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

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

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

BACKGROUND

The City of Long Beach (City) has requested that the Commission approve their
proposal to lower the amount of the letter of credit required to be posted by Tidelands
Oil Production Company (the Contractor) under the Long Beach Harbor Tidelands
Parcel and Parcel “A” Oil Contract (Contract). The Contract was amended in 1990 to
allow the contractor to use a letter of credit, or a performance bond, in the amount of
Four Million Dollars. The amendment also provided that the City could review and alter
the amount required of the Contractor to guarantee performance under the Contract
every five years based on market conditions. The City has performed that review and
determined that a reduction of the obligation to Two Million Dollars is justified at this
time in light of the market conditions. This is the first such review and alteration of the
obligation since the Contract was amended. However, because of current market
conditions, this contract has been further amended to change the review period from
every five years to every two years.
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'CALENDAR ITEM NO. €39 (CONTD)

STATUTORY AND OTHER REFERENCES:

A
B.

Public Resources Code section: Division 6, Parts 1 and 2; Division 13
California Code of Regulations: Title 13, Division 3; Title 14, Division 6.

OTHER PERTINENT INFORMATION

1.

EXHIBITS:

A
B.

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

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

Letter Requesting Approval td Reduce the Letter of Credit
Second Amendment to the Long Beach Harbor Tidelands Parcel and
Parcel “A” Qil Contract (1990)

PERMIT STREAMLINING ACT DEADLINE:

N/A

RECOMMENDED ACTION:
IT IS RECOMMENDED THAT THE COMMISSION:

CEQA FINDINGS:

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

SECTION 21065 AND TITLE 14, CALIFORNIA CODE OF
REGULATIONS, SECTION 15378.
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AUTHORIZATION: :

1.

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

APPROVE AMENDMENT OF SECTION 25 OF THE LONG BEACH
HARBOR TIDELANDS PARCEL AND PARCEL “A” OIL CONTRACT
TO PROVIDE THAT THE CITY OF LONG BEACH CAN REVIEW
AND ALTER THE AMOUNT OF THE SECURITY REQUIRED OF
THE CONTRACTOR TO GUARANTEE PERFORMANCE UNDER
THE CONTRACT EVERY TWO YEARS BASED ON MARKET
CONDITIONS AND WITH APPROVAL OF THE CALIFORNIA STATE
LANDS COMMISSION.
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Exhibit A W 12016
CITY OF LONG BEACH

DEPARTMENT OF OIL PROPERTIES
’ ) ,””AAA 211 EAST OCEAN BOULEVARD, SUITE 500 & LONG BEACH, CALIFORNIA 90802 @ (3101 570-3900 © FAX §70-3922

NHRR I 0
L]

E

December 31, 1998

Mr. Paul B. Mount }I, P.E.

Chief, Mineral Resources Management Division
California State Lands Commission

200 Oceangate, 12th Floor

Long Beach, CA 90802-4331

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

Dear Mr. Mount:

in 1989, the Contractor provided a performance bond in compliance with Section 28 of the
subject Contract. Under the Second Amendment approved in 1890, the Contractor
furnished a letter of credit in piace of the bond in the amount of $4,000,000.

The City has reviewed its exposure under the Contract based on current market conditions
and determined that a letter of credit in the amount of $2,000,000 is adequate. The
Contractor's expenses have declined to about $1,500,000 per month due to reduced
operations within the Contract area. OIl Revenues have totaled between $1,200,000 and
$1,400,000 per month. Under the worst scenario, the City might be exposed to two months
of expenditures offset by ane month of revenues or about $1,800,000.

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

Sincerel

. Dennis M. Sullivan
Director

DMS:RJR
LEG: 616.003
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_adopted by the City Council of the c:i:y of Long Beach on

e A T

-

EXHIBIT B W 12016
SECOND AMENDMENT TO LONG REACH HARBOR
TIDELANDS PARCEL AND PARCEL “A®
QIL CONTRACT
1. PARTIES AND EFFECTIVE DATE. This Second Amendment
to the long Beach Harbor Tidelands Parcel and Parcel "A" 0il

Contract ("Contract") is nach and entered into by band betwvesn
the City of long Beach, a municipal corporation ("City") and
Tidelands 0il Production Company, a Texas genaeral partnarship,
by ite ‘general partners, Nesta 04l s-:-vicu,/xnc.. a Texas
corporation and Chanse long Beach Production Corporation, a

Delavars corporation ("Contractor®), pursuant to a minute order

AENL, 3 - , 1990. This Second Amendment is to be
ettective __ gl 20 . 1990.
| 3. RECITALS. This Second Amendment to the Contract
is made with raference to the follewing facts and objectives:
(a) Tha City and the Contractor entered into the
Contract effective March 1, 1989 (City Clerk's No.

20596) . The Contract provides, among other things,
for the Contractor to conduct drilling, repressuring
and oil recovery operations on certain tide and
submerged lands in the ibnq Beach tidelands raeferred
to as the Subject Lands and described in Exhibit "A-1®
and dcp:l.ctetll in Exhibit "A-2" and Exhibit "A-J3" of the
Contract. The Subject lands include unitized parcels
designated as Unit Segment I in the Fault Block II
Unit, the Fault Block III Unit, the Fault Block IV
ole
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" property in the performance of operations on Unit

unit and the l'ault Block V Ranger Zone Unit, as wcn.
as varicus non-unitized parcels, includlnq Pai‘col'”k".

(b) Under the Unit Agreements and Unit Oparating
Agresments, tO0 vwhich the unitized formations
underlying the Subject Lands are subject, the City is
designated as Unit Operator for Unit Segment I of each
unit. As Unit Operator, the city. is eharqed vith the
vesponsibility for developing and operating Unit
Segment I in each of the four units, The City has
engaged the contractor to assist it in carrying out
ite responsibilities as Unit Operator for Unit Segment
I.

(8) The City and Contractor entered inte a First °
Amendment to the 'bonq Beach Harbor Tidelands Parxcel
and Parcel "A" 0il Contract (“Pirst Amendument®) on
March 1, 1999. The First Anmendment provides, among
other things, that notvithatanding the limitations in
subsection 13.2 and Section 15 of the Contract, the
Contractor, vhen diract_&d by the City Manager, may,
under certain circumstances and upon the proper

allocation ¢f <costs, use certain personnel and

Segment II of the Fault Block IV Unit and Frault Black
V Ranger Zone Unit. _ |
(d) Contractor has interests in certain other
oil properties in the Southern California arsa which
require the performance of certain accounting,
engineering and management functions by Contractor.
. mdw
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Contractor centemplates acquiring interssts in other
oil and gas operations in Southern Califernia which
may requirs performance of certain accounting,
engineering and management functions by Contractor.
{®) It is recognized by the City and the
Contractor that having the Contractor perform caertain
accounting, engineering and management functions with
respact to interests in certain other oil properties,
will result in a savings to the éity under the
Contract if the Contractor uses portions of the

Subject Lands, facilities on the Subject lands and

personnel of the Contractor assigned to the Subject.

lands in connection with its performance of those

tunctions and properly allocates the costs among the

‘various interssts or properties. Therefore, the City

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

lLands and certain of Contractor‘s perscnnel uniqmd.

te the Subject Lands 4in connection with the
performance of accounting, engineering and inanugcnont
functions with respact to certain other Southern
California properties on cartain terss and conditions.

(£) The City vishes to have greater flexibility
in returning to the Contractor oil that it has taken
in kind, The Contractor vwishas to be able to receive
oil ¢caken in kind that the City vishes to return

-3~
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vithout undue delay. Therefors, both parties d-siia
to shorten the notice period that must preceds the
return of ‘oil taken in kind by the City.

(y) Because of changing !inanciai conditions,
the City wishes to provide the Contractor with
flexibllity in meeting the requirements of faithful
portonam:i (Section 28) under this Contract.
Therefore, the parties desire to allov the Contractor
to provide either a performance bond or a letter of
cradit as a guarantee of performancs.

3. AMENDMENTS TO CONTRACT.

(a) Section 2 of the Contract is amended by‘
adding a nev subicction a.4 z-udin§ as .!onovn

2.4 Notwithstanding the limitations

in subsection 13.2 and Section 185, the

Contractor, when directed and to the extent

authorized in writing by the City Manager,

may use the Subject Lands, xpntul Property,

City Property and Unit Property and the

field office used by the Contractor in the

portenlnc; ot ita obligations on the

Subject LlLands in connection with the

performance of operations ' relating to

Contracter's other oil properties in the

Southern California area. The Contractor,

when directed and to the extent authorized

in writing by the City Manager, may also use

any of the Contractor's personnel in the

-4
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performance of the operations relating to
Contractor's other oil propertias in the
Southern California area. The City
Manager's authorization may impose
conditiens including but not 1limited to
changes in _1nsuranco and in the faithful
performance bond or letter of credit. In
the event that such lands, property or
personnel are used in connection with any.
operations relating to the Contractor's
other 'propnreies., the Contractor shail
charge under this agresment only the
proportionate share of the coats (as those
costs are determined in accordance with
Exhibit "B", <the Accounting Procedurs)
attributable to the parforsance of
operations on and for the Subjact lands.
The proportionate sharea of the costs
attributable to operations relating to the
cantractor's other properties in the
Southern Cslifornia area shall be charged to
those other properties, and the rocordi of
these charges shall bs available tor
inspection by the City at all reasonable
tines.

"The conduct of cperations relating to
the Contracter's other properties in the
'Souv.hom California arxrea by the Contractor

-Be
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shall not bc‘;ln conflict with neor dhan have

-
g —

an adverse effect on the operations required

e

to be performed by the Contractor on the
Subject Lands. The City may, vithcﬁt cause
"and at any ¢time, modify the extent of

approval given by this subsection 2.4 to

conduct  operations relating to the

- o

Contractor's other properties in the

Southern California area and may, on sixty

(60) days' written notice, <revoke the

aperal to conduct operations relating to

12| the Contractor's other properties in the

Southern California area. The Centractor

shall comply fully with the cost allocation

Jona R Catoun

Clty Alirey of Lacg Baach
50008
&

procedures provided by this agresment,
including Exhibit *"B", and with wvhatever

Lang
>

il ‘conditions are imposed by the City Manager.
18 The Contractor shall provide and at all
19 times maintain a policy of insurance or an
20 endorsement to other policies of insurance
21 requized t¢ bes furnished under this
2ll agrsement that indeanifies and insures the
Vm City, the State of California, and their
g‘h : officers, agents, employees and volunteers,
2 to the same extent and in the same mannar as
28 . provided in Section 26. The policy or
b H endorsement shall be furnished st. the
mw Contractor's own expenss, and the costs of
T ] ~er
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such policy 'qr endorsement shall ba a
nonreimbursable expanse under this agreenent
and shall not be an item of unit expense
under any of the Unit Agreenments, The
policy or endorsement shall be submitted to
the City for approval as te form by the City
Attorney and approval as to sdz!icicncy by
the City Manager."

(b) Subsection 18.2 of the Contract is amended

to. read as followvs:

"18.32. The City reserves the riqht,
axercisable upon ninety (90) days' written
notice to the Contractor, to taka in kind
any percentage up teo and including twenty
percent (20%) of the oil referred to in
subdivisions (a) and (b) of subsection 18.1.
When taken in kind by the City, such oil
shall be valued in the manner provided in
subsection 18.), such .vuluo shall be used in
computing Net Profits and the proceeds froa
the valuation of such oil shall be made
available to the Contractor ‘tor
diibunupnta undar subsection 21.4.
Whenaver the City exercises its right to
take such oil in kind, it may return such
oil to the Contractor upon at leant
twventy-four (24) hours' written notice to

the Contractor.”

LI
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(c) Section 28| of the Contract is amended to

as fallows: 1

rgection 28. W
QF _CREDIT. Concurrently with its execution
of this agreement, the Contractor shall
fuxrnish and shall keep in full force and
effect at all times during the term of this

agreement one of |{the following:

"(1) A good and sufficient bond or
bonds in the aggregate principal sum of Poui
Million Dollars ([$4,000,000.00), executed by
the Contractor,| as principai. and a
corporation or qorporations va.ptho:uod to
engage in surety| business in the State of

California, as mr-ey.‘ The bdond or bondes

nust be approved as to the surety and as to
sufficiency by tt?c City Manager and as to
fora by the City Attorney. The bond or
bonds shall be conditioned for the faithful
perfornance Dby tE Contractor of all the
terns, covenants | and conditions of this
agreement. The obligations and liabilities

of the 9sursty| shall be continuing

obligations and liabilities. However, the

surety may tonlnito liability by giving at
least dxty (60) days' written notice to the
City and te the |Contractor, but only for
events, acts, omissions and defaults
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occurring after the expiration of the sixty
(60) day period. If the surety serves
notice of termination of liability as
provided above, the Contractor shall fuxnish
to the City, prior to the expiration of the
gixty (60) day period, a substitute bond or
bonds in the same principal sum and on the

sans terms and conditions as the pravious

bond or bonds. Every five (5) years during

the term of this agreement, the City, in its
discration and with the approval of fhc
State lLands Commission, may review and alter
tha amount of the bond based: oh ocurrant
market conditions:" or

“(2) An Iinstrument or instruments of
credit from one or moxe financial
institutions subject to regulation by the
state or faderal government in the aggregate
principal sum of Four Million Dollars
($4,000,000.00) . 'rﬁo instrument or
instruments must be acceptable to the City
and approved as to the financial institution
and as to sufficiency by the City Manager
and as to form by the City Attorney. The
instrusent or instruments shall pledge that
the principal sua is available and
guaranteed for payment, and that all or any
part thereof shall be paid to the City on

-9e

. A
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order to insure the performance of all of
the terms, covenants, and conditions imposed
on the Contractor by this agreement."

"The financial institution or institutionse
may terminate liability by giving at least
sixty (60) days' writtan notice to the City
and to the Contractor. The Contractor :hali.
furnish to the City, prior to the expiration
of the sixty (€0) day period, a suﬁntltute
instrument or instruments of oredit or a
good and sufficient bond or bonds in tho
sane principal sum and on the sane terms and
conditions. - If the substitute " is not
furnished before the last business day ot
tha sixty (60) day period, the City may levy
on the full amount of the letter of credit
that is due to expire. Zvery tive (S) years
during the term of this agresment, the City,
in its discretion, and yith the approval of
the State lLands Commission, may r-viov'and
alter the amount of the instrumsent of credit
based on current market conditions.* |
4. FORCE AND EFFECT. Except as specifically amended

herein, all terms and conditions of the Contract, as amended,
shall remain in full force and effect.
/7
//

//
=10~
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Executed viﬁh all the formalities required by lawv on

the dates set forth oppo.it@ the signatures.

CITY OF LONG BEACH, a municipal
corporation, as Tidelands
Trustee and Unit Operator

of Unit Segment I,

Fault Block II Unit,

Fault Block XIIX Unit,

Fault Block IV Unit and

Fault Block V Ranger Zone Unit

. HANKLA, City Manager

¢ ~| / , 1990

‘@fﬂ'/( é , 1990

"CITY"

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

NESTE OIlL s:avx'cu, INC., a
Texas corporation

By, % B /V\J//@“"\'

Partner

CHANSE LONG BEACH PRODUCTION
CORPORATION, a Dalavare
corporation

By ' i

Parenyfﬁz

" CONTRACTOR"

/7 /
/7
//

//
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1 The foregoing Second Amendrent to Long Beach Hirbor
o|| Tidelands Parcel and Parcel "A" oil h tract is approved as to
4/l form this !? day of Wal :ij)‘ , 1990.
‘ HN R. CALHOUN, clty A rney
S
) .A_Lj\'\u(u« d 5_&. /
, Deputy
8
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P

State, personaily sppesred

and '
{  )persentllyknowntemuer( ) proved lomeonthe busa
of satisfactory evidence 10 be the person(s) whe executed the wirhin
Presiden: and

Seererary on umwmmmnmm thierein named and scknevi

.
]
(This ares for effieis] aotarial seal) !
. ' ¢
(Panaanship)
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" STATE ordn&gi } 1
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CITY OF LONG BEACK

L ]

APPROVAL OF ABEIGRMENT OF TIDELANDS Oil com-imcr
20096

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

o »

city Council approved the assignment by Neste Holding (U.S.A.),
Inc. and Chanse Energy Corporation (Assignors) to Neste 0i)
gservices, 1Ine. and Chanse Long peach Production Corporation,
- respectively, in thelir capacities as general partners in Tide-

@ & ~3 @& ¢ A

lands ©0il Production Company, a Texas general partnership
(»aiqhu) of one hundred percent (100%) of Assignors’ interest
in the long Beach Harbor Tidelands Pu-eci and Parcel "aA® o041
'cuntuce {Contract), and at its t«tinq__ on December 13, 1908,
the State lands Commission gave its approval to the same aasign-
ment. Tollowing the usiqnnnt.' the partnership shall be the
Contractor under the Contract, with Neste 0il Services, Ine. and
chanss long Beach Production Corporation jointly and severally
liable for the performanca of the Contract.
The approval of both the City Council and the State
Lands Commission is on the conditiens that all terms of the
Contract remain the same and that Assignors remain fully liable
undexr the Contract, any conditions in the anlg?nlcnt sgrsement
to the ocontrary notvithstanding. |
//
- //
//
//
//
a4
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This approval and the assignment shall take effect on
the date the Contract is avarded by the City to Assignors.

CITY OF 1O0NG BEACH, a municipal
coxporation

Hhar L 27, 1989

KLA, City Manager

STATRE OF CALIFORNIA, STATE LARDS
COMMISEION

3-23-¥1 'I, 1989

B 98 R * BB =S

T.
Officer

The foregoing Approval of Assignment of Tidelands o0i1

contract heredy approved as to form this i day of
t WM£L , 1989,

JOHN R. CALEOUM, Ci ttorney

sy
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