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February 1, 2002

Paul B. Mount Il, P.E., Chief

Mineral Resources Management Division
California State Lands Commission

200 Oceangate, 12" Floor

Long Beach, CA 90802-4331

Subject: 2001 Long Beach Tidelands Dry Gas Price Agreement

Dear Mr. Mount:

Under the 2001 Long Beach Tidelands Dry Gas Price Agreement (Agreement), a
price was established for the Tidelands dry gas supplies the City of Long Beach
(City) purchases from the State of California (State). This monthly price is equal
to 100% of the Southern California Gas Company's (SoCalGas) Weighted
Average Cost of Gas (WACOG). In addition, the price includes one-half of the
total intrastate transportation rate per MMBtu paid by the City on gas it transports
through the SoCalGas intrastate pipeline system. The price paid for the
Tidelands dry gas shall never be more than $7.51 per MMBtu nor less than $2.92
per MMBtu.

Effective today, the SoCalGas WACOG is priced at $1.8159 per MMBtu. With
the addition of one-half of the SoCalGas intrastate transportation rate, the total
would be $1.8892 per MMBtu. As this is below the Agreement’s price floor, the
price the City would be required to pay for the Tidelands dry gas would be $2.92
per MMBtu, or over 60% greater than the SoCalGas WACOG.

Under Section 6 of the Agreement, the City has the ability to sell the Tidelands
gas if the City deems that the gas cannot be utilized economically. As there
currently exists a large economic disparity in the Agreement price versus the
SoCalGas WACOG, it is necessary for me to exercise this option. Therefore,
until further notice, | will be attempting to negotiate a short-term contract with one
or more gas marketers to sell the Tidelands dry gas. If successful in these
negotiations, the City will then pay the State the net receipts from the sale after
deducting the City’'s reasonable costs of handling the gas, including a
transportation charge equivalent to Long Beach Energy’s current tariff rate as set
forth in Rate Schedule 9.
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As current gas market conditions are significantly different than last year's
conditions during which the Agreement price was negotiated, | am open to any
interest the State may have in renegotiating the price terms as it is likely that the
current Agreement price will continue to be uneconomic for the City in the
foreseeable future. If you would like to discuss this matter further, please contact
me at (562) 570-2001.

Sincerely,

7 G

CHRISTOP J. GARNER
DIRECTOR

CJGij
C:\My Documents\Docs\Chris\State Lands - Renegotiate 2001 Agreement.doc

CC: HENRY TABOADA, CITY MANAGER
CHRISTINE F. SHIPPEY, DEPUTY CITY MANAGER
CAROL SHAW, DEPUTY CITY ATTORNEY
BONNI YING, ENERGY SERVICES CONSULTANT




