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PROCEEDTNGS
~=000 -~

CHATRMAN DAVTS: Gavel this onen session, the
formal segsion of the landsg Commission into gsession. Welcome
our colleagues. We're going to start the formal session of
the Lands Commisgion. J've noted that all the Commigsioners
are nresent.

T guess the Tirgt item of businegss ig the review
and adoption of the minutes from our last meeting. Do I have
a motion?

COMMISSTONFR MCCARTHY: Moved.

CHATRMAN DAVIS: All right. Without objection the
minutes will be deemed adopted.

The next item before us is the consent calendar.
Mr. Warren. would vou like to make anv comments about the
congsent calendar?

EXRCUTIVE QFFICFR WARREN: No, Mr. Chairman,
consent calendar items are one through 87. Two speakers have
asked to comment. on consent calendar items, Mr. Pelle Rabbon
on item number ten and Mr. Corkill on item number 83, but I
agsasume those requests are only if those items are removed
from the consent calendar. Bub T know we recommend approval
of the consent calendar.

CHATRMAN DAVIS: All right. Govenor McCarthy

brings to my attention the items that have been removed from
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the congent calendar. Correct me if T'm wrong.

FXFECUTIVE OFFICFR WARREN: All right.

CHATRMAN DAVIS: The following items are removed
from the congsent calendar. C21. (€33C. item number 60. consent
item number 65, number 81, number 86. number 88. and number
47.

FEXFCUTIVE OFFICFR WARRFN: 88 igs a reqgular calendar
item which is to be removed.

CHATRMAN DAVIS: All right. 88 is removed from the
agenda.

FXECUTIVFE OFFICFR WARREN: Yes.

CHATRMAN DAVIS: Okay.

EXECUTIVE OFFICFR WARREN: But vou have the numbers
correct, ves. sir.

CHATRMAN DAVTS: Do anv of the members want to pull
any of the items from the consent calendar? All vight.

Tg there anv objection to the adontion of the
consent calendar?

No the two speakers have any obiection if we adopt
their item vrather than pull it from the congent calendar and
run the risk that we'll find some fault with it in light of
vour Leslimony?

Hearing no obiection then the congent calendar is
adopted.

88 has heen -—- can we keep it down, please? 88 has

el
2
o
o
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been wilthdrawn.

Mr. Warren. would vou gpeak to item 897

EXECUTTVE OFFICER WARREN: Ttem 89, Mr. Chairman
and Commissioners, is a non-controversgsial item but we thought
it should be brought to vour attention because of its
significance. Tt would authorize the purchase of 10,000
acres in north San Pablo Rav known as the Cargill Salt Ponds.
The purchasing parties would be the Wildlife Congervation
Poard, the Coastal Conservancy,., the Shell 011 Spill Trustees,
of whoge number we are one, and the Kapiloff Land Bank Fund
administered by the commission.

This item seeks approval for the execulive officer
to purchase up Lo 1.000 acres at no more Lhan one million
dollars. The item is submitted to vou in that wav becauge it
1is not known exactlv whal amount the Kapiloff Bank will
contribute. Most recentlyv we heard that perhaps we could, no
more than 486,000 1 believe would be required from Kapiloff.
But. in anv event we. in the pagt we've indicated our
willingness to recommend to vou up to one million dollars,
and so thigs item would ask for vour approval to spend up to
that amount in exchange for up to 1,000 acres of the 10,000~
acre paraceal.

CHATRMAN NDAVIS: Make gure T understand. The staff
reguest is thal we authorize up to a million dollars worth of

cwapital funds should thev be Torthcoming for the stated
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purchase?

FXFECUTTVFE OFFTCFR WARREN: The funds are available.
We have the funds available. The question is how much will
be necessaryv in order to supplement the funds from under,
from other funding agencies. Wildiife Conservation Board I
think is spending up to a million and a half. Coastal
Conservancy a million, and the Shell 01l trustees six and a
half million. for a total of len million dollars at 81,000 an
acre.

CHATRMAN DAVIS: Do anv of mv colleagues have any
guestions?

ACTING COMMTSSTONER PARKFER: Mr. Chairman, I just
have one question of Mr. Warren. Tf there's no contention
about the amount of acreage that we're talking about -- is it
10.000 acres?

EXECUTIVE OFFICFR WARRFN: That's correct.

ACTING COMMTSSTIONER PARKER: So it's just a matter
of how much funds are available from the other entities who
are participating in this?

EXFCUTIVE OFFICER WARRFN: That's correct.

CHATRMAN DAVTS: Thevrefore it's at least possible
that we won't have to spend all of our million dollars.

EXECUTIVE OFFTCER WARREN: That's correct.

CHATRMAN DAVIS: All right. Doesg anvone in the

audience want to speak in favor of the proposal?
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NDoes anvone care Lo speak in opposition to it?

ACTING COMMISSTONER PARKFER: T would move the staff
recommendation.

CHATRMAN DAVIS: All right. Do vou second that?

Then the staff recommendation is adopted
unanimously.

And I want to commend Mr. Warren who I know worked
personally on this project dilligently, and the entire staff.

FXFCUTIVE OFFICFER WARREN: Thank vou.

CHATRMAN DAVIS: These davs it's not easy to put
together that kind of public private funding.

EXFCUTTVE OFFICER WARREN: This is a significant
acquigition in my opinion.

CHATRMAN DAVTIS: Verv good work. Now we go to item
30.

FXECUTTVF OFFTCER WARRFEN: Ttem 90. Mr. Chairman
and Commissioners, is a recongideration of a proposal by the
City of Hermosa Beach for leasing of offshore parcel for the
purpose of oil development. Tt will be presented to vou by
Mr. Hager of the Attorneyv General's office.

CHATRMAN DAVIS: Welcome,

DEPUTY ATTORNEY GENFRAI, HAGER: This matter has
heen bhefore vou before. Tt's a proposal bv the Cityv of
Hermogsa Beach 1o lease itgs granted tide and submerged lands

for oil and gas development. Thesgse granted lands are within
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a drilling sanctuarv which encompasses Santa Monica Bav. And

in order for the cily to lease the lands it must receive
approval of its leasing proposal [rom the Commission. And in
order for the Commigsion to give that approval it must make
several findings, three Lo be specific. Tt must find that
0il ig believed to be contained in the tidelands, that the
oil 1is being drained from wells on adjacent lands, and that
the Jeasing of the tidelands is in the begt interest of the
the gtlate.

In June of 1962. the Commigsion found that oil was
believed to bhe contained in the tidelands and was being
drained bv wells on adijacent Jands. Tt based this finding on
an interpretation of the operative statute 6872 of the Public
Resources Code that drainage can be a product of a reservoir
pressure differential causing mass production of wells that
are currently plugged and abandoned. That wag the opinion
advanced by the city and its lessees. All it did at that
time was make a drainage finding. Tt did not move on to the
igsue of approval of the lease because at that Lime agreement
had not been reached hetween the citv and the staff regarding
the adequacy of the environmental document and the sharing of
the revenuegs that would be produced by the 0il and dgas
development. When agreement on those issues was reached the
matter came bhack to the Commisgion -~ this was in April of

'93.
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Al thalt time the issue before the Commission was
approval of the lease. The Commisgsion approved the lease
making all of the three findings. One, that oil and dgas is
hbelieved to be contained in the tidelands. it's being drained
hv wells on adijacent land, and leasing was in the best
interest of the sgtate.

Following that action a grvoup of, several
environmental groups composed primarily of residents of
Hermosa Beach sued the Lands Commission. Thev brought a writ
of mandate in Losgs Angeles Superior Court. Their challenge
was successful. The court, however, made several different
riulings.

One. 1t sustained the interpretation that the
Commigssion made that drainage must, vou can, vou can have
drainagde even Lhough there are nol. anv aclivelyv producing
wells. There are wells Lhat had previously produced that,
created a pressure differential within the reservoir.

TL also found that there was substantial evidence
supporting that finding. but where the court had a problem
wag that the court felt that the Commigsion's, in the
Commission's decision it did nol make adeguate factual
Findings supporting its determination that leasing of the
sanctuary Jlands was in the best interest of the gtate. And
for this reason it granted the petition and remanded the

matier bhack to the Commigsion to recongsider its decision.
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The staff has prepared a rather lengthy calendar
item that fully discugses the issueg and the options
available to the Commission. There are people here from both
sides. both environmental groups and the citv and its oil
companies, and T think thev all have quite a bit to say. If
this is an appropriate time to let them speak or if vou want
more discussion from us.

CHATRMAN DAVIS: Tet me make sure we frame the
issue. Ts the whole matiter belore Lhe Commission Lo no vote
or are we only to deal with the third component, the third
finding which is whether or not this is, real driliing is
necegsary in the begt interest of the state.

NDEPUTY ATTORNEY GENERAIL HAGER: The former, the
whole matter is before vou. Thev know vou can be guided by
what the court said, but it is remanded to vou to reconsider
vour decision, so ves, it's before vou.

CHATRMAN DAVTIS: Mr. Warren, how do vou suggest we
proceed?

EXECUTIVE OFFICFR WARREN: We have, vou have before
vou, Mr. Chairman, atlendance records of those who want to
apeak for the item and there are five such speakers. and the
attendance record sheets before vou are in order of their
appearance.

There are six speakers who want to speak against

the item, and the attendance record sheels are in order of
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their reguest of Lhe appearance thev've reguested. T suggest

that each side be given a reasonable period of tinme.

CHATRMAN DAVTS: Three or [four minutes?

EXECUTTVE OFFICFR WARRFN: Well --

CHATRMAN DAVIS: Five minutes?

GENFRAI. COUNSEI. HTIGHT: Mavbe five --

EXECUTTVE OFFTCER WARREN: Five minutes.

GFNERAI. COUNSFI. HIGHT: -- per person.

CHATRMAN DAVIS: Yeah.

FXFECUTIVE OFFICER WARREN: Per person, that would
be more, ner person. T was a little hesitant. Three minutes
per pergson would appear to me to be adequate, that would bhe a
total of 15 to 20 minutes each side.

CHATRMAN DAVIS: Okav. Would the staff care to
make anv obther preparatorv remarks or recommendations? You
want. o wail until the conclusion?

EXFCUTIVE OFFTCER WARREN: T think we prefer to
await the conclusion of the testimonv of the witnesses.

CHATRMAN DAVIS: A1l right. Fine. The first
wilness in favor of the proiecl ig the city manager of
Hermosa Beach, Stephen Burrell.

And T might add. as vou come up, Mr. Burrell, if
there's some way that the proponents as well as the opponents
can decide amondgst themselves which individual points theyv

want to make so that each proponent doesn't say the same
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Lthing as everv other proponent and each opponent doesn't sayv

the same thing as everyv other opponent. This is the.
apparentlyv this is the third or fourth time this matter hasgs
been before the Commission.

EXECUTIVE OFFICER WARREN: Yes, sir.

CHATRMAN DAVIS: Okay.

MR. BURRELL: Mr. Chairman and Lieutenant Governor.
thig ig acluallyv the first time I've been before the
Commission so T'd like to introduce mvsell.

Mv name ig Steve Burrell and I'm the city manager
of Hermosa Beach and T appreciate the opportunitv to -- is
this on?

ASSTISTANT FXECUTIVE CQFFICER TROUT: You have to get
very close to it.

MR. BURRELL: That sounds bhetter. Okav.

T appreciate the opportunity to address the
Commission todayv regarding the Superior Court's action to
send this matter back to vou so the Commission mayv explicitly
slale the begt interest finding for the record and cite the
evidence supporting such a finding.

At this time I'd like to make a few, take a few
moments to review the historv of the project which T think
sheds some light on why vou're here todav.

Tn 1919, the ity received the agrant of the state

of the tidelands submerged lands of the Santa Monica Bayv that
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were within the cily limits.

Tn November of 1984, the voters of Hermosa Beach
approved two exceplions Lo a priov prohibition of oil
drilling that would allow drilling to take place in the city.

The [irst measure allowed oil drilling to take
place in the tidelands from a site that the citv owng at its
maintenance vard. This is at the corner of Vallev Drive and
Sixth Street,., approximately a half a mile inland from the
shoreline.

Second measure allowed drilling on an upland only
site, onshore gite that was then owned bv the Hermosa Beach
School District commonly known as the South School gite.

This is aboul one block south of the maintenance vard.

In September of 1985, the citv applied to the State
L,ands Commission For approval of the lease for the tidelands
Tor exploration and production of ©0il and gas in order to
of Fgset the drainage cost by the Redondo Beach tideland wells.

In November of 1985, the Commission acknowledged
receiplt of the application, directed staff to work with the
city on completing that application, and report back to the
Commission as soon as possible.

The citv advertised and solicited bidg for oil and
gas leaks of a city-owned onshore properties in June of 1986.
GLG Energyv. Windward Associates, and Macpherson 01l were the

successful bidders.

PFTFRS SHORTHAND RFPORTTING CORPORATION (916) 362-2345




13

14

156

16

17

18

19

12
And the ity entered into a o0il and gas lease with

surface drilling where the operation was confined to the
onshore cityv maintenance vard sites in October of 1986.

The city then began the process of preparing the
Fnvironmmental Tmpact Report which lasted for several vears.
Ag part of the EIR process and as a mitigation measure, the
project was consolidated from two sites to one. The South
School site was dropped, and Macpherson 0il subsequently
entered into a separate agreement with the School District so
thev would receive rovalty from the o0il drilling.

After numerous public hearings, extensive public
inpul., the City Council certified the final EIR on Mav 8,
1990, and in an accompanving statement of overriding
congiderations, subiect to Commigssion approval, the Cityv of
Hermosa and Macpherson 011 entered into a tidelands lease
Januaryv 14th, 1992.

On June 30th, 1992, the Commission found that the
tidelands were being drained pursuant to the Public Resources
Code. On April 28, 1993, the Commisgssion approved the oil
and, o0il -- excuse me, 0il and gas lease between the citv and
Macpherson 0il, the final FIR, the accompanving étatement of
overriding concerns, and the Memorandum Of Understanding
between the citv and the Commission staff stating their
agreements Lo project-related matlers of interest and concern

to the Commission and the state.
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As was mentioned earlier., Hermosa Beach Stop 011

Coalition and others commenced an action for writ of mandate
on August 17th, 1993, challenging the Commission's 1992
drainage finding and its approval of the tidelands lease.

The Superior Court has now sent this matter hack to
the Commisgion Lo explicitly state for the record that the
propogsed lease would be in the best interest of the state.

As the transcript of the June 30th, 1992 public
meeting reveals, there was gsubstantial evidence presented to
gupport a finding that the proposed lease would indeed be in
the state's best interest. There was testimonv offered that
the proiject would potentially produce 30 million barrels of
0il over a 20-vear period. And one, will generate revenue
for the Citv of Hermosa Beach School Digtrict, State of
California.

And two, decrease the state's reliance on imported
01l from obher states and nations.

And three, create iobs.

And four, provide additional and better open space
facilities available to all Californians.

CHATRMAN DAVIS: You're down to about a minute, Mr.
Burrell.

MR. BURRFLI:: I'm timed perfectlyv. The city
requests, respectfully requests that the Commission vreaffirm

its prior finding of June 30th, 1992, and explicitly state
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the finding that the proposed lease is in the state's

interest along with the evidence of supporting such a
finding.

That. concludes myv remarks.

T would like to next introduce Don Macpherson.

He's the lessee with the cityv.

CHATRMAN DAVTS: Okav. Mr. Macpherson, vou want to
speak next?

MR. MACPHERSON: Please.

CHATRMAN DAVIS: We have Mel Wright next in line,
but if Mr. Wright doesn'i mind.

MR. MACPHERSON: Thank vou, Commisgionersg, for the
opportunilty Lo speak.

As previously stated, there's been two votes in
Hermosa Beach ol the people. Both overwhelmingly approved
03l and gas development from the Hermosa Beach citv vard.

CHATRMAN DAVIS: Just a little stickler for detail
here. The second one didn't put the issue of drilling again,
did it? The issue was just how the rovalties would be
divided?

MR. MACPHERSON: No. the second one was how the
revenue, whatlt would be done with the revenue to buy parks and
open spaces. Specifically the vote wag to buv parks and open
space which was the decision of the public with the revenue

from the oil.
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CHATRMAN DAVIS: Okav.

MR. MACPHERSON: With that vote the next step for
the city was to prepare a Request For Proposal. Before doing
so the citv went to the State Lands Commission to conclude
what it would, what steps were necessary to lease the granted
title. The State lLands Commission gtated thev had to make
three lindings:; that there was oil, that there wag drainage,
and that it was in the best interest of the state.

The city submitted drainage data to the State Lands
Commission staff. And at that time the staff stated that
there was sulficient evidence to make the drainage Tinding.

The next gstep for the citv was to adopt a oil code.
The city went through a series of public hearings which
ultimatelyv did adopt an o0il code which permitted oil drilling
in the ¢ity vard.

The next step was for the cityv to prepare a Redquest
For Proposal. The cityv did go out on a competitive basis for
bids to develop the c¢itv vard. Part of the bid included the
obligation for the bhidding company to pay for the cost ol an
Fnvironmental Tmpact Report necessarv to obtain approval of
the tidelands lease. Macpherson 0i1 Company and GLG were the
succegsaful bidders.

The next step was an Fnvironmental Impact Report.
Over a series of public hearings, both in the Planning

Commission and City Council, the Environmental Impact Report
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was ulbimately certified by the Cityv Council as being

accurate and adequale.

The Ewnvironmental Tmpact Report ididentifies the
environmental fimpacts of the project. and then it makes
recommended mitigation measures to mitigate those impacts.

Those mitigation measures were then made a part of
the conditional use permit with the citv. Conditional use
permit was adoplted in 1993 after a series of public hearings.
There were 108 conditions in that conditional use permit.

In that procegs there's been a total of 11 public
hearings on this process. In addition to that there's been
four public hearings here at the State lands Commigsion.
including this hearing todav.

Ag far as the project ig concerned, Macphergon 0il
Company has conducted engineering and geologic studies to
determine how much recoverable oil there mav he in Hermosa
Beach. Thegse studies include seiswic studies, horizontal
drilling. technology studies. And the one thing we can sav
aboutlt Hermosa Beach is the geologyv is only as good as the
information.

Here in Hermosa Beach we are fortunate that we have
60 wells right next door in Redondo Beach. We have several
welles in Hermosa Beach that were drilled before the original
prohibition. There were several portholes drilled offshore

plugs there wag geismic data. With all that information we
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weere able Lo come up with our estimated recoverable reserves

which totals up to 30 million barrels.

Now we've made estimates of how much revenue the
city would receive based on their rovaltyv ship —- cityv,
state, and public.

CHATRMAN DAVIS: Is there anv revenue at all for
the state?

MR. MACPHFRSON: T believe that there is revenue
that benefits the state, ves.

GFENFRAI. COUNSEIL: HIGHT: There will be no revenue
coming to the state general f[und, no revenue -- the onlvy
revenue to the state will be throudgh income tax and the like.

MR. MACPHERSON: We'wve prepared estimates and we've
recently prepared egtimates based on current o0il prices. 0il
prices as vou mayv know vaaillate up and down, but we've taken
the last five-vear averade o0il price for thisg particular oil.

The last five-vear average was S14.60 a barrel.
Agsuming $14.25% a barrel and assuming 27 million barrelgs of
0il recovery, the total revenue Lo the public would be $104
million, of which the cityv would be entitled to 71 million:
the school would be entitled to roughly five million:; and the
public land owners, 28 million.

TF vou -- that's bagsed on currenl oil price based
on the last five-vear average and an inflation factor of four

percent. TI vou assume oil prices did not increase at all,
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just take 814, and did not egscalate at all over the life of

the proiect which ig 20 vears, there would still be total
revenue Lo the public of S$S78 miliion.

Clearly Lhis project brings revenue to the citv.
Tt's a good project to the ciltv. TU's a good project to the
public. And it's a dood project to Macpherson 0il Company.

The c¢ity has saleguarded itgelf bv providing a
minimum rovaltyv requirement. of $500,000 a vear regardless of
what the o1l prices are or what the 0il guantities are. At
current prices we will develop this project. TIt's a qood
project and we plan to develop it at current prices. There
is up side on lower prices related to the Alaskan North Slope
issue which ig currently being discussed in Washington D.C.,
and if Alaskan North Slope is releasgsed from its current ban
there could be an increase in California oil prices somewhere
between S§3 and $5 a barrel based on recent studies. To date
Macpherson 011 Company has spent two and a halfl million
dollars on this project and we, as 1 gaid earlier, it's a
good project. The benefits to the city and state —-

CHATRMAN DAVIS: You're down to vour last minute.
T'm dust trvivig to bhe a good timekeeper.

MR. MACPHERSON: Okav. 1'11 hurrv along here. Let
me just speak to the drainage issue then if I mav.

Apart from a definitional question which has been

laid to rest, there's been no difference of opinion on the
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issue of drainage. There have been several studies made in

the past. and T have copies of those studieg here which T
helieve are all part of vour administrative record.

In Januaryv, 1977, in a report prepared bv the State
l.ands Commission's division, which was a joint effort between
the State Lands Commission and the Citv of Hermosa Beach,
prepaved by redgistered geologist Paul -- Robert Paul,
registered geologist John Cothunter, and regigtered engineer
Ragi Shaki. Thev stated,

"The upper main zone, the extensgion

of o1l galuration reservoir conditions

into the Cityv of Hermosa Beach granted

lands and drainage of same bv boundary

wells is logical."

Number two, in the lower main zone, significant
accumulated oil production from border wells completed in
this zone, compared with interior lease production wells that
suggest thal the existence of drainage of larger areas than
the leased lands, including the City of Hermosa Beach granted
landg in a report prepared on July, 1985 bv Robert Hacker for
the City of Hermosa Beach.

Robhert. Hacker stated. guote,

"A11l the evidence presented in this
report egstablisheg that not only has

there been drainage from Hermosa Beach to
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Redondo Beach in the pasl, but it is

currently ongoing and will continue in

the future."

On March 19th, 1986 in a letter from the State
Lands Commigsion executive officer Claire Dietrich to the
Hermoga Beach council member Garv Brut, she stated,

"Further, since our meeting of

December 3rd, the drainage question has

been re-examined and detailed bv our

engineering and geologic gtaff who

helieve drainage is taking place."

On March 20th. 1986, in a letter from State Lands
Commission gsuperviging mineral resource engineer, Al Willard,
to the Citv of Hermosa Beach manager Greg Mever he stated,
quote,

"That the geologic and engineering

stalflf of Commission has complelted a

analvsis of production characteristics of

wells completed in the adjacent Redondo

Beach tidelands. The stalf has concluded

that there 1ig sufficient evidence to

support the drainage finding."

Tn Februarv of 1992, a report prepared by Leonard
Brock and Mel Wrighl. for the City of Hermosa Beach. They

state, quote,
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"Tt is our strong prolessional

opinion that continued draivage of the

Hermosa Beach tidelands tract is

pregentlv taking place. Such drainage

will continue until the pressure

depletion caused byv 34 vears of offset

production resulting in five million

barrels of o0il has been gtabilized."

There's never been a question of drainage over the
pasglt 18 vears and nothing hag changed the facts on that
iassue.

On the issue of the begst interest of the state.
this project will create 342 high paving jobs. In addition,
it will allow the recoverv of commercially valuable o0il which
would otherwigse be permanently lost.

The economic benefit includes tax revenue to the
state. And that revenue ig in the form of state tax, sales
tax, and propertv tax.

FPurthermore, il will reduce the state's dependence
on imported oil from other gstates and countries.

CHATRMAN DAVTS: 1T'm going to have to ask vou to
wrap up here.

MR. MACPHFERSON: Okav. T'11 ijust wrap up by saving
thal. last vear in April, 1993, the State Lands Commisgsion

approved the tidelands lease. And when thev approved. when
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this Commission approved it at that time it was my opinion
that the Commigsion did so because thev believed that it was
in the best interest of the state. And I suggest to vou that
nothing has changed. It currentlv is in the best interest of
1the state, as 1L was then, and we respectfully request that
vou approve the tidelands lease and conclude that it isg in
the best interest of the state. Thank vou verv much.

CHATRMAN DAVIS: Thank vou, sir.

MR. MACPHERSON: T do have [or the record copies of
these T'd be happv to give to vou.

CHATRMAN DAVIS: All right. We skipped over Mel
Wright.

MR. LFF: Fxcuse me. Mr. Chair, we had set an
order in which the cityv was going to make its presentation.

Mv name ig Edward Lee. I am actually going to be
the next Lo make the presentation on that.

CHAJIRMAN DAVIS: What happened to poor Mel Wright?
Did he die or what hapnened?

MR. I.LEF: He's right here.

MR. WRIGHT: Put me on the boltom of the pile,
nlease.

CHATRMAN DAVIS: All right. Number two.

MR. LEE: Thank vou, Mr. Chairman.

(CHATRMAN DAVIS: State vour name for the record,

please.
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MR. L,EF: Mv name ig Fdward Lee. I am with Oliver,

Barr and Voge. T'm agsistani city attornev for the Citv of
Hermosa Beach.

CHATRMAN DAVIS: Welcome.

MR. ILEFE: And T'm here today before vou primarily
just to emphasize again the Jegal context in which the city
finds itself before the Commission again.

We have asserted and we continue to asgert that in
fact this bodv made its finding of the best interests in the
State of California in April of 1993. The Superior Court has
sent it back to this bodv simply because vou failed to say
the magic words and that wagn't part, thal was the basis for
Lhe court's remand of this matter back to vou. That court
upheld the legal foundation for vour findings with respect to
the existence of oil and the existence of drainage.

T have a copv of that court order to submit to vou,
and for vour review. You can see exactly the language of the
court.. T think it's fairlv clear that the court has only
asked that vou make that finding and essentially sayv the
madic words and allow us to proceed with a decade worth of
effort on the part of the c¢itv to trv and get oil drilling in
place as approved bv a vote of the people of the City of
Hermosa Beach.

The, there are a number of issuegs that have been

raised by staflfl with respect to environmental issues. Tt's
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our contention Lhat there have been no new environmental

isgues raised, either in the several public hearings that the
¢ity has conducted on this matter, in light of the various
permits that have had to be issued. In point of fact, the
aityv has imposed 108 conditions under ites conditional use
permil. to allow o0il drilling as already noted. The
environmental concerns of this body, the Commigsion, were
addressed in a Memorandum Of Understanding which was executed
hetween the ity and the gtate in April of 1993.

ITn point of fact, if environmental concerns are
true then that 18 an issue that's going Lo be decided bv a
court within the near future as there has been a subsedquent
writ action filed against the citv to contest the adeqguacy of
our environmmental findings and actions.

We again are simply here to ask vou to restate vour
decigion that was made in April of 1993. Along those linesg T
have with me and would like to present to the Commission a
proposed draft resolution which would gav the magic words,
and if T can submit that to vou. T would note that a copv of
this draft resolution had been submitted to vour staff
earlier and T pregent it to vou again.

Notwithgatanding the scope of the court order, staff
continues to raise the 1ssue of drainage which we believe
vou've alreadyv made a finding of. TIn that respect the city

has brought with us and agsked that to attend this
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Commission's meebing., the citv's consultants on oil. Mr.

Leonard Brock and Mr. Mel Wright., the infamous Mr. Mel
Wright, are both here in the audience to present testimonv.
Theyv both have extensive expertise in the oil indugstryv. Theyv
are here and available to answer any technical questions that
vou mav have if vou wigh to reopen that issue, which we would
hope vou would not.

And at this point, Mr. Brock -- I would turn this
microphone over to Mr. Brock who will make some preliminary
comments and then again be available to answer anyv technical
guestiong vou mayv have on this issue. Thank vou.

CHATRMAN DAVIS: T just —--

MR. LEE: Yes.

CHATRMAN DAVIS: T just have one guestion. As I
read this order from Judge Wavne, it basically savs that we
need. as vou suddgested. to make an explicit finding that the
proposed ruling is in the best intereslt of the state, or to
vacale and set aside or revoke our action of 1993.

So our, as Attorneyv General's representative has
stated, our charge here is a little broader than just simply
adding the magic words.

MR. LFF: We're asking vou to consider the equities
and fairness here, that in fact the «aityv has been back before
vou several times over the last decade asking for approval of

this oil and gas lease, and that in point of fact we believe
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that the Commission made 1its' finding, all of those three
findings as required byv the Public Resources Code in April of
1993, and the only reason why we're back here is because vou
didn't gav the magic words.

CHATRMAN DAVTIS: T'm not insensitive to that but
the order did not say that.

MR. LEE: I understand.

CHATRMAN NAVTIS: Are there anv questions? Yes.
air.

MR. BROCK: T am lLeonard Brock. and unlike Steve,
the c¢ity manager, T have been in before. T believe the first
time Glen Anderson was sitting here, Alan Cranston was
sitting there, and Hale Champion was on the end.

CHATRMAN DAVIS: T hope vou weren't here on this
issue.

MR. BROCK: Anvwayv, T think that this drainage
issue has been reallv beaten to death. Our report was
migsinterpreted bv the State Lands' staff. We did not base
our opinion that the high pressures in Hermosa were
projections of the Stinnett wellg. We knew that under
original conditions the Hermosa Beach properties were at
hvdrogstalic pregsures.

The first pressures taken in the wells drilled were
at hvdrostatic. All of these reports from the geoloygyv shows

thal these reservoirs that we'vre producing on Redondo
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extended under Hermosa Beach. T don't think there's an

e

anvone lhat has contested that. 1 believe that probably the
one sltatement by the state Lhalt there was no drainage because
there was no evidence, no credible evidence of commercial
gquantities of oil migrating.

First of all, T don't believe that there, that is
necessaryv, but T do also believe it's incorrect. T believe
that with the high pressures that existed on the Hermosa
Beach that there was extensive 01l migrating and is still
migrating to the lower pressure areas, the known lower
pressure areas in Redondo Beach.

When vou sav credible, the State stalff indicated
that vou must have a well drilled into an area to know what
ia there, or to be credible about what is there. 1If that had
been the case, we probably wouldn't have anv oil in the
United States now. Almost everyv time, with the exception of
Tives, structural or seismic blaze have been by wildcat
drillers drilling into areas there was no wells before.

Also to sav that it's credible to think that
there's extensive 0il production under Hermosa is the fact
that we have all of these geologic studies. We have a
seismic¢ studv that indicates there are highs under Hermosa
Beach.

I believe that the fact that a gsmall producer is

willing to expend large sums of money to prove what he thinks
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is there, T think lthat's credibile evidence that there's a

good pogsibility that there's oil there.

Tn addition to this let me sav, T believe it's
possible that there are commercial, exlensive oil in the
extensions of Lhe currvent production under Redondo Beach. 1
believe there's a posgsibility that thege reservoirs that are
known to extend under Hermosa Beach could possibly have false
or permeabilily barriers that will allow additional
production fFrom those same reservoirs. 1 believe there's the
possibilitly that there's o0il that exists deeper and in other
formationg thalt do not exist in Redondo Beach.

7 think with all of those things vou have to say
that it's credible Lo think that there is additional oil to
be recovered under Hermosa Beach.

We have reviewed Macpherson's 01l Companv's
estimates and proijectiong of revenue and oil recoveryv. We
find that, that they are based on realistic assumptions, and
we think it's verv possible that there is a large commercial
nil field under Hermosa Beach.

CHATRMAN DAVIS: Anv quegtions bv the members?
Thank vou, Mr. Brock.

CHATRMAN DAVIS: Now, Mr. Wright.

MR. WRIGHT: Mr. Brock stated most all we wanted to
sav. Can T just pass and sayv something later if I want to or

do I pass oul?
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CHATRMAN DAVTS: Well vou certainly don't pass out.

Do vou have anvthing elge to add to the Commigsion's
deliberations, Mr. Wright?

MR. WRIGHT: Not at thig point. Mr. Davis. Thank
yOou.

CHAJRMAN DAVIS: T'm not duaranteeing vou have
rebuttal righls, but T appreciate in the interest of time vou
foregoing vour opportunitv to sgpeak. All right. That
concludes the people who have signed up to speak on behalt of
this project.

Does anvone else from the audience care to come
forward to speak on behalf of the proposed project? All
right. Then let's move to the opponents.

Iin the order given to me -- and T would again
encourage the opponentg to tryv and make differing points
during their testimony, the first is Jan Chatten-Brown.

MS. CHATTEN-BROWN: Thank vou, Commigsioners. We
have coordinated amongst the various opponents to the project
and will trv to be as succinct as posgsible. T would ask the
forebearance of the Commissioners in lerms of, to give us
some leewav on Lime. We'll trv to be as concise ag possible
but guite a number of people came a long distance because
there is a tremendous environmental igssue here.

and T am, as indicated. Jan Chatten-Brown with the

Jaw firm Shute, Mihalv and Weinberger here representing both
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a4 community group, Hermosa Beach Stop 01l Coalition:; and
three envirommental groups, American Oceans Campaign, and
Liga Weill from the campaign is also here; Heal the Bay, Roger
Gorky will be speaking; and Terry Tamminen from the Santa
Monica BavKeeper sent a letter but was not able to be present
because of a previous commitment. Three members of the
Hermosa Beach Stop 01l Coalition will also address specific
issues as referenced on my materials.

T do want to underscore a slight difference in an
interpretation from Mr. Lee. T was looking for the
transcript from the hearing but in fact the judge made it
veryv clear, first of all, that on the igsue of drainage the
action of Lhe Commission guote, "Ts not clearlv erroneous or
unauthorized."”

That was the question of whether or not vou could
have drainage when there was simply migration without any
actual extraction of o0il. She did not sav. except that it
was in the caption on the, on the tenative ruling that it was
quote “correct." She also made it veryv clear that vou were
free to consider the drainage issues.

CHATIRMAN DAVIS: She said as long as we didn't
abuse our discretion making that finding.

MS. CHATTEN-BROWN: Correct. Correct. At the
hearing back in June of 1992, Commissioner MaCarthy

apecificallyv asked the staff whether there was environmental
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impacts and was told that theyv were minimal. I'm delighted

that the staff has reassegsed their position. In fact, this
is a, this project would result in very substantial adverse
environmenl.al impacts.

and T would like to just slart, since it wasn't
possible for vou to come down to Hermosa Beach T would like
to start by atltempling Lo put -- if T can find it and Tom
Morlev will help me out, the current president of the Hermosa
Beach Stop 011 Coalition.

I'm going to show vou a diagram of the area --

CHATRMAN DAVIS: Can T just interrupt vou for a
second? What I'm going to do is hold the proponents to the
asame total so that's six proponents for five minutes, so vou
get. 30 minutes.

MS. CHATTEN-BROWN: Right. Thank vou. I
appreciate that.

CHATRMAN DAVIS: If vou speak 29 minutegs and they
speak a minute, that's Fine.

MS. CHATTEN-BRQOWN: Thev have definitelyv more to
sav than thal bul T think some of them can be substantially
under the five minutes so hopefully we'll do that.

Just to show vou first of all. This is the
proposed. this is Lhe single asite. Here is obviously the
ocean. Herondo Street is the, is the junction of Hermosa

Beach and Redondo Beach. Redondo Beach has some indugstrial
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developmenlt. That's the Soulhern California Edison plant.
Hermosa Beach isg almost exclugively residential. There is
some light industrial immedialely adjacenl to the, to the
gite which isg right up here.

This is the propertv, the school gite that had bheen
discussed originally for a tank farm. Tt had been considered
in the Environmental Tmpact Report. Tt has gince been
acquired bv the citv as open space. Tt is being developed
this very summer for park space.

Immediately across the street from the site there
is the greenbelt ol Hermosa Beach. Tt was acquisition of
this propertyv that cdused the citizens in 1984 to grant the
exceplbion from the prohibition on oil drilling in order to
generate the funds to acquire those properties. Since then
those properties have all been acquired from other sources.

The, to give vou a little bhit more feel for the
propevty, this is the greenbelt area and we'll pass thesgse
around. This photograph is actuallyv a picture of. people use
the greenbelt for jogging, various recreational activities.
Thig is a picture from the gidewalk right in front of the
site. And vou can see that homes, this is a densely
developed area, regsidential area. There are as many as
three --

CHATRMAN DAVIS: But in fairness. the proposed site

is zoned for industrial purposes.
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MS. CHATTEN-BROWN: Yes, it is. but the adjacent

properties are all very light industrial. There is no heavy
industrv in the Citv of Hermosa Beach. There's just
commercial,., light dindustrial, silk screening, Body Glove.

And this is a photograph actually looking at the
gile. The cityv maintenance vard is there now. This would be
the view with a 135 foot derrick looking toward the ocean
from the homes on the hill above. Thisgs ig in the bottom of a
natural gully. There's sand dunes now covered with homes to
the wegt of it. There are homes to the east of it and all of
them look down. This forms a natural kKind of amphitheater in
termg of noise. Visually the people that have homes to the
east will have their view toward the ocean now pierced by 135
foot. derrick which is about five stories high.

COMMTISSTONER MCCARTHY: Mayv T make a comment,
please?

MS. CHATTEN-BROWN: Uh-huh.

COMMTSSTONER MCCARTHY: It would be very helpful if
vou and the other witnesgses understood the role of the State
Tands Commission in a matler 1ike this before us.

We do not. sit as the Cityv Planning Commission. We
are trving to fulfill the requirements of state law directing
this Commission to protect certain public interests.

We could be totally svmpathetic toward every point

that vou're makinag regarding the view. regarding the, vou
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know,. the impaivmenlt of the general area because of this
rather than an additional residential development.

If there is a historv of the Citv of Hermosa Beach
having explored these issues and having made a finding at the
local level yvou're free to raise these points, but T think
perhaps vou hit on what we have to look to under state law.

Now it's different offshore because that's under
state jurisdiction and we have heen very restrictive in not
allowing a lot of offshore oil drilling to the dismav of manv
people in the industrv. When it's onshore and within a
political subdivisgsion that under state law is given authority
to make certain decisions that's made there, and when this
gels Lo us we lLhen have Lo base our decisions on the role of
the State Lands Commission. I just want vou to appreciate
thatl.

MS. CHATTEN-BROWN: T do appreciate that bhut
certainly --

COMMTSSTONFR MCCARTHY: We can't substitute our
Jjudgment. —-—

MS. CHATTEN-BROWN: T understand that and we do
have a separate --

COMMISSTONER MCCARTHY: -- even if we disagree with
it.

MS. CHATTEN-BROWN: And we do have a separate

lawsuil involving the California Environmental Qualityv Act.
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But on the question of what is in tLhe state's interegt, the

judge, without any briefing on this issue had stated, vou
know, 1f vou're going to consider the environmental impact
vou're really talking about the balance. If there are
adverse envivonmental +impacts and, as we believe there are,.
no gignificant economic benefits. In fact, there mayv be no
economic benefits.

I mean, we will address the igsue of drainage. We
have a petroleum geologist that reviewed this and we do
concur with the staff on that issue. but I wanted to make it
veryv clear we're not talking aboul a project that has minimal
environmental impacts. This has verv significant
environmental impacts both to the immediate community and of
dgreat concern to Santa Monica Bay, because once vou 1ift the
01l and gas sanctuary for one location that can be the domino
hecause vou do that, and if they found o0il, which we doubt,
bul then the adjacent jurisdictions to them would then come
back to vou with the same request. Tt reallyv makes the oil
and gas sanctuary meaningless in our opinion if you can base
a finding of drainage upon past drilling, many vears in the
past.

CHATRMAN DAVIS: Perhaps keep in mind that this is
a granted, these lands are granled to the ¢ityv without any
mineral reservation. That is not alwave the cage up and down

the coast. That's why we gelt no revenues.
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MS. CHATTEN-BROWN: Correct. Yes. No, 1T do
understand that. but of course I'm going to get to the
finding of drainage. 7T just wanted to point out that a well
that hag been managed by the cityv on this gite for vears, the
Stinnett well and which was abandoned vecently, and this is
in Terrv Tamminen's letter, Appendix A -- and I did tab these
for the Commigsion, ltalks about how he went and discovered
that the hundred gallons of petroleum were leaking from this
0ld capped well. Tt was capped. Tt wasn't capped at that
time. T'm sorryv.

A hundred gallons, even though it wasn't in
operation the c¢ity failed to c¢lean it up until they made, the
Santa Monica BRBavKeeper made a public issue of thigs.

The City of Hermosa Beach is also being sued by the
Natural Resources Defense Counsel for failure to cowply with
provigsions of Lhe Clean Water Act. So we don't have great
confidence in terms of their oversigh! of an operation as
difficult as this. We're talking about --

CHATIRMAN DAVIS: You have, just for the record,
about ten minutes into the presentation.

COMMISSTONER MCCARTHY: We'll deduct time for
aquestioning.

MS. CHATTEN-BROWN: Thank vou. Thank vou. Here's
the diagram, the site plans. When T gsay this project is

being shoe-horned on to a little more than an acre, that's
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very c¢lear from Lhis diagram which shows these five tanks,

which can be 16 feet high and 40 feet acrogss. in close
proximity with the wells and in violation of both the State
Fire Code, and that is included as Appendix —- things are
getting out of order here, Appendix B, the State Fire Code,
and the Public Resources Code., provisions under the division
of 01l and gas regarding well spacing. So I would urge vou
additionallyv not to issue a, approve a lease where the
specilfic plans for implementation of that lease are in
violalion of State Fire Code.

One of the environmental impacls that we feel has
not,, was not adequately addressed initially and certainly now
needs Lo be re-addressed, is the igsue of earthqguake hazards.
And we have a declaration from Dr. David Jackson who's on the
National Academv of Sciences. He is a respected
geophvsicist, teachegs at UCLA. He 1is on the California
Farthquake Prediction Fvaluation Council.

And he said that the reinjection of water into this
site, well the reinjection of water into any site will
increase the likelihood of risk of earthquakes based upon an
I,.A. Times article and other studies that have come out
recentlv about the fact that Northridge has increased the
risk of earthguakes in our basin.

T think that anvthing that would further increase

that risk should be seriouslyv questioned.
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CHATRMAN DAVIS: Could T just interrupt vou for a

second?

MS. CHATTEN-BROWN: Uh-huh.

CHATRMAN DAVIS: You're an enormously well
regpected environmental attornev but just reflect on what vou
just said. We had Lhe Northridge earthqguake so now does Lhat
mean there should be no drilling in Southern California?

MS. CHATTEN-RROWN: No, T'm not saving that, but in
Southern California there are studies that indicate it 1s a
more perilous venbure now bhecause of a certain instabhilitv.
We don't believe the EJIR initially, properlv considered that
issue of earthquakes. Thev've never had the preparation of
the Emergencyv Response Plan, the Hazard Mitigation Plan.

Many of the other plans for this gite had been promised, the
subgsidence gstudv, for example. There's igsues about
ligquefaction. T am saving not that we should never have oil
drilling., vou know, but reallv, perhapgs one of the earlier
witnesses said it best when talking about wildcatting. What
we're saving is wildcatting is not appropriate in the midst
of a regsidential neighborhood.

Macpherson 0il drilling has no experience in urban
oil development. Franklyv, T'd feel a little more comlortable
if vou were talking about somebodyv with a great deal of
experience in this kind of development to put this kind of a

projeclt -- not gaving there should be no 0il drilling.
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T, we are verv concerned about the impact upon the

0il and gas sancluary in the bay. Pipelines will go into the
bay but could rupture in case of an earthquake. We're saving
on the earthquake isgssue it wasn't properly considered by the.
by the city initially and now there's new information. They
didn't talk about water reinjection at the time of the EIR.
That was raised, that was proposed subsequently because they
were concerned about the tidelands so thev gsaid, "Okay., then
we'll have waler reinjection.” The problem with that is
Lthere are studies that indicate that that increases the
Tikelihood of earthquakes.

T reallv urde vou to look at the declaration of
Dr. Jackson. He talks about two specific studies where when
waler was reinjected into a site thev had a series of
earthqguakes.

CHATRMAN DAVIS: Just again. in Long Beach,
Mr. Warren, don'l we have, arven't there a great number of
wells that currently function in Long Beach as a result of
water injection?

GFENERAI COUNSEL HIGHT: There's probably in excess
of 2,000 wells in Long Beach.

MS. CHATTEN-BROWN: T'm not gsaving. there is the
Newport fault thal goes verv close. We didn't bring in maps
of all the faults., bhut there are several faults veryv close to

this site. T'm nobt Familiar with the faults down in Long
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Reach. T'm jusl saving it's an issue.

T. probablyv because I don't want to use evervbody
else's time, should focus on the issue of drainage which we
really think is critical to thig project anvwayv. We don't
helieve that thigs is 1in the interest of the state for
environmental and economic reasons. But T want to focus for
a few minultes on lthe issue of drainage because the various
reports that have heen submitted -- and first I should sav we
concur with the analvsis of the Commigssion staff. FEven if
there was drainage in the past, which is questionable., there
is not drainage today.

First, we think, and the letter presented bv our
petroleum geologist who again is, I think has impeccable
credentials. He teaches petroleum geology at UCLA. He is
Exhibit H of the documents. He serves on the State Board for
Registration of Geologists, etcetera.

He examines and it goes through, and again I would
urge vou Lo read this because I'm not going to have time to
go through each of the points, but he examines the issue of
drainage and concludes, and this is the most relevant portion
hased upon the maps,. division of o0il and gas maps which he
Jooked at which do not gshow the reservoir extending
significantly into Hermosa Beach, jusbt a tiny, tiny portion
that goes into it all, reviewed the production data from the

Redondo Beach wells which were well over 96 percent water
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before theyv were shul down.

I mean, this is why Redondo Beach shut down their
wellg, because theyv were producing water. And those ave the
only wells, if in fact thig is one reservoir which is the
only wav vou could approve a finding of drainage then the, as
Mr. Hallinger savs —-- it's veryv difficult to again get a flow
of oil once vou've gotten that kind of quantity of watervr.
His point is stated on the fourth page of his letters,

"That thev're located such that it

ig possible that thev did in fact --"

This is the wells directly offsetting the Hermosa
Reach tidelands,

"—— d1id in fact drain some portion

of o0il from under the Hermosa BRBeach

tidelands. This has nolt been

conclusively proven bv the studies

reviewed for the report. Nonetheless,

that drainage, if it did occur,

essentially stopped with the cessation of

production of those wells. 1In fact, the

characteristics of last production of

those wellgs is such as to prevent the

re-establishment of anyv channel of

drainage in the future.

"T therefore must conclude that
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there is no credible evidence of current

drainage from the Hermosa Beach

tidelands.”

T would also point out that of the various reports
prepared by Hester and Hacker, those were in 1984 and 1986,
even then Hacker gsaid quote, "It's doubtful that much
drainage 1is occurring." That's back in 1984. The citv's own
experts in, in the Hester report he said, and 1 put the page
numbers and Lhe exact guote in my materials, quote, "Creating
onlyv slight if anyv drainage." The cityv's own experts. And
then vou have the statement of our expert.

Also, T would bring to vour attention that Mr.
Barker who submitted a letter, T know he's not here today,
but submitted a letter, a technical letter in support of the
reports of Merrill Wright and Brock previously, is a limited
partner in this project, and I would ask vou to count his
previous testimony.

T have a whole entire section on why we believe
that the Macpherson estimates are economic projections, are
unrealistic, and one of the other witnesses, Tom Morlev, 1is
going to cover Lhat.

What T reallyv wanl to sav is the economic benefits,
if any, are minimal. There are issues of diminishment of
property values that will be addressed by another witness.

There is Lhe loss of the recreational values, the open space,
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The park thalt's one block awayv, the greenbelt which is
immediatelv adjacent,. across the street from this propertyv.
There is the loss to the community of a real sense. The tvpe
of community thig is as well as the risk of opening Santa
Monica Bay Lo repeated tideland oil development. And both
Commissioner McCarthyv and Commissioner Davis I know were
extensively involved in offshore o0il drilling issues in the
past.

And one of the reasons for the federal sanctuary
was that this state had a sanctuarv. If that sanctuary is
violated, I think somewhere down the road we mayv have the
speclter, lace the specter of offshore rigs.

We don't believe that the economic henefits offset
the significant envirvonmental impacts. The risk of
additional liahilityv to the citv —- and bv the wav I should
mention Lthat the citv's lease provides that portions of the
rovaltv go into the Emergency Trust Fund. I question whether
that's an appropriate use, the uses of the Trust Fund are
supposed to be for beach pier protection, etcetera, etcetera,
something else that this staflf might want to look at.

Anvway, 1 am going to just clogse in strongly urging
vou Lo disapprove this lease for all of the reasons that arve
listed and ask Lisa Weil to come up.

And I'm sorryv T've gone over mv time. I hope

evervone will he as concige as posgsible,
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CHATRMAN DAVTIS: T'm being a very denerous

timekeeper that we've used up 17 minutes of the --

MS. WEIL: 1'11 speak fast. Thank vou. Good
afternocon, Commissioners. My name 1s Lisa Weil. I'm the
policyv director of American Oceans Campaign. We are a
national organization with offices in Santa Monica,
Washington D.C., and Seattle, and our migsion is basically to
protect and preserve all of our nation's coastal waters.

This proposal is [lawed not only from a technical
point of view but from an economic begt interest of the state
point of view as well. No drainage exisls pursuant to the
provigions of Section 6872 of the Resources Code.

The staff report from State Lands Commigsion
gpecifically articulates that the report offered bv the City
of Hermosa Beach is based on conjecture. Surely conjecture
should not be sufficient to undermine the coastal protection
laws of our state as well as subjecting our precious coastal
waters to the high probability of an environmental disaster.
How many more alarms need to be sounded before we realize
that a Valdeyz disaster can happen in our backvard?

To get to the boltom line, this site is totally
inappropriate for oil and gas development. 0il is a highly
toxic and hazardous fossil fuel. Pollution to our marine
ecosvastem resulting from tanker accidents. pipeline ruptures,

and natural disasters have escalated Lhe past five vears
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since the disastrous Valdev spill.

Technology to respond to oil gpills before
detrimental environmenltal impacts occur is still far behind
in being able to sufficientlv respond and clean up before
damage occurs.

Qur position is that there is no evidence
supporting drainage or that this will be in the best interest
of the state i1s hardlyv based upon conjecture. In fact, vou
have before vou more than sufficient scientific and technical
documentation from geologists and other experts which
strongly support our position.

Santa Monica Bav is designated a marine sanctuary
hy stale law. Drilling is prohibited except in cases of
drainage by other wells. It hag been estimated that a major
Valdev Lype spill will happen in Santa Monica Bay within the
next two decades, which is within the life of thisg project.

This tyvpe of project, unsupported by either
gejentific evidence of facts that would be in the best
interest of the state as well as the inexperience of the
proposed driller would clearlv undermine the state laws that
proteclt our coastal resources and sanctuaries.

0il drilling and a protected marine sanctuarv has
tremendous statewide impacts. We urge the Commission to
reject this proposal. Thank vou.

CHATRMAN DAVTS: Any questions by the members?
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Thank vou.

MS. CHATTFN-RROWN: Tom Morlev.

MR. MORLEY: Thank vou, gentlemen. I have here
some pregentation materials that will allow vou to follow my
presentation a little bit earlier. TIt's five copies of my
pregsentation materials that relate to the financial aspects
of this project. I will make this brief.

Firstlv, Macpherson 0il Company has alwavs had this
estimalte Lo the city regarding Lhe maximum amount of revenue
to the citv and the maximum amount of volume to the citv of
oil to be recovevred. Generally on the first page of that
document it shows that thev expect to —- here, 9.,500.000
barrels ol oil over the life of the project. But theyv also
expect the oil prices to start at $18 and escalate at seven
percent a vear.

The citv tidelands portion of that mineral rovalty
is estimated here at $19.6 million on the estimate the citv's
been, that's been promoted by Macpherson 0il and used bv the
c¢ity in all of their decision process throughout the life of
Lthe FIR and the other studies and public hearings thal have
occurred. Therefore this was the basis, the nine and a half
million barrels, that many decisions were made on in the City
ol Hermosa Beach.

And I'm here to tell vou how that is not a

realistic figure on thig volume oil, that Lhe $18 a barrel
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escalating at seven percent @ vear is not a realistic oil

price, and that tidelands mineral rovaltv will not be $19
million a vear. And in facl, there's very little benefit to
the tidelands with this proiject.

To support that is a letter From Macpherson 0il
himself which during the Environmental Impact Report hearings
Lhere was much discussion about whether or not this portion
of Redondo Beach where the Fdigson Plant is would be a more
desirable gsite, something that's alreadyv industrialigzed
rather than high densityv area of the cityv.

There were six sites that were suggested by the
public. And the State Il.ands Commission in fact asked the
question in their submission for the EIR hearings whether or
not thoge alternate sites had been studied. Macpherson's
responge Lo that was in its' leller on February 27, 1990,
where he gsaid that all of the il could not be recovered from
the Hermosa pool, [rom any alternate site, that this would he
the onlyv appropriate site for the project.

And the pavagraph here justifving that he savs that
he, "The average well will produce about four million dollars
in revenue." And, which means that anv well costing more
than about a million dollars will be noncommercial. He's
stating that there's some limitation to whether or not this
field is commercial. and also that he could not drill more

than 4,700 feet which would limit this project's access, the
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oil field to onlyvy the city vard site.

So in justification of using the c¢itv vard site he
writes this letter. But that letler hasg no reality in
relationship to the o0il promises previouslv made. Again.
Macpherson's original estimate, which Mr. Davig is the first
item in that presentation packet, is Macpherson's original
economic estimate to the citv. TIn that estimate he mentions
that only nine and a half million barrels of oil would be
produced at $18 a barrel, creating the city tidelands mineral
rovalty of nineteen and a half million dollars.

Using the letter justifving why he could not drill
from anv other gite, Macphergon gstates that he would get
maximum, or on an averadge four million dollars per well.
Four million dollars per well doesn't relate to the volume
estimate that he projects his revenues on.

Using Macpherson's o0il prices, because all of this
occurred during the same 1990 period, using his volume of
nine and a half million barrels which creates this $19
million for the tidelands, he would be producing $11 million
per well. PRut in his own letter he states that he couldn't
drill from anv other site because his average well will have
four million dollars a well. Something's not right aboul
these numbers.

His promises to ug are $19 million for tidelands

which means he could have coreated $11 million a well. But
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hig actual letter saving why he has to do it from here savs

he's only getting four million dollars a well. What does
that relate to? Tt relates to Macpherson's own expectation
was less than four million barrels were going to come out of
thigs project in order to come up with this justification of
whyv the proiject has to occur in Hermosa Beach. This number
is very important. Four million barrels is not nine and a
half million barrels. What he mentioned earlier was 27
million barrels of oil. That's three Limes the highest
estimate ever pregsented to the citv. It is eight times --
seven times the amount of volume he relied on to pin himself
down on this one site. Something's wrong with these numbers.
So T have four scenarios of what these numbers
might more likelyv be. This is Macpherson's own numbers, his
nine and a half barrels. We go to a more realistic figure of
$10.50 {for the current oil price of that tvpe of oil. That's
the price thal's stated in your staff report. Using that
10.50 we also escalate Lhe price at seven percent a vear.
Thalt's what was on his original estimate starting at 18. The
total value of 0il at those prices throughout the life of the
project is almost a hundred wmillion dollars for the Hermosa.
for the total volume of o0il times thoge kind of prices. Out
of that hundred million dollars the tidelands rovaltyv would
be about nine and a half million dollars, not $19 million, at

today's prices.
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Bul that figure there isn't realitv. Reality is

what's the present value of a dollar todav. For future
dollar, and he's proijecting the project will be 30 to 35
vears. Todav he said it would be 20 vears. We used the
figure of 24 vears. Ugsing his own volume and today's prices
and the present value reduction of 15 percent, it's not 19
million, it's not nine and a half, it is $3.3 million to the
tidelands.

But there's other cogts involved in this project.
The Ffirst $636,000 of this projecl i1s an advance loan byv the
0il company to move the city vard which is operating on that
site now somewhere else, and it gets paid back immediately
oul. of rovalty.

The sgsecond expense for the tideland fund -- excuse
me .

This ig a hundred percent out of tidelands revenue
according to the lease. T don't know why, but it is.

Second, from vears five through fifteen, five
percent of all the city's rovalties has to go into an
Emergencyv Fund which is to be built up to two million
dollars. That further reduces the net rovalty to the
tidelands through the life of the project.

S0 now there's $19 million that we were first
promised. Now it's three timeg that according to his volume

eslimate today. There's reallv only $§1.9 million or ten
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percent of the original estimate. And these are all costs

that are in the lease not associated with anv risk involved
in this project. This is what the lease savs. So I'm
looking at other numbers here about. vou know, what would be
more realistic.

The Hester Report. where that nine and a half
million barrels came from was a high estimate. The Hegter
Report had a lowest estimate of 6.2 million barrels. That's
the citv's consultant. Tf the number is 6.2 million barrvels,
using the same gcenario here, the real revenue to the
tidelands afler the costs of relocating the city vard and
Fmergency Fund ig legss than a million dollars. It's not $19
million.

Another scenario here, if vou look at Redondo
Beach's actual 30 well production, he mentions that 60 wells
are in Redondo Beach, 30 wells were adjacent to Hermosa
Beach. Sixteen more were added in 1971 but thev're farther
south, awayv from the border.

Using the actual production over the first 14 vears
and estimalting what. the 30 well portion would bhe for the
following vears, that's only four and a half million barrels
of oil actually recovered in Redondo Beach using the same oil
prices and the same scenario. The rovalty after cost to the
tidelands is 3.5, $356,000, not 19 million,., using numbers

that are realistic todayv.
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Macpherson himgelf relied on. In his letlter to the citv he
mentions four million dollars, an average well. That's why
he has to drill on that site.

CHATRMAN DAVTS: What was the date of that letter?

MR. MORLEY: Februaryv 27, 1990.

Using that information that he used to rely on to
use thig site, and not something else that's already
industrialized, the revenues come up —- I think vou might
have migssed this, at four million dollars a well using the
numbers that he was using in 1990. That's less than four
million barrels of oil. He was relving on a pool of four
million barrels. Todav that 3.9 million in todav's dollars
extended out a net rovaltyv to the tidelands after the built
in expenses from the lease is $227,000 over 24 vears. It's
not. $19 million. And this is. the 27 million barrels of oil
is seven Uimes the amount of oil he used to justify this.
Jt's gix times the aclual amount of oil that Redondo Beach
used, actually recovered from that board area which he's
calling a common pool. Either Redondo Beach left most of
their oil down there or, or there's some amazing new
technology that wasn't there three vears ago when Redondo
shut down. Something's unrealistic about this picture.

T am saying here that anv educated person with a

calculator can do these same figures using today's prices of
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ail. The stalf's recommended number was S10.50. Escalate it

annually and generouslv at seven percent, get a present
value, and see that less than a quarter million dollars is
not. $19 million or three times that. Thisg is before anv risk
involved in the project.

Venice has a problem, it's in vour presentation
pack,. where theve's two and a half million dollars required
to clean up a one-acre site. Thev only had $700.000 in their
trust fund. That's taxpavers' money and it's not coming out
of revenue. That could happen to us.

Finally., in closing, the numbers aren’'t realistic,
but some protection is offered in the lease related to it,
Fmergency Fund. That Emergency Fund is only required to be
fulfilled to a level of two million dollarg for the c¢ity and
six million by the oil company, only in the vears five
through fifteen and at a rate of five percent of the total
01l revenue to the citv and to the oil companv. So the oil
company is, after expenses, after all of their rovalties and
production costs and so forth, using the most optimistic
estimate of the nine and a half million barrels and todayv's
price of oil, this Emergency Fund is never fulfilled. At
most 38 percent of the citv's portion of two million is
Fulfilled, and at mosit 44.5 percent of the oil companyv's
monev ig fulfilled, and it's never fully, and there's never

much in Lhere in the early vears anvwav. Anvthing could
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happen if thig is nolt a good enough situation. There

wouldn't be anvthing to help an Fmergency Fund, to clean it
up.

But. that's using the highest estimate, nine and a
half million barrels. Using the estimate that he appears to
relv on to use the gsite ig four million barrels of o0il. This
FEmergency Fund is onlyv funded. the two million dollars of the
city fund, $280.,000 over thoge ten vears, 14 percent funded.
What kind of fund is that? Tt's embedded in the lease. Also
Macpherson's portion is only funded 16.4 percent over fifteen
vears into the project. There's still only $665,000, there's
not four million.

There's gomething wrong with these numbers.

There's something wrong with the person that can tell vou
now, nol a person but a projection, there's 27 million
barrels of oil.

COMMTISSTONER MCCARTHY: Did vou make this
presentation down in vour city to the Planning Commission,
the Citv Council, general bodies, we're hearing? Did vou
have all of this in hand at that time --

MR. MORIEY: No.

COMMISSTONER MCCARTHY: -- what vou've pointed out
to us?

MR. MORLFEY: We've been stopped along the way from

discussing anvihing economic. During the EIR hearings there
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wdas a letler from the cityv attorneyv saving that economics
don't have to be discussed in an EIR hearing. That would be
the area of consideration at the CEP hearing. At the CEP
hearing the cityv attorney told the Planning Commission and
the Citv Council that vou don't have to discuss economic
issues.

There's never been an independent estimate from our
ity on this project. The only thing ever used in our city
ig this original proijection from the o0il company back in
1989.

COMMTSSTONER MCCARTHY: Now from the first
estimates of how many barrels mighl be drilled for to the
last estimates, what wags the gpan of time between those
estimates?

MR. MORI.EY: The first two estimates of either nine
and a half million barrels or 6.2 million barrels was 1in
1986, Hegter Report, the citv's own consultant.

COMMTSSTONER MCCARTHY: That was the nine and a
hall million barrels?

MR. MORLEY: Nine and a half and 6.2. The fouvr and
a half million barrels ig out of the actual production
records in Lhe Citvy of Redondo Reach. And the last eight
vears I've estimated based on the number of wells and their
production capacilty, the actual drainage in Redondo.

COMMTSSTONFR MCCARTHY: Have vou shared these
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Figures with the proponents of this application to ask them

to respond to the points that vou're making that the, there
qre many fewer barrels recoverable, therefore the revenue
produced to the cityv would be much less than the -- have vou
dddressed this?

MR. MORIFY: Well there's no abilitv for a citizen
to have communication with the lessee. We've made every
attempt in every public hearing to get them to address the
financial aspeclts of this project ever since 1989 and we've
never had the opportunityv.

Last April in vour hearing was the first time anv
citizen had, has been notified we had an opportunityv to talk
to Sacramento. And T'm sorrv to sav sometimes we have to
circumvent our Jocal decisionmakers because what they want is
to remove bhe obstacles to this project, not look to find an
obgtacle.

CHATRMAN DAVIS: Well since we're over the 30
minutes alrveady T'm going to give the proponents the five
minutes that Mr. Wright so denerouslv declined to take to ugse
in any fashion they wanl Lo.

MR. MORLEY: Thank vou, commissioner. 1 think this
project i1s not good for the state. There's no evidence that
there's anv financial benefit whatgsoever. Thank vou.

COMMTSSTONER MCCARTHY: T think vou have, if vour

testimony is to believe that the revenue would be as low ag
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vou say it is, well there is some benefil to the state. Your

argument. is that it's substantially less than what the
proponents advocated in this case.

MR. MORLEY: The, on an asgsets and liabilityv side
of the equation there would be some assets, but liabilities
are innumerable, and there's evidence in Venice how the
citizens had to pick up the tab well and above anv fund
created to pav for them.

CHATRMAN DAVIS: You're also gsaving the asselts are
a great deal legs than publicly stated bv the proponents.

MR. MORLEY: 1TI'm saving the highest estimale using
todav's o0il dollars are ten percent of what is publicly
stated. The lowest estimate is less than a quarter million
dollars not 19 million, more like five percent.

CHATRMAN DAVIS: Any questions?

ACTING COMMISSIONFR PARKER: Mr. Morley, to follow
up on Mr. McCarthv's question, the Commigsion, the City
Council voted on this following the Commission's action in
April of 1993, and at that time the City Council, there was
no presentation or were theyv willing to listen to vour
comments?

MR. MORLFY: Thev've been unwilling to listen to
aconomic arguments entirely since 1989.

ACTING COMMISSTONFR PARKFR: So there was an

attempt al that point in time to c¢lear the issue before the
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council and the council did not not even give vou an
opportunity to address it?

MR. MORLEY: Yes, the citv has a normal procedure
to have future agenda items on their council packets and
their Planning Commission packets. There was never a future
agenda item presented that there would even be a conditional
use permit process. Tmmediately following vour approval back
in April 29th of '93., immediately within a month the
conditional use permit ilem was on the agenda and had been
advertigsed. We had a month to prepare for that.

During Lhose hearings myv first and next opportunity
to discuss the financial aspects., the citv attornev told the
Planning Commission that this is not the time, conditional
use permits are not the time or place to discuss financial
aspects. Same with the Citv Council, when thev went to look
at the conditional use permit which had several hundred items
promised in the REIR, remove 200 of 'em and leave 108. At
that time thev also would not discugss the finances of this
project. We feel steamrolled.

ACTING COMMISSIONER PARKFR: Thank vou.

CHATRMAN DAVTIS: Thank vou for vour time.

All right. I'm going to, before we call the
proponents T'm going to give, and T will extend the time to
the proponents. You're over vour 30 minutes. Anvthing

anvone else wants to sav will be added to the proponents'’
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Lime, so be succoinctl.

MR. GORKFE: T will be brief. My name is Roger
Gorke. T'm the Policy Analvst for Heal the Bayv. Heal the
Bav 18 4 nonprofit environmental organization with over
12,000 1local members in lL,os Angeleg. We feel we represent
the teng of milliong of people that vigit Santa Monica Bav
and use its' resources, both recreationally and economically.

Probably the biggest thing that we're concerned
with is the economics versus the environmental impacts.
Hermogsa Beach is one of four entities that has been sued by
the Natural Resources Defense Counsel for their lack of
compliance with the municipal NPDES permit for stormwater.
Thev just don't understand the impacts that stormwater has on
Santa Monica Rav. And this project.., as vou can very well
see, is very close Lo the bay, is veryv close to the beach.
And having a large oil project that close to the beach can
cause spills and pollubte the beach that many residents use.

And again, I don't want to sav what other people
have said, but this 1is basically, it may open the door for
other o©il exploration in Santa Monica Bay.

Santa Monica Bav is finally starting to recover.
In the nine vears since the Citv of L.A. has stopped dumping
sludge from the municipal sewage treatment there's been
remarkable increase in bhiodiversityvy and biomags in the ocean

and near Lhe ocean oullfalls.
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And I ask that vou just finally don't allow,

subject Santa Monica Bav to another new source of pollution.
There's a reason that there's an oil and gas sanctuary there,
and we ask that vou not go around that sanctuarv and not
allow the oil drilling to go there. Thank vou.

CHAJRMAN DAVIS: Thank vou. Anv of the other
proponents that were signed up to speak?

MR. SACKS: My name is George Sacks. I'm a
resident of Hermosa Beach and T live over here and the
project's going to be over here, and I'm a worried man. I'm
gpeaking T feel, also for residents who c¢ouldn't be here
because this room would be full of citizens waiting to voice
their concerns about drilling in a c¢rowded community, T'm
sure.

The last public hearing on this issue in Mayv '93.
al the Hermosa Beach Citv Council, 35 spoke before the Mavor
and the public gsession till near midnight. Thirtyv-three were
opposed; two in Ffavor; and one of those in favor worked for
Mr. Macpherson, or had worked. Thev were concerned about
fumes, noise, dust, traflfic, lLruck traffic, all of which
would make 1ife unbearable.

CHATRMAN DAVIS: Could T interruplt vou? What
action did the Citv Council take?

MR. SACKS: They approved the CUP. There was. a

few stand out in mv mind. It was a, even a twelve-vear-old

PETFERS SHORTHAND REPORTING CORPORATION (916) 362-2345




12

13

14

15

16

17

18

61
boyv spoke who was worried aboul his little brother who had a

reagpiratoryv disease. A molher was desperate at the thought
that hevr asthmatic daughter would be exposed to dust and oil
fumes. 1 mean all these residences are verv cloge to that
site. A pogstman had just bought a house near that proposed
gite, invested all his earnings. There's an elementary
school on this same Valley Drive at which the oil site would
bhe located. Children will be walking down that street past
the oil site to the gschool. And these were all concerns
which we expressed and had at that time.

And since the earthquake of Januarv 17th, which
shook us up pretlyv badlv down in the Los Angeles area, a
number of new [rightening concerns have arisen.

One T think wasn't mentioned, that the contractor
proposes to bhuild a pipeline Lo connecl. the gsite with, with
the main pipeline going to the refinerv. This would run
along the game small narrvrow street in front, very close to
residences. And in the last earthguake there were breaks in
oil pipelines, T believe in Ventura, which caused [ires, and
thig is verv close to my house.

Also, as mentioned about oil injection -- I mean
water injection to these wells,., this produces devastating
condition of liguefaction which also devastated a marina
district of Los Angeles -- 1 mean, of San Francisco. And

actually in the South Bayv even though we were shaken pretty
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badlyv the damage was comparatively light except at one place

and that was King BHarbor in, in Redondo Beach. And I'd like
to just give vou this news article. At King Harbor we had
this devastating mixture of, of water and sand which's
literally disolved the whole area, lLhat is the paved arvea
surrounded hv the gsea wall, and the cars just collapsed into
the sink hole, and structures and the sea wall was pushed 20
feet.., And 1'm really frightened about this.

So T think that consgsidering the threats to life and
property of drilling in a crowded urban area this lease ig
not justified and it would be in Lhe begt interest of the
atate and the people of California if this lease were
revoked. Thank vou.

COMMISSTONFR MCCARTHY: Thank vou.

CHATRMAN DAVIS: All right. Thank vou very much.

Rogamond Fogg.

MS. FOGG: T have supporting documents. The single
most thought T'd like to communicate todav is that in this
instance the interest of the state and citizens of Hermosa
Beach are not mutuallyv inclusive. Materially affecting our
community is gsetting the precedent that broadens and weakerns
the definition of drainadge, allowing an inexperienced driller
too undertake and envirvormentally and financiallv prepare thisgs
project would harm all of us.

Currently Hermosa Beach has no heavy industry. ™
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one, our most intent zone allows light assemblyv, wholesale,
hakeries, and now incongruouslyv, oil drilling.

A decade ago we halfheartedly approved drilling as
the lesgser of two evilg. The more evil being the loss of
imporltant recreational open spaces. We were persuaded byv the
aragument that one acre of property was needed to be
sacrificed in order to prevenbt development on 25 acres of
land. And todayv it's doublyv ironic that the land in question
has now been bought and paid for by citizens and would only
be harmed byv allowing oil drilling next to it.

Former Mavor Roger * Creighton who finalized the
FTR and signed Lhe statement of overriding considerations
wrote vou a lebtlter thalt savs in part,

"The open space in quegtion has been

acqgquired bv other means. T hope vou

congider the incentive that initially

promplted our ity to trade one acre of

development for 25 acres of parks, is now

anachronistic."

Newspaper polls show that both the voters and
todav's City Council, the majority oppose drilling.
Unfortunately the lease obliges the city to make every effort
to support this project which leaves us c¢itizens with a local
government powerlesgs to act on our behalf.

Our city is entrusting a complex project to an
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operator who lacks the necegsarv experience. The many
contradictiong and broken promises are veryv troubling. We've
lost confidence that this project is feasible and that our
city would exercisge regsponsible overgight.

In one mass malling Macpherson wrote, "“"Redondo
Beach has generated over $70 million in oil revenue."
Fourteen 1s the accurate figure. When confronted with this
falsehood he said, "I did not gtate nor was it intended to
imply that Redondo Beach genervated over $70 million in oil
revenue." Macpherson may have gpent two and a half million
dollars on this project; the cily has rveceived $100,.000 for
its bid; §57.000 for the FIR studyv: and the citv relocation
study, §20,000, il's not been drawn on vet; and then there's
a $50,000 litigation fund.

When Macpherson needs Lo persuade that drainage is
occurring he describes the 0il reserve as a large pool. When
he needs to argue thalt the o0il he will withdraw in Hermosa
Beach differs from the Redondo Beach one percent low quality
o1l, 99 percent water mixture he savs, "The bulk of Hermosa
Beach reserves remain untapped. TIf so I would assume they
are also undrained."” T know geologic changes occur over
time, but I seriouslv doubt that thev happen so rapidly and
al. the convenience of Mr. Macpherson.

Before the State Lands Commisgion todav and

elsewhere Mr. Macpherson refers to himself as the successful
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bidder. Mr. Macpherson was the only bidder, largelv because

the invitation to bid wasn't published in an oil trade
journal, wasn't published in the Wall Street Journal, wasn't
published in a national paper. instead run one time in the
bhack of a Hermosa Beach throwaway newspaper.

A former citv attornev's memorandum revealg that
the Cityv Council deliberatelv worded the RFP so as to
eliminate consideration of alternate gsites and specifically
prevent a Redondo Beach driller from bidding to slant drill
from their gsite.

Flsewhere citv correspondence mentioned the
concerns about exposing the non-competitive nature of the
bidding process. When Mr. Macpherson last appeared before
thigs Commission he failed to disclose to vou that his
partner, GI.G Fnergy, had alreadyv sold off 75 percent of their
assets and had announced their intention to dissolve the
company .

We're very disappointed the final plansg failed to
provide important mitigations promised in the ETIR. T will
not go into them except to sayv that the emergency catch basin
is now less than a third the gize of the one promised in the
FIR.

A recent. accident last summer underscores the
necessity for adequate safety measures. Just north of our

citv an oil storage tank at the Southern California Edison
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plant ruptured. Because the barrel could not contain the

fluid, oil clogged the gtorm drains and backed up all over
the heach. A maior thoroughfare wags closed for over a month.
Now this maijor utilityv companv couldn't prevent the accident,
but al least it could afford the cleanup.

We take no comfort in the assurances given us by
someone with Mr. Macpherson's lack of expertise and financial
resources. Ag far ags 1 know all he's done is lease an
exhaustive o0il field and invest in two failed test wells in
Lhe Los Angeles area. Macpherson's performance bond for the
city of $100,000 for 30 oil wells is almost criminally
inadequate. The lease requires a meager five million dollars
in liabhilityv. Certainly such terms would create undue
hardship in the event of a major accident.

Aand T deeply hope vour decision todav will be the
one that protects our quality of life., our economy, and the
sanctity of the Santa Monica Bay. Thank vou.

Questions?

COMMTSSTIONER MCCARTHY: Do vou have the name of the
other oil company that was prepared to drill from another
site?

MS. FOGG: Yes, gir, Triton 0il. And there is a —-

COMMTSSTONER MCCARTHY: Did thev appear at public
hearings on this matter and indicated thev wanted to bid on

the process?
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MS. FOGG: There ig a newspaper article in there

that refers to Triton 0il. There's a memorandum from Jim
l.owe that talks about the city deliberately omitting Triton
0il1. T bhelieve Triton Qil, itself at least, didn't believe
1t was feasible to continue to drill, vou know, their high
water cul. convinced them presumably to pull out.

COMMTSSTONER MCCARTHY: Did Triton 0il indicate
publiclyv that thev were prepared to bid for drilling the game
reservoir of oil that's at issue here?

MS. FOGG: No. No.

COMMISSTONER MCCARTHY: T don't mean to —-

MS. FOGG: Not publicly that I know.

COMMISSTIONER MCCARTHY: I don't mean in an official
document.. Did theyv state publicly at anv time that they were
prepared to enter into a competitive bid?

MS. FOGG: No. And T would assume based on their
experience wilth Redondo Beach that thev would, perhaps
wouldn't have, but the fact that our city took steps to
eliminate the pogsibility thalt Lhey would bid is revealing.
But. no, I have no concrete evidence about that and T wouldn't
wanl Lo imply one wav or the other something that T don't
have tangible evidence for.

COMMTSSTONFER MCCARTHY: Thank vou.

MS. FOGG: Thank vou.

CHATRMAN DAVIS: All vight. Now we'll conclude
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this with anyv vebuttal that, vou can take lten minutes if

vou'd like, and IT'd appreciate it il vou wouldn't but vou are
entitled to it.

MR. I.FE: C(Can we Kkeep the order if we split up the
rebuttal?

CHATRMAN DAVIS: If vou want.

MR. LEE: Thank vou.

CHATRMAN DAVIS: If vou at least join the issues
raised bv Mr. Morleyv on the revenues expected.

MR. LEE: I will leave those comments actually to
Mr. Macpherson because actual, in point of fact, the
economics of thisg project. while the c¢ity benefits the, T
wanl bto make sure that we distinguish, the ¢ityv does receive,
will receive economic benefits, and T will make comment on
that in terms of we want to ensure though that we separate
the isgue of risk and who assumes that and that is the oil
operator and the lease. Our lease is very clear on that.

With regpect to environmental isgssues just --

COMMISSTONFER MCCARTHY: Which risks are vou
referring to. Mr. Lee, that the o0il operator assumes, not the
citv?

MR. LFEF: The risks of if there are environmental
hazarde there's a five willion dollar insurance requirement.
Thev have the bulk of the requirement for the Emergency Trust

Fund of gix million dollavrs. The citv's requirement to put

w
(55
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monies into that Fmergencv Trust Fund are from oil rovalties.

T would point out that the development of the oil, the drill
silte, whether or not that's with respect to monies advanced
byv the o0il operator, bv the cityv, are all pavable onlv from
0il rovalties. They are not a general fund obligation of the
citv. We don't have anv obligation otherwigse to repay those
monies. TIT oil drilling, if they don't find commercial
quantities of oil as thev begin their exploration, all of
that risk is on their shoulders and not on the citv. We
don't have Lo pav them back for relocating our vard. We
don't have to pav them hack For the studies that have gone
into Jooking for a new maintenance vard.

The risk to the city at this point has been its
administrative and legal cost to bring usg to this point of
giving that oil operator an opportunity to take advantage of
the Tidelands Trust as well as the uplands that is in the
citv's authority to grant. And that's where we're at in
terms of the economic benefits.

While T'm on that subject., we believe thal i in
facl he can find commercial quantities of o0il there is
continuing benefits to the city. While it's true that we've
acquired open space using other sources of funds, there is
the issue of maintenance of that open space which is a large
igssue for anv citv. In todav's tight budget times the city

needs whatever revenues are available to continue to maintain
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and keep that open space, whelher or not it's park land or

the beacheg, available not only to its regidents but to all
of the residents of the County of Los Angeles, the State of
California, who mayv possibly use those recreational
facilities.

With respect to environmental isgsuesg it is our
contention that in fact the ity has never minimized
envirommental concerns. I think that a number of conditions
in our CUP make that fairly evident. The length of time it's
taken for us to process and certify the final EIR makes that
evident. The fact that we are not drilling from an offshore
platform makeg il evident that we are concerned about a
ganctuary of Sanla Monica BRav.

In point of fact, one of the benefits that we would
contend from an onghore drilling site is that it will reduce
the risk of tanker spills. We will have less dependence upon
transport by tankers, and that is a good reason for this
Commigsion to once again reaffirm its position.

With regpect to the, theve are a number of other
issues raised about the existing well that had been
undertaken by a former oil operator, Stinnett. That's an
existing well that's been there gince the earlyv thirties. 1In
point of Fact, the city brought a lawsuit against that oil
operator under a lease that had been in place with the city

for some number of vears to force Lhem to abandon and
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undertake their abandonment obligations and cleanup

obligations. and we have finally entered into a settlement
agreement which would accomplish that task.

With respect to the lawsuit by NRDC, quite honestly
T think that's irrelevant to the issue bhefore vou about the
environmental impacts created bv 01l drilling and whether or
not this particular project has environmental impacts that
cannot he mitigated. We believe that we have substantially
addressed those particular issues. And that in point of
fact, the MOU with the State of California which has bheen
executed back in 1993, in fact addresses all of those
concerns that the state, that the State Commigsion and vour
staff had asked and raised with us with respect to
environmental concerns. We believe we've been verv sensgitive
to the issue of addressing environmental concerns and will
continue to he.

With that T would turn over this podium to Mr.
Macpherson to address the economic issue, because again 1
helieve that reallyv is a question for the oil operator.

COMMTSSTONER MCCARTHY: T don't know whether vou or
the cityv manager wants to address this question.

Opponents, the other side of this 1ssue has said
that there were gix sites where drilling might have occurred
but the city govermnment in this entire process

svaetematically —-— and not their words., my words, my
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understanding of what T heard., svstematically excluded in
that process a potential choice of other gites for drilling,
based as T heard it, on lthe allegation that the oil company,
thal the, that the revenues would be reduced because the
number of barrels that could be extracted would be reduced.

Would vou comment on that please? Were there any
other serious gites? Were there six sites? Were any of them
geriously considered? My question is. again I'm not going to
place mvself in a position of being a member of the City
Planning Commission's council. Rather I'm asking the
question how this bears upon the basic issue of the revenues
and the benefits in a broader state sense which is one of the
issues in Lhe best interest of the state.

MR. LFFE: My recollection of the final EIR thal was
approved and certified by the city did in fact consider
alternative sites. One of which was outside of the city.
Within the ity —- let me point out that the only two sites
that the c¢ity could consider were the sgsites that by an
initiative of the people was allowed for drilling operations,
and that is the existing city vard maintenance site upon
which this drill site, this project 1is being planned as well
as a site that is about a block down the road which is the,
what we term the South School site.

Through that environmental process this project was

consolidated for envirvonmental reasons on to the city
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allowed bv a vote of the people.

COMMTSSTONER MCCARTHY:

referring to --
MR. LEF:

Reach.

COMMISSIONER MCCARTHY:

1984 vote?

MR. LFFE: Correct.

There are

73
no olher siteg that are

The two gites vou're

Are both within the Cityv of Hermosa

-- were included in the

Bv ordinance of the people the

City Council had no choice Lo consider anv other alternative

siles within the cily.

COMMTISSTONER MCCARTHY:

that initiative?

MR. LEFE: Correct.

COMMISSIONFR MCCARTHY:

voted upon in 19847

MR. LEE: Yes.

COMMTSSTONER MCCARTHY:

ballot by the Cityv Council?

MR. LLEE: No, that is,

COMMTSSTONER MCCARTHY:

Bv ordinance contained in

That was a city initiative

Or was that placed on the

wags a people's iniliative.

So whoever drafted the

initiative included those two sites?

MR. LEE: Correct.

COMMTSSTONER MCCARTHY:

rejected?

Why was the other site
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MR. I.LEF: The other site was an alternative.

You're aware under environmental CEQA we are required to look
at feasible, consider other alternative sites. Another site
wag identified that is outside the Citv of Hermosa Beach and
that site was addressed within the EIR.

T will let Mr. Macpherson talk about the economics
of drilling from that site, but from the cilty's perspective
obviously we can't enter into a drilling lease., oil lease for
a site that's outside of our community.

COMMISSIONER MCCARTHY: Where was it?

MR. 1LLEF: 1In Redondo Beach.

COMMISSIONER MCCARTHY: Redondo Beach?

MR. LEF: Correct. Now with respect to the
guestion of economics and how that should or shouldn't have
been addressed by the Citv Council, my office has never
igssued an opinion that the economics should not be questioned
on this project. We have dissued an opinion that in fact
under CEQA thal an economic analveis is not a requirement
under CEQA, but that has never precluded the opponents ol
this project from raising those issues at public hearings and
in point of fact thev have done that.

T don't recall these particular sets of numbers,
whether ov not anv of those numbers were pregsented to the
council. but thev'd never been precluded.

COMMTSSTONER MCCARTHY: Have the estimates of the

PETFRS SHORTHAND RRPORTING CORPORATION (916) 362-2345




2

12

13

14

16

17

18

19

20

75
number of harrels thalt could he extracted and the revenue

proiections based on the number of barrels extracted, have
thev been part of the testimony before the Cityv Council or
anv public bodies -—-

MR. LEE: Yes.

COMMISSIONFR MCCARTHY: -- of vour city?

MR. LEE: Yes. FEstimates both conducted by the
citv's consultants as well as by the o0il operator's
consultants and their projections have both been made.

COMMTSSTONER MCCARTHY: My quegtion is. have anyv of
the opponents of this project had the opportunity to
challenge those numbers, the numbers as to the barrels that
could be extracted, numbers as Lo the revenues projected on
that?

MR. LFF: We have had innumerable public hearings
at any of which they could raise that issue. At the point in
time of the approval, consideration of this oil and gas lease
before the Citv Council, that was conducted in a public
hearing inlo which a number of the opponents had attended and
provided testimony. The issue of economics of this project
could have been attacked and contested at that point without
any problem on thelr part.

CHATRMAN DAVIS: Do vou recall if it was?

MR. LFF: My recollection was ves, that he did

present questions and information on that issue, raised those
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guestions with the Cily Council.

COMMISSTONFR MCCARTHY: Mr. Morlev savs flatlyv that
that is not the case, that opponentg of the oil drilling
project were not allowed to contest these numbers.

MR. TLLEFE: T think Mr. Morelv is confusging again the
iggsue of whether or not he had the opportunily to discuss
thal as a consideration of approval of a lease versus in the
CEQA context. And again it's myv contention that CEQA does
not require the city as part of its Environmental Tmpact
Report to do economic analvsis. However, all of these
numbers, projections of the c¢ity, projections of the oil
operator have been part of the record, have been under
consideration by the council in making its decision whether
to move forward with the oil and gas lease.

MS. CHATTEN-BROWN: Mr. Chairman.

MR. LEE: All subject to comment and debate bv
opponents of the project.

CHATRMAN DAVIS: lLet's, let's hear from Mr.
Macpherson and that will wrap il up.

MR. MACPHFRSON: Thank vou. On the issue of
projected recovery, barrels of oil, T think Mr. Morley is
mistaken or confused on the revenue estimares. Our estimates
have alwavs been up to 30 million barrels of recoverable oil.
T believe he's referencing a study done by another party., Mr.

Hegter, nobt Macpherson Otl Companyv. Our estimates have
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alwavs been 30 million barrels.

Our geologic and engineering studies have bheen
submitted to the Cilty of Hermosa Beach's consultants, Mr.
BRrock and Mr. Wright. Thev have reviewed that and I think
thev concur or give vou an opinion as Lo what theyv believe
our estimates are. But that's reallv all T can sav on that.
Our estimates have alwavs been 30 million barrels and, as I
gaid before, 27 million barrels was a projection, a
conservative projection that would generate 5104 million in
revenue.

On the quegtion of Macpherson 0il Companyv's
experience, Macpherson 011 Company hags been in operation in
the Stale of California for manv vears. We operate some 400
wells in the State of California. TIn the past ten vears
we've drilled roughlyv 30 wells and we've participated in two
wells in the LL.A. bagsin in this type development project.

To the contraryv of previous speakers. we do have
expoerience in the state and this is whalt we do, and we
helieve this project ig an excellent project. And that's why
we're here todayv and that's why we've gpent two and a half
million dollars to date.

On the issue of environmental --

COMMTSSTONER MCCARTHY: T am sorryv, Mr. Macpherson.
Nid vou state where else vou drill along the coastal region?

MR. MACPHFRSON: 1In the T..A. basin we participated
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in two wells in the Sawtelle field. Sawtelle field ig --

CHATRMAN DAVIS: That's inland, isn't it?

MR. MACPHERSON: Yeah, it's about eight miles
inland.

COMMTSSTONFR MCCARTHY: Anvwhere else in the stat

MR. MACPHERSON: In Kern County. in around Mount
Field, Midway, Sunset Fields.

COMMTSSTONER MCCARTHY: Okay.

MR. MACPHFERSON: We also have production out of t
stale as well.

On the issue of enviromnmental, there was testimon
earlier aboulb oil spills related to oll tankers. This
project is not a project that permits platforms in the wate
There's no pipelines in the water. TIn fact, this project
produces o©il onshore. And to the extent there are 30 milli
barrels recovered by this project, that will reduce the
amount of tankers ultimatelv bringing oil into the State of
California. We estimate, based on tankers carrving 100,000
harrels of oil. this would reduce the number of tankers
coming into the T,.A. basin by 300 tankers over the life of
the proiect.

CHATIRMAN DAVIS: Just a second, Mr. Macpherson.

T, there would be some kind of a pipeline, wouldn't there,

78
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to return the oil from offghore to, to vour drilling site on

Tand?

PETERS SHORTHAND RFPORTING CORPORATION (916) 362-2345




10

11

12

14

15

16

17

18

19

20

79
MR. MACPHERSON: There's no, no, there's no

pinelines.

CHATRMAN DAVTS: You would Just drill straight
down?

MR. MACPHFERSON: Yeah. thev're down. There are no
pipelines in state watersg. There's no platforms in state
waters.

On the issue of alternative sites. I'11 just
confirm what the citv attorney said. Alternative sites were
atudied in the Environmental Impact Report.

And on the issue of questions related to economics,
those questions were raised in public hearings. We've had 11
public hearings on this projecl, and T promigse vou this group
had made gimilar statements, and tegstimony has been received
by the city and considered. So these are not new arguments
that I've heard.

So all T can say in closing is thank vou verv much
for vour, for vour consideration in this matter.

CHATRMAN DAVIS: Okav. All right.

MS. CHATTEN-BROWN: Mr. Chairman, could T have just
two minutes make three pointg?

CHATRMAN DAVIS: I think all the issues have been
made unless the Commiggioners want to hear it.

MS. CHATTEN-BROWN: Tbt's just three verv brief

points I'd like to make.
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CHATRMAN DAVIS: A1l right.

MS. CHATTEN-BROWN: Thank vou.

Fivst, T was pregsent at the Planning Commigsion
hearing, and I confirmed mv recollection with Rosamond Fogg
who wags also present, that Mr. Morley attempted and was
denied the opportunity to make a presentation.

CHATRMAN DAVTIS: You wevre at the Planning
Commission in Hermosa Beach?

MS. CHATTEN-BROWN: T was at the Planning
Commigsion hearing in Hermosa Beach when Mr. Morley attempted
to raise the issue of the economics and he was told not to.
There was a two minute limitation on all presentations, in
any case that would have been impossible to do this.

Secondly,., if vou'll note that in responge to
Commissioner McCarthv's questions about where theyv had
operated there are, to the best of our knowledge, no urhan
01l sites that Macpherson 011 has operated. Thev have
participated in two drv wells in Sawtelle. That's very
different than operating an urban oil drilling site.

Finallyv. in terms of the congideration of
alternatives, T have reviewed the EIR. The alternatives were
rejected out of hand. The alternatives, specifically of the
Redondo Beach site which at the time was being operated as an
urban oil drilling gsite, and in our opinion that is because

in 1986, hefore any environmental review, this city entered
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in the leagse, and essentially evervthing since thalt date has

been a post hoc rationalization for a decision that has
already been made. Thank vou.

CHATRMAN DAVIS: All right.

MR. MORLEY: Sir,., mav I present something just for
the record?

CHATRMAN DAVIS: If vou want to submit something,
fine, but we have to make a decision here.

MR. MORLEY: It's items from the Environmental
Tmpact Report regarding the congideration of the alternate
sites.

CHAIRMAN DAVIS: All right. Mr. Warren,., vou've
heard the proponenlts and the opponents' testimony. What is
the staff recommendation?

EXECUTIVE OFFTCER WARREN: The staffl
recommendalion, Mr. Chairman, is selt forth on pages seven and
etght which is to denv the application. However, having said
that T would like to note that the record contains testimony.,
and the testimony from these witnesses are such that on the
points that are in contention and are relevant to the
decision by the Commission there is ample evidence on either
side to justifyv vour decision. Tt, there is no convincingly
persuasive body of evidence on any of the points. Jt's a
pergpective and subjective congideration for vour decision.

There is evidence to supporl vour decision in the record on
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the points at issue bhefore vou.

CHAIRMAN DAVIS: Let me ask vou this question.
We're basically being asked to make an exception Lo the oil
and gas sanctuary that ig in effect in this state.

EXECUTIVE OFFTICER WARREN: Yes, it is an exceplion
which is provided bv the sanctuaryv provisions.

CHATRMAN DAVTS: Right. Hag this Commission made
such an exception in Southern California?

ATTORNEY GFNERAJ, HAGFR: No.

GENFRAI, COUNSFL HIGHT: Not in the last 20 vears.

CHATRMAN DAVTS: And where was that exception made?

GENFERAI COUNSFL HIGHT: Previous to that there was
an attempl al the City of Los Angeles in the harbor, bul that
wdas in the gixties if my recollection serves me correct.

CHATRMAN DAVIS: All right. Under what authoritvy
igs Redondo Reach drilling?

ATTORNEY GENFRAL HAGER: T bhelieve the wells
predated the ganctuary.

CHATRMAN DAVIS: Thev were grandfathered in --

ATTORNFEY GENFRAL. HAGER: Yeah.

CHATRMAN DAVTS: ~-- and the sanctuaryv was proposed?

ATTORNEY GENFRAL HAGER: The gsanctuaryv was
establisghed --

CHATRMAN DAVTS: Legislativelv.

GENFRAIL COUNSFI. HYIGHT: Legiglativelyv.
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ATTORNEY GENERAL HAGER: -~ legislativelv.

CHATRMAN DAVIS: 1In the earlyv seventieg?

ATTORNEY GENERAIL HAGFR: Early seventies, correcl.
Could have heen a little earlier. The wells are veryv old.

CHATRMAN DAVTS: Didn't the Commission on a
piecemeal bagis start to get agide various parts of the satate
in the sanctuary and then the legislature acted?

DEPUTY ATTORNFEY GENFRAL HAGFR: My recollection is
that when, actually that goes bhack to the fifties, the
Cunningham Shell Act. When the Cunningham Shell Act, which
is the basic statute that authorizes leasing of statewide
submerged lands, and that was passed in the fifties. At that
time the legislature set aside various areas in the state to
he sanctuaries and thev have gince then added on to areas.
Aand then this Commission has administratively determined not
to lease some areas that are not sanctuaries.

GENFRAI, COUNSEI. HIGHT: And the legislature has in
almost all of the cases with the Commigsion, has imposed an
admintistralive sanctuary, done it legislalively.

DEPUTY ATTORNFEY GENERAL HAGER: And I was just
going to add one point, that the sanctuaries are not
absolute. The exception is really. to use the word aggain,
drainage. Tf somebody's out there draining the sanctuaries,
the state or the grantee of the lands need not stand idlyv by

and see that public resources taken hyv someone else. And
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thalt s the reason for the exception in the Public Resources

Code that would allow vou to permit drilling in a sanctuary.

We have talked about best intevest of the state.
Beat interest of the state in the wayv T read the statute is
tf vou find that there's no drainage, that ends it. There's
no way vou can approve leasing, approve an exception to the
sanctuarv. However if there is drainage and vou still have
questions about the leasing then vou can say, well in that
case 1 leasing still in the best interest of the state even
though we have found drainage? And that's whyv the issue was
before the court and was before vou previouslyv because vou
had found drainage.

So T just wanl sort of put il in perspective.
Firat, vou must find drainage if vou want to allow an
exceplbion to the sanctuary.

COMMISSIONFR MCCARTHY: We've alreadyv acted on
that.

DEPUTY ATTORNEY GENERAIL HAGER: You had before.
And Lthen if there is drainage, then vou must determine
whether in gpite of draining leasing is still in the best
intereast of the state.

COMMISSIONER MCCARTHY: That's it.

CHATRMAN DAVIS: All right. Are there any comments
or suggestions from the members?

COMMTSSTONFER MCCARTHY: This is a very painful
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itgelf in place of every local government bodv that has heard

a matter. 1 sat on a city board of supervisors for five
vedars and T knew that the decisiong that we had to make on

land use issues. And had T bee on the Hermosa Beach City

Council ten vears ago. T think mavbe T would have argued for

some alternative choices.

But we're presented here with a. with a succegsion

of actions by people in Hermosa Beach and then told that some

of them, like Mr. Creighton, have changed their mind after
the fact. We have the initiative that crealed part of the
factual pattern here. We have action by the City Planning
Commigsion. We have action by the City Council. The
question is, what attention do we pav to all those choices?
Do we juslt ignore them? Do we do what we think is the
correct thing and gsubstitue our judgment for what those
judgmenls were when under state law we have delegated some
rights and respongibilities to the local government

jurisdiction in this case? T am vevry reluctant to do that.

T have never heen reluctant to, to act on offshore

hecause we had that ¢lear authority, and we moved decigively

to control offshore o0il drilling on numerous occasions in

this State Tands Commission.

But this is not a uniqgue set of facts in the sense

that we've been asked by other groups of citizens coming from
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olther local government actions, nob identical Lo this one,

but in substance the game, wherve a gseries of decigiong were
made at the local government level and then we were asked (o
agimply overlturn them. not necessarily bagsed on our mandate
under state law even liberally construed. So this presents a
dilemma to us which we have seen before.

T asked myself as 1 was ligtening to the persuasive
testimony of gome of the witnesses opposed to the drilling,
why hasn't there been another attempt al an initiative in the
past several vears? Whyv hagn'lt there been a recall of the
alected officials of Lhe cily government to throw the rascals
out if vou thought thev committed grave migsdeeds? Are we
sitting here Lo substitute ourselves fTor all of the judgment
calls that were gupposged to be made hv the voters of Hermosa
Beach? T don't Rknow.

We've been asked to do something similar in dozens
of other cases coming from other jurisdictions around the
state, and we trv to regigt that to avoid being arbitrary.
We're nol afraid to exercise authority but a little bit
respectful, I hope, of how we delegate and divide up that
authority in the State of California.

Thig is, this ig, thig is a verv hard thing that's
presented before us. T'm, I am not inclined to, to
suhstitute myv Judgment for all of the sequence of actions

that has occourred in Hermosa Beach, even though if I were
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there ten vears ago I probably would be one of the advocates

{for the position of the opponents, at least geeking another
site or doing something, because I understand what vou're
gsaving about the residential neighborhood. But that's not
our role here.

MS. CHATTEN-BROWN: But vour role is to make a
determination about what 1is in the interest of this state.

CHATRMAN DAVIS: Please, Ms. Brown. We've bheen
verv palient with vou.

MS. CHATTEN-BROWN: Thank vou. You have been.

COMMTISSTONER MCCARTHY: T have a, vou know, based
and trving to balance all of the, how vou make these
decisions.

One thing that we have geen in our duties as
elected officials here is the bitter recession the state's
heen in for three vears. And I've talked to a number of
individuals out of work ovr working for half as much and so
on, and while I heard the testimony that sgaid this won't
produce thalb wmany jobs or Lhis won't produce that much
revenue, we hear the same exact tegtimony opposing everyv kind
of developmenl around the state. And I guess T've talked to
an awful lot of people who were unemploved or were not able
to support their families and going through some humiliation.

I'm not gsuggesting to vou that the burden for

curing the recession falls on the shoulders of those who are
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opposed in this oil drilling, bub there are scores of

proposed developments. Somehow we have Lo make a judgment in
the lardger context as well of where the economyv in this state
ig and where a lot of families are. So that's an issue that
T would put as a factor in trving to assess what's in the
heast interest of the state if vou will.

T was, I mean obviouslv the evidence on, on the
amount of revenue that would come in ig in direct conflict.

T think Mr. Morlev's testimony was persuasive if it were left
uncontradicted, if it were demonstrated to be quite accurate.
We have now a direct contradiction of that testimony before
us, and we have to make some kind of judgment call as to
whether or nolt that kind of evidence was allowed at anyv point
in the hearings along the wav.

And T only raise Lhat issue because the number of
revenues dgoes to what additional taxes are available Lo the
State of California, sales and corporate and personal income
taxes to help mitigate the problems we're facing in trving to
pay for schools and other vital services which we've cut back
on savagelv in the last two or three budgels up here. And
gsome local government which we have reduced up here hecause
recegsion and economv ig draining our revenues. Those are
the issues that T'm including in myv evaluation of this thing.

And T'm, I must sav I was moved by some of the

testimony that T heard by opponents of the drilling, but on
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balance, Mr. Chairman, T'm going to vote to make findings

that thig decision we made several months ago is still in the
besl interest of the state.

CHAIRMAN DAVIS: Thank vou.

ACTING COMMTSSTONER PARKER: Mr. Chairman, 1 have
not. had the advantage of either of mv colleagues here.
sitting through obviously a number of previous hearings on
thig. 1t seems that there hasgs been much debate and much
conversation and 1is cerlainly a lot of testimony here today,
particularly noting the fact that thig is an exception to,
asking for an exception to the drilling in this particular
sanctuary area. In that sense it ig a significant item to
move forward on. However my presumption is that these things
have all been disgscussed on previous hearings and taken into
consideration bv this Commission in its previous decigions.

For mvself, it's a matter of trving to listen to
the testimony today and see 1f there has been something that
has been presented that might be new information or perhaps
really a re-discussion of issues that had been talked abhout
in the past and then left, as Commissioner McCarthv is
saving, from the standpoint of having to make a decision
which would override or perhaps be in lieu of what has been
done at the local level.

T am uncomfortable with trving to make a decision

here oultside of Lhe community and the people who are in

PETERS SHORTHAND REPORTING CORPORATION (916} 362-2345




e

w

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

90
Hermosa Beach who have essentially, through either their vote

or their representation, their community leaders, have made a
decision about going forward with drilling.

So it is with respect to that that 1 would concur
with Mr. McCarthy from Lhe standpoint of making a finding
that there would be this, that this would be in the best
interesl of the stale.

CHATRMAN DAVIS: Okay.

EXECUTIVE OFFICER WARREN: FExcuse me, Mr. Chairman.
Given the nature of the motion I wonder if we could have read
into the record before the vote on the motion and its second,
a statement of finding. M. Hager has prepared such a
statement.

CHAIRMAN DAVIS: All right. I will make mv
comments and then we can read it into the record.

EXECUTIVE QFFTCFR WARREN: Fine.

CHATRMAN DAVTS: At Lhe last hearing my
representative abstained on thisg matter. The vote was two to
zero. T too think that times call for a reappraisal of what
ig in the gstate's interest. T have voted for projects in the
last vear that T wouldn't have voted for in the previous
geven vears 1 was controller because we have an obligation to
people who aren't working. And we certainly have an
obligation to the next generation.

And T think my friends in the environmental
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movement have Lo ask themselves, what is 1t that we sav to
people who are looking for a jobh? What ig it do we sav to
the 300 people thalt T talked to at the Tnstitute of
Government Relations at Berkelev last month,., about a fourth
of whom had found job opportunities? 1 mean, this is a very
different world than most of ug were born into, and we have
to re-think our priorities.

I, however, am not going to cast a vote in favor of
this project for one reason. T am not convinced there 1is
gubgsidence. If T was the swing vote on this I would be
willing to put it Lo a third party. The Department of
Conservation has offered to gsend experts down to make their
own best judgment on whether or not there has been
subgidence.

Tt seems Lo me when vou are making an exception to
a statewide moratorium on oil and gas drilling it ought to bhe
clear and convincing evidence that oil in fact has been. has
subsided from one jurisdiction to another, and it's not clear
Lo me that that has occurred. Tt might have., it might not
have, bhut it's nobt clear and convincing in myv view. 1 1 was
convinced there was subsidence I would vote for this project
for the reasons T stated before., We cannmob just sav no, no,
no, no.

T went to see —— thig is a little bit, digress a

Tittle bhit, but T went to see g major lender, as a matter of
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fact one of the premier mortgage lenders in this country who

is about to move 2,500 people out of the state and I said.
"How can vou do that?"

And he savs, "Well vou can't be competitive here.™

T said, "Whalt do vou mean compelibive? You don't
have to manufacture. You don't have CEQA. You don't have a
oMD"

He savs, "95 percent of my workerg' compengation
cases come from California."”

And 1 said, "Well whyv don't people sue vou in other
states?"

He gaid. "People don't sue their emplover in other
aslates. Thev're happv to have a job. Thev're not suing
their emplover.”

So we have to have a change in attitudes. my
friends, or this state is going to go down the tubes like a
rock in a pond. Mavbe vou just want to sit here looking at
one another wilh nobody making any monev and the schools
going down the tubesg, but I don't want to be part of that.
So T am voting no because T don't believe subsidence --

GENFRAI. COUNSFEI. HIGHT: Drainage.

CHATRMAN DAVIS: Drainage, T am sorvyv. Drainage,
excuse me, drainadge has occurred. But I'd be willing to be
proven wrong on that, to have a third party look at that, and

be guided by that third partyv decigion. Bubl again, if T was
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certain drainage had occurred T would vote in favor of thisg

proiject.. Thege are extraordinarily difficult times and we
can't pretend the world hasn't changed because 1t has.

With that, let's read into the records the findings
that the majority of the Commigsion will adhere to.

GENERAI: COUNSEL HIGHT: Yes. 1In the event thalt vou
had decided to make the findings that the court said that
were necegssarv to make. we prepared findings that we bellieve
Wwill pass muster with the court. And let me read those:

"The leagsing of the Hermosa Beach

tidelands submerged lands will be in the

hest interest of the gstale for the

Ffollowing reasons:

"One, additional domestic oil
resources may be produced.
"Two, drilling and production

operations in Hermosa Beach will bring

additional jobs and demand for serviceg

and materials that will help the economy

of Southern California.

"Three, tidelands oil can be

developed from an inland drill site

several blocks from and out of the view

from the beach. Thig meang that there

will be no platforms in the ocean, no
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well locations and production facilities
on the beach, and no transportation of
crude oil, whether byv tanker or by
pipeline, in the ocean off the California
coastb. Therefore the serious risks of
oil spills in the ocean ugually attended
to tidelands oil production will not be
present.

"Four, drilling will occur from the
citv maintenance vard. The drilling rig
which will be present during less than
one-seventh of the egtimated 35-vear life
of the project will be camouflaged by
being encased in a tower. When
production phase begins, the rig and the
tower will be removed leaving no visual
intrusion. During the production phase
the only impacts on the regidents will be
gome traffic from Lrucks servicing the
production facilitv. The electrically
operated equipment will be soundproofed.

"Five, the development of the
tidelands oil resources will provide
monev to the cityv for use in improving

and maintaining its beaches."

94
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CHATRMAN DAVIS: All right. So do vou recommend

we -- Mr. Attornev General, what do vou recommend?

DEPUTY ATTORNEY GENERAIL. HAGER: T would recommend
that vou --

COMMISSTONER MCCARTHY: I move that we place that
finding of facts into the record, Mr. Chairman.

CHAIRMAN DAVIS: Let's have a motion to adopt the
finding.

DEPUTY ATTORNEY GENERAL HAGER: I adopt the
finding, ves. Two. vou should make a determination. I think
we should, just to make sure that we've been, done this
right, let's go through and make the determinations in 6872
making all the -- thal Ulhere,

"That oil and gas deposits are

believed to he contained in the Hermosa

Beach tidelands, that thege deposits are

being drained bv wells on adjacent land,

and that leasing of the tidelands for the

production of o0il and gas would be in the

best interest of the state."”

Those findings, the first two being based on the
record before the Commigsion previous to this; the last one,
in the hest interest of the state, being based on the
findings that were just put into the record.

And then also vou must then approve, vou must
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approve the leasing of the tidelands pursuant to 7054.5 of

the Public Resgsources Code, and then vou must find that an EIR
was prepared and certified for the project by the city and
that the Commission has reviewed and considered the
information.

CHAIRMAN DAVIS: A}l right. 8o shall we vote on
these sequentiallv?

DEPUTY ATTORNFEY GENFRAI. HAGER: Tt's all one thing.

GENFRAT, COUNSEl HIGHT: One package.

DEPUTY ATTORNEY GENERAL HAGER: One package.

CHATRMAN DAVTS: All right. The Commission will
construe that as a motion put before us bhv counsel.

And the vote in favor of that will be two to one.

ACTING COMMISSTONER PARKER: Yes.

CHATRMAN DAVIS: I oppose and the other two
Commissioners support it.

COMMTSSTONER MCCARTHY: Tt's, of the motion that T
made before the Commission —— Mr. Chairman, if I mayv?

CHATRMAN DAVTS: Can we say vour motion wag amended
by the —--

COMMTSSIONFR MCCARTHY: Yes, it encompasses
evervthing Lhal the AtlLorney General's representative just
said.

DEPUTY ATTORNEY GENERAL HAGFR: Sounds fine.

CHATRMAN DAVIS: And that vote, that motion passes
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two vobtes Lo one.

DEPUTY ATTORNEY GENERAI. HAGER: OKkav.

EXECUTIVE OFFTICER WARRFEN: Thank vou verv much, Mr.
Chairman.

We have one other item on the reqgular calendar
which will be brief and then -- we have one more item on the
regular c¢alendar which will be brief,., Mr. Chairman and
Commissioners, and then if vou will, we need to save some of
vour time for an executive sesgion which we were unable to do
hefore the public session. We can hold that in this room
after it's been cleared.

As the room is being clearved the next item, 91, Mr.
Chairman, requests that vou ought to -- mav I proceed?

CHATRMAN DAVIS: Please.

EXFCUTIVE OFFJCFR WARRFEN: Ttem 91, Mr. Chairman,
requests that vou authorize the Fxecutive Officer to execute
a Memorandum Of Understanding with eight local governments
and districts as pavlt of an initiative hy the State lLands
Commigssion to enhance the public trust values of the eastern
shore of San Pablio Bav in the Carquinez Straits which
connects that bav. It has the support of the local
governments and Congressman Miller, Seunator Compton, and
Assemblvmembergs Campbell, Hannigan, and Valerie Brown.

Tt mav well be a ugseful pilot for furthey similar

initiatives bv the State Lands Commigsion in its management
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ol public trust lands.

The initiative itgell consists of four parts which
Flizabeth Patterson, our genior planner and the project
director of this initiative, will briefly summarize, 1if I
may.

MS. PATTEFRSON: Thank vou. The MOU initiative is a
planning process that also has a status of trends report that
will bhe prepared on the public trugt resources and useg of
the Carguiner Strait, an area that actually is interesting in
ite fragile balance of industrial water related commerce and
explicit scenic and open space and habitat values.

The Regource Management Plan will take all of thoge
uses and resources into considervation, integrate and
coordinate the existing plans. and resolve anyv conflicts.

We have the ‘inner governmental process which is the
MOU, and we have a preservation trust which 1s being
established by the MOU parties and the organizing committee
that wag mentioned of the legislators. And that tyust is forv
the purposes of implementing the Resource Management Plan.

EXECUTIVE OFFICFR WARREN: I might add that the
trust will congsist of not only the MOU participating
governments but also an equal number of representatives from
the business and industry community and an equal number [rom
the public interest community itself to help with the

process. So we've Lryving Lo bring both govermment and the
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private sector into a collaboralive effort to deal with, to

trv to enhance the, not onlv the, well the environmental but
the economic public trust values of the region. So it would
he worthwhile.

CHATIRMAN DAVIS: Sounds like it. Are there anv
other comments?

ACTING COMMISSIONER PARKFER: No, T just concur in
this envirvonment, thal in this envirvonment, economic
environment, to gee husiness public and government in a
collaborative effort. I'm very impressed with statf's work.

COMMISTIONFER MCCARTHY: J wanted to just sav I think
this is a great piliece of work and I really want to compliment
the staff who put thig together. This is a significant,
significant achievement.

CHATRMAN DAV1IS: Talk to Charlie Warren on that.

COMMTSSTONER MCCARTHY: My congratulations to
Carquinez Strait Public Trust.

FEXFCUTIVE OFFTICER WARREN: Arve vou, T would
appreciate an ave vote on that.

COMMTSSTONER MCCARTHY: Moved.

CHATIRMAN DAVTS: The motion igs unanimously adopted.

COMMTSSTONER MCCARTHY: Okav.

FXECUTIVE OFFICER WARREN: One other thing, just
for vour information, make sure that we are now ready for the

executive session. nest week the staff will be testifving
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1 before Senator Mike Thompkins' subcommittee on river ’
2 regtoration. Senator Thompkins is, ag vou'll recall. the
3 chaivman of the Senate Committee on Natural Resources and
3 Wildlife. Following the publication of our Public Trust
5 Report on the state's rivers he formed a subcommilttee on
6 river restoration.
7 Our information is that he intends to, for the
8 subcommitiee to hold hearings throughout the state this vearv,
9 the first of which will be Tuesday, but we've been given the
10 responsibility of making the lead presentation, and we'll be
11 representing vou at that subcommittee hearing and at
12 subsequent hearings by the Senate.
13 CHATRMAN DAVTIS: Good.
14 EXECUTIVE OFFTCER WARREN: And now I turn it over
15 to our chief counsel for the executive session.
16 {Thereupon the foregoing State Lands
17 Commission meeting was concluded at 4:05b6
18 p.m.)
19
20
21
ah
23
0.
25
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T7. DORTS M. BAILFY, a Certified Shorthand Reporter
and Registered Professional Reporlter, in and for the State of
California, do herebyv certify that T am a disinterested
person herein; Lhat I reported the foregoing meeting in
shorthand writing and thereafter caused mv shorthand writing
Lo be transcribed by computer.

T further certify that I am not of counsel or
ablormney for any of the parties to said proceedings, nor in
any wayv interested in the outcome of said proceedings.

IN WITNESS WHEREOF, I have hereunto set mv hand as
a Certified Shorthand Reporter on the 14th dav of March,

1994.
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License Number 8751
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