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CALENDAR LITEM

ASSLCGNMENT BY PARINERSHIP PROPERITES CO. 10
CENTURY RESOURCES DEVELOPMENT, INC. OF LIS

INITERESTS IN IRACGTS L AND 2 OF THE LONG BEACH UNLT

Partnership Properties Co. ("PP. Co."), a Colorado gencral
partnership ol Petro-Lewis Corpoeration and Petro-Lewis Funds,
Inc . iv the holder of Lhe two and one half percenl. one and
one -hall percent and one percent Nonoperatbing Contractor':
interesls in the Contraclors' .sgreemenl (or Fract 1 of Lhe
long Beach Unit. PP Co. is #«lso the holder of the entire
Coptractor's interest, which is a nonoperating interesi, under
the lract No. 2 fAgréemenl, Long Berach Unit. PP Co, acquired
these interests upon an assignmenl From Allantic Richiield
Company Lhrough Century Resources Development, I[nc. ("Century")
effective January 1, 1979. PP Co. holds tLhese interesls as
nomince For public 11m1Lod parhnersh1ps created For oil
property investments and organized by and under the centrol of
Petro-Lewis Corporation. The assignment transaction, whereby
these interests were transferred simultaneously Ffrom the
Atlantic Richfieid to Century to PP Co., was a product .of

At lantic Richfield's desire to divest itself of its Long beacn
tidelands ~"opurries, Century's desire for a guaranteed supply
of oil and the Commission : desire Lo obtain a financially
responsible contractor

Since the assignment became effective, PP Co. has sold all of
the crude oil from tts Fract | and Tract 2 inlerests Lo Century
under a separale oil sales caontracl Pelro Lewis woald like 1o
dispose ol ils Linterests as & part oF lthe scaling back ol its
operalions due Lo the depressed market for crude oil and crude
oil producing properties. fccordingly, PP Co. and Cenlury have
entered inlo an Aagrecmenl and Assignment whereby PP Co  would
assign lo Century offective March 1, 19806, all of ils rights,
title and interesls under the Contractors' Agreement [or
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fract 1 and the Fraclt No. 2 Agreement. Afler acquiring Lhesc

intercesls, Century would alttempl to sell them te a responsible
parkty, subject to Lhe approval of the City and Lhe State, and

would share Lhe sales proceeds with Petro-Lewis pursuanbt Lo a

presenkt agreement.

Under Article 25 of the Contractors' Agreement, no assignment
or other disposition by any Contractor of 1its rights,
privileges or obligations under the agireemenl is valid without
the consent of, and is subject to the terms .and conditions
prescribed by, the Long Beach City Manager acting with the
approval of the State. Article 19 of the Tract No. 2 Agrcement
makes any assignmenlt or other disposition by the Contracltor of
1ls rights, privileges or obligations under Uthe agrecment
subject to the prior approval of , and the terwms and condilions
presceribed by, the Stale.

The Stafl and the City have negoliated an arrangemenl with
Century and PP Co. providing Lhe bterms and conditions upon
which an assignmenl of the fraclk 1 and Iract 2 interests would
be acceptable. l'hese Lerms are:

1. Century shall be bound by all the terms and conditions of
Lhe Contractors' Agreexent (for Tract 1), the Tract No. 2
figreementl (for lIlract 2) and the Unit Agreement and the Unit
Operating Agreement for the Long Beach Unit (for Tracts 1

and 2), inzluding those conditions imposed on PP Co. in
conjunction wilh its acquisition of the Tract | and Tract 2
interests.

2. PP Co. shall timely pay in full Lhe net profitk payments due
on March 31, 1986, fFor both its Trackt 1 and lrackt 2 interests.
PP Co. shall be allowed as a credit against these nel profits
payments Lhe adjusted amount of cash advances For 1its share ofF
Unit expendilures made by it for the monlh of March, and
miscellancons adjustments, less the amounts sk1ll owing to the
City and Ltale, plus inleresl, under the terms of the
Seltlement Ngreement =nlered inlo a November 1983 among

Petro Lewis, the City and the State resoluing a dispute over
certain windlall profit taxes previously paid and charged to
ncet profits and refundable under Section 201(h)(1) ot Lhe
Technical Corrcections fct of 1982. Ihe net amount Lo be paid
by PP Co. to City for Iract 1 is $629,9%1 and net amount Lo be
paid by PP Co. bto the Stale for Tract 2 is $220,232.
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3. Upon paymenl in full by PP Co. of the net amount speciflied
in paraaraph 2; the Cily and State shall release and relurn ihe
performance hond: obtained by PP Co. covering their obligations
in connectrenwith their contractual interests in Tracts

and 2 and, except as otherwise provided, shall release PP Co.
From all Future obligations under these contracts.

4. PP Co. has charged Lo net profits the tax established by
lhe Crude O1il Windfall Profik lax Act of 1980, as amended,
which was assessed against its interests in Tracls 1 and 2
since Lhe inception of the tax in March 1980. Fhe City and
State contend that the charging of windfall profit taxes to net
profits is nov permitted by bkthe terms of Lthe Contractors'
Agrecment and the Track No. 2 Agreement and claim that the
charging to net profits of those taxes has iwmproperly roeduced
chedir share of nct profits from PP Co.'s inlerestls in Ilracls |
and 2 by about $1.2 million Lo date. This issue is Lthe subject
of lrtiqation in four consolidated cases (Mobil v. Long Beach,
Shell v. Long Beach, ot al., Texaco v. Long_Beacn and Exxon v
Long Beach) presenlly on appcal to the Ninth Circui? Court of
Appeals from a decision of the United States District Court For
the Central District of California in fFavor of the City and
State. PP Co. has agreed to be bound by a Final decision in
this federal court ljtigation and, if the City and State
prevail, shall be responsible for paying to Lhe City and Skate
Lheir net profits shares of all windfall profit taxes charged
by PP Co. to its Tracts 1 and 2 net profits accounts before
March 1, 1986. Century has agrecd Lo be bound by this same
decision and, in the event of a decision in Favor of Lhe Cily
and State, shall be responsible for paying to the City and
Stalte whatever windfall profit taxes it charges to ils T[rackts
and 2 net profits accounts after March 1, 1986.

5. Century shall iminediately establish with Security Pacific
National Bank a "lock box"™ account into which it shall direct
il<s purchasers of all oF ils lract 1 and Iract 2 crude o1l to
deposilt all payments for such oil. The money in this "lock
box" account shall be accessible only to the Director ol the
Deportmenl of OLl Properties of Lhe Gily of Long Beach, «ar hi-
designee, &nd shall be usea by him for paving Cenlury's cash
calls and other expenditures which are proper charges Lo Lhe
nek profit accounts For its fract 1 and Tract 2 shares of lLung
Beach Unit expenditures and for paying net profiis to the City
[or Century's fract 1 interests and net profits Lo the State
for Century's Iract 2 interest. The money in the "lock box"
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account woculd be used For no other purpose, rot even payment to
Century of ils share of net profdéts, until tne account is
released by Lhe City and State.

6. As required by the terms of the assignment from Atlantic
Richfield through Century to PP Cou., Century created a trust
tund in the amount of $1 million ($625%,000 in favor cof the City
for Tract 1 and $375,000 in favor of the State for TIract 2) te
guarantee performance by PP Ce. of its obligations with respect
to its interests in frackts 1 and 2. fhe ¢ million is in a
certificate of deposil with Security Pacific National Bank and
is obtainable by the City and Stalte- in the event of a default
by PP Co. that is not cured by Century. Upon the approval of
the assigmnent froi PP Ce. to Century and the release by the
City and State of the trusl, Céntury shall deposit Lhe enlire
principal suwn of $1 willion in the ’""lock bux" account to be
accessible only to the Director of @il Properlies or his
designee. the $1 million shaill be used for paying fract 2's
share of Unit expenditures and net profiks to the Stale for the
Tract 2 interest.

7. Century shall use its best efforts to obtain a responsible
purchaser for the fract 1 and Tract 2 interest. Century shall
take into consideration the currralt depressed state of the
crude oil market when determiriang whether an offer of purchase
is acceptible. Time is of +the essence in this obligation to
make a sale to a responsible purchasei-.

8. 1n the event that the offsettine of &ll or a portion of tie
amounts hercafter due to Lhe City and State -From PP Co. under
the terms of thé Settlement Agreement regard windfall profit
taxes against Lhe refund Lc PF Co. of cash :ces for

March 1986, which is provided {or in paragr 2 above, is
determined to be a prefFerence upde~ the 11 «.S.C. Sectioun 547
and is avoided by a trustee in bankruptcy For 7P Co. or ils
goneral partners . this part of the transaction shall be scuered
irom and shall not affect Lhe remainder of the a-<signment

11 this assignment is approusd and GCentury beecomes the holder
of the Iract 1 and Tract 2 interesls currently held by PP Co.,
Century will be unable lo post performance bonds as required by
the Lerms of the contrsclts. the securily available Lo Lhe City
and State will be ‘the "lock box" account estabiished by
Century. “this "lock bex"™ account will guarantee that all money
received by Century for the sale of Lhe oil will be avaiiable
to pay Century's share of Unit expendilures and nel profils to
the city and State.
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rhe "lock box" account will contain the $1 million from the
certificate of deposit held din trust for the City and State.
However, part of this money would replace the shortfall in
revenues caused by the need ko advance to Century money to pay
its share of Unit expenditures for March and its April 1 cas'v
call fFor Unit expendituires. Century has no resources until it
receives paymenl for March oil deliveries .on or about

npril 15. At that point, money from oil sales will bhe
.available to mecet the April 15 cash call and other subsequent
cash calls. The $1 million and any shortfall in City-State o1l
revenues may be replaced upon a sale by Century of its lract 1
and fract 2 interests. Since it is in Century's 1interest Lo
recover as much of itc $1 million as possible, it will have an
incentive to wmake expeditiously a sale of the fract 1 and
Tract 2 interesls te a responsible party.

No serious dJdislocation in City-State cil revenues beyond the
temporary shortfall of revenues mentioned in the preceding
paragraph, should result prowvided that Century is able Lo sell
the crude o0ill allocated Lo the Tract 1 and Tract 2 interesls at
a price :equafl to or very near the price of ‘the 0il used 1in
valuing it fuor the purpose of calculating net profits under the
contracts. Nowever, there is a reasdnable probability that
Century may bé unable to sell all of the oil at such a price.
[f Century cannot obtain a price for the oil that is &as high as
the net profit price, Century has no financial ability to make
up the loss.

the amount of oil allocable to the Tract 1 and 2 interests: and
which Century must sell is about 5,500 barreis per day.

Century has a contract with Union O0il Company of California to
purchase 2,000 barrels per day at Lhe net orofit price, which
includes any increase resulting from the contractually provided
roview .and adjustment for higher value, plus the $0.10 per
barrcl which Century must pay the City and State. This
contract will run until December 3:; 19806. the City and stale
agree Lhat the purchase of this oil by Union from Century under
their contract, while constituting a Purchase of Oil under Lhe
Lerms of the Contractors' Agreemenl, will not be used as a
basis fFor assessing tiigher value under Article 9.(c) against
Union for its share of THUMS crude should a sell-off from

frack | not be in existence at any time during the term of the
Century-Union contract.
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Century has no {irm contract for the remaining 3,500 barrels
per day. Century may have to sell this oil at spot markel
prices. For the last several months, the spot market price ‘has
been several dollars per barrel lower than the posted prices
upon which the net profits value is based. Any such shortage
would have ko be borne by the State in reduced oil revenues.

While this scenario is not bright, it provides what appecars to
be the best alternative for the City and State at this time.
Century has in place the <corntract with Union for the sale of
2,000 barrels per day, which could not be duplicated by anyone
today Century also has the expertise and the financial
incentive (ilts sole resource of $1 willion is totally at risk)
for markeling the oil at the besl possible price and obtaining
a responsible buyer for Lhé fract 1 and Tract 2 interests,
these interesls will be Lhe subjecl of bankruplcy procecdings
and the losses and dislocations altendant with these
proceedings. Furthermore, any default by PP Co. under the
Contractors' Agroecment or Tract No. 2 Agrecment causing Century
to default in making oil sales to Union would: permit Union Lo
cancel ils oil purchase contract with Century. J[kerefore, -Lhe
assignment to Century will remove the risk of the Trect i and
Tract 2 inlerests becoming subject to a bankruptcy proceeding
involving Pelro-Lewis, preserve the Century-Union o1l purchase
contract and pave the way for a sale by Century of bLhesé

lract 1 and Tract 2 interests free of the burden of the
unpeitainbies over the Future of Petkro-Lewis and PP Cr.

At its meecting on March 25, 1986, the Long Beach City Council
gave ils consent to the assignment by PP Co. to Century of the
Iract 1 interest.

LT IS RECOMMENDED THAT THt COMMISSION:

t APPROVE IHL CONSEN! BY THL CI1Y OF LONG BEACH 10 [I'HI
ASSTGNMENT BY PARINERSHLP PROPIRIELS €0, 10 CENIURY
RLSOURCES DLULLOPMENIT, INC. OF PP CO.'S RIGHIS AND
081 1GATLONS AS HOIDER OF THE WO AND ONE-HALF PLRCENT, ONE
AND ONI - HALE PERCENI AND ONE PLRCEND NONOPLRAIING
CONTRACTOR'S [N{ERESTS IN ITHE CONTRACIORS' AGREEMEND FOR
IRACI 1 OF THE Le™, BEACH UNL11 UNDER THE TERMS AND
CONDLIEONS SURSTANITALLY AS SE. FORIH ABOVE IN THIS
CALENDAR LIEM,
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CONSLNT 10 FHE ASSIGNMENT BY PP CO. 10 CENIURY OF PP CO.'S
RIGHTS AND OBt [GAILONS AS HOIDER OF THE ENIIRE NONOPKRAIL ING
CONIRACIOR'S INTERESI IN THE 4RACI NO. 2 AGRELMENI FOR THL
LONG BEACH UNLT UNDER I'HE 1ERMS AND CCNDLILONS
SUBSTANTLIALLY AS SET FORTH ABOUVE IN TH1S CALENDAR ILI1EM.

AUTHORLZE THE EXECUTIVE OFFICER TO EXECUTE ON BEHALF OF TIIE
COMMISSION ANY AGREEMENIT OR AGR: EMENTS NEEDED 10 ErteCt THE
COMMISSION'S ACTLION.






