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CONSIDER REDUCTION OF THE LETTER OF CREDIT
FROM FOUR MILLION DOLLARS TO TWO MILLION DOLLARS
REQUIRED TO GUARANTEE PERFORMANCE
BY THE CONTRACTOR OF THE LONG BEACH HARBOR
TIDELANDS PARCEL AND PARCEL “A” OIL CONTRACT,
WILMINGTON OIL FIELD, LOS ANGELES COUNTY

APPLICANT:
City of Long Beach
Department of Qil Properties
Attn.: Mr. Dennis M. Sullivan, Director
211 East Ocean Boulevard, Suite 500
Long Beach, California 90802

AREA, LAND TYPE, AND LOCATION: :
Long Beach Harbor Tidelands Parcel and Parcel “A” within the Wilmington Oil
Field, Los Angeles County.

BACKGROUND: .

The City of Long Beach (City) has requested that the Commission approve their
proposal to lower the amount of the letter of credit required to be posted by Tidelands
Oil Production Company (the Contractor) under the Long Beach Harbor Tidelands
Parcel and Parcel “A” Oil Contract (Contract). The Contract was amended in 1990 to
allow the contractor to use a letter of credit, or a performance bond, in the amount of
Four Million Dollars. The amendment also provided that the City could review and alter
the amount required of the Contractor to guarantee performance under the Contract
every five years based on market conditions. The City has performed that review and
determined that a reduction of the obligation to Two Million Dollars is justified at this
time in light of the market conditions. This is the first such review and alteration of the
obligation since the Contract was amended. However, because of current market
conditions, this contract has been further amended to change the review period from
every five years to every two years.
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STATUTORY AND OTHER REFERENCES: ‘ ) ,
A. Public Resources Code section: Division 6, Parts 1 and 2: Division 13
B. California Code of Regulations: Title 13, Division 3; Title 14, Division 6.

OTHER PERTINENT INFORMATION _

1. Pursuant to the Commission’s delegation of authority and the State CEQA
Guidelines (Title 14, California Code of Regulations, section 15061), the
staff has determined that this activity is exempt from the requirements of
the CEQA because the activity is not a “project” as defined by the CEQA
and the State CEQA Guidelines. ‘

Authority:  Public Resources Code section 21065 and Title 14, California
' Code of Regulations, section 15378.

EXHIBITS: ,
A.  Letter Requesting Approval to Reduce the Letter of Credit
B. Second Amendment to the Long Beach Harbor Tidelands Parcel and

Parcel “A” Oil Contract (1990)

PERMIT STREAMLINING ACT DEADLINE:
N/A :

RECOMMENDED ACTION:
IT IS RECOMMENDED THAT THE COMMISSION:

CEQA FINDINGS:
FIND THAT THE ACTIVITY IS EXEMPT FROM THE REQUIREMENTS
OF THE CEQA PURSUANT TO TITLE 14, CALIFORNIA CODE OF
REGULATIONS, SECTION 15061 BECAUSE THE ACTIVITY IS NOT A
PROJECT AS DEFINED BY PUBLIC RESOURCES CODE
SECTION 21065 AND TITLE 14, CALIFORNIA CODE OF
REGULATIONS, SECTION 15378.
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AUTHORIZATION:

1.

APPROVE THE REQUEST BY THE CITY OF LONG BEACH FOR
REDUCTION OF THE LETTER OF CREDIT REQUIRED OF THE
CONTRACTOR IN THE AMOUNT OF FOUR MILLION DOLLARS
TO TWO MILLION DOLLARS, PURSUANT TO THE SECOND
AMENDMENT OF THE LONG BEACH HARBOR TIDELANDS
PARCEL AND PARCEL “A” OIL CONTRACT, WILMINGTON OIL
FIELD, LOS ANGELES COUNTY.

APPROVE AMENDMENT OF SECTION 25 OF THE LONG BEACH
HARBOR TIDELANDS PARCEL AND PARCEL “A” OIL CONTRACT
TO PROVIDE THAT THE CITY OF LONG BEACH CAN REVIEW
AND ALTER THE AMOUNT OF THE SECURITY REQUIRED OF
THE CONTRACTOR TO GUARANTEE PERFORMANCE UNDER
THE CONTRACT EVERY TWO YEARS BASED ON MARKET
CONDITIONS AND WITH APPROVAL OF THE CALIFORNIA STATE
LANDS COMMISSION.
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i Exhibit A v 12016
§ CITY OF LONG BEACH
m . DEPARTMENT OF OIL PROPERTIES
[ _- ,“A 211 BASY OCEAN BOULEVAND, SUITS 500  LONG WEACH, CALIFORNA 90802 @ (3101 570-3900 * FAX §70.3922

December 31, 1998

Mr. Paul B. Mount !l, P.E.

Chief, Mineral Resources Management Division
California State Lands Commission

200 Oceangate, 12th Floor

Long Beach, CA 90802-4331

SUBJECT: LONG BEACH HARBOR TIDELANDS PARCEL AND PARCEL "A" OIL
CONTRACT

Dear Mr. Mount;

in 1989, the Contractor provided a performarice bond in compliance with Section 28 of the
subject Contract. Under the Second Amendment approved in 1980, the Contractor
furnished a letter of credit in place of the bond in the amount of $4,000,000.

The City has reviewed its exposure under the Contract based on cumrent market conditions
and determined that a letter of credit in the amount of $2,000,000 is adequate. The
Contractor's expenses have declined to about $1,600,000 per month due to reduced
operations within the Contract area. Oj| Revenues have totaled between $1,200,000 and
$1,400,000 per month. Under the worst scenario, the City might be exposed fo two months
of expenditures offset by ane month of revenues or about $1,800,000.

We are requesting approVal of the State Lands Commission of the reduction of the
Contractor's letter of credit to $2,000,000.

- Sincerely, W%
A u’(—." ‘

» Dennis M. Sullivan
Director

PMS:RJR
LEG: 616.003
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.adopted by the cCity Council of the cuy of Long Beach on
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EXHIBIT B W 12016

TIDELANDS PARCEL AND PARCEL “A®
QIL CONTRACT
20596

1. wmlm This Second Amendment

to the long Beach Harbor Tidelands Parcel and Parcol A" 0i)
Contract ("Contract") {s made and entered into by and between
the City of Long Beach, a municipal corporation ("City") and
Tidelands 0il Production Company, a Texas general partnarship,
by its qcncnl partnars, Nesta 0il s-wicu,/xne.. a Texas
corporation and Chanse long Beach Productien COtpoxjation, a

Delaware corporation ("Contractor"), purwant to a minute order

MNL i, + 1990. This Second Amendment is to be

effective __ Ul . 1990.
3. RECITALS. This Second Amendment to the Contract
is made vith raference to the following facts and objectives:
() The City and the Contractor entared into the
Contract effective March 1, 1989 (City Clerk's No.

20596). The Contract provides, among other things,
for the Contractor to conduct drilling, repressuring
and oil recovery opcntion: on certain tide and
submerged lands in the Long Beach tidelands raeferred
to as the Subject Lands and described in Exhibit "A-in
and dopi.cteﬁ in Exhibit "A-2" and Exhibit "A-3" of the
CO.ntr'nct. The Subject Lands include unitized parcels
designated as Unit Segment I in the Fault Block II
Unit, the Fault Block III Unit, the Fault Block IV
ol
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property in the performance of operations on Unit

Unit and the Fault Block v Ranger zone Unit, as well |
as various non-unitized pParcels, 1nc1udinq Paéeol L7 TN

(b) Under the Unit Agreements and unie Operating
Agresments, to which the unitized formations
underlying the Subject Lands are subject, the City is
designated as _Unit Operator for Unit Segment I of each
unit. As Unit Operator, the city. is eharqed Wwith the
responsibility for developing and operating unic
Segment I in each of the four units, 17The City has
engaged the Contractor to assist {t in carrying out
ite responsibilities as unit Operator for Unit segmane
I.

(e) The City and Contractor entered into a Pirse °
Amendment to the 'bonq Beach Harbor Tidelands Parcel
and Parcel "A"® o4} contract (“pirst Amendnment®) on
March 1, 1999. The First Amendment provides, anong
other things, that notvithstanding the limitations in
subsection 13.2 and Section 15 of the Contract, the
Contractor, when diract_id by the City Manager, may,
under certain circunstances and upon the proper
allocation ef Costs, use certain personnel and

Segment II of the rault Block IV Unit and Fault Block
V Ranger Zone Unit. _ |
(d) contractor has interests in certain other
oil properties in the Southern california area vhich
require the performance of certain accounting,
sngineering and management gunctions by Contractor.
. =2
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Contractor centemplates acquiring intereets ip other
oil and gas operations in Southern California which
may require performance of caxrtain accounting,
engineering and managenent functiong by Centractor.
{e) It is recognized by the City and the
Contractor that having the Contractor perforn certain
accounting, cnginurinq and management functions with
respact to :I.ntdrntl in certain other of) Properties,
wvill result in . savings to the City under the
Contract if the contractor uses portions of the
Subject Iands, facilities on the Subject Lindn and

personnel of the contractor assigned to the Subject

lands in connection with {ts performance of those

tunctions and properly allocates the costs among the

various interests or Properties. Therefore, the City

is villing to consent to an Amendment to the Contract
to permit the Contractor to use, as authorized and
directed by the City Manager in vriting, certain of
the Subject Lands, certain facilities on the Sudbject

Lands and . cextain of Contractor's Personnel assigned .

te the sSubject Lands in connection witn the
performance of accounting, engineering and hamgonont
functions vith respect to certain other Southern
California properties °n certain terms and conditions.

(f) The City wishes to have greater flexibility
in returning to the Contractor oil that it has taken
in kxind, The Contracter Wishes to be able to receive
oll taken in kind that the city wvishes to return

-3~

CALENDAR PAG

MINUTE PAG

e 004979

0001397




@y,
>

B N BB ®gsgE ey

L@ e

vithout undue delay. Therefors, botn bcrtionv d-siie
to shorten tne notice period that must Preceds fhc
return ef -oil taken in kind by the City.

(9) Because of chanqing !1nancialA conditiong,
the City wighes to Provide the Contractor witp
flexibility in meeting the requirements of faithey)
performance (section 28) under thig Contract,
Therefore, the parties desire to allav the Contractor

to provide either » Performance bond or a letter of

cradit as 3 guarantee of Performance.
3. AMENMENTS 70 _cotRace.
(a) Section 2 of the contract ig anended by‘
adding a nev -uhéccu.on a.4 rndin§ is .!ouev-:
2.4 Nor.witmtandinq the 1limiecations
in subsection 13.2 and gaction 15, the
Contractor, when directed and to the extent

authorized in vr.lting by the City Manager,
B2y use the Subject Lands, Renta) Property,
City Property and unit Property and the
field office used by the cContractor in the
portenlnco‘ ot its obligations on the
Subject Lands ip connection with the
performance of operations - relating ¢o
Contracter's other oil properties in the
Southern California area. The Contractor,
vhen directed and to the extent authorizeq
in writing by the city Manager, may also ugse
any of the contractor's Personnel in the
.
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performance of the operations relating to
Contractor's other oil propertias in the
Southern California area. The City
Manager's authorization may impose
conditiens including but not limited ¢to
changes in insurance and in thc tau:htul
portonanc- bond or letter of credie. In
the avent that such lands, Property or
personnel are used in connection Awi!:h any
operations relating to the Contractor's
other 'prop-rties., the Contractor sh§11
charge under this agresrent only the
Proportionate share of the coats (as those
costs are determined in accordance with
Exhibit " ¢ne Accounting Procedurs)
attributable to the parformance of
operations on and for the Subject Lands.
The proportionate share of the costs
attributadble to operations relating to the
Contractor's other properties 1n the
Southern California area shall be charged to
those other pProperties, and the rocordi of
these charges shall be available ftor
inspection by the City at all reasonable
times.

"The conduct of cperations relating to
the Contractor‘'s other properties in the
'Southom California area by the Contractor

-Be
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"and at any time, modify the extent of

conditions are imposed by the City Manager.

. provided in Section 2. The policy or

—— - p—

shall not be ‘;ln conflict with ner -'_hau have
an adverse effect on the Operations roqulr;d
to be performed by the Contractor on the
Subject Lands. The City may, vithcﬁt cause

pproval given by this subsect:lon 2.4 ¢o
conduct: ~ operations relating to gh.
Contractor's other Properties in the
Southern California area and may, on sixty
(60) days' written notice, revoke the
appraval to conduct operations - relating to
thg Contractor's other Properties in the
Southern California area. The ‘Contractor
shall comply fully with the cost allocation
pProcedures provided by this tgresment,
including Exhibit "B", and with vhatever

The Contractor shall Provide and at a1}
times maintain a policy of insurance or an
endorsement to other Policies of ingurance
required t¢ be turnished under ~ this
agreement that indemnifies and insures the
City, the state of California, and their
officers, agents, employees and volunteers,

to the same extent and in the same mannar as

endorsement shall be furnished at. the
Contractor's own expense, and the costs of
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such policy 'qr endorsenent
nonreimbursable expense under this agreement
and shall not be an itenm of unit expense
under any of the Unit Agreenenty, The
policy or endorsement shall be submitted to

the City for approval as to form by the city

Attorney and approval as to suzticicncy by
*  the City Manager.-

(»)
to read as follows:

"18.2. The

Subsection 13.3 of the Contract is amaendeq
City the right,
Upon ninety (90) days' written
to the dentnctor, to take in king

reserves
axercisable
notice
Any percentage up te and including tventy
of the oil referred to in

subdivisions (a) and (b) of

percent (20%)
subsection 18.1.
When taken in kind by the city, such oil
shall be valued in the nanner provided in
subsection 18.3, such .\uluo shall be used {n
computing Net Profits and the proceeds from
the valuation of such oil shall be udo
av-nabh to the’ Contractoyr for
2l.4.
City exercises its right to
take such oil in king,

oil to the Contractor upon

dhbunupnt; undar subsection
Whenever the
it may return such
at least
twenty-four (24) hours' written notice to
the Contractor.”

-7-
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(c) Section 28 of the Contract is amended to
read as fallows:

| :
"Section 28. mmw_m

QF CREDIT. Conthr-ntly with its execution
of this agreement, the Contractor shall

furnish and shall kesp in ruli force and
effect at all times during the term of this

agreement cne of [the following:

"(1) A good and sufficient bond or
bonds in the agg gate prinecipal sum of Poui
Million Dollars (%4,000,000.00), executed by
the Contractor,| as principai. and a

corporation or dorporations -authoriszed ¢to

engage in surety| business in the State of
California, as lurtey.‘ The bond or bonde
Rust be approved ps to the surety and as to
sutficiency by t?c City Manager and as to
fora by the City Attorney. The bond oy
bonds shall be copditioned for the faithful
performance by tE Contractor of all the
terns, cchnanta and conditions of this
agreenent. The oﬁllqetions and liabilities
of the surety| shall be continuing
| obligations and liabilities. Hovever, the
surety may ternindte liability by giving at
least iixty (60) days' written notice to the
City and te the Contractor, but only for
events, acts, omissions and defaults
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occurring aftar the expiration of the sixty
(60) day poriod. If the Surety serves
notice of termination of liability ag
Provided above, the Contractor shail tfurnish
to the city, prior to the expiration of the
sixty (60) day period, a Substitute bond or
bonds in the same Principal sum and on the
sane terms and conditions as tho Pravious
bond or bonds. Every five (5) years during
the tern of this dgreement, the city, in 11::
discretion and with the approval of the
State Lands Commission, may review and alter
the amount of the bond based: on currant
market conditions;" op _

"(2) An instrument or instruments of
Credit frxom one of more financial
institutions subject to regulation by the
state or faderal government in the aggregate
principal sum of Four Million Dollars
(84,000,000 .AOO) . 'l'ﬁ. instrunent or
instruments nust be acceptable to the City
and approved as to the !lnnncial institution
and as to sufficiency by the City Manager
and as to form by the city Attorney. The
instrument op instruments shall pledge that
the principal sum ig available and
guaranteed for payment, and that all or any
Part thereof shall be paid to the City on

-9
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order to insure the performance of -4ll of
the terms, covonanta, and conditiens imposed

on the Contractor by this agreement ., "

"The financial institution or institytione

may terminate liability by giving at least
sixty (60) days' writtan notice to the City
and to the Contzaccor.' The Contractor shall.
turni-h to the City, prior to the cxpiration :

of the sixty (60) day period, a sub-tltuto.
instrument or instruments of credit or o
good and sufticient bond or bonds in tho
Same principal sum and on the sane terms ang
conditions.  1¢ tne Substitute - is ot
furnished before the ll;t business day of
the sixty (60) day periocd, the City may ‘levy
on the full amount of the letter of credit
that is due to expire. Ivery five (S) years
during the term of this agreement, the City,
in its discretion, and yith the approval of
the State Lands Commission, may r-viov and
alter the amount of the instrument of cr'dit

based on current market conditions.v
4. IQBG!_A!Q_EEEBEI- Except as specifically amended
herein, all terms and conditions 6f the Contract, as amended,
iL shall remain in full force and effect.
//
/7 /
/ /
-10-
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Exscuted vlﬁh all the formalities raquired by law on
the dates set forth oppolit@ the signatures.

CITY OF LONG BEACH, a municipal
corporation, as Tidelands
Trustes and Unit Oparator

of Unit Segment I,

Fault Block II Unit,

Fault Block IrI Unit,

Fault Block IV Unit and

Fault Block V Ranger Zone Unit

M. 1950
) : 8 C. HANKLA, C Lty Manager

"CITY"

TIDILANDS OIL PRODUCTION
COMPANY, a Texas gsnaral
partnership, by its general
partners

NESTE OIL SERVICES, INC., a
Texas corporation

G |/ . 1990 ay'))'ﬁ'/}\-b/’a“_'\'

Partner

CHANSE LONG BEACH PRODUCTION
CORPORATION, a Dalavare
corporation

Gk d o dehoy

Partn;;f9’

"CONTRACTOR®

/7 /

/7 /
//
//
-1l
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Tidelands
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WEE:tah

1/29/90;:Rev.03/28/90
LBHBR2ND.AND /38/

The foregoing Second Amendnment to Long Beach Hirbor
Parcol and Parcel F" o1l E tract is approved as to
day of LJ;‘ ¢ 1990,
HN R. CALHOUN, clty A rney
\ »
ARG R \. /
,/ Gl ¢ Do
Deputy ’
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STATR OF ORURCRNIX |

COUNTY QF g . : | |
O ﬁgrrl S April 11,1 QQEMmM. * Netary Paie i und for saig

State, persomlly appesred T
and
{  Dpersemiilyknowntamser( )proved 1o me onihe busia
of satisfactory svidence 10 be the person(s) whe exesuted the within
ingirumens ag Pmlﬁm e

Secresary on behalf of the eo'pomg,,, therein mamed and por—

]
)
(Tis ares for ofMeis) asvarial sy f
' ¢
(Partaership)
k
© STATE ordnu’nﬁi } b
COUNTY OF ME <
Os : : umm.mm«-imunmm- in and for wid
t State. personally appeared KIL&._Chuu__ .
(X)) personeity knewn 10 e or( ) proved 1o me o the benig
; of saciafuctory evidenes 1o e 1he Prson—._ (hal exervred this .
g instrument, on betalf of the nm-nlnp and scknowiedped to me ) r
M 1hat the partnenship executed o _
1 WITNESS my had and officis! sel
f
o Simnmm '
. ~ H
” *-\im-ewm ’ B
LOMAN Noemr o Teee ‘}'ﬂ?ﬂl (This ares for offieia) norarial seah
[ by
Cemae ot -.Mﬂ "'-'3-3' "‘?I
t
¥
<
{
]
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: CITY or woNG BEack |
APPROVAL OF ASSIGRMENT OF TIDELANDS ofy CONTRACT

20596 o

At its meeting on Rovember 1, 1988, the Long -Beach

o o

City council approved the assignment by Neste Holding (U.8.A.),
Inc. and Chanse Energy Corporatien (Assignors) o Neste 04)
Services, 1Ine, | and Chanse Long Bg!ch Production Cozpontion,
| respectively, in their capacities 48 general partners in 7i4e-
lands 011 Production Company, a Texas general 'pcrtmrshlp
(Ausqhn) of one hundred Percent (100%) of Assignors’ interest
in the lLong Beach Harbor Tidelands Pu'«i and Parcel "A® o081

ment. TFollowing the tu:lmont.' the Partnership shajl bes the
Contracteor under the Contract, with Neste 0il services, Ine. and
Chanse long Beach Preduction Corporation jointly ang ssverally
liable for the perforaanca of the Contract,
The spproval of both the City Council and the state
Lands Commission is on the conditiens that all terms of tne
Contract remain the same and that Assignors remain fully liable
under the Contract, any conditions in the aulmont agreement
to the contrary notvithstanding. |
//
- //
//
//
4
z/

CALENDAR PAGEO 002

MINUTE PAGE 004930




-

S & 2 o B s 0 0w

This approval and the assignment shall take effect on
the date the Contract is avarded by the city to Assignors.

CITY OFr 10NG BEACH, a Bunicipal
corporation

Mas L AT . 1989

KLA, City Manager

STATE or CALIFORNIA,. STATE LANDS
COMMISSION

3-23-w1 '., 1989

eCutive

Te
Officer

The foregoing Appreval of Assignmaent of Tidelands o1

contract heredby approved as to form this _L day of
. / ¢ 1989,

JOHN R. CALEOUN, C4 ttorney

By
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