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AUTHORIZATION TO CANCEL SEVEN GEOTHERMAL LFASES
FOR FAILURE 10 COMPLY WITH DRILLING 1ERMYG

During consideration of Calendar Item 24, altached, Mr, allan
Littman, attorney from the law firm of Pillsbury, Madison and
Sutro, representing M & T Geothermal Trust, appeared ko outline
M&T'g involvement{ with Geothermal Resources International
(GRI), and to ask the Commission to delay cancellation of the
leases for 60 days. Mr. Littman Felt that, before the
Commissian authorisod cancellation of the loases, M2 7 should
be given the opportunity ko investigate theip Standing to take
over the leases. Mp. L1l kman alleged that stafF

Commission had made a verbal comnitment Lo hinm that would heve

given M & T the opportunity ko take over the leases when
negotiations with GRT broke doun, Executive Officer Dedrick
stated that, at no time, in meestings or discussiong with staff,

was a verbal commitment made fo Mr. Litctman.

Mr. Littman indicated that M & T and GRI were currently
involved 1in negotiations with respect toa M & T'g rights to
GR1's lease holdings,

Rolh At 1nq Chad ruoan Reammar, woay and (nmminwlnn‘ﬂltw|nm!v
Crdumy 1l e Phat, while 3 « My faue b yime vt CRT, M
1 14 not o Parly Lo any ol §ie o B e, CRL cund e
Stale Lands Commiss 1on

Upon motion made by Commissimn~nltprndle Ordway and Seconded by
Acting Chairwoman Rasmussen, the Resolution in Calendar (tom 27

was approved, as Presented, by a vote of 2~0,

Attachment: Calendar Ttem 21,
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PRC 6114

PRC 608G

PRC 6081

Hoagland

RUTHORIZATION ToO CANCEL SEVEN GEOTHERMAL LEASES
FOR FAILURE TO COMPLY wWllH DRILLING TERMS

APPLICANT - GRI Exploration Corporation
545 Middlefield Road, Suite 200
Menlo Parlk, California 94025

BACKGRCUMD INFORMNATION:
State Geothermal leases pRot' 5819, 5862, 5903,
5999, 6114, 6080 and 6081 were issued by
canmpetitive bidding between 1980 and 1982,
assigned to Aminoil USA, Inc. and subsequently
assigned to Geothermal Resources International
(GRI) and its subsidiary GRI Exploration
Corporation in November 1983,

Shortly thereafter, early in 1984, GRI informed
State Lands staff that they would not do
exploratory drilling i

primary drilling term

leass Lapms were madifjod, spﬂrirically

request ing stibslanl (a1 “educl ion 1y (ke royaliy
and notl peof gt Pereontbage 1o ha Paid the

Hlate FThe explocat son pas, been furi ey
hindered by delays in Jeeolhermal electrical
generation plant construction by Central
California Power Association (CCPA), GRI's
Partner. The staff has conducted on-gouing
negotiations with GRI to resolve g number of
problems related to proposed changes in lease
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CALENDAR ITEM NO. 24 (CONT'D)

terms, charges into the net profit accourits and
operations of the leases. During the
negotiations, the drilling obligations have
been extended several times. Staff had not
been agie to reach an agreement with GRI on net
profit percentage reduction and future
operations of the leases acceptable to
Commissioners. Therefore, at the July meeting,
staff sought authorization to notify the lessce
that the drilling terms of the leases,
including all extensions granted by the
Commission, expired on August 2, 1985 withoul
commercially valuable deposits of geothermal
resources being discovered and was as a resuit
in default under each lease.

At the July meeting, Mr. Peter A. Hansen, Vige
Pros tdent -Land for GRI appeared and asked thal
rather than be declared in default by the
Comnissinn, GRT be given an extension of the
drilling nbligaticens Lo permit them to make o
presentation to the Commission.

The Commission approved the staff
recommendation authorizing the default and the
notice was mailed August 2, 1985. The notice
provided that failure to cure the default by
commencing drilling operations on each lease
wi.thin 30 days may cause canceliation of the
leases. The Commission also urged GRI to
appear at the August meeting to make a
presentation in regard to these leases,

At the Compission meeling on foejust 29, 1785,
Mr Do i b Faloone, Senper Ui Proe«sidont
of GeoLhermal Resources Internabional (GRL),
asked Lo make a brief stalement regarding the
seven leases. He indicated that development
had nol proceeded at the pace provided for in
the leases for two main reasons. First, he
said the market for electricity generited by
geothermal energy was soft and compaities could
not justify drilling wells to meet lease
commitments when they knew there would be no
market for the encrqy Secondly, he said terms
of the leases were so onerous as Lo make the
project uneconomic and atlempls to negotiate
new terms with staff had fFailed. He said his

118
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appeared that fFurt i not bhe
productive at thig time his company
now requested was to be advised as to the plans
For reissue of the leases. He said he felt
they sheuld be reissued, and his Firm needed to
know what schedule the Commission wag
considering so his Company could plan jts
activities.

After hearing thas presentation, Chairman
Harvey told Mr. Falcone that staff would le
developing a Program Lo reissue these lea.q
The Cummission then voted to approve the staff
recommendation to take no action regarding
extensions of rime or cancellations until the
Scptember meeting, The leases were all in
defFault as or September 5, ) 5. Since GRy has
indicateg that they would not devolop the state
leases without a change in torms and that it
appearcd that further neqotiat ion would b
unsuccessful, it ig the recommendation of stuff
that the seven leases pe cancelled becayse they
are in default as a result of failure to mot
the drilling obligations under the leases .

AB 884: N/7Aa.

OTHER PER1INENT INFORMAT Low
Pursuant to the Commission's delegatinn of

authority and the Stato CEQp Guidelines
(14 cal. padm. Code 15061). the staff has
dedb ermined f bk Fha wctiugry g sxeanp ]
brom th. FequaY rment L gl (ke Cren neogg .
L T A R TTR TR LT NN el ed ny o DA
aid The State ¢ W Dasgde | e,

Authority: P.R.C. 21068 and 14 cal. Adm .
Code 15378

EXHIBLIT: A. Site Map.

IT 18 RECOMMENDED THAT [THE COMMISSTON:

L. FIND rHaT THE ACiIviry 1s EXCMPT FROM TiE RLQUIREMENTS OF
THE CEQn pup nan 10 14 ¢caL apm. CODE 1500 BECAUSY 11 g9

NOT A PROJECT ps DLEINED BY p.R ¢, 21065 AND 14 CAL. ADM.
CODE 15378,

CALENDAR PAGE
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caLEnDAR ITEM N0, 24  (Bowt'D)

DETERMINE THAT GRI EXPLORATION CORPORATION HAS FAILED TO
COMMENCE DRILLING OPERATIONS ON STATE GEOTHERMAL LEASES
PRC'S 5819, 5862, 5903, 5999, 6114, 6080 AND 6081 WITHIN
THIRTY (30) DAYS OF WRITTEN NOTICE OF DEFAULT DATED
AUGUST 2, 1985.

AUTHORIZE CANCELLATION OF STATE GEOTHERMAL LEASES PRC'S
5819, 5862, 5903, 5999, 6114, 6080 AND 6081 FOR FATLURE TO
COMMENCE DRILLING OPEKATIONS IN ACCORDANCE WLTH THE TERMGL

AND CONDITIONS OF THE LEASES.
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