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TERMINATION OF A GENERAL LEASE – RIGHT-OF-WAY USE  
 
LESSEE: 

Signal Hill Service, Inc. 
 
LAND TYPE, AND LOCATION: 

Approximately 13.1 acres of sovereign land in the Santa Barbara Channel, near 
Rincon Point, Santa Barbara and Ventura Counties. 

 
AUTHORIZED USE: 

The use and maintenance of four pipelines from Federal Platform Hogan to an 
onshore point: a 4-inch-diameter water pipeline, two 10-inch-diameter oil 
pipelines, a 12-inch-diameter gas pipeline; and a nonoperational 8-inch- diameter 
outfall pipeline from shore. 
 

LEASE TERM: 
10 years, beginning March 1, 2013. 

 
CONSIDERATION:  

Annual rent in the amount of $57,575, with the State reserving the right to adjust 
the rent periodically during the lease term, as provided in the lease. 

 
SPECIFIC LEASE PROVISIONS: 

Insurance: No less than $1,000,000 per occurrence. 
 

Bond: No less than $50,000. 
 
STAFF ANALYSIS AND RECOMMENDATION: 

Authority: 
Public Resources Code sections 6005, 6216, 6301, and 6501.1; California Code 
of Regulations, title 2, sections 1906 and 2000. 

 
Background: 

Lease No. PRC 3914.1 was initially authorized by the Commission on 
February 29, 1968, to Phillips Petroleum Company for four pipelines and 
one outfall pipeline for a 15-year term, with three renewal periods of 10 
years each (staff report not prepared). On January 27, 1983, the 
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Commission authorized the renewal and amendment of the pipeline right-
of-way lease for ten years, commencing March 1, 1983, with two renewal 
periods of 10 years each (Item 4, January 27, 1983).  On February 12, 
1997, the Commission authorized the assignment of the Lease to Signal 
Hill Service, Inc.; and the amendment and renewal of the Lease, for 20-
years beginning March 1, 1993 (Item 52, February 12, 1997). 
 
On September 20, 2013, the Commission issued a 10-year, General 
Lease – Right-of-Way Use, to Signal Hill Service, Inc., for the operation 
and maintenance of four existing submerged pipelines, crossing state 
sovereign lands, serving Platform Hogan in federal waters. The 
improvements consist of a 4-inch-diameter water pipeline, two 10-inch-
diameter oil pipelines, a 12-inch-diameter gas pipeline, extending 
approximately 14,500 feet from shore to the easterly boundary of County 
of Santa Barbara’s legislative grant; and a nonoperational 8-inch-diameter 
outfall, extending approximately 500 feet from shore into the Pacific 
Ocean, near Rincon Point, Santa Barbara and Ventura Counties, 
beginning March 1, 2013 (Item 94, September 20, 2013). The Lease 
would expire on February 28, 2023, absent termination. 

 
On December 14, 2015, staff sent Invoice No. 38884 to Lessee for the 
2016 – 2017 rental period of the Lease, with payment due on March 1, 
2016. On January 10, 2017, staff sent Invoice No. 41466 to Lessee for the 
2017-2018 rental period of the Lease, with payment due on March 1, 
2017; payment was never received. Several past due notices were sent to 
the Lessee, as shown in the attached correspondence (see Exhibit C). On 
July 13, 2017, staff contacted the Lessee to discuss the unpaid rent.  

 
On August 29, 2017, the Lessee notified staff that it could not pay the rent 
due to the depressed crude oil market. Additionally, the Lessee informed 
staff that it was working to abandon its nonproducing wells with the 
cooperation and approval of the U.S. Bureau of Safety and Environmental 
Enforcement. The Lessee stated that if the crude oil market did not 
significantly improve within 12 months, it planned to commence 
abandoning all remaining producing wells. 

 
On September 14, 2017, staff sent a Notice of Default to Signal Hill 
covering several breaches of contract, including the non-payment of rent 
and failure to provide and maintain a bond as required under the Lease. 
On September 19, 2017, the Lessee requested a meeting with staff. On 
September 22, 2017, staff met with the Lessee to discuss how to bring the 
lease into good standing. On February 20, 2018, the Lessee submitted a 
formal proposal to address the unpaid rent. The Lessee proposed to make 

https://www.slc.ca.gov/Meeting_Summaries/1983_Documents/01-27-83/Items/012783C04.pdf
https://www.slc.ca.gov/Meeting_Summaries/1997_Documents/02-12-97/Items/021297C53.pdf
https://www.slc.ca.gov/Meeting_Summaries/2013_Documents/09-20-13/Items_and_Exhibits/C94.pdf
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payments over several years at a rate tied to the market price for oil. The 
Lessee also proposed that a bond from one of its oil and gas leases be 
transferred to the pipeline lease. Staff was clear during various calls and 
meetings that regardless of whether the proposal was accepted or 
rejected, the Lessee needed to make a good faith effort to repay the rent 
in arrears to demonstrate its intent to bring the lease into compliance. 
During these discussions with the Lessee, interest accruals were tolled on 
the unpaid rent.  

 
The Lessee has not communicated with staff since these discussions and 
submittal of its proposal. On January 31, 2019, staff sent a notice to the 
Lessee that if the good faith payment previously discussed and the 2019-
2020 lease year rental payment due March 1 were not received by March 
1, 2019, interest would resume until the Lessee’s violations were cured. 
To date, Lessee has made no payments since 2015. 

 
The Lessee owes $282,094.34 in unpaid rent including penalties for the 
period from November 22, 2015, through June 28, 2019, and interest, for 
the period from November 22, 2015, to February 20, 2018, and March 1, 
2019, to June 28, 2019, with interest accruing daily. These calculations 
are shown in the attached Exhibit D.  

 
The Lease requires the Lessee to provide and maintain a bond of no less 
than $50,000 that was to be secured upon delivery of the Lease. The only 
bond on file lapsed in 2013 when the company holding the bond went out 
of business. Staff has no record of a subsequent bond being obtained as 
required under the Lease. Failure to maintain the bond as required by the 
Lease is an additional breach of the Lessee’s obligations under the lease 
agreement.  
 

Public Trust and State’s Best Interest Analysis: 
Lease compliance is essential to ensure that Public Trust lands are being 
used responsibly, equitably, and in the best interests of the State. The 
recommended termination of Lease No. PRC 3914.1, by quitclaim or by 
direct action of the Commission, for Lessee’s failure to pay rent and failure 
to maintain the $50,000 surety bond required by the Lease is in the State’s 
best interests, because its purpose is to enforce the material terms of the 
Lease. The termination of this Lease is an administrative action that does 
not directly impact or interfere with Public Trust resources, uses, and 
values. However, the effective management and enforcement of the 
Commission’s leases serves the Public Trust by holding lessees 
accountable for all aspects of the Lease, from payment of rent to the 
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prevention of environmental harm that may result from an uncontrolled 
discharge of oil. 

 
OTHER PERTINENT INFORMATION: 

1. The Commission’s decision to terminate the lease is a discretionary action 
by the Commission. Each time the Commission approves or rejects a use 
of sovereign land, it exercises legislatively delegated authority and 
responsibility as trustee of the State’s Public Trust lands as authorized by 
law. 

 

2. In addition to recommending the termination of this Lease, staff is also 
requesting the termination of three oil and gas leases, PRC 3133.1, PRC 
4000.1, and PRC 7911.1, located offshore Carpenteria, which are held by 
Carone Petroleum Inc.; Carone Petroleum Inc. and Signal Hill Services, 
Inc. share a similar ownership group. Staff is recommending termination of 
these leases for failure to produce oil and gas, failure to pursue a 
development program, and failure to pay annual rent. The 
recommendation to terminate these oil and gas leases is also on the June 
28, 2019 Commission meeting agenda, as Agenda Item 98.   

 
3. This action is consistent with Strategy 1.1 of the Commission’s Strategic 

Plan to deliver the highest levels of public health and safety in the 
protection, preservation and responsible economic use of the lands and 
resources under the Commission’s jurisdiction, and Strategy 1.5 to ensure 
the highest level of environmental protection and public safety in the 
production and transportation of oil and gas resources. 

 
4. Termination of the Lease is not a project as defined by the California 

Environmental Quality Act because it is an administrative action that will 
not result in direct or indirect physical changes in the environment.  

 
Authority: Public Resources Code section 21065 and California 
Code of Regulations, title 14, section 15378, subdivision (b)(5).  

 
EXHIBITS: 

A. Land Description 
B. Site and Location Map 
C. Invoices and Past Due Notices 
D. Current Penalty and Interest Calculation  

  



 STAFF REPORT NO. 99 (CONT’D) 
 

 

-5- 

RECOMMENDED ACTION: 
It is recommended that the Commission: 
 

AUTHORIZATION:  
1. Find that Signal Hill Service, Inc., is in default of Lease No. PRC 

3914.1, because it has not complied with:  
 

• Section 3, General Provisions, paragraphs 2(a)(1) and 11(a)(1) 
of the lease by failure to pay the annual rent specified in Section 
1, Basic Provisions, CONSIDERATION;  

 

• Section 3, General Provisions, paragraphs 9(a) and 9(c), 
SURETY BOND, by failure to provide evidence of a bond and 
maintain a bond in the amount specified in Section 1, Basic 
Provisions, SURETY BOND OR OTHER SECURITIES.  

 
2. Terminate Lease No. PRC 3914.1, a General Lease – Right-of-Way 

Use issued to Signal Hill Service, Inc., for failure to cure or cause to 
be cured the defaults of the Lease set forth in Authorization 
paragraph 1 above. 

 
3. Direct staff to cooperate, as needed, with federal, state, and local 

agencies in any activity necessary to enforce the termination of the 
Leases. 

 
4. Authorize the Executive Officer or her designee, in cooperation with 

the Office of the Attorney General and, if reasonably necessary, 
retain outside counsel, to take all steps reasonably necessary, 
including litigation, to enforce the termination of Lease No. PRC 
3914.1 against Signal Hill Services, Inc., and any agents, 
successors, or assigns; to access the Lease to ensure the health 
and safety of the people of California and the surrounding 
environment; to eject trespassers that occupy the Lease; to seek 
removal of improvements, if any, from State sovereign land 
overlying the Lease; to restore the sovereign land at this location to 
the satisfaction of the Commission; and to recover the 
Commission’s damages and costs. 
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