified by the Commander, WSMC or other

appropriate military agency, to the degree necessary to prevent

*Applies only to tracts 5, 6, & 7.

C-10.
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damage to, or unacceptable interference with, Department of
Defenze flight, testing or opeational activitieg conducted
withip individual designated warning areas., Necessary
monitoring, control and coordiation with the Lessee, jtg agents,
employees, invitees, independent Coniractors 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 sucy
electromagnetc emissions shall i at one (1)
Lessee, its
agents, employees, invitees, independent contractors or
subcontractors, and onshore facilities,
7. ASSUMPTION OF RISK AND HOLD HARMLESS
Whether or not compensation for damage or injury might
be due under 3 theory of strict or absolute liability of
otherwiae, the Lessee assumes all risks of injury or damage to
pPersons or Property which occurs’ in, on or above the leaseq
lands to any person or any property of any person who ig an
agent, employee or invitee of the Lessee, or jtg agents,
independent contractors or subcontractors, In connection with
any activities being performed by or for the Lessee in, on or
above the leaged lands, if such injury or damage to such person

Or property cccurs by reason of the activities of any agency of

the United States, its contractors or subconttactors, or any of

their officers, agents 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 lease, the Lessce
assumes the risk whether such injury or damage is caused in
wholea or 1in part by any act Or omission, 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 harmless the United States
against all claims for loss; damage or injury to the Lessee and
to the agents, employees and invitees of the Lessee, its agents,
independent coatractors and subcontractors, in connection with
the programs and activities of the aforementioned military
installations and agencies, whether the same be causeu in whole
or in part by the negligence or fault of the United States, its
contractors or 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.
8. LABOR REQUIREMENT

(a) During exploration, development and
production activities on the leased lands, all vessels, rigs,
platforms and other vehicles or structures under the dcontrol of
the Lessee must be manned by citizens of the Uaited States or
aliens lawfully admitted tothe United Srtates for permanent

residence.

(b) The requirements of subparagraph (a) do not
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apply if the Lessee Ffiles with the State aud the Department of
Industrial Relations a report, deemed adequate by these
agencies, showiug that taere is an insufficient number of
qualified citizens of the United States, or aliens lawfully
adnitted to the United States for parmanent residence, availabie
for such work.

(¢) This provision jis severable from all other
special operating requirements and all othe pProvisions of this
lease. Any determination that all or any part of this provision
is unconstitutional Oor otherwise irvalid sahll not affect any
other provision of the special operating requirements or of this
lease.

9. DRILLING MUDS AND CUTTINGS

Notwithstanding the provisions of section 6873(b) of
the Public Resources Code or any other provision of state law,
the discharge of drilling muds and cuttings into the marine
environment is.expressly prohibited. This prohibition shall
remain in effect until the State is satisfied by the results of
appropriate studies that the prohibition is no longer warranted.
The State may require whatever studjes it deems appropriate to
assist it in making its decision.

10. OIL SPILL RESPONSE CAPABILITY

(a) The Lessee, acting in conjunction with all

other State legsees, if any, of tide and submerged lands between

Foint Conception and Point Arguello, shall supply and maintain a
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dedicated spill control vessel, comparable to . Clear 11

Operated by Clean Seas, Inc. The v

essel may be chartered

through an industry cooperative, Such charter, including

crew,

fuel and food, shall not exceed one million, one hundred

thousand dollars ($1,100,000) the first year.

whzeh Such vessel

shall be equipped with the most effective equipment available.

The capital cost of the equipment shall Dot exceed one million

one hundred thousand

dollars ($1,100,000) the first year. The

vessel must be capablie of being on locatjon in the bProject area

within two (2) hours of notification that g spill has occurred,

The vessel must be available for use op the leased lands prior

to the State's consideratior apd approval of any drilling

activities on the leased lands. fThe tnitied eapital cost for

the vessel and equipment shati not exeeed o

ne mitiien dotlsrs
£$1700605008)~ The succeeding

annual costs of Operation,

including whatever amounts are needed for a sinking fi to

replace equipment, chall not exceed one million five hundred

thousand dollars 51506650099 ($1,500,000) adjusted for

inflation. The annual cost limitation shall be cumulative and

at no time shall exceed, but may equal, one million five hundred

thousand dollars £$150005000) ($1,500,000)

inflation times the nu

adjusted for
mber of years the oldest State leage of
tide and submerged lands

between Point Conception and Point
Arguello has been inp effect.

(b) The Lessee, acting in conjunction with all

C-~-14.
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other State l:ssees, if any, of tide and submerged lands between
Point Concep:ion and Point Arsuello, shall fund semi-annual oil}
spill response ¢raining of the members of the State Iateragency
O0il Spill Zommittee (SI0SC) as directed by the Chairman of
SIOSC. The costs for the training in any single calendar year
shall ne: exceed three hundred thousand dollars ($300,000)
adjusted for inflation.

(¢) The Lessee, acting in conjunction with all
other State lessees, if any, of tide and submerged lands between
Point  Conception and Point Arguello, shall fund * e
establishmens, staffing, maintenanee maintain and operatton

operate of an open-water ojl spill containment and recovery

system with a capability equivalent to that available from the

u.s. Coast Guard Pacific Strike Team, but with the added
capabiiity of a response time of no more than four (4) hours to
any part of the State leases between Point Conception and Point
Arguello. This capability shall be demonstrated at least semi-
annually by participation in drills conducted wunder the
direction of the State Operating Authority as defined jn the

California 0il Spill Contingency Plan. The vessel may be

chartered through an industry cooperative. Such charter,

including crew, fuel and food shall not exceed two million

dollars ($2,000,000) the first year. This supply system shall

include a second vessel with Coast Guard certification as a tank

vessel so that it may transport recovered oil. Its equipment
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($10,000,000)  ($1,500,000) the Eirst year. The succeeding

annual costs of operation, including whatever amounts are needed
for a sinking fund to replace equipment, shall not exceed one

two million five hundred ™ thousand dollars £5150085908>

($2,500,000) adjusted for inflation. The anrual cost limitation

shall be cumulative and at no time shall exceed, but may equal,

one two million five hundred thousand dollars 4$%7008;70687

($2,500,000) adjusted for inflation times the number of years

the oldest State lease of tide and submerged lands between Point
Concephion and Point Arguello has been in effect. The funding
shall include amournts necessary to finance monitoring activities
of the State and the Department of Fish and Game. .

(¢c) The Lessee, acting in conjunction with all

other State léssees, if any, of tide and submerged lands between
Point Conception and Point Arguello, shall fund femi-annuzl oil
spill response training of the members of the State Interagency
0il Spill Cemmittee (SIOSC) as directed by the Chairman of
SIOSC. The costs for the training in any single calendar year
"shall not exceed three hundred thousand dollars ($300,000)

adjusted for inflation.

(d) All funding required by subparagraphs (a)

throug - (-) above shall be shared equally by the holders of
State leases of tide and submerged lands between Point

Conception and Point Arguello in effect when the costs must be

Lncurred.
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calendar quarter in the year immediately preceding varies frop
the first revision of such deflator for the calendar quarter
ending Decegber 31, 1983.

1. SPECIAL STUDIZES

(a}  When directed by the State, the Lessee,
acting in conjunction wich all other State iessees, |(f any, of
tide and submerged lands between Point Conception apy Point
Arguello, shali fund studies under the direction and control of
the Department of Fish and Game to fprovide a biological
inventory for a full vyear cycle of the State-owiied tide and
submerged lands between Point Conception and Point Arguello.
The costs for these studies shall not exceed seven hundred
thousand dollars ($700,000).

(b)  When directed by the State, the Lessee,
acting in conjunction with all other State lessees, if any, of
tide and submerged Jands between Point Conception apd Point
Arguello, shall fund a Study or studies under the direction and
control of the Department of Fish and Game to determine the
chronic effect of oil, oil dispersants ang a combination of ojl
and oil dispersants on marine biota, excluding marine birds and
mammals. The costs for these studies shall not e€xceed three
hundred thousand dollars ($300,000).

(c¢) all funding required by subparagraphs (a)
and (b) above shall be shared equally by the holders of State

leases of tide and submerged lands between Point Conception and
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Point Arguello ip effect when the costs mist be ircurred,

12, oczay FLOOR OBSTRUCTIONS

The Lessee shall provide to the State and, wupon
[2quest, to any rember of the pudvlic, a mar showing the exact
ocation of any under-<2a obstruction on fne leasad lands either

N Flace at the time of the lease award ur laced deliberately or

15

accidentally on the leased lands by the Lessee or jtg agents.
the map shall be updated at the discration of the State.
13. SEA OTTERS

(a) The Lessee, acting in conjuuntio wirh all
other State lessees, if any, of tide and .submerged lands between
Psint Conception and Point Argueliv, shall fund (1) studies to
determine better the potential effects of °0il and gas
exploration and production the the sea otter and (2) meat.rs to
mitigate the adverse effects of oil and gas exploration and
Production on the Séa otter .opulation. Countent, timing and
implementation of these studies and measures shall be deter.ained
by the Director of the Department of Fish and Gape in
consultaticn with the United States Fish and Wildlife Service
and appropriate members of the public and the scientific
community. The studies shall be pade available to the public
and shall be uyged by the State ip its consideracion of
subsequent activities undertaken pursuant to this leage.
Studies and

contigency including Stockpiling of equipment and
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Supplies, designed to minimize sea otter mortality and impacts
O sea otter habirtat. Measures to be coniidered and evaluated
include how Otters are to be or should they be captured, nerded,
contained, transported, cleaned and rehabilitaced, Funds for
these studies ang measures shall be shared equally by the
holders of State leases of tide and submerged lands between
Point Conception and Point Arguello in effect when the costs
must be incurred. These funds, which shall nNot exceed five
million dollars ($5,000,000), shall be deposited, as needed, inp
a4 separate account wjth the Department of Fish and Gape at the
direction of the State.
L Critical operations during ezploratory
drilling shall not be permitted between December 1 and Apri1 1
when the State, acting on its own, on the recommendation of tjw
Department of Fish ang Game (which shall consult with the yYnjirteq
States Fish and Wildlife Service) or the pudblic, and Pursuant to
the State's own rules and regu.ations, determines that the rigk
of o0il spills frop such operaticns is sufficient ¢o damage
significantly the sea otter population.
14, ALL SEASON OCE4N CURRENT AND
METEOROLOGIC STUDIES
Tee Lessee, acting in conjunction with all other State
lessees, if any, of tide anpd submerged lands betwren Point
Conception and Point Arguello, shall fund a continuing study of

Ooceanographic and meteorologic concitions in the area between
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Puint Conception and Point Arguello. The study shall include,
but noc be limitd to, the placement of the instrumentation
necessary to obtain high quality measurements of wave, wind,
current and temperature. The work shall be performed by a
contractor in a mauner satisfactory to the State snd shail
consider all work currently underway by others. The costs for
these studies shall not exceed one million dollers ($1,000,000)
per year adjusted for inflation. The annual cost limitation
shali be cumulative and at no time shall exceed, but may equal,
one million dollars ($1,000,000) adjusted for inflation times
the number of years the oldest State lease of tide and submerged
rtands between Point Conception and Point Arguello has been in
effect. Funds for the continuing study sh¢ll be shared equally
by the holders of State leases of tide and submerged lands
between Point Conception and Point Arguello in effect when the

costs must be incurred.

15. SCIENTIFIC ADVISORY COMMITTEES

Scientific Advisory Committees will be established by

the State to assist in the review of studies and reports

required by lease provisions or resulting from proposed o0il and

gas_activities in the leased area. Funds necessary for the

support of such committees shall be provided, and shared by

successful lessees as stipulated in this lease, upon request by

the State in an amount nct to exceed $25,600 ner year.
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Exhibit 4

Propesed Amendments to Exhipit D
Accounting Procedures for determining
Net Profit Shore Payment for State 0il and Gas Leases

Several changes heve been made in Exhibit "D" the
Accounting Procedures of the Net Profit Share Lease. These
modifications are proposed based on discussions and comments
from industry and the Petroleum Accountants Society of Los
Angeles. Although the changes are not significant they will
clarify the application of accounting procedures set forth in
the original document. The clarifications included:

1. Federal windfall profit ‘raxes are allowable
costs only at times prior to the month in which
net profit payments commence. Thareafter,
windfall profit taxes are not an allcwakle
cest.

The trust account to bpe established after the
commencement cf production baseq on the
estimated amortized cost of dismantling,
abandonment and removal of wells and facilities
will include an overhead allowance. The
principal of such account shall not be used for
any abandonment made prior to final fielqd

abandonment which may commence before

production ceases.

ICALENDAR?AGE
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Overhead shall not oe charged a) the
value of windfall profit taxes; b) interest on
investment; and c¢) the amortized dismantling,
abandonment and restoration contributions
because the contribution includes overhead on
such estimated expenditures. Overhead will be
charged and shown as a separate item on the net
profit statement when dismantlement,
abandonment and restoration expenditures are
actually incurred.

These changes affect pages D-12, 16, 19 & 20 an. are

shown on Exhibit 4A.

12433
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‘utilities provided under contract by Outside Parties and which

EXHIBIT 4A

(2) 1If surpius Material is moved from the NPSL
project Area, no charge shall be made to NPSL 9erations
for a distance greaker thar the distance to the nearest
reliable supply store, Reccgnized Rarge Terminal or
Railway Receiving Point unless agreed to by the
Executive Officer. No charge shall be made to NPSL
Operations for moving Material to other properties owned
by or under the control of the Lessee unless agreed to
py the Executive Officer.

(3) 1In the application of subparagraphs d(l) and
d(2) of this section, there shall be no equalization of
actual gross trucking costs of $400 or less, excluding
accessorial charges.
e. Contrack services. Except when excluded by paragraph £

of this section and/or section 6c, the Cost of services and

constitute proper and necessary NPSL Operations or support for
NPSL Operations, and rental charges paid to Outside Parties for
the rental of equipment used in the NPSL Pioject Area in support
of NPSL Operations, may be charged to NPSL Operations.

£. Legal expenses. Expense of handling, investigating and
settling litigation or claims, discharging of liens, payments of
judgments and amounts paid for settlement of claims incurred in
or resulting from NPSL Operations, or necessary to protect or
recover the NPSL Property, are allowable, except those Costs
listed in section 6ge as unallowable. Allowable charges include

the salaries and wages of Lessee's legal staff and expense of

P .CA‘LEN’DAR PAQGE —;é——g%ﬁ

MINUTE PAGHE !




26
27

COURT PAPER
STATE OF CALIFORNIA
ST0. 113 1REV 8.721

Equipment and facilities that are not listed shall be

charged on a basis consistent with the nature of the

use,

(3) In lieu of charges in paragraph g(l) of this
section, the Lesses mzy elect to use fvarage commercial
rates prevailing in the vicinity of the NPSL Project
Area less 20 percent. For equipment for which no
commercial rate exists, the Lessee shall submit the
basis Efor determining such Costs to the Executive
Cfficer for approval.

h. Damages and losses to WPSL Property. All cCosts necessary
for the repair or replacement of NPSL Property made necessary
because of damages or losses incurred by fire, flood, storm,
theft, accident or other causes not covered by insurance, except

those resulting from Lessee's gross negligence or willful

miscondact. Any settlement received from an insurance carrier

should be credited to NPSL Operations when received.

i. Taxes. All taxes, except income taxes, federal windfall
profit taxes and other taxes based upon income or profits that
are assessed or levied upon or in connection with NPSL Operations
and which have been paid by the Lessee. Allowed taxes shall
inciude, but are not limited to, production, severance, State of
California windfall profit taxes if applicable to total
Production, excise, ad valorem, and mineral taxes. Federal

windfall profit taxes are allowable wupkii only at times prior to t

month in which net profit payments to the State commence.

/ .

CALENDAR PAGE
MINUTE PAGE




o. Dry or bottom hole contributions to wells drilles by

=

Outside Parties within 1,489 feet of the exterior boundaxy of the

NPSL for information relative to the exploration or develasuent

of the NPSL.

q. Costs of permits and licenss- “or the N@sL Operation,

r. Costs of Outside Substances, less Cost recoveries, used
as injection for production, repressuring, pressure maintenance,
cycling or other primary, secondary or tertiary recovery
purposes,

S. Cos:s of required work conmitment for the NPSL.

t. Charges for cleaning, dehydration, desulphurization and

compression required for making the Production marketable.

u. Dismantling, abandonment and restoration Costs of NPSL
Precperty. Following commencemeqt of production, estimated
dismantling, abandonment and removal Costs of wells and

facilities including overhead a2l lowance, charged as NPSL Property

and restoration of “he NPSL Project Area may be included =23

direct operating costs on a monthly basis and, if included, nust

be amortized on a unit-of-production basis. The initial amount
amortized per BTU equivalent equals the estimated Cost (without
regard to inflation) determined in accordancs with generally
accepted accounting pirinciples as of the commencemen: of
production for the NPSL, divided by the number cf BTJ equivalents
represented by the proved reserves of the NPSL as determined
under Financial Accounting Standard Board rules as of that tipe,

26 . : .
The amount amortized per BTU equivalent may be redetermined not

27 , ,
. more than once every two years at the commencement of the

URT PAPER D-1 .
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Lessee's fiscal year and not later than five years prior to ¢t
estimated date of final abandonment of hte NPSL Tract, by

dividing the number of BTU equivalents representad by the provad
reserves of the NPSL as of the time of vndetermination into the

difference bhetween *ha then-es. imated Couat for avandonment of bLhe

wells and facilities on or in support of the NPSL and the
cumulative amortization already charge< a3 of Lhat time for the
NPSL Property. The amount of dismantlirg, abandonment and

removal Costs chavged as a direct operating cost z2nd amortized

10 . g s . c s .
shall be invested in a State of California interest bearing trust

11
account as a cash ressvve for the purpose of paving the final

12 Cost of abandonment of the NPSL Project Area. The Lessee and the

13 State shall have the privilege of withdrawing their proportionate

12 . 0
net profit percentage share of the earned interest on the

15 anniversary date of the trust account. The selection of the

16 « as i
trust account, the periodic interest rates, and withdrawal and

17 ..
use of the principal shall be approved by the State, The

18 principal shall not be used for any abandonment made prior to

19 . . . . .
final field abandonment which may commence before producticn

20

ceases. If, upon abandenment of all wells and facilities for the

21 .
NPSL and restoration of the NPSL Project Area, the actual Costs,

22 less salvage value (if any), are less than the total amount

23
amortized for such purposes for the NPSL Property, the excess

24 . . s .
amortization funded must be included in the Production Revenue

25 .
Account for the purposes of determining the Lessee's Net Profit

26
Share Base. If, upon abandonment of all wells and facilities on

27 . ,
the NPSL and restoration of the NPSL, the actual Costs, less

COURT PAPER D-20.
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Overhead shall not be charged or the value of

(1) Legal expenses (sec” 10w 4£);

(2) Ad valorem taxes on personal property oY
mining vights rendered for NPSL Property;

(3) Wvindfall profit kaxes;

s ——

(4) Amortized dispartling, abandonment and

restoration contributions;

£33} (5) Outside Substances charged to the NPSL

(section 4r);

443 (6) Credits for Material charged under section 4c
that are salvaged, returned or used for the benefit of

nAn-NPSL Operations; and

(7) 1Interest for Allowance for Investment Recovery.

6. Unallowable Costs

The following Costs shall not be charged as Direct or

Joint Costs to NPSL Operations:

a. Bidding and pre-lease environmental Coshts and lease

rentals for the first three years of the Lease;

b. Interest, except as permitted under sections 4g and 9;

c. Depreciation, depletion, amortization or any other chargel

for investment recovery, except as explicitly provided by the

Allowance for Investment Recovery calculated according to section
9, for Material charged to a NPSL account under section 4c;

d. Résearch and development Costs, except that this type of
Cost shall not be construed to cover the resolution of specific
techn.cal problems confronting NPSL Operaticns, specific

engineering design problems related to aquipment or facilities
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