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Notice Regarding Final CBA

This Cost Benefit Analysis (“CBA”) has been prepared by Kosmont Companies and oil
and gas industry sub-consultant CGEOIL, LLC for the City of Hermosa Beach. This
document is the “Final” CBA, and includes analysis and explanations to the Draft CBA
originally circulated to the public in February of 2014.

This CBA also includes a summary of (i) well log information for a vertical well drilled at
the Project Site in 1955, (ii) pre-trial expert testimony from prior litigation activities
pertaining to prior forms of the proposed Project reviewed subsequent to the circulation
of the Draft CBA, as well as (iii) direct responses to questions and comments to the
Draft CBA from various stakeholders. A discussion of supplemental information
reviewed is provided in Section 16.0, and public comments and responses to the same
are provided in Appendix J.

For an abundance of clarity, the Authors neither support nor oppose the proposed
Project. In the Authors' opinion, this report presents a neutral and unbiased perspective
of the potential costs and benefits of the proposed Project to the City.

Additional questions and comments to this CBA may be addressed by the Authors
during the appropriate public hearings and/or sessions scheduled by the City.
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1.0 Executive Summary

The City of Hermosa Beach ("City") is in the process of evaluating a proposal by E&B Natural
Resources ("E&B", "Applicant") to develop an oil drilling and recovery project ("Project") within
the City. In addition to the preparation of the Environmental Impact Report (certified by the City
on July 8, 2014, "EIR") as required under the California Environmental Quality Act ("CEQA"),
the City desired to have two additional studies completed. The two studies, a Health Impact
Assessment ("HIA") and this Cost Benefit Analysis ("CBA") are intended to provide information
and analysis to the residents of Hermosa Beach that is not required as part of the EIR under
CEQA. Ultimately City residents will have the opportunity to vote whether or not to approve the
Project.

This CBA is intended to help estimate potential financial benefits and costs to the City, whether
the Project is approved or not, primarily from the perspective of the City as a municipal
organization. Figures contained in this document are estimates of the order of magnitude of
some of the potential and projected financial costs and benefits. Additional discussion of the
context of estimates and sources of uncertainty in projections are provided in detail in this repot.
Additional information on the Project is available in the EIR and HIA.

Should the Project not be approved by voters, the City will pay E&B a settlement payment of
$17.5 million. The City currently has approximately $6.0 million or more in reserves set aside to
fund City obligations related to the Project. Assuming the City would allocate these funds to the
settlement payment, it may need to borrow the remaining $11.5 million of the obligation. As
discussed in detail herein, depending on the financing structure utilized, the cost of borrowing
$11.5 million is estimated to range from approximately $825,000 per year for 30 years, to
approximately $1.1 million per year for 20 years. These financing costs could be paid through
an allocation of existing City revenues, or supplemental taxes on City residents.

Should the Project be approved by the voters and the City issues a drilling permit, the City
would likely pay E&B a settlement payment of $3.5 million, temporarily relocate the City's
maintenance yard, and then permanently relocate the City’'s maintenance yard. Under this
scenario, and considering other assumptions discussed herein, the Authors anticipate that the
City may have to pursue a $7.5 million ($2017) financing to complete the required
improvements. Estimated bond payments of $560,000 per year could likely be timed to match
anticipated oil and gas revenues.

If approved, the City would be entitled to royalty revenues from oil and gas produced under the
Project. Based on production estimates completed as part of this CBA, the Authors estimate
that the over the 35 year life of the Project the City would realize net revenues of approximately
$118 to $270 million ($2014). Of this total, approximately $25 to $77 million (net, 21 - 29%) is
estimated to accrue to the City’s General Fund, and the balance to the City’s Tideland Fund.
Utilizing production estimates from the Applicant rather than those from this CBA, the Authors
estimate that the City would realize net revenues of approximately $450 million ($2014), of
which it is estimated that $139 million (net, 31%) would accrue to the City’s General Fund.
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For reference and scale, the City's Fiscal Year 2013-14 budget is approximately $30 million.
Potential restrictions on revenues that flow either into the City's General Fund or Tidelands
Funds are discussed in detail herein. A table summarizing estimated gross City Revenues, City
costs, and net City revenues under the scenarios evaluated in the CBA follows in Figure 1
below.

Figure 1: Estimated Gross City Revenues, Expenses & Net Revenues (Tidelands & Uplands)

$600 M
CBA Low CBA Expected CBA High Applicant
$500M 479.2M
450.4M
$400M 165.6 M
139.4M
298.8M
$300M 270.1M
230.2M 103.2M
201.6 M 7rA RN
$200M 79.6 M o
146.7M ' 313.6M 311.1 M
50.7 M 118.0M
$100M 245M 1955M 193.1M
150.7 M 1482M
9%60M| o-87m [935M 286 M 28.7 M 28.7M
$ M 262 M 26.2M 26.2M 26.2M
(7] ‘ 2.5M ‘ % %) ‘ 2.5M ‘ (7] n ‘ 2.5M ‘ 0 0 ‘ 2.pM ‘ 0
(] (] [} [} [ [} () (] () (] (] [
32 2 T2 32 2 = 32 2 g2 32 2 ol
] ] Zz 0 S0 o z 0 =) o Z O S o ] Z O
03 < 3 Cg < 3 33 & 3 (O < 3
14 w 14 14 w o 14 w o 14 w 14

ETidelands OUplands ®Tidelands Expenses @Uplands Expenses

A number of alternative production revenue estimates, and additional potential City revenue and
cost considerations are discussed herein.

With respect to potential revenues for the Hermosa Beach City School District, based on
production estimates completed as part of this CBA, the Authors estimate that the School
District would receive net revenues of approximately $1.2 - 2.2 million ($2014) over the life of
the Project, or, assuming the production estimates from the Applicant, $3.8 million ($2014) over
the life of the Project.

A brief description of each section of this document follows.

2.0 Background - An introduction to this report, and general information on the proposed
Project.
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3.0 Relevant Documents - A summary of background documents pertinent to this
analysis.

4.0 Potential Project Scenarios - A summary of the primary Project related outcomes.

5.0 Oil & Gas Volume Estimates - A review of the estimates of recoverable oil and gas in
the oil field underlying the City of Hermosa Beach and extending out to sea one
nautical mile from the mean high tide line (“Reservoir”), including prior studies, and the
analysis completed as part of this CBA.

6.0 Oil & Gas Pricing - A summary of oil and gas pricing projections, and values used
herein. This section includes a table that assists the reader in making adjustments for
potential changes in oil prices.

7.0 City Oil & Gas Revenues - A series of estimates of the potential revenue that would
accrue to the Uplands (City General Fund) and Tidelands funds should the Project be
approved. A discussion of potential restrictions on revenues is also provided in this
section.

8.0 Other Direct Revenues - A discussion of other revenues the City and School District
might receive should the Project be approved, including property tax on the value of
the Reservoir, and the School District's net royalty revenue.

9.0 Direct City Costs - A summary of the City's cost whether the Project is or is not
approved, including Settlement Agreement, maintenance yard relocation, and City
staffing costs

10.0 City Financing Considerations - A discussion of the City's credit rating and potential
financing options whether the Project is or is not approved.

11.0 Net City Cashflow - A summary of the net revenues the City might expect whether the
Project is or is not approved.

12.0 Private Property Values - A discussion of the potential for impairment of private
property values proximate to the Project Site if the Project is developed.

13.0 Other Potential Considerations - A primarily qualitative discussion of other
considerations including homeowner insurance rates, the City's ability to obtain green
grants, and tourism in the City.

14.0 Economic Activity Benefits - A brief analysis of the potential economic impacts
related to the construction and operation of the Project.

15.0 Potential Hazard Events - A broad discussion on the potential financial implications
and considerations related to potential Project hazards.
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16.0 Supplemental Document Review — A summary discussion of information and
documents made available and reviewed subsequent to the preparation of the Draft
CBA.
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2.0 Background

As previously introduced, the City of Hermosa Beach is in the process of evaluating a proposal
by E&B to develop the Project within the City. As part of the City's evaluation, the City retained
Kosmont Companies ("Kosmont") and sub-consultant CGEOIL, LLC (collectively "Kosmont
Team", or "Authors") to prepare this report to evaluate the potential financial costs and benefits
to the City of the Project. A general introduction to this report, information that serves as a
primer for the reader, and a description of the overall Project follows. A list of definitions and
defined terms is provided in Appendix A.

2.1 Purpose of Report

This Cost Benefit Analysis ("CBA") is intended to provide the reader with an estimate of the
potential financial costs and benefits of the Project to the City of Hermosa Beach, primarily
based on whether voters of the City approve, or do not approve the Project. Within these two
potential outcomes a series of alternative scenarios are evaluated and discussed. While this
report does not quantify every potential financial impact, it does attempt to quantify the factors
that could have a significant impact on City revenues and expenditures. In some cases
guantification of potential costs or benefits are beyond the scope of this document, however,
some qualitative discussion is provided for consideration. An overview of context of this CBA,
and general Project information follows.

2.2 Project History

The currently proposed Project and financial terms related thereto are primarily the result of a
legal settlement between the City, Macpherson Oil Company (“MOC”), and E&B Natural
Resources Management Corporation. The Authors provide the following excerpt from the
March 2012 Settlement Agreement as an introduction mutually agreed upon by MOC, E&B, and
the City.

"A. Macpherson and City entered into an oil and gas lease in 1986 and subsequently
entered into an amended and restated oil and gas lease in 1992, the Lease that, among
other things added the City-owned Tidelands to the leased lands, all in order to allow
Macpherson to engage in a directional well oil drilling project that would be conducted
from an urban drill site to be installed and located on the City maintenance yard property
(the “Qil Project”). The City certified an Environmental Impact Report for the Oil Project
in 1990. The City secured the approval of the Lease from the California State Lands
Commission in 1992, and the reapproval of the Lease from the California State Lands
Commission in 1994. The City issued Conditional Use Permit No. 93-5632 to
Macpherson for the Oil Project in 1993, and at the same time certified an addendum to
the previously-certified Environmental Impact Report to accommodate several minor
changes to the Oil Project. Macpherson also obtained all of the necessary Permits to
Construct for the Oil Project from the South Coast Air Quality Management District. In
November, 1995 the residents of the City passed City Measure E, an initiative measure
that banned oil drilling in the City. In early 1998, and notwithstanding the passage of
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Measure E, the California Coastal Commission authorized issuance of Coastal
Development Permit No. E-96-28 to Macpherson for the Oil Project, subject to
conditions. Later in 1998 the City Council made a determination that the Oil Project as
then constituted posed an unacceptable public safety risk.

B. Macpherson filed a cross-complaint for breach of the Lease seeking monetary
damages against City in late 1998 in the case entitled Hermosa Beach Stop Oil Coalition
et. al. v. City of Hermosa Beach Los Angeles County Superior Court Case No BC172546
(the “Action”). The California Court of Appeal ruled in the Action that Measure E both
applied to the Oil Project and that its passage entitled Macpherson to sue the City for
monetary damages. The Los Angeles County Superior Court in 2008 subsequently
ruled that City’s adoption of Measure E constituted a breach of the Lease and scheduled
a trial to determine the amount of Macpherson’s damages. The Court of Appeal
thereafter ruled that the City’s 1998 determination that the Oil Project as then constituted
posed an unacceptable public safety risk may constitute a defense to Macpherson’s
damages claim if the evidence presented at trial satisfies the limitations upon the
defense set forth by the Court of Appeal. The trial on Macpherson’s cross-complaint is
now scheduled to commence in early April 2012. At trial Macpherson will be seeking
damages against City in excess of $700 Million.

C. E&B is an unrelated third-party oil company that has investigated the Oil Project and
wishes to pursue it. EB has approached the City and Macpherson with a plan to settle
the Action between the City and Macpherson and provide E&B with a potential
opportunity to proceed with a state-of-the-art directional well oil drilling project conducted
from an urban drill site located on City’'s maintenance yard property. E&B proposes a
settlement payment to Macpherson to compensate Macpherson for an assignment to
E&B of Macpherson rights to the Oil Project and termination of the Action in return for (1)
the opportunity to persuade City electorate that a state-of-the-art directional well oil
drilling project conducted from City maintenance yard can be accomplished safely and
with financial benefits to all of the Parties and (2) for full or partial repayment to E&B by
the City of a portion of the settlement payment E&B makes to Macpherson. Due to
technology and operational advancements in the past 15 years made by the oil and gas
industry related to safety and efficiency of oil and gas production it is E&B'’s strong belief
that both the residents of City and E&B can greatly benefit by allowing for the
development of the oil and gas reserves under the lease(s) assigned to E&B.

D. City is willing to place on the ballot a measure that would afford its electorate the
opportunity to consider whether to resurrect a directional well oil drilling project from
City’s maintenance yard, in exchange for termination of the Action and payment to E&B
of certain amounts contingent on the outcome of the ballot measure and establishing the
ongoing potential for a very substantial revenue stream to be generated for City and the
Hermosa Beach School District as a result of the payment to City and School District of
royalties in association with the production of oil and gas reserves by E&B. Macpherson
is willing to settle the Action and assign to E&B its rights to the Oil Project in return for
the settlement payment together with the royalty interest to be assigned by the City to
Macpherson and the overriding royalty interest to be reserved to Macpherson from its
assignment to E&B, all as set forth below in this Agreement.

E. Settlement of the Action would serve to eliminate the risks and costs associated with
continued protracted litigation and would return to the electorate the question of whether
the public interest would be best served by either approval of the oil drilling project or
payment of a settlement.”
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2.3 Overview of Areas Evaluated in CBA

As introduced, this CBA focuses on the major financial costs and benefits to the City with and
without the Project. Primary areas evaluated are as follows:

¢ If the Project is approved
0 A settlement payment
o0 Costs associated with the temporary and permanent relocation of the City
maintenance yard
o Property tax revenues based on the value of the Reservoir (defined
subsequently)
o City oil and gas royalty and drill site lease payments
o Potential decreases in property tax revenues from properties proximate to the
Project Site
0 Indirect impacts
o Other qualitative considerations
e If the Project is not approved:
0 A settlement payment

2.4 Limitations of Analysis

The City revenues estimated herein are primarily tied to the potential production of oil and gas
from the oil field underlying the City of Hermosa Beach and extending out to sea one nautical
mile from the mean high tide line (“Reservoir”). Given (i) the general uncertainty of recovery
rates for oil and gas projects, (ii) lack of precise test information available on the potential oil
and gas Reservoir volume, and (iii) general variability in oil and gas prices, projections
contained herein should be considered as order of magnitude estimates, rather than predictions
of specific results.

Additionally, other areas of analysis are based on a variety of variables, projections, and
estimates, which include assumptions that represent the Authors' best estimates. In some
cases assumptions are based on limited information. In all cases the estimates contained
herein should be considered as order of magnitude estimates. In areas where qualitative
discussion is provided the reader may have to make its own conclusions, informed by this
document, as to the potential impacts of the Project.

The reader is encouraged to review this CBA in its entirety to fully understand all assumptions
and the complete context of information presented.

The information herein is presented in a manner to simplify interpretation. There are many
technical nuances to the calculations and analyses applied. Notes about various assumptions
and considerations required to complete the analyses are provided throughout the document.
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2.5 CBA Terms and Concepts
Defined terms and concepts are utilized throughout this report. An introduction to the most
pertinent terms follows, and a full reference list of defined terms and acronyms is provided in

Appendix A.

Financial Terms

Cashflow — Generally, a positive or negative amount of money received or expended at or over
a particular point in time.

Discount Rate — Used in discussion and calculation of the present value of a future cashflow.
A discount rate is often applied to a series of future cashflows that are projected to result from
an investment today. The discount rate is usually expressed as an annualized percentage, and
generally represents the value to an individual or entity of a dollar today (current dollar value)
versus a dollar at a future point in time (future value). The discount rate for a given entity varies
based on a number of factors including that entity’s borrowing costs, the perceived or actual
risks of a particular investment, the amount of time that capital will be inaccessible, and/or the
amount of time over which an investment is expected to generate cashflow. For the purposes of
estimating the present value of potential future City revenues and expenditures, the Authors
assumed a discount rate of 3%, which was assumed to be generally in line with the rate of
inflation over the next approximately 35 years.

Future Value — (“FV”) Generally, the sum or total value of one or a series of cashflows in the
future, expressed in (nominal) dollars at that future point in time.

Nominal Dollars — Values expressed in nominal dollars that are not adjusted for the impacts of
inflation.

Present Value — (“PV”) Present value is the current value of one or more (typically) future
cashflows. Generally, the impacts of inflation or a required return on investment make a dollar
today worth more than a dollar in the future. The present value of a series of cashflows is the
sum of the present value of a given future cashflow calculated based on an applicable discount
rate.

Real Dollars — Given the impacts of inflation, the purchasing power of a dollar tends to decline
over time. Values expressed in real dollars are actual (“Nominal”) historic or projected future
dollar amounts adjusted to eliminate the historic, or future projected impacts of inflation. In
essence, when a figure is expressed in $2014 herein, that figure represents the estimated
present value of a one or more future cashflows.

Rounding Errors — In this document figures are often rounded to differing levels of significant
digits for ease of reading. When rounded sums are added they may not equal the rounded sum
of the unrounded values. Calculations herein are based on unrounded values from the same
data sets, but results of calculations are often presented as rounded values that may not

HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



precisely match based on differing levels of rounding (i.e. rounded to the nearest thousand
versus to the nearest ten-thousand).

Geologic Terms

Gas - Within the context of this document gas refers to natural gas expected to be produced
from the Reservoir. The term gas as used herein does not refer to gasoline.

Reservoir — The oil field underlying the City of Hermosa Beach and extending out to sea one
nautical mile from the mean high tide line.

2.6 Project Description

As proposed, the Project is comprised of the drilling and operation of up to 30 oil wells and up to
four water injection wells at the location of the City's existing maintenance yard. For an
abundance of clarity, based on discussions with the City it is the Authors' understanding that the
Project does not include the extraction process commonly referred to as "fracking”. The Project
would include four distinct phases. A detailed description of each phase of the Project can be
found in Section 2.0 of the Environmental Impact Report ("EIR") and summary description of
each phase follows below.

Phase 1: Site Preparation

The primary activities of Phase 1 of the Project include the temporary relocation of the City
maintenance yard to a location adjacent to City Hall, clearance of the Project Site, and
installation of perimeter fencing, a well cellar, and a 32 foot sound attenuation wall at the Project
Site. Phase 1 is expected to last approximately six to seven months.

Phase 2: Drilling & Testing

During Phase 2 a drill rig would be set up on the Project Site, and temporary production
equipment would be installed. In addition, during this phase three test wells and one water
injection well would be drilled. For reference, some production of oil from the wells would be
expected during this phase. Information collected from the test wells would be used to estimate
Reservoir volumes, and potential recovery rates. With this information E&B would decide
whether or not to proceed with additional drilling, and if so, what areas of the Reservoir to drill in
a subsequent phase. Drilling during Phase 2 is expected to last approximately three to four
months, and testing during the phase is expected to last approximately seven to nine months.
In this report it is assumed that drilling in Phase 2 would begin in 2016.

Phase 3: Final Design & Construction

If E&B determines that it is economically viable to proceed with drilling additional wells, E&B
would proceed with the construction of permanent site and production improvements. Phase 3
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would generally include the removal of temporary production equipment, and installation of
permanent production equipment, a permanent sound attenuation wall system, a small onsite
office, site improvements, landscaping, and lighting systems. Additionally, Phase 3 would
include the installation of pipelines in area street right of ways to deliver and connect oil and gas
produced from the Project to local distribution systems. Phase 3 is expected to last
approximately 16 months.

Phase 4: Development & Operations

Phase 4 consists of the drilling of thirty wells over an approximately 2 %2 year period, and then
ongoing recovery operations through the life of the Oil Lease, generally 34 years after the
commencement of drilling in Phase 1. Up to 30 redrills may occur over the duration of Phase 4,
however no more than five redrills would be permitted in a given year.

2.7 Project Location

For general reference, the proposed Project is located in Hermosa Beach, California. Hermosa
Beach is a beach community, located southwest of Los Angeles, and is home to approximately
19,500 residents. The City’s overall location within the Los Angeles basin is shown in Figure 2
below.

Figure 2: Regional Map

The two primary site locations relevant to the Project are the “Project Site” and the “New City
Yard Site”. The approximate locations of the two sites are depicted in Figure 3 below.
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Figure 3: Project Site and New City Yard Site Location

* New City
Yard Site

Project
Site

The Project as proposed would be developed on the existing City maintenance yard at 555 6™
Street ("Project Site”). The Project Site is located at the northwest corner of the intersection of
6™ Street and Valley Drive, and is approximately 1.3 acres. As part of the Project, the City’s
existing maintenance yard would be temporarily relocated to the City Hall property at 1315
Valley Drive. If E&B decides to proceed with Phase 4, a permanent facility is proposed to be
constructed immediately south of City Hall on City owned property at 552 11th Place ("New City
Yard Site"). For reference, the New City Yard Site is currently leased to a self storage operator.

Project Site — The Project Site is a 1.3 acre portion of the ~1.6 acre (~69,200 square feet)
property currently underlying the City maintenance yard, which is the proposed location for the
Project. The Project Site is located at 555 6™ Street in the City, and is identified by Los Angeles
County Office of the Assessor ("LACOA") Assessor Parcel Number ("APN") 4187-031-900. A
parcel map identifying the footprint of the proposed Project Site follows in Figure 4 below.
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Figure 4. Project Site Parcel Map
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New City Yard Site — The New City Yard Site is located immediately south of City Hall. Itis
currently utilized for a self storage operation, and is the proposed location for the permanent
relocation of the City maintenance yard under the Project. The New City Yard Site is located at
552 11" Place, in the City, and is primarily comprised of the 34,897 square foot parcel identified
by the LACOA APN 4187-020-907, as well as an approximately 10,350 square foot portion
(=150’ x 69") of LACOA APN 4187-020-904. A map illustrating the lot is provided in Figure 5
below.

Figure 5. New City Yard Parcel Map
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3.0 Relevant Documents

A number of legal agreements and other reports provide framework for the evaluation of
potential fiscal costs and benefits of the Project. Documents most pertinent to this CBA are
identified below, and a brief discussion of terms relevant to this analysis is provided for each.
Additional documents are referenced in specific discussions herein when relevant.

3.1 Legal Agreements

A summary of pertinent legal agreements follows. For abundance of clarity, the CBA Team is
not a law firm and does not provide legal counsel. The interpretation of documents by the CBA
Team should not be considered legal advice and/or conclusions of law.

Oil Lease

The Oil Lease between the City and Windward Associates, L.P., and GLG Energy, L.P. (dated
January 14, 1992, "Oil Lease") provides general terms related to the lease of the Project Site for
oil production, as well as the City’s royalty and drill site lease rights. Terms of the Oil Lease
most pertinent to this CBA are as follows:

e Section (1)(b) — The Oil Lease shall not exceed 35 years

e Section (2)(b)(1) — A minimum royalty provision begins in the fourth year after the date of
completion of the first well. Beginning the 13" year after the date of completion of the
first well, the minimum royalty shall be based on 10% of the fair market value (“FMV”) of
the Project Site, adjusted annually

e Section (2)(b)(1)(a) — The FMV of the Project Site shall be evaluated based on the
highest and best use of Project Site in an M-1 zone (other than for use in producing oil)

e Section (2)(b)(2) — A maximum credit against the minimum royalty of $281,250 each
year shall come from Tidelands royalties

e Section (3)(a) - Royalties are paid monthly

e Section (11) - Lessee (E&B) is responsible for paying possessory interest taxes

e Section (12) - City shall temporarily relocate the maintenance yard during test drilling,
and permanently relocate it if there will be long-term production

e Section (12)(f) - Lessee is restricted to no more than 30 (oil and gas) wells

e Section (13)(a) - Lessee shall advance the City $21,000 to evaluate the relocation of the
maintenance yard

e Section (13)(c) - Lessee shall advance the City $75,000 for the temporary relocation of
the maintenance yard, and monthly rent of up to $2,500 per month for temporary
facilities

e Section (13)(c)(1) — The City shall remove and remediate the underground storage tank
on the Project Site

e Section (13)(d) - Lessee shall advance $500,000 for the permanent relocation of the
maintenance yard
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Section (13)(d)(4) — Advances are loaned at the lower of 12% or the prime rate, with
interest calculated as simple interest, and solely to be repaid from royalties, paid first
from Tidelands royalties as permitted by law. 50% of the City’s royalty share shall be
allocated to pay off any advance until repaid in full

Section (13)(d)(5) - If the lease is terminated, any unpaid advances have to be repaid,
but repayment is capped by all royalties actually received by the City

Section (18)(a) - Lessee is liable for damage to the Reservoir

Section (18)(b) - Lessee shall provide and maintain liability insurance of not less than
$5,000,000 per occurrence

Section (18)(c) - City shall pay 1/2 of costs of defense against use of non-Tidelands
royalties to pay back advances, City shall pay 100% of costs related to defense against
claims related to the use of Tidelands royalties

Section (18)(d)(1) - An Emergency Trust Fund of up to $6,000,000 shall be established,
funded by both parties within 10 years after the commencement of the obligation to pay
into the Emergency Trust Fund

Section (18)(d)(2) - Lessee shall contribute 5% of net profits received each month to the
Emergency Trust Fund until it reaches $4,000,000, but allocation shall begin no later
than four years after the commencement of the Development and Production phase
(Phase 4)

Section (18)(d)(3) - City shall contribute 5% of net profits received each month to the
Emergency Trust Fund until it reaches $2,000,000, but allocation shall begin no later
than four years after the receipt of royalty payments (other than minimum royalty)
Section (20)(e) - If environmental remediation of existing contamination on the Project
Site costs in excess of $50,000, then Lessee shall have the right to pay up to $50,000 to
remediate the Project Site. If costs exceed the combined $100,000 then the additional
cost may be provided as an advance by Lessee

Settlement Agreement

The Settlement Agreement and Release between Macpherson Oil Company, Windward
Associates, E&B Natural Resources Management Corporation, and the City of Hermosa Beach
(dated March 2, 2012, “Settlement Agreement”) discusses the terms of the legal settlement
between the parties. Pertinent elements of the Oil Lease are provided below; additional
references are provided in this document.

Section 4.3(c) - E&B provides an advance of $17.5 million to the City to fund the City's
$17.5 million contribution to the overall $30 million settlement with MOC (E&B pays the
balance)

Section 4.4(b) - Generally, should voters approve the Project, upon issuance of a drilling
permit for the Project E&B shall forgive $14 million of its $17.5 million advance to the
City for the settlement payment. If the City cannot issue a drilling permit as the sole
result of action or inaction taken by and under the control of E&B then E&B shall also
forgive $14 million of the $17.5 million.

Section 4.6(b) - Should voters approve the Project, the City will owe to E&B a settlement
payment of $3.5 million generally payable from City oil and gas revenues
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e Section 12.3 - 345 days remain in the Primary Term of the Oil Lease and the Primary
Term is, generally, suspended until all approvals required for drilling are obtained. For
reference, under Section 1(c) of the Oil Lease the Primary Term shall not exceed two
years. In application to production estimates, the Authors generally interpret this to
mean that the Oil Lease will remain in effect for 34 years from the commencement of
drilling.

e Municipal Corporation Grant Deed (“MOC Grant”, Mineral Rights Only) - In general, City
provides to MOC a 3.33% royalty on Royalty Substances produced from the Project Site.

CSLC MOU

The Memorandum of Understanding between the City and the California State Lands
Commission (dated May 11, 1993, "CSLC MOU") provides prior acknowledgement of the Oil
Lease terms by the CSLC. Some of the key provisions follow below; additional references are
provided in this document.

e Paragraph 3 — The CSLC acknowledges the allocation of portions of Tidelands royalties
to Uplands funds as drill site lease payments

e Paragraph 7 - The CSLC acknowledges repayment of advances based on a 70/30
allocation of royalty revenues from the Tidelands / Uplands respectively

e Paragraph 9 — The CSLC acknowledges funding of the Emergency Trust Fund based on
a 70/30 allocation of royalty revenues from the Tidelands / Uplands respectively

3.2 Other Reports & Documents
Temporary City Yard Relocation Cost Estimate

The City of Hermosa Beach City Relocation Yard Study Interim Corporate Yard Relocation
Opinion of Cost & Schedule (Jacobs & Yuang, Inc., prepared January 3 2014, “Temporary City
Yard Relocation Cost Estimate”) provides an evaluation of the potential cost of temporarily
relocating the City's maintenance yard to the City Hall site at 1315 Valley Drive during Phase 1
of the Project.

Permanent City Yard Relocation Cost Estimate

The City of Hermosa Beach City Relocation Yard Study (Jacobs & Yuang, Inc., prepared
November 2, 2013, revised November 26, 2013, Permanent City Yard Relocation Cost
Estimate) is an evaluation of the potential cost of permanently relocating the City's maintenance
yard to the New City Yard Site immediately south of City Hall.

School District Oil Lease

The Authors understand that an oil lease exists between Hermosa Beach City School District
(“School District”) and Macpherson Oil Company (“School District Oil Lease”). The Authors did
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not review this document, however understand that the rights and obligations of this lease have
been assigned from MOC to E&B, and that the lease provides that the School District shall
receive a royalty of 12.5% of its prorated share (based on land ownership) of all oil and gas
produced in the Uplands.

School District Oil Lease Amendment

The Amendment to Subsurface Oil & Gas Lease between the Hermosa Beach City School
District and Macpherson Oil Company (dated August 6, 1991, "School District Oil Lease
Amendment") amends the School District Lease to increase royalty revenues for the School
District. The Authors understand that the rights and obligations of this lease have been
assigned from MOC to E&B. Under the School District Oil Lease Amendment the School
District is to receive, in addition to the royalties under the School District Lease, a barrel tax of
$0.20 per barrel of oil produced.

BRG Report

The Potential Impact of a Proposed Oil & Gas Development Project on the City of Hermosa
Beach Phase | Report (dated March 2013, "BRG Report”) was prepared by the Berkley
Research Group on behalf of E&B. As potential conflict of interest may be relevant to readers of
that document, BRG provided the following statement (on page two):

"We were retained by E&B to conduct this analysis. The authors of this report, however,
are not allied with E&B, and take no position on whether the voters of Hermosa Beach
should approve the proposed project. Our sole objective in preparing this report is to
help voters and other residents better understand the proposed project’s likely economic
and fiscal consequences. When we were retained to perform this analysis, E&B gave us
full control over the methodology we used and the analytical framework we employed,
and our findings and conclusions are in no way affected by E&B’s sponsorship of the
proposed project. Nor do our findings and conclusions necessarily reflect E&B’s views."

The Authors assume that the BRG Report is not prejudiced. Certain differences in
methodology, assumptions and conclusions exist between this CBA and the BRG Report,
however, the Authors conclude that these differences do not represent discrepancies of fact.
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4.0 Potential Project Scenarios

At the highest level, whether or not the Project proceeds is subject to a citywide vote.
Generally, should voters not approve the Project, the City will pay $17.5 million to E&B.
Generally, if within 20 years voters subsequently approved the proposed Project, E&B would
return to the City $14.0 million of the $17.5 million settlement payment.

Should voters approve the Project, E&B will first have to secure approvals, and agree to any
conditions of approval from other regulatory bodies, including the California Coastal
Commission, Division of Qil, Gas and Geothermal Resources ("DOGGR"), South Coast Air
Quality Management District (“SCAQMD”), and CSLC. Should E&B receive all required permits,
the City will independently secure approvals from regulatory bodies including the California
Coastal Commission, and temporarily relocate the City maintenance yard to a location adjacent
to the existing City Hall. E&B will then proceed to install temporary improvements on the Project
Site and drill three test wells and one water injection well to evaluate the potential volume of
recoverable oil and gas in the Reservoir. If based on the results of the test drilling, E&B decides
to continue with the Project, the City will then permanently relocate the City maintenance yard to
the New City Yard Site adjacent to City Hall, and complete the environmental remediation of
contamination that currently exists on the Project Site and on the New City Yard Site. E&B will
then install permanent production facilities on the Project Site, and complete the drilling of 30
additional wells (for a total of 34 wells including the four water injection wells). The Project will
then shift into ongoing production, and would be expected to generate oil and gas royalty
revenues for the City over 34 years following the completion of the first test well. A summary of
the primary scenarios evaluated herein are presented in the flowchart in Figure 6 below. The
potential outcomes presented in Figure 6 are summary in nature. Additional potential outcomes
and iterations of outcomes are discussed in greater detail throughout this document.
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Figure 6: Flowchart of Primary Potential Outcomes
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5.0 Oil & Gas Volume Estimates

As part of this CBA, the Authors reviewed existing information on the Reservoir, and prepared
an estimate of the volume of recoverable oil and gas. Estimates are based on the professional
opinion of a licensed geologist at CGEOIL, LLC on the Kosmont Team. A discussion of the
information reviewed, estimation methods utilized, and resulting estimates of recoverable oil and
gas follows.

5.1 Prior Reports Reviewed

A number of estimates of the potential oil and gas production volumes recoverable from within
the Reservoir have been prepared over the years. The Authors utilized underlying data and
information from these reports to generate the production volume estimates contained herein.
For an abundance of clarity, the estimates of potential Reservoir volume and production in this
CBA are the Authors own independent conclusions reached by an analysis of data, and as
such, do not rely on the opinions or conclusions included in other reports. Reports reviewed in
the preparation of this CBA include:

o Hacker (1984)

e Hacker and Hacker (1986)
o Hacker and Hacker (1988)
e Morris (1993)

e Intera (1996)

e Intera (1997)

References to these reports are made throughout this document, typically by reference to the
author and year. A discussion of additional documents reviewed subsequent to the preparation
of the Draft CBA can be found in Section 16.0.

5.2 Geologic Setting

Pursuant to Hacker (1984) the geologic setting of the City is generally described as follows:

"The City of Hermosa Beach lies on the northwestern end of the Wilmington Torrance
Redondo Beach structural trend which is sub-parallel to the Newport Inglewood right
lateral fault. This trend consists of a southeast plunging anticline feature which is more
than 20 miles in length and as much as 3 miles in width at its maximum in the
Wilmington Oil Field Area. The City of Hermosa Beach overlies the northwesterly
extension of this geological trend.

The three major zones of oil production in the Torrance Oil field are the Upper Main, the
Lower Main, and the Del Amo zones. The Upper Main zone conformably overlies the
Lower Main zone and underlies the variable thickness of the Repetto and 'poker chip
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shale' beds of Upper Miocene age. The uppermost part of the upper Main zone consists
of interbedded thin sands and shales. The remainder of the Upper Main zone consists
of fractured Puente shale.

The Lower Main zone overlies the Del Amo zone and consists of similar sediments as
the lower part of the Upper Main zone — thin bedded fine grained sand layers and
fractured shales.

The Del Amo consists of dark brown, fractured shale with thin interbeds of limestone and
dolomite and some thin sands. Oil production is from the fractures and some of the thin
sand beds."

Limitations of Data

All the reports evaluated are based on very limited information of the geology underneath the
City. In determining the geology and the possible oil reserves accessible within the City,
information from adjacent wells in the City of Redondo Beach was utilized. Some additional
wells surrounding the City exist, though they have not been instrumental in defining the geology.
Additionally, the information obtained on the nearby wells in the City of Redondo Beach has
been limited. Well log information, initial production rates, and some ditch samples exist, but no
core description, core analysis, or additional logging information (Gamma, Neutron, etc.) could
be located. With these limitations, some of the parameters used in the previous reports were
reviewed for reasonableness and are assumed to be correct and utilized in this report as
additional information was not available.

Well Course - Directionally drilled wells such as the ones drilled offshore of the City of Redondo
Beach utilize a directional report to determine the location of the well. Measurements are taken
down the well to determine lengths and angles along the well path to create the report. The use
of declination (using magnetic north rather than true north) is a critical factor in the final report.
Many of the wells offshore of Redondo Beach utilized a 16 degree declination for calculating
well location.  Declination has been shown to change with time, and as an example, the
declination factor for the offshore area of Redondo Beach is now close to 14 degrees. Though
many of the wells offshore Redondo Beach should be recalculated with a different declination
factor, thereby changing their well courses somewhat, this was not accomplished. Not all of the
declination factors could be located for each of the wells utilized in this analysis.

Faulting - Previous reports have shown some geologic faulting, especially the location of the
Newport Inglewood Fault zone on the far western edge of the Project. Due to a general lack of
information, the complexities of determining faulting, and the concept that the faulting would
ultimately not change the volumetric model significantly, faults were not incorporated.
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CBA Volume Estimate Assumptions

This report makes the following assumptions:

e The structure of the Torrance field carries into the City of Hermosa Beach

e The sands in the Upper Main, Lower Main, and Upper Del Amo zones that are present
under the City of Redondo Beach continue north into the City of Hermosa Beach

e SOme reservoir pressure exists

¢ Reservoir pressure will be an issue with the thin sand layers and lack of pressure
support. Oil production performance will decline if pressure decreases sufficiently to
form gas caps in the reservoir.

¢ Faulting is not complex and has not confined the area into small reservoirs

e Drainage from the Reservoir under the City to the south (i.e. towards Redondo Beach)
has not been significant

5.3 PRMS Classification System

The Society of Petroleum Engineers, American Association of Petroleum Geologists, World
Petroleum Council and other organizations have standardized and determined a petroleum
resources management system ("PRMS") in an effort to provide a consistent approach to
estimating petroleum quantities, evaluating development projects, and presenting results within
a comprehensive classification framework. The PRMS classifies the major categories of chance
of commerciality, with the most certain being classified as "Reserves". The decreasing
certainties of commerciality are "Contingent Resources", "Prospective Resources", and
"Unrecoverable". The description of each from the PRMS is listed below.

Reserves - Reserves are those quantities of petroleum anticipated to be commercially
recoverable by application of development projects to known accumulations from a given date
forward under defined conditions. Reserves must further satisfy four criteria: they must be
discovered, recoverable, commercial, and remaining (as of the evaluation date) based on the
development project(s) applied. Reserves are further categorized in accordance with the level of
certainty associated with the estimates and may be sub-classified based on project maturity
and/or characterized by development and production status.

Contingent Resources - Contingent Resources are those quantities of petroleum estimated, as
of a given date, to be potentially recoverable from known accumulations, but the applied
project(s) are not yet considered mature enough for commercial development due to one or
more contingencies. Contingent Resources may include, for example, projects for which there
are currently no viable markets, or where commercial recovery is dependent on technology
under development, or where evaluation of the accumulation is insufficient to clearly assess
commerciality. Contingent Resources are further categorized in accordance with the level of
certainty associated with the estimates and may be sub-classified based on project maturity
and/or characterized by their economic status.
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Prospective Resources - Prospective Resources are those quantities of petroleum estimated,
as of a given date, to be potentially recoverable from undiscovered accumulations by application
of future development projects. Prospective Resources have both an associated chance of
discovery and a chance of development. Prospective Resources are further subdivided in
accordance with the level of certainty associated with recoverable estimates assuming their
discovery and development and may be sub-classified based on project maturity.

Unrecoverable - Unrecoverable is that portion of Discovered or Undiscovered Petroleum
initially in place which is estimated, as of a given date, not to be recoverable by future
development projects. A portion of these quantities may become recoverable in the future as
commercial circumstances change or technological developments occur; the remaining portion
may never be recovered due to physical / chemical constraints represented by subsurface
interaction of fluids and reservoir rocks.

5.4 Classification of City Reservoir

It is the Authors’ conclusion that the oil and gas in the Reservoir should be categorized as
Contingent Resources. A number of criteria are missing to consider classifying the oil and gas
under the City of Hermosa Beach as Reserves. Most notably, the criteria of “Evidence that
legal, contractual, environmental and other social and economic concerns will allow for the
actual implementation of the recovery project being evaluated” has not been met. However, the
hydrocarbons under the City are part of the Torrance Oil Field which has proven in the past and
continues to be a commercial success. Additionally, the continuation of the geologic structure,
the sands, and the same oil / gas type is present north of the City of Redondo Beach. Even with
very little information present, the oil and gas under the City of Hermosa Beach would not be
considered a Prospective Resource since it is still part of the same oil field as is in the City of
Redondo Beach.

5.5 Reservoir Estimate Probability

Typically, evaluations require an application of a set of forecast conditions (costs, prices, etc.)
that are consistent to estimate quantities recovered. The PRMS states in part that:

"In many cases, a combination of approaches is used. Use of consistent terminology
promotes clarity in communication of evaluation results. For Reserves, the general
cumulative terms low/best/high estimates are denoted as 1P/2P/3P, respectively. While
the categorization criteria are proposed specifically for Reserves, in most cases, they
can be equally applied to Contingent and Prospective Resources conditional upon their
satisfying the criteria for discovery and/or development. For Contingent Resources, the
general cumulative terms low/best/high estimates are denoted as 1C/2C/3C
respectively.

e There should be at least a 90% probability (P90 or 1C) that the quantities
actually recovered will equal or exceed the low estimate.
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o There should be at least a 50% probability (P50 or 2C) that the quantities
actually recovered will equal or exceed the best estimate.

e There should be at least a 10% probability (P10 or 3C) that the quantities
actually recovered will equal or exceed the high estimate.”

This report has taken into account the uncertainty in resource estimates and has reported a
range of potential results based on the assumptions as stated for 1C, 2C, and 3C.

5.6 Volume Estimating Process

In preparing the volume and production estimates utilized herein, the Authors completed the
following process:

¢ Input well name, well APl number, well surface location, Kelly height

e Input well directional survey

e Scan well log information and calibrate

e Determine well marker information (Top Main, Lower Main, Del Amo, and Lower Del
Amo)

e Construct structure maps

e Determine gross thickness maps

e Determine oil sand pay in each well

e Construct oil sand pay maps

e Determine volumetrics of Top Main, Lower Main, and Upper Del Amo zones

e Determine possible well production by time

5.7 Reservoir Volumetrics

Both the Intera (1996) and the Morris (1993) reports utilized the mapping from the Hacker
reports (Hacker 1984, Hacker and Hacker 1986 and 1988) to determine the volumetrics of oil in
the Reservoir. This CBA utilized the raw data available to create maps to determine
volumetrics. It should be noted that the Intera (1997) report of volumetrics of the Torrance oil
field under the Tidelands area of the City of Redondo Beach used the available production
information to construct a material balance model. The inclusion of historical production rates
by well to determine a material balance and the resulting reserve estimate was reviewed as a
check against simply utilizing volumetric mapping. For reference, Intera reduced the net/gross
ratios from 0.3 for all the zones to the following:

"Original oil in place (OOIP) — layer net/gross ratios were adjusted to obtain the initial oil in
place indicated by the material balance studies performed by Intera...the net/gross ratios
for the three zones were 0.14, 0.17, and 0.06 for the Upper Main, Lower Main, and the Del
Amo respectively."

The original OOIP (in stock tank barrels / 1,000,000) for the 1996 Intera report, a recalculated
volume based on the net/gross numbers from the 1997 Intera report and the volumetrics from
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this report are provided in Table 1. Original Oil in Place for Each Major Zone below, and
additional discussion of interpretation follows.

The approximation of oil volumes in the Reservoir can be accomplished in a variety of ways.
The Intera reports relied on a net/gross percentage to determine the amount of oil sands in each
layer. A more rigorous procedure is to determine each sand layer in the reservoir and the
oil/water contact for each sand layer. This CBA relied on summing each of the oil sands shown
on the electrical log for each of the three zones. Without actual cores or core photographs to
baseline an electric log, the process is only an approximation since some electric log responses
will mimic an oil sand, but could instead be a calcareous hard layer, diatomaceous layer, or
other similar non-oil bearing layer.

As previously introduced, the 1997 Intera report included a material balance model of the
offshore Redondo Beach wells, but to match production amounts and calculated OOIP, the
models net/gross ratios had to be reduced from the parameters used in the 1996 Intera
volumetric based report. In the Intera 1996 report, one of the variables used to determine OOIP
for each of the major zones appears to be mislabeled, the value of the variable is not correct, or
the variable was not used properly. The logic of determining OOIP within the Intera reports
was maintained in Table 1 below, but cannot be agreed with at this time. As such, the Intera
1996 volumes were decreased accordingly (recalculated) using the 1997 net/gross ratios.

The results of this recalculating, as well as the baseline OOIP from the analysis completed for
this CBA follows in Table 1.

Table 1: Original QOil in Place for Each Major Zone (Million Stock Tank Barrels)

Intera 1996 Intera 1996 (Recalculated)
Tidelands Uplands Total Tidelands Uplands Total
Upper Main 70.06 7.52 77.58 33.82 4.26 38.08
Lower Main 105.00 7.30 112.31 41.74 2.90 44.65
Del Amo 28.70  0.07 28.77 4.89 0.01 4.90
Total 203.76  14.89 218.65 80.45 7.18 87.63
This CBA

Tidelands Uplands Total

Upper Main| 33.32 15.27 48.59

Lower Main| 71.25 15.59 86.83

Upper Del Amo| 10.37 1.04 11.41

Total| 114.93 31.90 146.83

Note to Table 1: Table 1 above shows the amount of oil in place as estimated in this CBA, as
well as the results of the Intera 1996 report and recalculations of the Intera 1996 report
performed by the Authors. The information from the Intera report is included as it was utilized
by the Authors as a cross check to the Authors independent calculations. Only the estimates
completed by the Authors are included in this CBA. For an abundance of clarity the three sets
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of figures above do not relate to the CBA Low, Expected, and High scenarios discussed
subsequently.

A determination of the oil volumes in the Lower Del Amo and the Schist were not accomplished.
The complexities for both zones and the complete lack of information as to the reservoir types,
type of fracture system, determination of sands if any, aerial extent, existence of oil water
contacts, and lack of other information did not allow for a determination of an oil volume.
Additional discussion is provided in the note to Table 3 on page 27.

5.8 Recovery Factor

The recovery factory is the total amount of oil that can be recovered from the Reservoir relative
to the overall Reservoir volume. The recovery factor is a theoretical percentage based on
known engineering / geological relationships. The actual amount of oil produced from an oil
field is constrained by many variables, though the key ones are capital investment costs (well,
facilities, etc.), cost of operations (taxes, personnel, lifting fluid to surface, processing, etc.) and
the return on the investment (price of oil, oil production, etc.). The operator will bear all capital
and most operational costs for this Project.

The Wilmington oil field currently has a recovery factor of about 30% (approximately three billion
barrels produced of the nearly nine billion barrels of the OOIP). Though the Torrance and the
Wilmington oil fields have the same types of sands, the numerous massive sand units that are
in the Wilmington oil field do not exist in the Torrance oil field. Additionally, most of the
Wilmington oil field is operated with a massive water flood that increases recoveries and
mitigates issues with subsidence.

The conclusion of the 1997 Intera report stated:

"Based on analogy with the Redondo Beach accumulation, Hermosa Beach can be
developed effectively by a limited number of horizontal wells. The oil recovery by a
horizontal well drilling program could be as high as 21% of the initial oil in place
compared to the 8.6% recovery with [that] was obtained in the Redondo Beach offshore
reservoir using vertical and slanted wells."

The base recovery used in this report is 8.6%. Even with newer technology, it is considered
very optimistic to escalate the recovery factor to almost 2-1/2 times the base recovery factor as
shown in the 1997 Intera report. Horizontal wells may improve recovery if used, though with the
thinner sands units, a high angle well contacting multiple sand units may yield a better result.
Considering some water flooding, newer technologies used, and some understanding of the
adjacent oil field, a high case of 17.2% (twice the base) was utilized, with an expected case of
12.9% (half way between the base and the high case).
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5.9 Estimated Reservoir Production

Based on the previous discussions in this section, the Authors estimate the production from the
Reservoir as follows:

Table 2: Estimated Reservoir Production (Million Stock Tank Barrels)

Low Case Expected Case High Case
Tidelands Uplands Total Tidelands Uplands Total Tidelands Uplands Total
Upper Main 2.87 1.31 4.18 4.30 1.97 6.27 5.73 2.63 8.36
Lower Main 6.13 1.34 7.47 9.19 2.01 11.20 12.25 2.68 14.94
Upper Del Amo 0.89 0.09 0.98 1.34 0.13 1.47 1.78 0.18 1.96
Total 9.88 2.74 12.63 14.83 411 18.94 19.77 5.49 25.25
(8.60% Recovery Factor) (12.90% Recovery Factor) (17.20% Recovery Factor)
(Split) ~ 78.3% 21.7% 783%  21.7% 78.3% 21.7%

Note to Table 2: The estimated distribution of the Reservoir between the Uplands and Tidelands
calculated in Table 2 (78.3% Tidelands and 21.7% Uplands) is used for the allocation of City
royalty and revenue calculations herein, though the actual distribution could vary. A discussion
of the potential impact to revenues of alternative distributions is provided in Section 7.2.

A comparison of the various production estimates from analyses that included production curve
information (discussed below) follows in Table 3 below.

Table 3: Comparison of Production Estimates (Barrels of Qil)

Est. Production
CBALow 10,900,000
CBA Expected 17,100,000
CBAHigh 22,200,000
Applicant 35,600,000

Note to Table 3: Throughout this document the terms CBA Low, CBA Expected, and CBA High
are used and reference the low, expected, and high cases from the Reservoir production
analysis in this CBA (please see Table 2 above). Applicant figures follow the production
estimates provided by the Project applicant, and utilized in the EIR.

The Authors assume the figures from the Applicant include production assumptions for the
Lower Del Amo and Schist zones. Pursuant to information in the BRG Report, Hacker (1988)
"noted the possibility of developing substantial reserves from the 'Nodular Shale' and the Schist
Conglomerate sections of the City's underground oil and gas reservoir." As discussed in
Section 5.7 above, a determination of the oil volumes in the Lower Del Amo and the Schist were
not accomplished as part of this CBA. The complexities for both zones and the complete lack of
information as to the reservoir types, type of fracture system, determination of sands if any,
aerial extent, existence of oil water contacts, and lack of other information did not allow for a
determination of an oil volume. For reference and scale, pursuant to Table 1 of the BRG
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Report, Hacker (1988) estimated that approximately 10.3 million barrels of a total 30.4 million
barrels could come from the Schist Conglomerate Zone (33.9% of total).

5.10 Well Production Curve

Oil wells will have an initial rate of production and then decline from that initial rate. The decline
amount(s) are dictated by many factors, though based on multiple historical well production
records, this rate of decline, a “type well” curve can be estimated. Some of the offshore wells in
the Torrance oil field in the City of Redondo Beach were used to determine a type well
production curve to be used in calculating oil and gas production over time. Figure 7 below
shows the historical well production information; the black line is an attempt to mimic that
historical production. A two decline method was utilized comprised of a steep initial decline
followed by more gradual decline over the life of the well. Table 4 below shows the calculated
type well factors for the low, expected and high cases.

Figure 7: Type Well Curve
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Table 4: Type Well Factors by Case

Low Expected High

Decline 1| 26% 25% 23%
Decline 2 5% 5% 4%
Decline 1 Years 5 4 35
Redrills 5 12 20

Expectations are that technology improvements (horizontal wells, highly deviated wells, water
injection, etc.), and redrills will improve the recovery and change the natural decline of oil
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production from that experienced in Redondo Beach. With respect to redrills, under the EIR, up
to 30 redrills may be accomplished over the life of the Project. A redrill is the utilization of an
existing well that has previously been drilled, completed, and has been on production or
injection. The existing well is abandoned and redrilled to either the same or new location.
Redrills in the models are assumed to be accomplished in the following manner:

e They may be a replacement for existing wells not performing up to expectations,
including wells drilled at the beginning of a drilling campaign. Such redrills will have no
impact/change on production expectations

o Not all redrills will perform per type well

5.11 Projected Well Production Curve

Based on the discussion above, a production curve was prepared, and is illustrated in Figure 8
below. The spikes in future years for the CBA Expected and CBA High cases represent redrills
that result in increased production. The timing and the number of redrills for the CBA Expected
and the CBA High cases differ, resulting in slightly different production curve estimate profiles.
A comparison against the Applicant’s estimate is also provided in Figure 9 below.

Figure 8: CBA Oil Production Curve Estimates (Barrels Per Year)
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Figure 9: CBA & Applicant Oil Production Curve Estimates (Barrels Per Year)
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5.12 Projected Gas Production

In additional to producing oil, Project wells are expected to produce natural gas. Production
estimates of natural gas are expected to follow oil production estimates at a ratio of 300 cubic
feet of gas per barrel of oil produced, or one thousand cubic feet ("MCF") per 3.33 barrels of oil.
Based on this ratio, the total projected volume of natural gas to be recovered under each
scenario/analysis follows in Table 5 below. Additionally, a comparison of production curves
follows in Figure 10 below.

Table 5: Comparison of Production Estimates (MCF of Natural Gas)

Est. Production

CBA Low 3,300,000
CBA Expected 5,100,000
CBAHigh 6,700,000

Applicant 10,700,000
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Figure 10: CBA & Applicant Natural Gas Production Curve Estimates (MCF Per Year)
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6.0 Oil & Gas Pricing

Given estimates of the volume of Reservoir oil and gas production, potential oil and gas revenue
can be estimated by applying estimated oil and gas prices to the production rates. However,
there are a myriad of factors that impact pricing including supply, demand, substitution, and
geopolitical considerations. As such, projecting future oil and gas prices with relatively any
degree of accuracy is elusive. In this CBA future pricing is based on either (i) real dollar price
estimates from the U.S. Energy Information Administration ("EIA") adjusted for the type of ail
expected to be produced from the Reservoir, or (ii) fixed vales based on current oil prices. For
reference, fixed values are often used in the industry given the variable nature of pricing, and
are utilized in figures in this report unless noted otherwise. At different points in time, the price
of oil has decreased in real dollars, however, in recent history oil prices have increased far
faster than inflation (nominal dollars), as shown in Figure 11 below.

Figure 11: Historic Brent Crude and California Midway-Sunset Price (Dollars Per Barrel, Monthly)
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6.1 Oil Type

In addition to a volatile pricing history for Brent Crude, oil produced from different oil fields have
different properties, and different relative values in the market. Oil produced from the Reservoir
is expected to be classified as Wilmington Crude. While Wilmington Crude prices are not
posted by area refineries, the price of Wilmington Crude is now calculated based on California
Midway-Sunset ("CMS") pricing. As shown in Figure 11 above, California Midway-Sunset
pricing is highly correlated to Brent Crude ("Brent") prices, though it does not perfectly track
Brent Crude prices. Additional information showing the historic relationship between CMS and
Brent is provided in Figure 12 and Table 6 below.

32
HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



Figure 12: Historic Brent Crude and California Midway-Sunset Prices (Dollars Per Barrel, Annual)
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Table 6: Historic Relationship Between Brent Crude and California Midway-Sunset Prices

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Brent|15.86 17.02 20.64 19.11 12.76 17.90 28.66 24.46 24.99 28.85 38.26 54.57 65.16 72.44 96.94 61.74 79.61 111.26 111.63
CMS|11.79 13.37 15.70 14.88 8.48 12.22 23.56 19.50 22.81 26.67 33.74 45.93 54.59 61.62 86.92 53.00 72.26 100.96 103.05
% Diff| 74% 79% 76% 78% 66% 68% 82% 80% 91% 92% 88% 84% 84% 85% 90% 86% 91% 91% 92%

In this report it was assumed that the price of a barrel of CMS would be 89.9% of the price of a
barrel of Brent Crude; the average ratio for the last five years.

6.2 Oil Price Projections

As introduced above, projecting oil prices with any reasonable degree of accuracy is elusive.
However, the EIA does provide long-term projections as reference, low, and high estimates.
While the EIA does not project CMS pricing, it does project Brent pricing. In this report variable
future oil prices were projected based on EIA projected Brent prices with an adjustment factor
(89.9%) to estimate CMS prices. EIA data utilized herein from the early release of the 2014
Annual Energy Outlook ("2014 AEO") which data is provided in 2012 dollars. For the purposes
of this report, these values were escalated to estimated 2014 dollars by applying a 1.5%
inflation rate over two years. The unadjusted 2014 AEO projections follow in Figure 13 below.
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Figure 13: Historic and Projected Brent Crude Price Projections (Dollars Per Barrel)
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Fixed Price Projections

For fixed price based revenue projections herein, the projected price of CMS was assumed to
be $95 per barrel ($2014), in line with its price over approximately the last year.

During the period subsequent to the completion of the draft CBA, CMS pricing increased
marginally and then recently receded. The CBA has consistently conveyed the conclusion that
oil pricing can fluctuate greatly. Accordingly, the temporary spike in pricing could represent a
coming term trend, or merely a short term reaction to geopolitical or other factors. To the extent
that CMS prices attained ($2014) are greater than the assumed $95, the City’s revenues would
increase, and vice-versa if pricing decreases. For an abundance of clarity, unless otherwise
noted, future increases in oil prices at the rate of inflation are considered in the estimates
provided in this CBA.

Estimates of gross City Tidelands & Uplands revenues under differing base price assumptions
are provided in Table 7 below. For reference, as of the drafting of this CBA the most current
information from the EIA (June 2014) suggested a price of $101.87 per barrel of CMS. As of
September 18, 2014 Chevron's posted price for CMS was $90.21 per barrel. Current
information can typically be found on the internet using the search term “California Midway
Sunset price”.
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Table 7: Summary of Gross City Revenues Given Changes in ($2014) Oil Prices

City Rev - Tidelands ($2014) | $ 85.00 _$ 90.00_$ 95.00 _$ 100.00_$ 10500 $  110.00
CBALow $ 86000000 $ 91,000,000 $ 96,000,000 $ 101,000,000 $ 106,000,000 $111,000,000
CBAExpected 135,000,000 143,000,000 158,000,000 166,000,000 174,000,000
CBAHigh 175,000,000  185000,000 196,000,000 206,000,000 216,000,000 226,000,000
Applicant 281,000,000 297,000,000 314,000,000 330,000,000 346,000,000 362,000,000

City Rev - Uplands ($2014) | $ 85.00 $ 90.00_$ 95.00 $ 100.00 $ 10500 $  110.00
CBALow $ 45000000 $ 48000000 $ 51000000 $ 53000000 $ 56,000,000 $ 59,000,000

CBA Expected 71,000,000 75,000,000 84,000,000 88,000,000 92,000,000
CBAHigh 93,000,000 98,000,000 103,000,000 109,000,000 114,000,000 119,000,000
Applicant 148,000,000 157,000,000 166,000,000 174,000,000 183,000,000 191,000,000
City Rev - Total ($2014) | $ 85.00 $ 90.00 % 95.00 $ 10000 $ 10500 $  110.00
CBALow $ 131,000,000 $ 139,000,000 $ 147,000,000 $ 154,000,000 $ 162,000,000 $ 170,000,000

CBA Expected 206,000,000 218,000,000 242,000,000 254,000,000 266,000,000
CBAHigh 268,000,000 283,000,000 299,000,000 314,000,000 330,000,000 345,000,000
Applicant 429,000,000 454,000,000 479,000,000 504,000,000 529,000,000 554,000,000

6.3 Natural Gas Pricing

Like oil, natural gas produced from different fields has different properties, and British Thermal
Unit ("BTU") value and content. Gas information could not be located on the wells located in
Redondo Beach to help determine BTU value and content, however, it was assumed that
natural gas produced from the Reservoir would attain pricing in line with the Henry Hub Spot
Price ("HHSP"). HHSP is quoted in dollars per MMBTU; to convert from MCF of natural gas
produced, MCF projections for the Reservoir were multiplied by 1.023.

In addition to projecting Brent prices, the EIA also projects natural gas prices, and the HHSP. In
Figure 14 below, the historic HHSP, as well as EIA projections for the HHSP are provided (early
release 2014 AEO data, in $2012). The reference case is the EIA's baseline projection, the low
case is EIA's projection assuming low economic growth, and the high projection assumes high
economic growth. For the purposes of this report, these values were escalated to estimated
2014 dollars by applying a 1.5% inflation rate over two years. The figures in Figure 14 are
unadjusted 2013 AEO projections.
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Figure 14: Historic and Projected Natural Gas HHSP (per MMBTU)
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At the time of the preparation of the Draft CBA, the HHSP was approximately $4.50, and a fixed
price of $4.60 per MCF ($4.50 per MMBTU x 1.023) was assumed in estimating City gas royalty
revenues. As of September 15, 2014 the HHSP was approximately $3.92, or approximately
$4.01 per MCF. As prices can fluctuate throughout the year, and are often higher in the winter
than in the summer, the assumed price utilized in fixed price projections herein remains at $4.60
per MCF. For reference and scale, gas royalty revenues are estimated to comprise 1.43% of
total estimated oil and gas revenues under the fixed oil and gas price assumptions.
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7.0 City OIil & Gas Revenues

7.1 City Revenue Formula

The City is entitled to a royalty share of any oil and gas produced from the Reservoir. The
calculation of the royalty is based on whether the oil and gas is produced in the Uplands or
Tidelands, and then the City's royalty share of produced volumes from each area. The
allocation of production between Tidelands and Uplands is based on the recoverable oil
volumes in Table 2 on page 27, which estimates that 78.3% of production will be from the
Tidelands, and the remaining 21.7% will be from the Uplands. The City's royalty share from the
two areas is primarily dictated by the Oil Lease, with deductions based on the Settlement
Agreement. An overview of the calculation follows, and a sample calculation is provided in
Figure 17 on page 40.

Note: Calculations in this section have been substantially changed from those in the Draft CBA.

The figures herein are based on the opinion of CSLC staff in a letter dated September 16, 2014
expressing the staff's concern about deducting Macpherson’s 3.33% nhon-participating royalty
from oil and gas revenues produced from the Tidelands. Alternative analyses of the documents
and regulations applicable to the Project allowing such a deduction as an expenditure related to
administration of the Tidelands are provided in Appendix B. This CBA does not purport to
express a legal opinion as to which view of the use of Tidelands revenues is correct.

Tidelands Revenue

Under the Oil Lease, the City's Tidelands royalty is 18-2/3% of all oil and gas produced from the
Tidelands. In addition, the Oil Lease stipulates, and the CSLC MOU appears to endorse, that
37.50% of City Tidelands royalty shall go to the City's General Fund as a drill site lease
payment.

Uplands Revenue

The City is to receive a share of the oil and gas produced in the Uplands based on the City's
prorated land ownership in the Uplands. Calculations of the City's share of mineral rights
ownership is based on the distribution in Figure 15 below. To the extent that the City's
ownership share of land is increased or reduced, its share of Uplands royalties would shift
proportionately.
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Figure 15: Assumed Land Ownership Distribution

Owner Acres Owned % of Total
City 43.83 23.83%
School District 5.35 2.91%
Other 134.77 73.26%
183.95

Under the Oil Lease the City's (Uplands) royalty is 11-2/3% of the City's prorated share
(23.83%) of all oil and gas produced from the Uplands.

In addition to the City's Uplands royalty, under the Oil Lease, the City is entitled to a 7% royalty
on all oil and gas produced in the Uplands (a total of 18-2/3% including the 11-2/3% royalty
discussed above, before the MOC Grant) as a lease payment for use of the Project Site for oll
recovery.

As introduced above, under the MOC Grant in the Settlement Agreement, the City granted to
MOC a 3-1/3% royalty on the City’'s share of oil produced from the Project Site. Based on
CSLC guidance, the Authors interpret this provision to mean that under the MOC Grant the
City's 11-2/3% Uplands royalty is reduced by 3-1/3% to 8-1/3%. Further, the 18-2/3% Tidelands
royalty is effectively reduced by 3-1/3% to 15-1/3%, however, this portion of the MOC Grant
must be paid from Uplands revenues.

A flow chart of the calculation of City royalties and revenues is provided in Figure 16 below.
Additionally, a sample calculation of total City royalties and revenues from Uplands oil and gas
production is provided in Figure 17 below.
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Figure 16: Flowchart of City Royalty Calculations
For Every $100 of Production

~78.3% estimated to come from Tidelands, ~21.7% from Uplands

|

Tidelands Uplands

City controls mineral
rights for 100% of
Tidelands

City controls mineral
rights for ~23.83% of
Uplands

Produced

$78.28 $16.55 $5.18
($78.28 x 100%) ($21.72 x fy ($21.72 x 23.83%)
18.67% Royalty 7.00% Royalty On All + 11.67% On City Rights
$14.61 $1.52 $0.60
($78.28 x 18.67%) (($16.55 +5.18) x 7.00%) ($5.18 x 11.67%)
Less: 37.50% share of \ $2.12 /
royalty for Uplands drill site ($1.52 + $0.60)
-$5.48 »  +$5.48

-($14.61 x 37.50%)
Less: 3.33% Royalty Grant to MOC on
City Tidelands & Uplands Rights

-$2.78
-((878.28 + $5.18) x 3.33%)

65.44% Tidelands

= 34.56% Uplands - $4.82 in City
(89.13/($9.13+84.82)) Uplands Revenue
($14.61 - $5.48) (54.82/($9.13+84.82)) ($2.12 + $5.48 - $2.78)
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For every For Every
$100 $100 in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty 18.67% of all Oil & Gas Produced in Tidelands ($200 x 78.28% x 18.67%) $ 14.61 104.71
Less: Drill Site Lease Payment to Uplands  -37.50% of City Tidelands Royalty -($100 x 78.28% x 18.67% x 37.50%) (5.48) (39.27)
Subtotal City Tidelands $ 9.13 $ 6544
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty 11.67% of City Share of Oil & Gas Produced in Uplands  ($100 x 21.72% x 23.83% x 11.67%) 0.60 4.33
Drill Site Lease - Uplands Payment 7.00% of all Oil & Gas Produced in Uplands ($100 x 21.72% x 7.00%) 1.52 10.90
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty ($100 x 78.28% x 18.67% x 37.50%) 5.48 39.27
Less: Royalty to Macpherson Oil Company  -3.33% of City Share of Oil & Gas Produced -($100 x 78.28% x 3.33%) - ($100 x 21.72% x 23.83% Xx 3.33%) (2.78) (19.93)
Subtotal City Uplands $ 4.82 $ 3456
Total City Revenue $ 13.95 $ 100.00
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As illustrated in Figure 17, for every $100 of oil and gas produced, the Authors estimate that
approximately 78% will be produced from portions of the Reservoir in the Tidelands, and
approximately 22% will be produced from portions of the Reservoir in the Uplands. However,
based on the calculation and allocation of gross revenues and royalties between the Tidelands
and Uplands, approximately 65% of City oil and gas revenues are estimated to flow to the
Tidelands fund, and approximately 35% are estimated to flow to the Uplands funds. A visual
depiction of the split of estimated gross City Tidelands and Uplands revenues follows in Figure
18.

Figure 18: Gross City Tidelands & Uplands Gross Revenue Split

Tidelands
Revenue

65.44% Uplands
Revenue

34.56%

7.2 Impact of Production Location on Revenue Calculations

The split of City Tidelands and Uplands revenues would vary if the actual production of oil and
gas from the Tidelands and Uplands differed from the underlying 78.28% / 21.72% allocation
estimated in Table 2 on page 27. A summary of the impact to the split between Tidelands and
Uplands revenues under various distributions of oil production between the Tidelands and
Uplands follows in Table 8.
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65% Tidelands / 35% Uplands

Table 8: City Revenue under Varying Distributions of Uplands Versus Tidelands Production

75% Tidelands / 25% Uplands

Per $100 in City City Per $100 in City City
Revenue Revenue Revenue Revenue
Tidelands Uplands Per$lOQof Tidelands Uplands Per$lOQOf
Production Production
$ 5784 $ 4216 | $ 13.11 $ 6365 $ 3635| % 13.75

85% Tidelands / 15% Uplands

95% Tidelands / 5% Uplands

Per $100 in City City Per $100 in City City
Revenue Revenue Revenue Revenue
Tidelands Uplands Per$1OQof Tidelands Uplands Per$1OQof
Production Production
$ 6896 $ 31.04| $ 14.38 $ 7381 $ 26.19| $ 15.02

A summary comparing the percent change in revenue from base case estimates of 78.28% of
production coming from the Tidelands and 21.72% of production coming from the Uplands
under alternative distributions follows in Table 9 below.

Table 9: City Revenue under Varying Distributions of Uplands Versus Tidelands Production

65% Tidelands / 35% Uplands

75% Tidelands / 25% Uplands

Per $100 in City City Per $100 in City City
Revenue Revenue Revenue Revenue
. Per $100 of ) Per $100 of
Tidelands Uplands Production Tidelands Uplands Production
88% 122% 94% 97% 105% 99%

85% Tidelands / 15% Uplands

95% Tidelands / 5% Uplands

Per $100 in City City Per $100 in City City
Revenue Revenue Revenue Revenue
. Per $100 of ) Per $100 of
Tidelands Uplands Production Tidelands Uplands Production
105% 90% 103% 113% 76% 108%

7.3 Projected City Revenues

Based on the production estimates discussed in Section 5.0, pricing estimates discussed in 6.0,
and the City's royalty and revenue rights discussed above, the City's total estimated oil and gas
revenue is shown in Table 10 below. For reference these tables include estimates of gross
production revenue, the City Tidelands share, the City Uplands share, and the combined total.
The figures in Table 10 include revenues from both oil and gas revenues with oil revenues
generally comprising 98 - 99% of total revenues, and gas revenues comprising the remaining 1 -
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2%. Additional details of revenue estimates by year are provided in Appendix C. For reference
and scale, the City's Fiscal Year 2013-14 budget is approximately $30 million.

Table 10: Gross City Oil & Gas Revenue Projections (Project Lifetime)

Gross Rev ($2014) EIALow $ EIABase $ EIAHigh $ Fixed $
CBA Low $ 740,000,000 $1,160,000,000 $1,720,000,000 $1,050,000,000
CBA Expected 1,170,000,000 1,920,000,000 2,820,000,000 | 1,650,000,000 |
CBAHigh 1,520,000,000 2,540,000,000 3,720,000,000 2,140,000,000
Applicant 2,400,000,000  3,790,000,000  5,590,000,000  3,430,000,000
City Rev - Tidelands ($2014) EIALow $ EIABase $ EIAHigh $ Fixed $
CBA Low $ 67,000,000 $ 106,000,000 $ 157,000,000 $ 96,000,000
CBA Expected 107,000,000 176,000,000 258,000,000 | 151,000,000 |
CBAHigh 139,000,000 232,000,000 339,000,000 196,000,000
Applicant 219,000,000 346,000,000 511,000,000 314,000,000
City Rev - Uplands ($2014) EIALow $ EIABase $ EIAHigh $ Fixed $
CBALow $ 35,000,000 $ 56,000,000 $ 83,000,000 $ 51,000,000
CBA Expected 56,000,000 93,000,000 136,000,000 | 80,000,000 |
CBAHigh 73,000,000 123,000,000 179,000,000 103,000,000
Applicant 116,000,000 183,000,000 270,000,000 166,000,000
City Rev - Total ($2014) EIALow $ EIABase $ EIAHigh $ Fixed $
CBALow $ 103,000,000 $ 162,000,000 $ 241,000,000 $ 147,000,000
CBA Expected 163,000,000 268,000,000 394,000,000 | 230,000,000 |
CBAHigh 212,000,000 355,000,000 518,000,000 299,000,000
Applicant 334,000,000 528,000,000 780,000,000 479,000,000

For reference, and adjustment of other exhibits that do not contain all of the scenarios evaluated
in Table 10 above, a comparison table is provided in Table 11 below.

Table 11: Comparison of Scenario Revenue Projections

EIALow $ EIABase $ EIAHigh$ Fixed $

% of Expected, Fixed
CBALow 45%
CBA Expected 71%
CBAHigh 92%
Applicant 145%

71%
117%
154%
230%

104% 64%
225% 130%
339% 208%
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7.4 Restrictions on Use of Revenues

As discussed above, should the Project be approved, oil and gas is expected to be produced
both from the Tidelands and Uplands areas of the City. A discussion of restrictions on revenues
from each follows.

Uplands Restrictions

City revenues from oil and gas produced in the Uplands would accrue to the City's General
Fund. Under current City Code Section 5.56.020, use of these revenues are currently restricted
in use to the:

"acquisition, maintenance, and improvement of available excess school or other
properties for open space and parkland purposes."

As advised by the City’s legal counsel, it is the Authors' understanding that this provision was
put in place through a ballot measure, and the City Council does not have the authority to
modify this section of City Code. Further, the Authors' understand that a ballot measure on the
proposed Project could include language to modify or remove this provision. It is the Authors'
assumption that should the Project be approved, equitable fiscal policy would support the
modification of this provision to, at a minimum, allow for the allocation of Uplands revenues to
fund City Costs related to the permanent relocation of the City maintenance yard. To the extent
that the City Code is not modified, the use of Upland revenues to fund permanent relocation of
the City maintenance yard contemplated in Section 11.0 would require supplanting other
General Fund revenues. In the event that existing sources of parkland funding within the City
could be used for Project related costs, and new Uplands Project revenues used for parkland
purposes, the net impact to the Uplands / General Fund would likely remain the same.

Tidelands Restrictions

City revenues from oil and gas produced from the Tidelands must be held in a Tidelands Trust
Fund and could only be utilized in alignment with the City's Tideland Grant, and the Public Trust
Doctrine as administered by the CSLC. The State Tidelands Grant to the City of Hermosa
Beach in 1919 is provided in Figure 19 below.
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Figure 19: Hermosa Beach Tidelands Grant - 1919

Ch. 479] FORTY-THIRD SESSION. 941
CHAPTER 479.

An act graniing to the city of Hermosa Beach the tidelands
and submerged lands of the State of California within the
boundaries of the said city.

[Approved May 25, 1019, Tn effect July 25, 1919.]

The proplg of the Stale of California do enact as follows:

SecmioNn 1. There is herchy granted to the eity of Hermosa Tideluuds
Beaeh, a municipal corporation of the State of California, ﬁ:::m
and to its successors, all the right, title and interest of the Pec
State of California, held by said stale by virtue of its sover-
eignty, in and 1o all the tidelands and submerged lands,
whether within the present boundaries of said city, and sitnated
helow the line of mean high tide of the Pacifie ocean, to be
forever held by said city. and by its suecessors, in trust for
the uses and purposes, and upon the express conditions follow-
ing, to wit:

(@) Baid lands shall he used by said city and by ils Usof ik
sucecssors, solely for the establishiment, improvement and con-
duetl of a harbor and for the establishment and construetion of
hulkheads or breakwaters for the proteetion of lands within its
houndaries, or for ihe proteeiion of its harbor, and for the
constenetion, maintenance and operation thereon of wharves,
docks, piers, slips, quays, and other utilities, struetures and
appliances neeessary or convenient for the promotion or aceom-
modation of commerce and navigalion, and the protection of
the lands within snaid city, and said eity, or its successors, shall
not, at any time, grant, convey, give ov alien said lands, or
any pari thereof, to any individual, firm or eorporation for any
purpose whatsoever; provided, that said city, or its sueecssors,
may grant franchises thereon, for a period not execeding forty
years, for wharves and other public uses and purposes, and
may lease said lands, or any part thercof for a period not
exceeding forly years, for purposes consigtent with the trosts
npon which said lands are held by the State of California and
with the requirements of commerce or navigation at said
havhor;

(b) Baid harbor shall he improved by said city without
expense to the slate, and shall always remain a public harbor
for all purposes of commeree and navigalion, and the State of
('alifornia, shall have, at all {imes, the right to use, without
charge, all wharves, docks, picrs, slips, quays, and other
improvemenis eonstrucied on said lands. or any part thereof,
for any wvessel or other water eraft, or railroad, owned or
operated hy the State of California;

() In the management, conduet or operation of said harbor, Tates,
or of any of the ulilities or appliances mentioned in pnru
graph (a), no discrimination in rates, tolls, or charges, or in

e

mprovemsnt
esrbor,
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Figure 19: Hermosa Beach Tidelands Grant - 1919 (Continued)

942 STATUTES OF CALIFORNLA. [Ch. 480

facilities, for any use or serviee in connection therewith shall
cver be made, anthorized or permitted hy said eity or by itz
successo’s. The absolute right to fish in the waters of said
harbor, with the right of convenient aceess to said waters over
said lands for said purpose, is herehy rcserved to the people
of the State of California.

Pursuant to the CSLC, the Public Trust Doctrine is set forth in common law, and several of its
guiding principles are that:

"l. Lands under the ocean and under navigable streams are owned by the public and
held in trust for the people by government. These are referred to as public trust lands,
and include filled lands formerly under water. Public trust lands cannot be bought and
sold like other state-owned lands. Only in rare cases may the public trust be terminated,
and only where consistent with the purposes and needs of the trust.

Il. Uses of trust lands, whether granted to a local agency or administered by the State
directly, are generally limited to those that are water dependent or related, and include
commerce, fisheries, and navigation, environmental preservation and recreation. Public
trust uses include, among others, ports, marinas, docks and wharves, buoys, hunting,
commercial and sport fishing, bathing, swimming, and boating. Public trust lands may
also be kept in their natural state for habitat, wildlife refuges, scientific study, or open
space. Ancillary or incidental uses, that is, uses that directly promote trust uses, are
directly supportive and necessary for trust uses, or that accommodate the public’'s
enjoyment of trust lands, are also permitted. Examples include facilities to serve visitors,
such as hotels and restaurants, shops, parking lots, and restrooms. Other examples are
commercial facilities that must be located on or directly adjacent to the water, such as
warehouses, container cargo storage, and facilities for the development and production
of oil and gas. Uses that are generally not permitted on public trust lands are those that
are not trust use related, do not serve a public purpose, and can be located on non-
waterfront property, such as residential and nonmaritime related commercial and office
uses. While trust lands cannot generally be alienated from public ownership, uses of
trust lands can be carried out by public or private entities by lease from this Commission
or a local agency grantee. In some cases, such as some industrial leases, the public
may be excluded from public trust lands in order to accomplish a proper trust use.

I1l. Because public trust lands are held in trust for all citizens of California, they must be
used to serve statewide, as opposed to purely local, public purposes.”

Further, as the Public Trust Doctrine is administered by the CSLC, the CSLC has some latitude
in application of the Public Trust Doctrine as elaborated in the CSLC's Public Trust Policy as
follows:
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"The Commission implements the Public Trust Doctrine through careful consideration of
its principles and the exercise of discretion within the specific context of proposed uses.
Factors such as location, existing and planned surrounding facilities, and public needs
may militate in favor of a particular use in one area and against the same use in another.
The Commission applies the doctrine’s tenets to proposed projects with consideration
given to the context of the project and the needs of a healthy California society, to meet
the needs of the public, business and the environment. The Commission may also
choose among competing valid trust uses. The Commission must also comply with the
requirements of other applicable law, such as the California Environmental Quality Act.
In administering its trust responsibilities, the Commission exercises its discretionary
authority in a reasoned manner, accommodating the changing needs of the public while
preserving the public’s right to use public trust lands for the purposes to which they are
uniquely suited."”

Additional guidance of potentially permissible uses can be found in common law. Pursuant to
the City of Long Beach v. Morse, 31 Cal. 2d 254, (1947), while the City may receive a majority
of its oil and gas royalties in the Tidelands funds, the City's use of such funds will likely be
generally limited to uses that would be considered a benefit the State as a whole. In the opinion
in Mallon v. City of Long Beach, 44 Cal. 2d 199 (1955) some guidance on what could be
considered a benefit to the State as a whole versus the City was provided:

"we cannot hold that the construction and establishment by the city of Long Beach of
storm drains, a city incinerator, a public library, public hospitals, public parks, a fire alarm
system, off-street parking facilities, city streets and highways, and other expenditures
that have been authorized to be made from the 'Public Improvement Fund', are of such
general state-wide interest that state funds could properly be expended thereon. Such

(1l

expenditures are for purely ‘'municipal affairs'.

These cases provide some guidance, however common law does evolve. Absent a court legal
judgment, the CSLC generally provides a final determination of what is, or is not a permitted use
of Tidelands funds. Further, circumstances in Hermosa Beach may not support the application
of Mallon v. City of Long Beach given differences in geographic size and location between the
cities. The Public Trust Doctrine from the CSLC can be found in Appendix D.

Excess Tidelands Revenues

In addition to limitations on use based on common law, some State Tidelands Grants (not the
City’s) provide that every three years, 85% of Tidelands fund balances in excess of $250,000
shall be diverted to the California State General Fund, and the remaining 15% shall be retained
by a city as a reserve. Funds being reserved for future capital improvement projects or bond
payments are not typically considered excess revenues. To the extent that a city is unable to
find appropriate uses for Tidelands oil and gas revenues, a significant portion of such funds may
be diverted to the State. However, the City's Tideland Grant does not include an excess
revenue provision, and the addition of such a provision would require a modification of the City’s
Tideland Grant through State legislative action.
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CSLC Oversight of Capital Expenditures

In addition to excess revenue provisions, some State Tidelands Grants (not the City’s) provide
that any capital improvement projects utilizing Tidelands Trust Funds in excess of $250,000
must be approved by the CSLC.

However, the Authors did not find provisions requiring CSLC approval of capital improvement
projects that would apply to the City's Tideland Grant, or the City's use of Tidelands Trust Fund
revenues.

7.5 Minimum Lease Payments

Section 2(b) of the Oil Lease establishes minimum royalty payments that would be paid to the
City. In general, if City oil and gas revenues are less than minimum payments established
under the minimum lease provisions, E&B would pay the established minimums regardless of
actual oil and gas production. Minimum lease provisions go into effect four years after
completion of the first well. For the purposes of analysis herein, the Authors assumed this to be
in 2020. For the first 13 years the provision is in effect, minimum rent is set at $500,000 per
year. At the beginning of the 13" year (17" year after the completion of the first well) minimum
lease payments are established as 10% of the fair market value of the Project Site, and it is
adjusted annually thereafter to reflect any increase or decrease in the fair market value of the
Project Site. The fair market value of the Project Site is to be evaluated at the highest and best
use in an M-1 (light manufacturing) zone, other than use for production of oil and gas.

Further, pursuant to Section 2(b)(2) of the Oil Lease, and affirmed under Paragraph 5 CSLC
MOU, no more than the lesser of actual City Tidelands revenues, or $281,250 of any minimum
lease payment shall be credited from Tidelands revenue sources.

Based on the City's oil and gas revenues projected herein, it is the Authors' conclusion that
even under the CBA low case, the City's projected oil and gas revenues would be expected to
exceed the minimum lease provisions under the $500,000 hurdle for the first 13 years the
minimum lease provision is in effect. Should production taper significantly in the later years of
the lease term there could be a potential for the fair market value calculation to be a driver of
minimum rent towards the end of the Oil Lease term. However, as will be discussed, the
production curves evaluated herein did not result in the payment of minimum lease payments

Project Site Value

To estimate the potential for the fair market value component of the minimum lease provisions
to trigger a minimum lease payment, the Authors completed a preliminary evaluation of the
Project Site's potential value under an M-1 zoning designation. As part of this evaluation the
Authors researched sales records through the real estate data service CoStar for commercial
properties sold during or after 2012 within three miles of the Project Site. A total of 335 property
sales records were identified, the majority of which were considered either exclusively
commercial or residential in use. Of the entire group, six properties sold within the last two
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years were found to be reasonably comparable. Of the six, four were considered good
comparables. Each property included existing building improvements, making estimating the
land value exclusive of improvements more difficult. For the purposes of the analysis herein the
Authors utilized the ratio of assessed land value to total assessed value to estimate the land
value of each property. Information on the six property sales is provided below in Table 12.

Table 12: Sample Project Site Comps

Land Area Bldg Sale Price
Address City Zoning Use SF Bldg SF Class Age Sale Date (*Estimated)
1 500 6th Street HB HBM Industrial 2,800 900 C 53 7/1/2013 $ 300,000
2 520-524 Cypress Ave HB HBM Industrial 8,476 7,450 C 63  7/1/2013 1,300,000
3 530 Cypress Ave HB HBM Industrial 3,484 2,400 C 54 7/1/2013 750,000 *
4 637 Cypress Ave HB M1YY  Industrial 2,996 1,950 C 45  9/7/2012 651,900
5 550-598 Meyer Ln RB RBI-2  Industrial 44,627 27,300 Cc 58 7/17/2013 2,950,000
6 2425-2477 Manhattan Beach Bivd RB RBPI  Industrial 191,690 103,200 C 54 7/31/2012 14,150,000
Sale Implied Implied
Sale Price /  Price / AV % Land Value Improvement
Address Land SF Bldg SF Land | SF Value / SF Notes
1 500 6th Street $ 107.14 333.33 85.8% $ 9195 $ 47.28
2 520-524 Cypress Ave 153.37  174.50 60.6% 92.92 68.78 Same Owner for 1-3
3 530 Cypress Ave 215.27  312.50 50.0% 107.63 156.25
4 637 Cypress Awe 21759 334.31 87.7% 190.89 41.03 Inter-related Parties
5 550-598 Meyer Ln 66.10 108.06 40.4% 26.71 64.39 Inland
6 2425-2477 Manhattan Beach Bivd 73.82 137.11 49.2% 36.34 69.62 Large Distribution Facility

As shown above in Table 12, the comparable properties tended to be smaller than the Project
Site. Adjustments to value based on lot size tend to depend on the minimum lot size required to
achieve the highest and best use for a particular location. In example, in some cases land
assembly yields a higher land value per square foot, while in other cases land subdivision yields
a higher land value per square foot. Given development trends proximate to the Project Site,
small industrial condominiums may achieve the highest value per square foot of land. Based on
the implied land value of the best comparables and lot size considerations, the Authors
assumed that the value of the Project Site could range between $60 - 100 per square foot
($2014). This would result in a low value of the Project Site of approximately $3.4 million
assuming $60 per square foot of land and 1.3 usable acres (56,628 square feet), and a high
value of approximately $6.9 million assuming $100 per square of land and approximately 1.6
usable acres (69,200 square feet).

To the extent that a more precise estimate of potential Project Site value is desired, the Authors
recommend that the City retain the services of a licensed real estate appraiser. In general,
under most circumstance when a public agency sells or acquires property an appraisal is
required and/or used.

Minimum Lease Payment

In order to evaluate the minimum lease payment based on the fair market value of the Project
Site, the low and high estimated Project Site values were escalated into future values using the
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assumed inflation rate of 3%. The future projected Project Site value was then multiplied by
10% and compared to the City's projected Tidelands and Uplands revenues (based on fixed
pricing escalated at 3% annually to adjust for inflation). Projected City Tidelands and Uplands
royalty revenues were then compared to 10% of the fair market value, and a maximum credit of
the lesser of actual City Tidelands revenues or $281,250 (discussed above) was applied. To
the extent that (i) City Uplands royalty revenues were less than (i) the difference between 10%
of fair market value less the maximum Tidelands credit, then a minimum lease payment was
assumed to be due. The Authors conclude that the entire minimum lease payment calculated in
this manner would go to the Uplands, and that the calculated payment is incremental / in
addition to actual City Tidelands and Uplands royalty revenues. In applying this calculation to
the revenue projections herein, under no scenario (production or royalty calculation) was a
minimum rent payment determined to be due. Based on this finding, the Authors did not
assume that the City would receive payments based on minimum lease terms in the aggregated
estimates of City revenues.
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8.0 Other Direct Revenues

8.1 Oil Lease Property Taxes

Should the Project proceed, the City is expected to receive additional revenue from property
taxes levied essentially on the value of the Reservoir. Property taxes are levied based on the
estimated net present value of the right to produce oil and gas from a particular reservoir. The
total volume and production curve of recoverable oil and gas are first estimated, and the market
value of recovered resources is then estimated over the life of production. Total costs
associated with production are similarly estimated into the future, and the net annual cashflow is
then discounted back to determine a present value as an initial assessed value. In each year of
production that assessed value is decreased by the value of oil and gas produced during the
prior years, and increased annually by up to 2% pursuant to Proposition 13.

Key variables in the calculations as applicable to the Project include the estimated Reservoir
volume, estimated Project development and production costs, and the appropriate discount rate.
The LACOA typically works with an oil lease owner to determine the estimated assessed
valuation based on that owner’s individual cost estimates, and discount rates utilized by that
owner. Pursuant to discussions with the LACOA, discount rates typically range from 13% to
18% per year, with higher discount rates often assigned to more speculative projects, and
operators with higher costs of capital. Higher discount rates result in a somewhat lower present
assessed valuation, and lower property taxes. Additionally, pursuant to discussions with the
LACOA, given the limited information on the potential Reservoir volume, an evaluation of the
Project’s assessed valuation would likely occur after the results from the test wells are obtained.

To provide an order of magnitude of potential incremental property tax revenue that may accrue
to the City, the Authors utilized production estimates discussed herein, and revenue figures
based on fixed sale values (per barrel of oil / MCF of gas). These revenues were then offset
against an estimate of E&B’s potential Project development costs and ongoing operating costs.
The Authors assumed well completion costs of $1.5 million ($2014) per well drilled or redrilled,
Project Site improvements of $5.0 million (future value), equipment costs of $323,750 per well
(%2009, from the EIA Oil and Gas Lease Equipment and Operating Costs 1994 Through 2009
survey), and ongoing operating costs of $30 per barrel recovered (fixed, against fixed oil and
gas sale values). The Authors included E&B’s settlement payment as a cost of the Project, and
assumed an 18% discount rate based on the speculative nature of the Project. Additional
assumptions are provided in Table 13 and Table 14 below. For reference, the City receives
approximately 20.3% of the base 1% general property tax levy ($0.203 of every $1.00 of the
general levy).

51
HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



SISATVNY LId3IN3I 9 LSOO AYIAOCD3IY ® ONITTIEA 110 - HOVY34d VSOWNH3IH

A4S,

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Revenue
Total Oil & Gas Sales - - - - 10,270,000 41,260,000 76,330,000 102,640,000 97,090,000 75,020,000 61,610,000 54,710,000 51,580,000
Other Revenues - - - - - - - - - - - - -
Total Revenues - - - - 10,270,000 41,260,000 76,330,000 102,640,000 97,090,000 75,020,000 61,610,000 54,710,000 51,580,000
Expenses
Redrills - - - - - - - - - - - - -
Well Completion & Redrill Costs - - - - 4,770,000 - 20,260,000 20,870,000 12,540,000 - - - -
Site Improvements - - - 1,000,000 1,000,000 3,000,000 - - - - - - -
Lease Equipment Costs - - - - 1,000,000 12,300,000 - - - - - - -
Ongoing Operating Costs - - - - 3,200,000 | 12,840,000 23,760,000 31,950,000 30,220,000 23,350,000 19,180,000 17,030,000 16,050,000
Settlement Agreement Payment to MOC 30,000,000 - - - - - - - - - - - -
Total Expenses 30,000,000 - - 1,000,000 9,970,000 | 28,150,000 44,020,000 52,820,000 42,760,000 23,350,000 19,180,000 17,030,000 16,050,000
Net Cashflow (30,000,000) - - (1,000,000) 300,000 13,110,000 32,310,000 49,830,000 54,330,000 51,670,000 42,430,000 37,680,000 35,520,000
FV Adjustment to 2016 - (35,400,000) (41,770,000) (49,290,000) (59,340,000) - - - - - - - -
PV $ 143,690,000 - - - - (59,050,000) 11,110,000 23,210,000 30,330,000 28,030,000 22,580,000 15,720,000 11,830,000 9,450,000
Property Taxes - - - - - - - - - - - - -
Beginning Assessed Value - - - - 143,690,000 | 143,690,000 137,860,000 111,110,000 67,400,000 16,680,000 - - -
Less: Value of Oil & Gas Produced (FV) - - - - - (10,270,000) (41,260,000) (76,330,000) (102,640,000) (97,090,000) (75,020,000) (61,610,000) (54,710,000)
Less: Value of Oil & Gas Produced ($2016 @ Prc - - - - - (8,700,000) (29,630,000) (46,460,000) (52,940,000) (42,440,000) (27,790,000) (19,340,000) (14,550,000)
Property Tax Growth (2%/Year) - - - - - 2,870,000 2,870,000 2,760,000 2,220,000 1,350,000 330,000 - -
Estaimated Assessed Value - - - - 143,690,000 | 137,860,000 111,110,000 67,400,000 16,680,000 - - - -
City Property Tax (FV) - - - - 290,000 280,000 230,000 140,000 30,000 - - - -
City Property Tax (PV) $2014 - - - - 270,000 260,000 200,000 120,000 30,000 - - - -
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2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Revenue
Total Oil & Gas Sales - - - - 23,520,000 - 155,520,000 282,200,000 282,200,000 279,910,000 240,640,000 205,610,000 182,550,000
Other Revenues - - - - - - - - - - - - -
Total Revenues - - - - 23,520,000 - 155,520,000 282,200,000 282,200,000 279,910,000 240,640,000 205,610,000 182,550,000
Expenses
Redrills - - - - - - - - - - - - -
Well Completion & Redrill Costs - - - - 4,770,000 - 20,260,000 20,870,000 12,540,000 - - - -
Site Improvements - - - 1,000,000 1,000,000 3,000,000 - - - - - - -
Lease Equipment Costs - - - - 1,000,000 12,300,000 - - - - - - -
Ongoing Operating Costs - - - - 7,320,000 - 48,410,000 87,840,000 87,840,000 87,130,000 74,900,000 64,000,000 56,820,000
Settlement Agreement Payment to MOC 30,000,000 - - - - - - - - - - - -
Total Expenses 30,000,000 - - 1,000,000 14,090,000 15,300,000 68,670,000 108,710,000 100,380,000 87,130,000 74,900,000 64,000,000 56,820,000
Net Cashflow (30,000,000) - - (1,000,000) 9,420,000 (15,300,000) 86,860,000 173,500,000 181,830,000 192,790,000 165,740,000 141,610,000 125,730,000
FV Adjustment to 2016 - (35,400,000) (41,770,000) (49,290,000) (59,340,000) - - - - - - - -
PV $ 533,920,000 - - - - (49,920,000) (12,970,000) 62,380,000 105,600,000 93,780,000 84,270,000 61,400,000 44,460,000 33,450,000
Property Taxes - - - - - - - - - - - - -
Beginning Assessed Value - - - - 533,900,000 | 533,900,000 524,650,000 535,330,000 451,160,000 316,310,000 201,980,000 104,620,000 33,120,000
Less: Value of Oil & Gas Produced (FV) - - - - - (23,520,000) - (155,520,000) (282,200,000) (282,200,000) (279,910,000) (240,640,000) (205,610,000)
Less: Value of Oil & Gas Produced ($2016 @ Prc - - - - - (19,930,000) - (94,660,000) (145,560,000) (123,350,000) (103,690,000) (75,540,000) (54,700,000)
Property Tax Growth (2%/Year) - - - - - 10,680,000 10,680,000 10,490,000 10,710,000 9,020,000 6,330,000 4,040,000 2,090,000
Estaimated Assessed Value - - - - 533,900,000 | 524,650,000 535,330,000 451,160,000 316,310,000 201,980,000 104,620,000 33,120,000 -
City Property Tax (FV) - - - - 1,080,000 1,070,000 1,090,000 920,000 640,000 410,000 210,000 70,000 -
City Property Tax (PV) $2014 - - - - 1,020,000 970,000 970,000 790,000 540,000 330,000 170,000 50,000 -
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As shown in Table 13 and Table 14 above, the Authors estimated the initial (2016) assessed
value of E&B’s oil rights to be approximately $144 million based on the CBA Expected case,
and up to approximately $534 million based on the Applicants' production estimates in the EIR.
For reference, these values are noticeably different as while the estimated production revenues
are less under the CBA Expected scenario, the initial Project costs are not different.

Based on the calculations in Table 13 and Table 14 above, the present value ($2014) of
incremental City property tax revenues is estimated to be $880,000 under the CBA Expected
case, and approximately $4.8 million under the Applicants' production estimates, with revenues
accruing to the City as shown below in Table 15 below.

Table 15: Estimated Incremental Property Tax Revenues - Reservoir

| 2016 2017 2018 2019 2020 2021 2022 2023 2024
CBAExpected| $ 270,000 $ 260,000 $ 200,000 $ 120,000 $ 30,000 $ - $ - $ $ -
Applicant| 1,080,000 1,070,000 1,090,000 920,000 640,000 410,000 210,000

70,000

Additional discussion of the potential net impact of the Project on City property tax revenues are
provided in Section 9.9 and Section 12.0. At this time, given the uncertainly in the amount of
property taxes to be generated from Reservoir value, and as will be discussed, the uncertainty
of potential impacts to private property values, for the purposes of the analyses herein, the
Authors assumed that the incremental property taxes and potential for decreases in property tax
revenues would effectively cancel each other out.

8.2 Business License Taxes

Based on the City's current business license tax fee schedule the Authors conclude that
applicable business license fees will be based on a fixed fee schedule of approximately $175
($2011) per legal entity, and that absent a multitude of legal business entities related to the
Project, annual business license taxes specific to the Project would be de minimus in the
context of this document.
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8.3 School District Revenues

Under the School District Oil Lease, and the School District Oil lease Amendment, the School
District is entitled to a 12.5% royalty of oil and gas produced in the Uplands (estimated to be
21.73% of all oil and gas produced), prorated based on its share (2.91%) of land owned in the
Uplands, as well as a $0.20 barrel tax on every barrel of oil produced at the Project Site. A
summary of the gross estimated School District oil and gas revenues is provided in Table 16
below.

Table 16: Gross School District Oil & Gas Revenue Projections (Project Lifetime)

School District Barrel Tax ($2014) Barrels Rev ($Nom) Rev ($2014) $/Barrel ($2014)
CBA Low 10,900,000 $ 2,180,000 $ 1,520,000 $ 0.140
CBA Expected 17,100,000 3,420,000 2,210,000 0.129
CBAHigh 22,200,000 4,440,000 2,790,000 0.126
Applicant 35,600,000 7,130,000 4,960,000 0.139
School District Royalty ($2014) EIALow $ EIABase $ EIAHigh $ Fixed $
CBALow $ 580,000 $ 920,000 $ 1,360,000 $ 830,000
CBA Expected 920,000 1,520,000 2,230,000 | 1,300,000 |
CBAHigh 1,200,000 2,010,000 2,930,000 1,690,000
Applicant 1,890,000 2,990,000 4,420,000 2,710,000
School District Total Rev ($2014)| EIALow $ EIABase $ EIAHigh $ Fixed $
CBA Low $ 2,100,000 $ 2,440,000 $ 2,880,000 $ 2,350,000
CBA Expected 3,140,000 3,730,000 4,440,000 | 3,520,000 |
CBAHigh 4,000,000 4,800,000 5,730,000 4,480,000
Applicant 6,850,000 7,950,000 9,380,000 7,670,000

Note to Table 16: The present value of the $0.20 barrel tax declines over time as the barrel tax
remains fixed, however, inflation is assumed to erode the present value of future barrel tax
revenue.

While the School District is projected to receive the above revenues, as the School District is a
"Local Control Funding Formula" district, the Authors conclude that under existing California
school funding provisions, 50% of revenues received as a result of the Project would directly
reduce revenues the School District receives from the State, and thus the School District would
be expected to effectively receive net revenue equal to 50% of the figures projected above. A
summary of the projected net revenues the school district would receive follows in Table 17, and
a summary by year is provided in Appendix E.

Table 17: Net School District Oil & Gas Revenue Projections (Project Lifetime)

School District Net Rev ($2014) | EIALow $ EIABase $ EIAHigh $ Fixed $
CBA Low $ 1,050,000 $ 1,220,000 $ 1,440,000 $ 1,180,000
CBA Expected 1,570,000 1,870,000 2,220,000 | 1,760,000 |
CBA High 2,000,000 2,400,000 2,860,000 2,240,000
Applicant 3,430,000 3,970,000 4,690,000 3,840,000
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9.0 Direct City Costs

In this section, the primary costs to the City should the Project be approved or not approved are
discussed. The most significant of these factors include the settlement payment required under
the Settlement Agreement, the City’'s cost to temporarily and permanently relocate the
maintenance yard, and the cost to remediate the existing soil contamination on the Project Site
and the New City Yard Site. Additional costs evaluated include the cost / benefit of the use of
financial advances that may be provided by E&B, and incremental City service costs. A
discussion of the quantification of hypothetical reductions in property tax revenues is also
provided.

9.1 Settlement Agreement

Under the Settlement Agreement, should the residents of the City vote to allow the Project to
proceed and the City issues a drilling permit, the City will owe to E&B a payment of $3.5 million,
to be repaid from oil and gas revenues. Should the voters not approve the Project the City will
owe $17.5 million to E&B. Additional details of each scenario follow.

Project Approved - $3.5 million Settlement Payment

Under Section 4.6(b) of the Settlement Agreement, should the Project be approved by voters
and the City issues a drilling permit, the City will owe E&B $3.5 million to be paid through a
deduction in City royalties equal to 1.5% of gross oil and gas revenues produced from the
Reservoir. No interest will accrue on the $3.5 million, and once the balance is paid in full, no
diversion of City revenues will continue. For reference, pursuant to Section 4.4(b) if the City
cannot issue a drilling permit as the sole result of action taken or not taken by E&B, the
settlement payment will remain $3.5 million (i.e. $14 million will still be forgiven).

Project Not Approved - $17.5 million Settlement Payment

Should voters not approve the Project, the City will owe E&B $17.5 million, and at the City’'s
discretion, E&B shall (continue) to loan the City the $17.5 million, but pursuant to Section 4.6(c)
of the Settlement Agreement, the funds would be paid to E&B by the City under “commercially
reasonable” terms to be mutually agreed to by the City and E&B. Alternatively, the City could
seek outside funding sources to finance repayment of the settlement payment. A discussion of
alternative financing options is provided in Section 10.0.

9.2 Temporary Relocation of Maintenance Yard

Should voters approve the Project the City will be required to temporarily vacate the City's
maintenance yard currently on the Project Site. The current proposal evaluated under the EIR
is to construct a temporary maintenance yard immediately southwest of the existing City Hall
(on City property). A detailed discussion of the temporary relocation plan is provided in Section

56
HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



2.5 of the EIR, and a graphic showing the proposed temporary layout adjacent to City Hall
follows in Figure 20 below. Pursuant to the Temporary City Yard Relocation Cost Estimate the
Authors assumed the cost of temporarily relocating the maintenance yard to be $3.05 million
($2014). Further, the Authors assumed that the relocation would take place only if voters
approve the Project, and if so, construction would likely occur beginning in 2015.

Figure 20: Proposed Temporary City Maintenance Yard Layout

Note to Figure 20: From Figure 2.20 of the EIR
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9.3 Permanent Relocation of Maintenance Yard

Should the results of the test drills completed during Phase 2 support continuing the Project, the
City maintenance yard would be permanently relocated from the Project Site to the New City
Yard Site. As described in Section 2.5 of the EIR, there are two proposed maintenance yard
configurations being evaluated for the New City Yard Site. One of these options includes a
below grade structure accommodating 97 parking spaces (net), the other does not. The
Authors understand the estimated cost of the supplemental parking option is approximately
$18.8 million, and pursuant to the Permanent City Yard Relocation Cost Estimate, the option
without supplemental parking is estimated to cost approximately $10.0 million ($2014, including
New City Yard Site remediation).

As the Settlement Agreement only requires to the City to relocate the maintenance yard (and
not to also provide supplemental parking beyond that which already exists) the Authors
evaluated the cost of the option without supplemental parking. Further, the Authors assumed
that the maintenance yard would be permanently relocated in 2016, but only if voters approve
the Project and the test drills support continuing the Project. For reference, the Authors
understand that the existing City maintenance yard is in need of upgrades and/or replacement
regardless of whether the Project is approved or not.

Figure 21: Permanent Maintenance Yard Relocation Site Plan (No Supplemental Parking)

Note to Figure 21: From Figure 2.22 of the EIR
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9.4 Displacement of Storage Site

The New City Yard Site identified for the permanent relocation of the City maintenance yard is
owned by the City, but currently leased to a private self storage operation. The self storage
user currently pays a ground lease of $15,000 per month, or $180,000 per year. Under the
Second Amendment to the ground lease executed in 2012, the lease rate was reduced from
$16,374 per month to its current level. The Authors considered this a concession for adding a
provision allowing the City to terminate the lease upon one year's notice. The original lease
was executed in 1994, and it is the Authors assumption that absent a potential desire by the
City to terminate the lease, the self storage tenant would desire to extend its lease into
perpetuity, and the $16,374 lease rate would have remained in effect. For the purposes of
analysis herein the Authors assumed that the lease would be extended, and the original lease
rate would be escalated by the assumed inflation rate (3% annually, compounded) every five
years, with the next increase occurring in 2017. For reference, in the calculation of net City
cashflow in Section 11.0, the rent forgone to provide the City's right to terminate the lease was
considered a City cost, with the future value of forgone rent from 2012 - 2014 included in the
cashflow calculations for 2015.

As a proxy on property value, is it generally possible to estimate the market value of an income
producing property by capitalizing its income stream, in this case lease income, by an
appropriate discount rate. The Authors estimate that an appropriate discount rate for the self
storage use is between 7 — 9%. Based on this discount rate, and the original lease rate of
$16,374 per month, or $196,488 per year, the market value of the New City Yard Site would be
approximately $2.18 - 2.80 million. This works out to approximately $63 - 80 per square foot of
land for the 34,897 square foot site. Assuming a land value for the New City Yard Site similar to
the Project Site of $60 - 100 per square foot of land area (as discussed in Section 48), the
estimated land value of the approximately 34,897 square foot New City Yard Site would be
approximately $2.1 - 3.5 million. With respect to building improvements, assuming a value of
$50 - 75 per square foot for the approximately 28,052 square foot self storage building, the
value of the improvements would be approximately $1.4 - 2.1 million; a total of approximately
$3.5 - 5.6 million including the underlying land. Should the City maintenance yard not be
relocated to the New City Yard Site, the City could conceivably sell this property to raise capital,
if desired.

For reference, in the cashflow analysis in Section 11.1 the present value of rent forgone over
the life of the Project through the relocation of the City maintenance yard was estimated to have
a present value of approximately $6.4 million. Rent forgone after the Project was not included
as the Project Site will ultimately be returned to the City, and could essentially replace or exceed
the lost income stream after the completion of the Project.

9.5 Advances Provided Under the Qil Lease

There are several provisions in the Qil Lease which impact the calculation of net City Tidelands
and Uplands Revenues. These provisions cover a series of advances (essentially loans) from
E&B to be placed into a trust from which the City can make withdrawals for City costs to (i)
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study maintenance yard relocation options, (ii) temporarily relocate of the yard, (iii) remediate
existing soil contamination on the Project Site, and (iv) permanently relocate the maintenance
yard. The general elements of each advance are first provided below, followed by a discussion
of repayment provisions. For reference, it is the Authors' interpretation that the City can decide
whether or not to utilize the advances, and could at its own discretion utilize outside funding
sources to complete the required actions and improvements.

Yard Relocation Study Advance

Under Section 13(a) of the Oil Lease the Lessee (currently E&B) is to provide the City with an
advance of $21,000 to cover City costs for consultants to study options for the relocation of the
Maintenance Yard. These funds have been provided to the City, and are currently held by the
City in a trust account. However, the Authors understand that the funds have not been
withdrawn by the City, and therefore are not accruing interest pursuant to the repayment
provisions as will be discussed in greater detail below.

Temporary Yard Relocation Advance

Under Section 13(c) of the Oil Lease E&B is to provide the City with an advance of up to
$75,000 for the actual cost of temporarily relocating the Maintenance Yard. In addition, E&B
shall advance to the City a Rent Reimbursement of up to $2,500 per month to cover rent or
other actual costs incurred by the City to temporarily relocate the Maintenance Yard. As
introduced above, pursuant to the Temporary City Yard Relocation Cost Estimate the Authors
assume the cost of temporarily relocating the maintenance yard is $3.05 million ($2014). Of this
total, it was assumed that $75,000 could be funded through an E&B advance. As the
maintenance yard would be temporarily relocated to City property, the Authors did not assume
the rental allowance would be utilized, although ongoing incremental costs associated with the
temporary move may qualify for use of the Rent Reimbursement allowance / advance.

Environmental Remediation Advance

Some soil contamination currently exists on the Project Site, primarily under an existing City
maintenance building (please see Figure 2.3 in Section 2.3 of the EIR). Under the Oil Lease,
the City is required to remediate the Project Site as part of the relocation of the Maintenance
Yard. Generally, under Section 13(c)(2) and Section 20(e) of the Oil Lease, the City is to fund
the first $50,000 of remediation costs, E&B the next $50,000, and any amounts in excess of
$100,000 are to be provided to the City by E&B as an advance. The Applicant's Remedial
Action Plan ("RAP") provides a cost estimate for their preferred RAP (Alternative 3) on page 20
of the RAP submitted with their application. Alternative 3 is estimated to cost $3.7 million
($2012) with a range of $2.6 to $5.5 million. For the purposes of cashflow and net revenue
analyses herein, the Authors assumed remediation of the Project Site would cost $3.7 million
(%2012, approximately $3.8 million in $2014). The Authors also estimate that of this total cost,
approximately $3.70 million ($2014, total cost less the City’'s $50,000 portion and E&B'’s
$50,000 portion) may be funded in the form of an advance. For reference, in subsequent
calculations, it is assumed that remediation would be completed in 2017, at a future value / cost
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of approximately $4,165,000, resulting in an advance of approximately $4,065,000 (total cost
less $50,000 from City and $50,000 from Applicant).

Permanent City Yard Relocation

Under Section 13(d) of the Oil Lease, E&B is to provide an advance to the City of up to
$500,000 for the actual cost of permanently relocating the maintenance yard. As previously
introduced, pursuant to the Permanent City Yard Relocation Cost Estimate, the Authors assume
the cost of permanently relocating the City maintenance yard is $10.0 million.

Repayment of Advances

Under Section 13(d)(4) of the Oil Lease, these advances accrue simple interest (rather than
compounding interest) upon withdrawal from the trust by the City. Interest is based on the
lesser of the prime rate, or 12% annually. Revenue the City would receive from oil and gas
production is the sole required source of repayment of advances, and the advances are not
considered general obligations of the City. Payments are based on 50% of City royalty
revenues until all advances have been repaid, with payments allocated first to interest, and then
to principal. To the extent that 50% of oil and gas revenues are not sufficient to repay the
advances by the end of the Oil Lease, up to the remaining 50% of City oil and gas revenues
would be utilized to repay the advances. To the extent that 100% of City oil and gas revenues
are not sufficient to repay the advances, any unpaid portion would then be forgiven. A brief
discussion of the prime rate and simple interest is provided below.

Prime Rate - The prime rate is generally described as the rate that a majority commercial banks
charge their most credit worthy customers. The prime rate is currently 3.25%, has remained
unchanged since January of 2009, and tends to follow the Federal Reserve’s overnight lending
rate, plus 300 basis points ("BP") or 3%. A chart showing the historic prime rate follows in
Figure 22 below. For the purposes of the analysis herein, the Authors utilized projections of the
prime rate based on Constant Maturity Treasury yields where calculations required estimates of
future prime rates. Based on these projections, for the purposes of the analyses herein, the
prime rate was assumed to grow from 3.5% in 2014 to 8% by 2021, and it was assumed to
remain at this rate for the balance of the Oil Lease.
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Figure 22: Historic Prime Rate (1949 — 2013)
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Simple Interest - Simple interest is calculated as the original loan balance multiplied by the
interest rate per period, multiplied by the number of periods money is loaned. In this case the
interest rate is calculated based on annual interest payments, and years, or portion thereof that
money is borrowed.

Section 13(d)(4) of the Oil Lease provides that City Tidelands revenues shall be allocated to the
repayment of advances to maximum extent permitted by law. Under Paragraph 7 of the CSLC
MOU, the CSLC acknowledges the City’s intent to allocate 70% of City Tidelands oil and gas
revenues and 30% of Uplands oil and gas revenues to the repayment of any advances. As
such, in analyzing net City cashflows the Authors assumed a 70% / 30% allocation.

While the City may utilize the aforementioned advances to help fund the City’s obligations under
the Oil Lease and the Settlement Agreement, the Authors conclude that the City is not required
to do so. Reasons the City’'s may choose to utilize the advances include the fact that the
advances are not considered an obligation of the City’s General Fund, interest is calculated
based on a simple interest formula, the prime rate of interest may be lower than the City's
alternative borrowing costs, and to the extent that oil and gas revenues are not sufficient to
repay the advances, unpaid portions are forgiven. Reason’s the City may choose not to utilize
the advances include the required allocation of 50% of City oil and gas revenues to repay the
funds, potential for future increases in the prime rate, and the potential ability to attain lower
annual payments for required funds based on longer loan lengths and amortization periods. A
sample evaluation of the City’s net cashflow under the CBA Expected case utilizing the
advances versus not utilizing the advances is provided in Section 11.0. In general, based on
the assumptions contained herein, the Authors find that utilizing the advances has a net positive
present value of approximately $1.8 - 1.9 million ($2014).
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9.6 Emergency Trust Fund

Section 18(d) of the Oil Lease requires the City and E&B to establish an Emergency Trust Fund
with portions of revenues from oil and gas production. The Emergency Trust Fund is to be
funded through an allocation of oil and gas revenues up to $6.0 million over not longer than a 10
year period, beginning four years after the commencement of Phase 4. Of the $6.0 million total,
$4.0 million is to be funded by E&B through 5% of the net profits received by E&B, essentially
after all Project development costs are recovered. The remaining $2.0 million of the $6.0 million
total is to be funded by an allocation of 5% of the City’s oil and gas revenues after (i) deduction
for repayments of the potential advances discussed above, and (ii) recovery of the City of its
costs of undertaking the lease. The Authors interpret (ii) to include unreimbursed costs
associated with Project entitlements, the cost of temporarily and permanently relocating the City
maintenance yard, and Settlement Agreement payments. The City is required to begin funding
the Emergency Trust Fund within four years of receiving royalty revenues, and similarly has 10
years after that date to fully fund its share of the reserve. In the analysis herein, the Authors
assumed that the City would begin funding the Emergency Trust Fund in 2020, and under the
various scenarios evaluated, would take approximately one to four years to fully fund to $2.0
million. At the end of the Oil Lease, should the Emergency Trust Fund not have been utilized,
the City would have the right to remove its share of contributions. In the cashflow analysis in
Section 11.1 the Authors assumed that the Emergency Trust Fund would not need to be used
over the life of the Oil Lease, and that the funds would be distributed back to the Tidelands and
Uplands on a 70/30 basis at the end of the lease. As funds in the trust are assumed to accrue
interest (at 3.5% below the assumed prime rate, or generally a rate of 4.5%; 1.5% above
assumed inflation for the majority of the term) the present value of the City's allocation of
revenues to the Emergency Trust Fund is projected to have a present value of approximately
$540,000 to $640,000 in the Tidelands and $230,000 to $260,000 in the Uplands ($2014).

9.7 Fire Service

It is the Authors' understanding that pursuant to provisions of the EIR, E&B would be
responsible for compensating the City for the cost of additional service capacity of the City's Fire
Department and/or mutual aid agreements necessary as a result of the Project. Based on
preliminary estimates from the City’s Fire Department, supplemental costs would be expected to
include the following:

e Upgrades to the City’'s existing fire dispatch system allow for integration with the
Redondo Beach and Manhattan Beach Fire Departments - The estimated initial cost is
$120,000 ($2014), and it is assumed that there would be a need to upgrade the system
every 10 years

e An increase in staffing of approximately one full time equivalent ("FTE") position at a Fire
Marshal / Inspector level - The estimated initial cost is $200,000 per year (fully loaded,
$2014) for 35 years

e An allowance for annual training and practice of skills specific to potential Project
hazards - The estimated initial cost is $200,000 ($2014, including travel, and backfill
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staffing), and the assumed need for annual ongoing training is estimated to cost $50,000
per year ($2014)

The total of these incremental costs are estimated to result in initial costs of approximately
$520,000 and annual ongoing costs of $250,000 ($2014). Assuming implementation of
supplemental services beginning in 2015, and continuing through the assumed termination of
the Qil Lease in 2049 (a 35 year period), the present value of the cost of incremental fire service
is estimated to be approximately $16.5 million ($2014).

Should the Project be approved, it is the Authors' understanding and assumption that under the
mitigation measures in Section 4.6 of the EIR (FP-1c, and FP1-f) the Applicant would be
responsible for reimbursing the City for these incremental costs, and as such these figures are
provided for reference only and not included in the calculation of net City revenues.

9.8 Ongoing Project Monitoring

If the voters approve the Project additional City staff time would likely be required to perform
oversight of the Project (in addition to increases in Fire Department services), monitoring of
mitigation measures, conditional use permit compliance, and complete general reporting
requirements. The Authors estimate that tasks would require services from various personnel
(part of multiple employees FTE allocation). For the purposes of analysis herein the Authors
assumed an annual incremental cost allocation of $350,000 annually ($2014, fully loaded,
approximately 1.25 - 1.50 FTE, plus an allowance for outside consultant costs). Assuming
implementation of Project oversight beginning in 2016, and continuing through the assumed
termination of the Oil Lease in 2049 (a 34 year period), the present value of the cost of ongoing
project monitoring is estimated to be approximately $11.9 million.

Under Section 21(A) 2.13 of the City's current Oil Code"

"Any person who is an operator of any well shall pay a nonrefundable annual well permit
fee as set forth by City Council resolution for each well operated and maintained by such
person.”

Generally, permit fees are based on a reasonable nexus between service costs and the
activities granted under a given permit. For the purposes of the analysis herein the Authors
assumed that the City's ongoing personnel costs related to the Project would be compensated
through the annual well permit fee, and as such did not include these costs in the calculation of
estimated net City revenues.

9.9 Property Tax Revenue

The proposed Project is located proximate to privately owned commercial and residential
properties. To the extent that proximate property values are impaired due to the Project, the
City’s annual property tax revenues could potentially be reduced. As will be discussed in
greater detail in Section 12.0, the Authors have not been able to find conclusive, credible
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information to establish a reliable estimate of potential value impairment, if any. As such, in this
section, the potential impact on City property tax revenues is evaluated based on the level of
reduction in value that would be required to have a reasonably substantial impact on City
property tax revenue.

The Authors reviewed LACOA data and evaluated the number and assessed value of properties
near the Project Site. As of 2013, the City’s total Assessed Valuation (“A/V”) was approximately
$5.38 billion. Data available from the LACOA included roll values through 2012, and provides a
total A/V of approximately $5.28 billion. As shown in Table 18, of this total, approximately 1% of
total City A/V is located within 250 feet of the Project Site, 3.4% within 500 feet, 11.8% within
1,000 feet, and 27.2% within 1,500 feet of the Project Site.

Table 18: Assessed Valuation by Distance from Project Site ($2012)

Distance Range Properties Total AV Residential AV  Cumualtive %
- 50 12 % 3,700,000 $ - 0.07%
51 100 3 800,000 - 0.08%
101 250 71 45,200,000 33,100,000 0.94%
251 500 172 127,500,000 115,800,000 3.35%
501 1,000 645 447,600,000 389,100,000 11.83%
1,001 1,500 983 814,400,000 702,600,000 27.24%
1,501 2,000 852 624,800,000 511,100,000 39.07%
2,001 2,500 737 518,200,000 354,800,000 48.88%
2,501 + 3,504  2,700,700,000  2,553,200,000 100.00%
(In Feet) 6,979 $5,282,900,000 $4,659,800,000

Pursuant to the City’s Comprehensive Annual Financial Report (“CAFR") for the fiscal year
ending June 30, 2012, in fiscal year 2011-12 the City received approximately $11.6 million in
property tax revenue. The approximate distribution of revenue by distance from the Project Site
is shown in Table 19 below. As an example, of the approximately $11.6 million in property tax
revenue received by the City, approximately $99,000 was generated by properties located
between 101 — 250 feet of the Project Site.
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Table 19: Proximate Property Information, City Property Tax Revenue ($2012)

Distance Range Residential AV % Avg. Last Sale  City Prop Tax

- 50 0% 1999 $ 8,000
51 100 0% 2004 2,000
101 250 73% 2003 99,000
251 500 91% 2004 280,000
501 1,000 87% 2003 983,000
1,001 1,500 86% 2004 1,788,000
1,501 2,000 82% 2004 1,372,000
2,001 2,500 68% 2004 1,138,000
2,501 + 95% 2003 5,929,000
(In Feet) 88% 2003 $ 11,599,000

Table 19 above provides the average sale date of properties by distance from the Project Site.
Sale date is relevant, as under Proposition 13 the assessed value of properties can only
increase at a maximum rate of 2% per year, unless properties are purchased / sold, at which
time the assessed valuation is generally set to the market price. As a result, property values are
often greater than total assessed valuation. A visual depiction of this is provided in Figure 23
which shows how the market value and assessed value could vary assuming market price
increases of 3% annually, assessed valuation increases of 2% annually, and a $100,000
property purchased / sold in year one, and again in year five.

Figure 23: Hypothetical A/V versus Market Value Example
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Based on residential property sales data, home prices (per square foot) have increased
approximately 40% since 2003, and 24% since 2004 (through 2013). Under Proposition 13
limits, the assessed valuation of a home purchased in 2003 would have increased by a
maximum of 22%, and 20% for a home purchased in 2004 (2% compounded annually, through
2013). Thus, from an existing valuation perspective, on average, values would have to decease
by an amount greater than approximately 4% (for 2004 sales) and approximately 18% (for 2003
sales) before potential value impairment would impact City property tax revenues. However, it
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should be noted that potential impairment of future home sales values would impact the growth
of City property tax revenues.

The historic growth in the City’'s assessed valuation (where 2004 = 100), market sales values
(where 2004 = 100), and property inventory turnover rate (percentage of all properties sold in a
year) are shown in Figure 24 and Table 20 below. For reference, citywide growth in assessed
valuation can occur at a greater rate than market value growth, and even during periods of
decreasing market values, due to the differential between assessed values and market values,
when assessed values are essentially catching up to market values.

Figure 24: Historic A/V Growth / Sales Value Growth (Base 100), and Inventory Turnover
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Table 20: Historic A/V Growth, Sales Value Growth, & Inventory Turnover

| 2005 2006 2007 2008 2009 2010 2011 2012 2013
ANV Growth| 115% 12.3% 11.9% 7.4% 3.0% 0.8% 1.7% 3.0% 5.6%
Sales $/SF Growth| 30.5% -5.5% 25% -76% -27% -29% -51% 6.3% 11.9%
Intentory Turnover 6.1% 5.1% 4.5% 3.9% 3.5% 4.4% 3.5% 4.2% 4.9%

To provide a hypothetical quantification of the potential impacts of theoretical changes in
property values, the Authors evaluated four hypothetical value impairment scenarios as listed
below in Table 21. These hypothetical decreases in property values were then applied to the
2012 assessed valuation to evaluate the hypothetical impact to overall City property tax
revenues, as well as estimate the present value of the impairment over a 35 year period. Based
on these hypothetical scenarios, a reduction in City property tax revenue of approximately 0.2%
would result under alternative A, 0.8% under alternative B, 2.1% under alternative C, and 4.1%
under alternative D.
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Table 21: Hypothetical Property Value Impairment Thresholds Evaluated

Distance Range Alt A Alt B Alt C Alt D
- 50 -10% -15% -20% -25%
51 100 -10% -15% -20% -25%
101 250 -5% -10% -15% -20%
251 500 -5% -10% -15% -20%
501 1,000 0% -5% -10% -15%
1,001 1,500 0% 0% -5% -10%
1,501 2,000 0% 0% 0% -5%
2,001 2,500 0% 0% 0% 0%
2,501 + 0% 0% 0% 0%
(In Feet)

Table 22: Impact to City Property Tax Receipts of Hypothetical Impairment Thresholds

Distance Range Alt A Alt B Alt C Alt D
- 5 $ (800) $ (1,200) $ (1,600) $ (2,000)
51 100 (200) (300) (400) (500)
101 250 (4,950) (9,900) (14,850) (19,800)
251 500 (14,000) (28,000) (42,000) (56,000)
501 1,000 - (49,150) (98,300) (147,450)
1,001 1,500 - - (89,400) (178,800)
1,501 2,000 - - - (68,600)
2,001 2,500 - - - -
2,501 + - - - -
(In Feet) $ (19,950) $ (88,550) $ (246,550) $ (473,150)
% of 2012 Rev -0.2% -0.8% -2.1% -4.1%

PV over 35 years

$(430,000) $(1,900,000) $(5,300,000) $(10,170,000)

For additional context and discussion of the potential range of impacts to private property values
please see Section 12.0. Based on the discussion provided in Section 12.0, and consideration
of the discussion in Section 8.1 on property tax revenue that would likely be generated should
the Project be developed, it is the Authors assumption that the potential gains in Project Site
specific property tax revenues and potential losses in property tax revenues from properties
proximate to the Project Site would cancel each other out.
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9.10 Summary of Direct City Costs

A summary of the direct City costs discussed in this Section is provided below in Table 23.

Table 23: Summary of Direct City Costs

$2014 Offset Net Cost Notes
Settlement Payment| $ 3,500,000 none $ 3,500,000 Paid through royalty revenues
Temporary Maintenance Yard 3,050,000  none 3,050,000
Permanent Maintenance Yard 9,990,000 none 9,990,000 Superior to existing facility
Loss of storage Site Revenue 6,390,000  none 6,390,000 Average of estimated value range
Maintenance Yard Remediation 3,810,000 $50,000 3,760,000 $50k to be paid by Applicant
Emergency Trust Fund 2,000,000 100% - Funds are returned if not used
Fire Service| 16,490,000 100% - Cost required to be paid by E&B
Ongoing Project Monitoring[ 11,900,000 100% - Recouped through Well Permit Fee
$57,130,000 $ 26,690,000

Note: These costs in Table 23 above do not include the potential cost of financing, or the use of

advances pursuant to the Oil Lease.
summarized in Section 11.0. Additional descriptions of the cost and offsets of each included

item are provided in Sections 9.1 through 9.8 above.

These additional considerations are evaluated and
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10.0 City Financing Considerations

Whether voters approve the proposed Project or not, it is the Authors conclusion that the City
will likely have to obtain financing to either (i) pay all or portions of the $17.5 million settlement
payment, or (ii) finance the costs associated with temporarily and permanently relocating the
City maintenance yard. It is the Authors understanding that the City currently has approximately
$6.0 million or more in reserves set aside towards these potential expenses. Should the City
desire to fully utilize these funds, it would likely need to raise approximately $11.5 million if
voters do not approve the Project. If voters approve the Project, the Authors estimate that the
City will have to fund the relocation of the City maintenance yard totaling approximately $3.1
million ($2015), Project Site remediation totaling approximately $4.1 million ($2017, less E&B's
$50,000 share), and permanent relocation costs totaling approximately $10.9 million ($2017),
less any use of E&B advances.

For the purposes of the analyses herein, the Authors assumed that should the Project be
approved, the City would either (i) completely self fund the $3.1 million ($2015) temporary
relocation of the maintenance yard, $4.1 million ($2017) remediation of the Project Site, and
pursue financing to fund the permanent relocation of the maintenance yard or (i) maximize the
use of advances discussed in Section 9.5, self fund the balance of the temporary relocation of
the maintenance yard and Project Site remediation costs, and pursue financing to fund the
permanent relocation of the maintenance yard.

A discussion of the potential financing considerations, structures and amounts of potential
borrowings follows in this section. For reference the overall City cashflow impacts of the
financial structures discussed are provided subsequently in Section 11.0.

10.1 Credit Rating

The Authors completed a summary review of the City’s financial metrics to estimate the City’'s
potential credit rating in the public finance market. As a result of this analysis, the Authors
preliminarily conclude that the City has reasonably strong financial metrics and may be able to
achieve a AA credit rating on General Fund issued debt. To the extent that voters approve a
General Obligation bond, the debt may be able to achieve a one “notch” improvement, or a AA+
rating, though such ratings have been difficult to achieve of late. A discussion of potential
financing costs under various financing structures follows.

10.2 Financing Options

If cities desire to raise capital to fund projects, they typically have a number of financing options
that can be utilized. These options typically include the issuance of Certificates of Participation
("COP’s”), General Obligation bonds backed by a general property tax levy, a lease-leaseback
loan, or other State or Federal government underwritten loans. A discussion of each of these
traditional structures follows.
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Certificates of Participation

COP’s are bonds that can be issued by a city that are backed by that city’s General Fund, and
do not require a public vote to be issued. COP’s are a common bond structure used by cities to
issue debt and finance projects.

General Obligation Bond

A General Obligation bond is a municipal financing structure used to issue debt to be repaid
through marginal increases in property tax. Issuance of a General Obligation bond requires a
public vote and two-thirds (~66.67%) majority approval.

Parcel Tax

Another financing option is the issuance of a bond funded by a parcel tax. Implementation of a
parcel tax requires a public vote and two-thirds (~66.67%) majority approval. Parcel taxes are
typically allocated in an equal manner across all parcels, however, can be levied based on
parcel improvements or other metrics.

Lease-Leaseback Loan

Through a Lease-Leaseback loan structure cities are able to borrow money under multi-year
financial agreements. Lease-Leaseback loans structures are akin to a traditional loan, but
structured to comply with the requirements of California law.

State or Federal Loan

In some circumstances, cities are able to obtain loans underwritten through State and/or
Federal agencies. While no specific loan programs were evaluated herein, the Authors
generally find that such programs are typically in line with financing costs similar to those of
lower interest rate Lease-Leaseback structures.

10.3 Potential Borrowing Costs

Based on the above discussion the Authors estimated borrowing costs based on varying
structures. For reference, figures denoted with +150 BP are estimates of future borrowing costs
one to two years in the future, while those without are estimates based on recent market
conditions. As shown in the table, borrowing costs for a $10 million loan are estimated to range
from approximately $620,000 to $970,000 depending on bond or loan term and amortization.
The figures below are general estimates only; actual loan structures and terms would dictate
annual payments and True Interest Cost ("TIC").

71
HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



Table 24: Estimated Annual Financing Costs for Various Structures ($10MM Principal/Loan)

Structure, Rate TIC Term(Yrs) Amortization Annual Payment
COP, AA Rated, No DSRF 4.42% 30 Yrs 30Yrs $ 620,000
COP, AA Rated, DSRF Surety 4.42% 30 Yrs 30 Yrs 620,000
COP, AA Rated, DSRF 4.42% 30 Yrs 30 Yrs 660,000
COP, AA Rated, No DSRF +150 BP 596% 30 Yrs 30 Yrs 740,000
COP, AA Rated, DSRF Surety +150 BP 596% 30 Yrs 30 Yrs 740,000
COP, AA Rated, DSRF +150 BP 596% 30 VYrs 30 Yrs 790,000
Lease-Leaseback 4.50% 7 Yrs 20 Yrs 760,000
Lease-Leaseback +150 BP 6.00% 7 Yrs 20 Yrs 860,000
Lease-Leaseback 6.00% 20 Yrs 20 Yrs 860,000
Lease-Leaseback +150 BP 750% 20 Yrs 20 Yrs 970,000

Note: TIC is essentially the all in cost of a particular financing. “Term” is the length of a loan or
financing. “Amortization” refers to the number of years over which a loan would be fully repaid
or fully amortized at the established payment and rate. If the term is less than the amortization,
then a financing has a lump sum payment of a remaining principal balance due at the end of the
term.

10.4 City Financing if Project Approved

If the Project is approved, it was assumed that the City would utilize its existing approximately
$6.0 million set aside to (i) fund the temporary relocation of the maintenance yard, and if test
drills are successful and the Project proceeds, (i) fund the remediation of the existing
contamination on the Project Site, and (iii) use the remaining funds to partially fund the
permanent relocation of the maintenance yard. The balance of the cost of the permanent
relocation of the City maintenance yard was assumed to be financed, and for the purposes of
the analysis herein, the Authors assumed that the City would utilize a COP structure.

Pursuant to the estimated costs discussed in Section 9.0, it is assumed that the temporary
relocation of the maintenance yard would cost $3.05 million ($2014), Project Site remediation
would cost $3.8 million ($2014) and that the cost to permanently relocate the maintenance yard
would be approximately $9.99 million ($2014, including New City Yard Site remediation).
Assuming that the City’s approximately $6.0 million set aside would be allocated to these costs,
and no use of advances from E&B, the Authors estimate that the City would have to borrow
approximately $12.2 million ($2017). Assuming the use of advances from E&B, the estimated
amount to be borrowed would be approximately $7.5 million ($2017).

Assuming a $12.2 million borrowing, a AA credit rating, with a DSRF Surety (a third party
insurance / guaranty) issued at recent market rates plus 150 basis points, the annual cost of
debt service is estimated to be approximately $900,000 per year, for 30 years. Assuming the
lower $7.5 million borrowing, a AA credit rating, with a DSRF Surety issued at recent market
rates plus 150 basis points, the annual cost of debt service is estimated to be approximately
$560,000 per year, for 30 years. Debt service payments could likely be timed to match
anticipated oil and gas revenues should the Project be approved.
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Reduced Use of City Set Aside

Should the City elect, it could increase its utilization of financing for Project related costs and
minimize the use of the City's approximately $6.0 million set aside. The economic viability of the
Project will be unknown until the test drills have been completed, and therefore the need to
permanently relocate the City's maintenance yard would be uncertain until the completion of the
test drills. As such, under this scenario the Authors assumed that the City would, at a minimum,
fund the approximately $3.05 million temporary relocation of the maintenance yard with a
portion of the approximately $6.0 million set aside, but finance the cost of remediation of the
Project Site and permanent relocation of the maintenance yard. Such financing would also
likely align the timing of debt service with expected City oil and gas revenues. Under this
scenario, the City would likely borrow approximately $15.0 million ($2017) if the advances were
not utilized, or $10.5 million ($2017) if the advances were utilized. Assuming a AA credit rating,
with a DSRF Surety issued at recent market rates plus 150 basis points, the annual cost of debt
service is estimated to be approximately $1.1 million per year, and $780,000 per year for 30
years respectively.

10.5 City Financing if Project Not Approved

As introduced above, should the Project not be approved, the Authors assumed that the City
would partially fund the required $17.5 million settlement payment with the approximately $6.0
million in funds currently set aside, and seek to finance the remaining $11.5 million balance.
The Authors evaluated four scenarios for the City to finance the $11.5 million: (i) the issuance of
a AA rated COP with a DSRF Surety at 150 basis points above recent market rates, (ii) a
General Obligation bond, (iii) a parcel tax funded bond, and (iv) a “commercial loan” with terms
in line with a 20 year Lease-Leaseback borrowing at 150 basis points above recent market
rates. A discussion of each follows.

COP

Assuming an $11.5 million borrowing, a AA credit rating, with a DSRF Surety issued at recent
market rates plus 150 basis points, the annual cost of debt service is estimated to be
approximately $850,000 per year, for 30 years. This amount would have to be funded by the
City’'s General Fund. It is the Authors understanding that while it might constrain the City’s
General Fund, the City would likely be able to support this payment.

Supplemental Property Tax

Assuming an $11.5 million borrowing financed through a General Obligation bond financed
through a general property tax levy, the annual cost of debt service is estimated to be
approximately $825,000 per year for 30 years. Assuming a 2% escalation of the City’s existing
approximately $5.38 billion assessed valuation in 2013 to $5.49 billion in 2014, the initial annual
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increase in property tax on a given property would be approximately 0.015%, or an additional
approximately $15 per $100,000 in assessed valuation.

Parcel Tax

Assuming an $11.5 million borrowing financed through a parcel tax backed bond, the annual
cost of debt service is estimated to be approximately $850,000 per year for 30 years. Based on
the City’s existing approximately 7,000 parcels the cost if applied equally to all parcels would be
approximately $122 per year per parcel.

Commercial Loan

As previously introduced, pursuant to Section 4.6(c) of the Settlement Agreement, if the Project
is not approved, the City’s settlement payment could be paid to E&B under commercially
reasonable terms to be mutually agreed upon by the City and E&B. Assuming an $11.5 million
borrowing financed through a loan with commercially reasonable terms that are in line with the
terms of a 20 year, fully amortizing Lease-Leaseback financing at approximately 150 basis
points above recent market rates, the annual payment is estimated to be approximately $1.1
million per year for 20 years. It is the Authors understanding that while it might constrain the
City's General Fund, the City would likely be able to support this payment.

Reduced Use of City Set Aside

As introduced above, should the City elect, it could retain its approximately $6.0 million set
aside, and maximize the use of financing. In the scenario, were the Project not approved, the
City could conceivably finance the entire $17.5 million settlement payment. Assuming a $17.5
million AA rating COP, with a DSRF Surety issued at recent market rates plus 150 basis points,
the annual cost of debt service is estimated to be approximately $1.29 million per year for 30
years. Assuming a $17.5 million borrowing financed through a General Obligation bond
supported by a general property tax levy, the annual cost of debt service is estimated to be
approximately $1.25 million per year for 30 years. Under a general property tax levy this would
be equal to approximately 0.023%, or approximately $23 per $100,000 in assessed valuation. If
funded through a parcel tax backed bond with similar rates, it would equal approximately $185
per parcel. Utilizing a commercial loan in line with the terms of a 20 year, fully amortizing
Lease-Leaseback financing at approximately 150 basis points above recent market rates, the
annual payment is estimated to be approximately $1.69 million per year for 20 years.
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11.0 Net City Cashflow

In this section calculations of net projected City revenues are provided under various scenarios
assuming the Project is approved, or the Project is not approved. These calculations are based
on analyses throughout this document, and prior sections can be referred to for additional
information and context.

Advances from the Applicant evaluated herein (as discussed in Section 9.5 on page 59) are
estimated to total approximately $4,661,000 (before simple interest), comprised of a $21,000
Yard Relocation Study Advance, a $75,000 Temporary Yard Relocation Advance, a $500,000
Permanent City Yard Relocation Advance, and an approximately $4,065,000 advance for
remediation of the existing Maintenance Yard Site (total cost less $50,000 from City and
$50,000 from Applicant).

The calculations in this section assume that if the Project is approved, the settlement payment
required under the Settlement Agreement could be only paid from Uplands royalty proceeds.
To the extent that the CSLC would permit funding of the settlement payment with both
Tidelands and Uplands royalty revenues, a portion of settlement payment assumed herein to be
paid exclusively from the Uplands fund, could be paid out of the Tidelands fund. This would
result in an increase in net Uplands revenues of approximately $1.7 million ($2014), and a
decrease in net Tidelands revenues by approximately the same amount.

For reference, if the proposed Project is approved, the Authors estimate that total production of
approximately 5.6 million barrels of oil would be required for the Uplands fund to “breakeven”
over the duration of the Project. Under such a scenario the Tidelands fund would realize net
revenues of approximately $47 million ($2014).

11.1 Estimated Net City Cashflows If Project Approved

Summary calculations of net City revenues should the Project be approved are provided in
Table 25 through Table 29. Additionally, in Table 30 a sample calculation of the annual
cashflows for the CBA Expected Case is provided (assuming advances are utilized). In each
case, the full use of the City's approximated $6.0 million set aside was assumed.
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Table 25: Estimated Net City Revenues - CBA Expected, Advances Utilized

FV PV ($2014)
Tidelands Revenues
Gross Tidelands Oil & Gas Revenues $ 250,050,000 150,650,000
Less: Settlement Agreement Payment - -
Less: Repayment of Advances (70% of Repayment) (3,340,000) (3,030,000)
Less: Allocation for Emergency Trust (70% of Funding) 3,370,000 560,000
Net Tidelands Revenues $ 250,080,000 148,190,000
Uplands Revenues
Gross Uplands Oil & Gas Revenues $ 132,040,000 79,550,000
Less: Settlement Agreement Payment (3,500,000) (3,100,000)
Less: Repayment of Advances (30% of Repayment) (1,430,000) (1,300,000)
Less: Allocation for Emergency Trust (30% of Funding) 1,440,000 240,000
Net Uplands Revenues $ 128,550,000 75,390,000
Other Costs (Considered Uplands)
Use of City Reserve for Temporary Relocation (3,050,000) (2,960,000)
Use of City Reserve for Project Site Remediation (50,000) (50,000)
Use of City Reserve for Permanent Relocation (2,900,000) (2,660,000)
Debt Service For Permanent Relocation (Approximate) (16,690,000) (9,980,000)
Less: Loss of Storage Site Revenues (11,590,000) (6,390,000)
Total Other Costs $  (34,280,000) (22,030,000)
Net Uplands Revenues After Other Costs $ 94,270,000 53,370,000
Net Tidelands & Uplands Revenues $ 344,350,000 201,550,000
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Table 26: Estimated Net City Revenues - CBA Expected, No Use of Advances

FV PV ($2014)
Tidelands Revenues
Gross Tidelands Oil & Gas Revenues $ 250,050,000 $ 150,650,000
Less: Settlement Agreement Payment - -
Less: Repayment of Advances (70% of Repayment) - -
Less: Allocation for Emergency Trust (70% of Funding) 3,370,000 560,000
Net Tidelands Revenues $ 253,420,000 $ 151,210,000
Uplands Revenues
Gross Uplands Oil & Gas Revenues $ 132,040,000 $ 79,550,000
Less: Settlement Agreement Payment (3,500,000) (3,100,000)
Less: Repayment of Advances (30% of Repayment) - -
Less: Allocation for Emergency Trust (30% of Funding) 1,440,000 240,000
Net Uplands Revenues $ 129,980,000 $ 76,690,000
Other Costs (Considered Uplands)
Use of City Reserve for Temporary Relocation (3,140,000) (3,050,000)
Use of City Reserve for Project Site Remediation (2,860,000) (2,620,000)
Use of City Reserve for Permanent Relocation - -
Debt Service For Permanent Relocation (Approximate) (27,050,000) (16,170,000)
Less: Loss of Storage Site Revenues (11,590,000) (6,390,000)
Total Other Costs $  (44,640,000) $  (28,220,000)
Net Uplands Revenues After Other Costs $ 85,340,000 $ 48,470,000
Net Tidelands & Uplands Revenues $ 338,760,000 $ 199,680,000
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Table 27: Estimated Net City Revenues - CBA Low, Advances Ultilized

FV PV ($2014)
Tidelands Revenues
Gross Tidelands Oil & Gas Revenues $ 147,110,000 96,000,000
Less: Settlement Agreement Payment - -
Less: Repayment of Advances (70% of Repayment) (3,340,000) (3,030,000)
Less: Allocation for Emergency Trust (70% of Funding) 3,260,000 540,000
Net Tidelands Revenues $ 147,030,000 93,520,000
Uplands Revenues
Gross Uplands Oil & Gas Revenues $ 77,680,000 50,690,000
Less: Settlement Agreement Payment (3,500,000) (3,100,000)
Less: Repayment of Advances (30% of Repayment) (1,430,000) (1,300,000)
Less: Allocation for Emergency Trust (30% of Funding) 1,400,000 230,000
Net Uplands Revenues $ 74,150,000 46,530,000
Other Costs (Considered Uplands)
Use of City Reserve for Temporary Relocation (3,050,000) (2,960,000)
Use of City Reserve for Project Site Remediation (50,000) (50,000)
Use of City Reserve for Permanent Relocation (2,900,000) (2,660,000)
Debt Service For Permanent Relocation (Approximate) (16,690,000) (9,980,000)
Less: Loss of Storage Site Revenues (11,590,000) (6,390,000)
Total Other Costs $  (34,280,000) (22,030,000)
Net Uplands Revenues After Other Costs $ 39,860,000 24,500,000
Net Tidelands & Uplands Revenues $ 186,890,000 118,020,000
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Table 28: Estimated Net City Revenues - CBA High, Advances Utilized

FV PV ($2014)
Tidelands Revenues
Gross Tidelands Oil & Gas Revenues $ 333,850,000 195,510,000
Less: Settlement Agreement Payment - -
Less: Repayment of Advances (70% of Repayment) (3,330,000) (3,030,000)
Less: Allocation for Emergency Trust (70% of Funding) 3,390,000 570,000
Net Tidelands Revenues $ 333,900,000 193,050,000
Uplands Revenues
Gross Uplands Oil & Gas Revenues $ 176,290,000 103,240,000
Less: Settlement Agreement Payment (3,500,000) (3,100,000)
Less: Repayment of Advances (30% of Repayment) (1,430,000) (1,300,000)
Less: Allocation for Emergency Trust (30% of Funding) 1,450,000 240,000
Net Uplands Revenues $ 172,810,000 99,080,000
Other Costs (Considered Uplands)
Use of City Reserve for Temporary Relocation (3,050,000) (2,960,000)
Use of City Reserve for Project Site Remediation (50,000) (50,000)
Use of City Reserve for Permanent Relocation (2,900,000) (2,660,000)
Debt Service For Permanent Relocation (Approximate) (16,690,000) (9,980,000)
Less: Loss of Storage Site Revenues (11,590,000) (6,390,000)
Total Other Costs $  (34,280,000) (22,030,000)
Net Uplands Revenues After Other Costs $ 138,530,000 77,050,000
Net Tidelands & Uplands Revenues $ 472,430,000 270,100,000
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Table 29: Estimated Net City Revenues — Applicant Estimate, Advances Utilized

FV PV ($2014)
Tidelands Revenues
Gross Tidelands Oil & Gas Revenues $ 474,280,000 $ 313,570,000
Less: Settlement Agreement Payment - -
Less: Repayment of Advances (70% of Repayment) (3,490,000) (3,100,000)
Less: Allocation for Emergency Trust (70% of Funding) 3,590,000 600,000
Net Tidelands Revenues $ 474,380,000 $ 311,070,000
Uplands Revenues
Gross Uplands Oil & Gas Revenues $ 250,440,000 $ 165,580,000
Less: Settlement Agreement Payment (3,500,000) (3,120,000)
Less: Repayment of Advances (30% of Repayment) (1,500,000) (1,330,000)
Less: Allocation for Emergency Trust (30% of Funding) 1,540,000 260,000
Net Uplands Revenues $ 246,990,000 $ 161,390,000
Other Costs (Considered Uplands)
Use of City Reserve for Temporary Relocation (3,050,000) (2,960,000)
Use of City Reserve for Project Site Remediation (50,000) (50,000)
Use of City Reserve for Permanent Relocation (2,900,000) (2,660,000)
Debt Service For Permanent Relocation (Approximate) (16,690,000) (9,980,000)
Less: Loss of Storage Site Revenues (11,590,000) (6,390,000)
Total Other Costs $ (34,280,000) $ (22,030,000)
Net Uplands Revenues After Other Costs $ 212,710,000 $ 139,360,000
Net Tidelands & Uplands Revenues $ 687,090,000 $ 450,430,000

In Table 30 a below a sample calculation of the annual cashflows for the CBA Expected Case is

provided (assuming advances are utilized).

HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS

80



SISATVNY LId3IN3I 9 LSOO AYIAOCD3IY ® ONITTIEA 110 - HOVY34d VSOWNH3IH

T8

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Tidelands Royalties
Gross Tidelands Oil & Gas Revenues - 990,000 4,120,000 7,850,000 10,870,000 10,590,000 8,430,000 7,130,000 6,520,000 6,330,000 7,820,000 8,600,000 7,890,000 7,320,000 6,920,000 8,020,000 9,000,000 8,310,000
Less: Settlement Agreement Payment - - - - - - - - - - - - - - - - - -
Less: Repayment of Advances (70% of Repayment) - (70,000)  (2,200,000) (1,060,000) - - - - - - - - - - - - - -
Less: Allocation for Emergency Trust (70% of Funding) - - - - (570,000) (450,000) (360,000) - - - - - - - - - -
Net Tidelands Revenues - 920,000 1,920,000 6,780,000 10,870,000 10,020,000 7,980,000 6,770,000 6,520,000 6,330,000 7,820,000 8,600,000 7,890,000 7,320,000 6,920,000 8,020,000 9,000,000 8,310,000
Uplands Royalties
Gross Uplands Oil & Gas Revenues - 530,000 2,170,000 4,140,000 5,740,000 5,590,000 4,450,000 3,760,000 3,440,000 3,340,000 4,130,000 4,540,000 4,170,000 3,860,000 3,650,000 4,240,000 4,750,000 4,390,000
Less: Settlement Agreement Payment - (160,000) (680,000) (1,290,000)  (1,370,000) - - - - - - - - - - - - -
Less: Repayment of Advances (30% of Repayment) - (30,000) (940,000) (460,000) - - - - - - - - - - - - -
Less: Allocation for Emergency Trust (30% of Funding) - - - - - (240,000)  (190,000)  (150,000) - - - - - - - - - -
Net Uplands Revenues - 330,000 550,000 2400000 4,370,000 5350,000 4,260,000 3610000 3440000 3,340,000 4,130,000 4,540,000 4,170,000 3,860,000 3,650,000 4,240,000 4,750,000 4,390,000
Other
Use of City Reserve for Temporary Relocation (3,050,000) - - - - - - - - - - - - - - -
Use of City Reserve for Project Site Remediation - - (50,000) - - - - - - - - - - - - - - -
Use of City Reserve for Permanent Relocation - - (2,900,000) - - - - - - - - - - - - -
Principal Balance - Debt for Permanent Relocation - - (7,510,000) - - - - - - - - - - - - - - -
Debt Service For Permanent Relocation (Approximate) - - - (560,000) (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000) (560,000  (560,000)  (560,000)  (560,000)
Less: Loss of Storage Site Revenues (70,000 (20,000)  (200,000)  (230,000) (230,000  (230,000)  (230,000)  (230,000)  (260,000)  (260,000)  (260,000)  (260,000) _ (260,000)  (310,000)  (310,000)  (310,000)  (310,000) _ (310,000)
Total Other (Uplands) (3,110,000)  (20,000) (3,150,000)  (780,000) (790,000)  (780,000)  (780,000)  (780,000)  (820,000)  (820,000)  (820,000)  (820,000)  (820,000)  (860,000)  (860,000)  (860,000)  (860,000)  (860,000)
Net Uplands Revenues After Other Costs (3,110,000) 320,000  (2,600,000) 1,620,000 3,580,000 4,560,000 3,470,000 2,820,000 2,620,000 2,520,000 3,310,000 3,720,000 3,350,000 3,000,000 2,790,000 3,370,000 3,890,000 3,530,000
Net Tidelands & Uplands Revenues (3,110,000) 1,240,000 (680,000) 8,400,000 14,450,000 14,580,000 11,450,000 9,590,000 9,140,000 8,850,000 11,120,000 12,320,000 11,240,000 10,320,000 9,700,000 11,400,000 12,900,000 11,840,000
2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049
Tidelands Royalties
Gross Tidelands Oil & Gas Revenues 7,750,000 7,340,000 8,260,000 9,090,000 8,460,000 7,950,000 7,560,000 7,370,000 7,210,000 7,050,000 6,900,000 6,750,000 6,610,000 6,470,000 6,330,000 6,190,000 6,060,000
Less: Settlement Agreement Payment - - - - - - - - - - - - - - - - -
Less: Repayment of Advances (70% of Repayment) - - - - - - - - - - - - - - - - -
Less: Allocation for Emergency Trust (70% of Funding) - - - - - - - - - - - - - - - - 4,750,000
Net Tidelands Revenues 7,750,000 7,340,000 8,260,000 9,090,000 8,460,000 7,950,000 7,560,000 7,370,000 7,210,000 7,050,000 6,900,000 6,750,000 6,610,000 6,470,000 6,330,000 6,190,000 10,810,000
Uplands Royalties
Gross Uplands Oil & Gas Revenues 4,090,000 3,880,000 4,360,000 4,800,000 4,470,000 4,200,000 3,990,000 3,890,000 3,810,000 3,730,000 3,650,000 3,570,000 3,490,000 3,420,000 3,340,000 3,270,000 3,200,000
Less: Settlement Agreement Payment - - - - - - - - - - - - - - - - -
Less: Repayment of Advances (30% of Repayment) - - - - - - - - - - - - - - - - -
Less: Allocation for Emergency Trust (30% of Funding) - - - - - - - - - - - - - - - - 2,040,000
Net Uplands Revenues 4,090,000 3,880,000 4,360,000 4,800,000 4,470,000 4,200,000 3,990,000 3,890,000 3,810,000 3,730,000 3,650,000 3,570,000 3,490,000 3,420,000 3,340,000 3,270,000 5,230,000
Other
Use of City Reserve for Temporary Relocation - - - - - - - - - - - - - - - - -
Use of City Reserve for Project Site Remediation - - - - - - - - - - - - - - - - -
Use of City Reserve for Permanent Relocation - - - - - - - - - - - - - - - - -
Principal Balance - Debt for Permanent Relocation - - - - - - - - - - - - - - - - -
Debt Service For Permanent Relocation (Approximate) (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000)  (560,000) - -
Less: Loss of Storage Site Revenues (350,000)  (350,000)  (350,000)  (350,000)  (350,000)  (410,000)  (410,000)  (410,000)  (410,000)  (410,000)  (480,000)  (480,000)  (480,000)  (480,000)  (480,000)  (550,000)  (550,000)
Total Other (Uplands) (910,000)  (910,000)  (910,000)  (910,000)  (910,000)  (970,000)  (970,000)  (970,000)  (970,000)  (970,000) (1,030,000) (1,030,000) (1,030,000) (1,030,000) (1,030,000) (550,000)  (550,000)
Net Uplands Revenues After Other Costs 3,180,000 2,960,000 3,450,000 3,890,000 3,560,000 3,230,000 3,030,000 2,920,000 2,840,000 2,760,000 2,610,000 2,530,000 2,460,000 2,380,000 2,310,000 2,720,000 4,680,000
Net Tidelands & Uplands Revenues 10,930,000 10,310,000 11,710,000 12,980,000 12,020,000 11,170,000 10,590,000 10,290,000 10,050,000 9,810,000 9,520,000 9,290,000 9,070,000 8,850,000 8,640,000 8,910,000 15,490,000
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11.2 Estimated Net City Cashflows If Project Not Approved

As introduced in Section 10.5, should the Project not be approved, the City would likely need to
finance approximately $11.5 million of the $17.5 million settlement payment. Depending on the
type and structure of financing utilized, and based on future rates 150 basis points higher than
recent market rates, the Authors estimate that the annual cost of debt service for an $11.5
million financing would likely range from approximately $850,000 under a 30 year COP bond to
$1.1 million under a 20 year lease-leaseback structure. Should the City desire to fully finance
the $17.5 million settlement payment, and retain its $6.0 million set aside, the annual cost of
debt service is estimated to range from approximately $1.29 million under a 30 year COP bond
to $1.69 million under a 20 year lease-leaseback structure.

The cost of debt service under these scenarios would be expected to notably constrain the
City's General fund; at least until the future value of the payments are eroded through expected
inflation and traditional growth in City revenues. Impacts of constraints on a given city's
cashflow typically result in reductions in city service levels (i.e. police, fire, and parks services)
deferment of capital improvements (i.e. sewer and roadway improvements), the need to raise
other fees, and/or difficulty maintaining quality staffing due to below market salary scales, etc.

Alternatively, should voters approve the issuance of a General Obligation bond backed by a
property tax levy, or a parcel tax backed bond, the City’s cashflow would not be impaired by the
need to make the settlement payment.

Finally, as introduced in Section 9.4 in the calculation of net City cashflow, the rent forgone to
provide the City's right to terminate the self storage lease was considered as a City cost. The
Authors consider this a City cost whether or not the Project is approved. Should the Project not
be approved the Authors assume the former lease rates would be reinstated in 2015, and total
City cost would be equal to rent forgone between 2012 and 2014, or approximately $51,000
($2014).
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12.0 Private Property Values

The proposed Project is located proximate to privately owned commercial and residential
properties. To the extent that proximate property values are impaired due to the Project, the
City's property tax revenues could potentially be reduced. The Authors worked to identify prior
evaluations of impairment to property values due to proximity to oil and gas production, but
found limited analyses for projects similar in profile to the proposed Project. Additionally, the
Authors evaluated existing projects within Los Angeles County and property information for
proximate properties, but were unable to quantify potential impairment. A discussion of the
Authors' findings follows.

For reference, a number of studies exist that evaluate the potential impacts to property values
as a result of proximity to shale gas fracking operations. However, given the difference between
fracking operations, and the proposed Project, the Authors concluded that these studies are not
applicable to the evaluation of potential impacts to property values as a result of the Project.

12.1 Potential Property Impairment

There are components of the Project that may effectively reduce the desire of potential buyers
to live within a certain proximity to the Project Site. Components or factors could include real or
perceived potential health impacts, incremental sound levels, odor, visible appearance, concern
over impacts from hazard events, concern over reduced value in the marketplace at time of
subsequent sale, etc. The importance a buyer places on these factors, if any, is expected to
vary significantly from one buyer to the next, however, given enough of a common perception of
impairment, such factors could reduce potential buyer pool size or buyer interest. As a result of
the potential reduction in buyer pool or buyer interest, these components could potentially impair
the market value of properties within a given proximity of the Project Site. The relative reach or
distance a given factor or Project component might be a concern would also be expected to
vary on an individual basis. In addition, overall market conditions can impact buyer decisions -
during a "seller's" market buyers often place less importance on certain features, or lack thereof,
and vice-versa during a "buyer's" market.

Given the multitude of factors that influence buyer decisions, and wide variation in individual
calculus, the value or impairment in value of a particular attribute is extremely difficult to predict.
Market demand could result in little or no measurable impact to proximate property values. For
example, even if a portion of the buyer pool considers proximate properties significantly
impaired, there may be a large enough pool of individual buyers that do not consider proximity
to the Project an impairment, and values would be maintained. Alternatively, the hyper-local
area could be considered impaired by a significant enough majority of buyers as to incur a
stigma, and property values could be noticeably impacted. As a result of the wide variety of
considerations, and individual decision making processes, prediction and estimation of potential
impacts to property values is extremely nuanced and bears a significant opportunity for error.
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Despite these nuances, as will be discussed in the next sections, the Authors attempted to
identify a relationship between proximity to existing oil production facilities and property values.

12.2 Los Angeles County Data

The Authors first attempted to quantify potential impacts to private property values by evaluating
properties in Los Angeles County proximate to existing and proposed oil wells. The process
(primarily using ArcGIS geospatial analysis software) was as follows:

e Map all existing and proposed oil wells within Los Angeles County

e Establish a buffer of 50 feet around mapped wells

o Merge well buffers to create a single polygon for each proximate well set

¢ |dentify the closest well to each residential parcel

¢ Measure the distance between each residential property with a unigue LACOA APN and
the closest well set

e For homes proximate to the same well set, and sold in the same year, evaluate the
relationship between cost per square foot and distance from the well set

e For homes in the same zip code, and for a given year, evaluate the relationship between
cost per square foot and distance to a well set

Through this process the Authors identified approximately 56,700 properties sold between 2002
and 2012 within 2,500 feet of a well set. As (i) property values can change significantly from
one year to the next, (ii) the LACOA assessed value in the dataset quickly looses relevance as
a proxy to market value over time, and (iii) a large sample size is desired for data analysis, the
Authors first evaluated the data for relationships based on Countywide data for a given year of
sale. Thus, the assessed value in the year of sale (considered the market value) for properties
in varying proximities to well sets were compared to the assessed value of properties located
further from the well sets.

In the analysis, values per square foot and market value were compared to overall County
averages. The resulting data was inconclusive and in many cases consistently yielded values
higher than County averages for properties in close proximity to well sets. The Authors'
conclusion is not that proximity to well sets are accretive to value, but rather that other factors
must influence the results, such as well sets, on average, being located in communities with
higher than average property values. The age of improvements was subsequently evaluated
under the hypothesis that properties in proximity to well sets may have been built out more
recently than others due to overall scarcity of development sites in the region. In general
properties in proximity to well sets did have a lower effective age than overall averages,
however, again the data proved not to be statistically reliable as related to market values.
Further, location in superior neighborhoods could also correlate with higher market values and
newer construction or more recent remodeling. As such the Authors conceded that this analysis
was inconclusive.

Summary tables from this analysis are provided below for reader review and consideration in
Table 31 through Table 34 below.
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Table 31: Per Square Foot Values of Properties Proximate to Well Sets Versus County Average

Distance From Well 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
- 50 115.5% 114.1% 124.4% 135.5% 117.6% 123.0% 128.6% 121.8% 121.7% 120.8% 125.2%
51 100 102.9%  101.8% 98.4% 89.8% 102.4% 100.7%  107.0% 108.3%  102.1% 99.7%  118.8%
101 250 98.6% 97.2% 96.9% 96.3% 93.2% 99.1% 91.7%  103.3%  110.5%  100.1%  105.2%
251 500 100.6%  101.3%  105.9% 99.6%  102.5% 104.1% 102.5% 104.9% 120.0% 112.4% 111.5%
501 1,000 96.7%  103.8%  106.7%  105.3% 114.1% 115.3% 110.5% 117.6% 119.6% 1152% 123.6%
1,001 1,500 98.1% 107.2%  104.7%  152.9%  116.8%  110.7% 117.2% 128.9% 151.0% 133.9% 147.3%

1,501 2,000 101.1%  103.2%  115.5% 116.4% 114.0% 122.7% 122.4% 1254% 129.9% 131.1% 131.4%
2,001 2,500 104.9%  108.6%  110.6% 114.4% 116.4% 120.4% 118.8% 126.0% 126.7% 131.6% 131.4%

Table 32: Value of Properties Proximate to Well Sets Versus County Average

Distance From Well 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

- 50 108.6% 99.1%  107.0%  100.1% 94.1% 102.2% 115.1% 95.1%  103.8%  115.5%  115.7%

51 100 113.7%  130.8%  115.2% 108.8%  110.0% 113.9% 105.0% 109.7% 114.0% 114.4% 111.4%

101 250 109.3%  113.1% 102.1% 101.7% 94.4%  104.9% 96.3% 111.1% 121.0% 112.8% 115.6%

251 500 96.7% 99.5%  101.5% 93.7% 98.9%  100.3% 95.3%  100.0%  117.3% 111.9%  109.4%
501 1,000 94.7% 99.2%  104.5%  102.5%  111.9% 113.9% 108.4%  119.0% 119.2% 110.3% 120.8%
1,001 1,500 97.5%  104.8% 99.6%  162.4%  106.7%  111.2% 112.6% 118.2% 148.1% 133.2%  150.7%
1,501 2,000 96.4% 96.3%  109.8%  107.3%  106.7%  107.1% 111.9% 119.6% 120.2% 126.1% 127.0%

2,001 2,500 102.3%  100.6%  106.1%  108.9% 101.3% 109.9% 112.9% 119.2% 119.4% 129.9% 126.5%

Table 33: Effective Year of Improvements on Properties Proximate to Well Sets Versus County Average

Distance From Well 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
- 50 1977 1975 1972 1981 1975 1976 1976 1977 1984 1991 1982

51 100 1981 1982 1988 1981 1977 1980 1979 1980 1985 1984 1987

101 250 1974 1978 1974 1974 1971 1973 1972 1973 1976 1975 1974

251 500 1970 1971 1975 1970 1969 1972 1970 1972 1973 1974 1974

501 1,000 1962 1966 1965 1968 1969 1968 1968 1967 1966 1969 1968
1,001 1,500 1965 1962 1962 1964 1967 1964 1967 1971 1967 1966 1968
1,501 2,000 1958 1959 1963 1964 1962 1966 1966 1967 1962 1964 1964
2,001 2,500 1958 1965 1963 1963 1968 1966 1964 1964 1966 1965 1965

County Average 1963 1964 1964 1965 1964 1965 1965 1966 1966 1966 1966

Table 34: Parcel Sample Size by Well Set Distance

Distance From Well 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

- 50 68 81 105 163 105 129 94 108 154 224 261

51 100 36 51 58 58 46 62 32 58 58 63 123

101 250 112 169 141 156 157 157 128 160 187 171 267

251 500 273 342 318 328 334 338 288 373 421 420 606

501 1,000 618 815 757 867 839 809 721 775 915 1,002 1,450
1,001 1,500 674 770 765 967 956 929 770 1,024 995 1,098 1,650
1,501 2,000 752 1,098 1,034 1,107 1,073 1,243 1,066 1,218 1,272 1,435 1,984
2,001 2,500 943 1,351 1,027 1,270 1,399 1,356 1,202 1,293 1,486 1,570 2,368

The next analysis attempted was on a zip code basis. The data set of properties sold in a given
year within a given zip code proved too varied and too small of a sample size for confidence in
analysis. The Authors attempted to adjust market values based on changes in average property
sales values, to increase the effective size of the data set, but considered the resulting data set
statistically unreliable and again inconclusive. As such the Authors concluded that analysis
must, at a minimum, be done on a location specific basis. A discussion of the Authors attempt
to evaluate values on a location specific basis follows.
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12.3 Sample Locations

Through the analysis described in Section 12.2 above, the authors identified four candidate
sites within the County where private property was in reasonably close proximity to active oil
recovery projects for additional evaluation. A fifth site in Huntington Beach, in Orange County
was also identified based on knowledge of existing projects. These sites in the cities of Beverly
Hills, Huntington Beach, Long Beach, Los Angeles, and Torrance were evaluated to elicit a
potential relationship between property values and proximity to oil production sites. The Authors
found that properties exhibited a variety of values regardless of proximity to oil production
facilities, and conclude that the unique attributes of each property were too significant of a driver
of value to enable summary conclusions on relationships between production site proximity and
property value. As a result, it is the Authors opinion that in order to establish any conclusive
relationship, individual property attributes must be adjusted on a property by property basis,
which analysis is beyond the scope of this document. Information on the location, and aerial
images of each sample site evaluated follows in Figure 25 through Figure 29 below. To the
extent that a more comprehensive analysis is desired, the Authors submit that these sites may
represent good candidates for additional analysis.

Beverly Hills - Adjacent to Beverly Hills High School, located north of West Olympic Boulevard
and west of South Spalding Drive. For reference the City of Beverly Hills passed a ban on oll

drilling that will go into effect in 2017, and oil production will cease on this site at that time.

Figure 25: Sample Location - Beverly Hills
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Huntington Beach - Multiple sites located proximate to the intersection of Walnut and 2"
Avenue

Figure 26: Sample Location - Huntington Beach

Long Beach - Located west of Ultimo Ave between East Colorado Street and East Eliot Street

Figure 27: Sample Location - Long Beach
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Los Angeles - Located on the north side of West Pico Boulevard between Cardiff Avenue and
South Doheny Drive

Figure 28: Sample Location - Los Angeles

Torrance - Located in the northeast corner of Sur La Brea Park, at the southwest corner of the
intersection of West 236" Street and Walnut Street

Figure 29: Sample Location - Torrance
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12.4 Project Specific Considerations

As introduced, there are a number of potential Project components that could potentially impact
market values as determined by potential buyers. In this section a summary of potential
sources of impairment to value of properties proximate to the Project Site are discussed. In
considering the potential impacts, the Authors generally consider the characteristics of Phase 4
to be most relevant in evaluating potential long-term impairment, and therefore potential impacts
under Phase 4 are generally referenced herein. The following impacts are provided for reader
consideration and evaluation.

Health Impacts

Pursuant to the analysis in Section 4.2.4.6 of the EIR, the mitigated Project is expected to
marginally increase cancer risk, chronic health risk, and acute health risk. The HIA also
provides information on potential health impacts of the Projects in greater detail, and should be
reviewed by the reader.

Under the quantification of impacts in the EIR, the health impacts of the mitigated Project are
not considered significant. However, some individuals may nevertheless choose not to reside
proximate to the Project due to the marginal increase in risk. The various health impact
contours from Figures 4.2-5, 4.2-6, and 4.2-8 of the EIR projected over proximate parcels as
illustrated in Figure 30 below. For an abundance of clarity, the colored shading of parcels is
based on parcel distance from the Project Site, and not the health impact contours.
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Figure 30: Property Proximity to Project & Overlay of Potential Health Impacts

Note to Figure 30: Categorization of parcel distances are based on the closest point of a given
parcel to the Project Site. Colored shading of parcels is based on parcel distance from the
Project Site, and not the health impact contours. Letters in parcels denote property use, where
C is commercial, M is manufacturing, and R is residential. A comprehensive discussion of the
meaning of the Chronic Health Impact, Cancer Cases, and Acute Health Impacts metrics can be
found in Section 4.2.4.6 of the EIR

Visual Impacts

Individual buyers may consider visual impacts of the proposed Project to be an impairment to
property values. While Project mitigations limit the ability to see most ongoing operations on the
Project Site, individuals may have differing opinions on aesthetic appeal of the mitigated Project
versus existing Project Site conditions. Images depicting the Project during various phases are
provided in Appendix F for reader review and consideration.

Noise Impacts

Individual buyers may consider the noise impacts of the proposed Project to be an impairment
to property values. While Project mitigations reduce the noise of ongoing operations on the
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Project Site, individuals may have differing opinions on the acoustical nuisance, if any, of the
mitigated Project versus existing Project Site conditions. Noise contours depicting the increase
in sound level and a summary table of estimated sound levels with the Project during Phase 4
follow in Figure 31 and Table 35.

Figure 31: Leq Noise Contours During Long-Term Production with Mitigation for a Receiver Height of 5-ft
(Phase 4)
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Note to Figure 31: Figure is from Figure 4.11-40 of the EIR
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Figure 32: Leq Noise Contours During Long-Term Production with Mitigation for a Receiver Height of 20-ft
(Phase 4)
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Note to Figure 32: From Figure 4.11-41 of the EIR
Table 35: Predicted Production Noise Impact with Mitigation Between 5 AM and 2 AM (Phase 4)
Noise Level (Leq, dBA)
Baseline (Lowest Drilling +
Receiver 1-hr Nighttime Drilling + Production+ Increase in Noise
Location Height (ft) Leq) Production Baseline Level (dBA)
Residential Uses North of 5 48.3 36.7 48.6 0.3
Site on 8th Street 20 48.3 38.4 48.7 0.4
Residential Uses Northwest 5 40.9 33.4 41.6 0.7
of Site on Cypress Street 20 40.9 38.7 42.9 2.0
Residential Uses East of Site S 40.3 34.4 41.3 1.0
on Ardmore Avenue 20 40.3 37.9 42.3 2.0
Residential Uses West of S 40.0 35.5 413 13
Site on Loma Drive 20 40.0 36.5 41.6 1.6
Veterans Parkway (Center) 5 41.0 34.5 41.9 0.9

Note to Table 35: Table data is from Table 4.11-34 of the EIR
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Table 36: Predicted Production Noise Impact with Mitigation Between 2 AM and 5 AM (Phase 4)

Noise Level (Leq, dBA)

Baseline (Lowest Drilling +
Receiver 1-hr Nighttime Drilling + Production+ Increase in Noise
Location Height (ft) Leq) Production Baseline Level (dBA)
Residential Uses North of S 45.6 33.2 45.8 0.2
Site on 8th Street 20 45.6 34.6 45.9 0.3
Residential Uses Northwest S 37.6 32.6 38.8 1.2
of Site on Cypress Street 20 37.6 35.1 39.5 1.9
Residential Uses East of Site S 38.3 32.0 39.2 0.9
on Ardmore Avenue 20 38.3 32.7 39.4 1.1
Residential Uses West of S 39.9 32.1 40.6 0.7
Site on Loma Drive 20 39.9 32.5 40.6 0.7
Veterans Parkway (Center) 5 35.6 325 37.3 1.7

Note to Table 37: Table data is from Table 4.11-35 of the EIR

Odor Impacts

As discussed in Section 4.2 of the EIR, it is expected that operational activities of the Project
would generate emissions that produce offsite odor impacts. Individual buyers may place
differing levels of significance, if any, on potential odor impacts to the Project.

12.5 Sample Case Studies
Adjacent vs. Non-Adjacent

As part of its evaluation of a relationship between proximity to oil production and property values
the Authors reviewed an analysis completed by local appraiser Richard A. Neustein, MAI, CRE,
FRICS and DelLane Matthews, SLREA. Their analysis, titled "Oil Well Lot Proximity Study",
(provided in Appendix G) evaluated the potential impacts of adjacency to lots with oil wells on
single family homes and small income properties in the Wilmington area between 1980 and
2007. For reference, in their analysis the Neustein and Matthews were evaluating values
between (i) properties adjacent or cater-corner to oil well lots and (ii) properties with another lot
essentially buffering the oil well lot. Thus, the analysis may not apply to overall area impacts, or
impacts at greater distances from oil wells, but nonetheless provides some reference for
immediately adjacent properties. As a result of their analysis the authors found:

"the pattern of discrimination against oil well lot proximity is strikingly consistent for
single family residences. While home values rose from the $100/SqFt in the mid-1980’s
to nearly $500/SgFt twenty years later, the difference in value varied between $5/SgFt
and $20/SqgFt."
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Thus the "discrimination" against oil lot adjacent lots was found to be roughly 5% ($20 PSF at
$500 PSF). Neustein and Matthews concluded that:

"A single family home next to an oil well lot in this area may suffer a value decline, but it
is relatively small, currently (January, 2008) on the order of $20/SgFt of gross living
area. Small income properties, on the other hand, exhibit no consistent discrimination
against being next to an oil well lot. We conclude that they do not suffer a value decline
from proximity to oil well lots."

The Authors provide this as a reference point, though different communities may value
proximities differently.

Proximate vs. Non-Proximate

An additional resource on potential value impairment is an analysis completed by AECOM as
part of the EIR prepared for the Whittier Main Oil Development Project. In its analysis AECOM
evaluated potential impacts to property values primarily based on impairment due to noise and
visual impacts from the project. Based on its analysis, depreciation for noise impacts were
estimated to be 0.6% for each one decibel increase in background noise, and AECOM
estimated that homes with noise impacts could experience property depreciation of 1.3% under
a low scenario, and 2.4% under a high scenario. With respect to visual impacts, AECOM
estimated that homes with visual impacts could experience property depreciation of 3% under a
low scenario, and 6% under a high scenario. It should be noted that the project evaluated in the
AECOM report was more suburban in nature, private property was located further from
production facilities, and impacts were different from those under the proposed Project.
Excerpts from AECOM's study are provided in Appendix H.

Based on the estimated noise impacts during long-term production and estimated value impacts
of 0.6% for each one decibel increase in noise from the AECOM study, the implied impacts to

property values proximate to the Project were estimated as follows below in Table 37.

Table 37: Implied Value Impacts at 0.6% Per dBa During Long-Term Production (5 AM to 2 AM)

Implied Value
Receiver Increase in Noise | Impact at 0.6%
Location Height (ft) Level (dBA) per dBa

Residential Uses North of 5 03 0.18%
Site on 8th Street 20 0.4 0.24%
Residential Uses Northwest 5 0.7 0.42%
of Site on Cypress Street 20 2 1.20%
Residential Uses East of Site 5 1 0.60%
on Ardmore Avenue 20 2 1.20%
Residential Uses West of Site 5 13 0.78%
on Loma Drive 20 1.6 0.96%
Veterans Parkway (Center) 5 0.9 0.54%

Note to Table 37: From Table 4.11-34 of the EIR
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Table 38: Implied Value Impacts at 0.6% Per dBa During Long-Term Production (5 AM to 2 AM)

Implied Value

Receiver Increase in Noise | Impact at 0.6%
Location Height (ft) Level (dBA) per dBa

Residential Uses North of 5 0.2 0.12%
Site on 8th Street 20 0.3 0.18%
Residential Uses Northwest 5 12 0.72%
of Site on Cypress Street 20 1.9 1.14%
Residential Uses East of Site 5 0.9 0.54%
on Ardmore Avenue 20 1.1 0.66%
Residential Uses West of Site 5 0.7 0.42%
on Loma Drive 20 0.7 0.42%
Veterans Parkway (Center) 5 1.7 1.02%

Note to Table 38: From Table 4.11-35 of the EIR

12.6 Conclusion on Value Impacts

As a result of the information reviewed in this section, subject to a property by property
evaluation, the Authors consider a 0 - 10% reduction in property values possible for properties

proximate to the Project Site.
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13.0 Other Potential Considerations

In this section a discussion of various other considerations of interest to stakeholders are
provided. Some of these considerations are subjective in nature.

13.1 Property Insurance

Stakeholders requested information on whether the proposed Project might impact their ability
to get property insurance, and/or property insurance rates. Based on discussions with
insurance providers and a review of typical underwriting processes, while the Authors are not
insurance brokers or underwriters, it is the Authors' conclusion that the Project should not
impact an individual's ability to retain insurance, or rates of property insurance. Examples of the
primary drivers of property insurance include structure age, structure materials, fire department
distance and response time, community crime rates, and installed security devices. Risks
associated with the Project to third party property are assumed to be the responsibility of E&B,
for which E&B would be required to maintain liability insurance.

13.2 Tourism & Special Events

Hermosa Beach is a destination for many tourists, and home to many special entertainment
events. Whether or not the implementation of the Project would have an impact on tourism
rates is subjective, however, the Authors consider it unlikely that a significant number of tourists,
if any, would not visit the City should the Project be implemented. Further, should the Project
be approved, the City would be expected to receive Tidelands revenues that could only be
utilized for improvements and services that are generally in alignment with tourism.

However, should there be a major hazard event as a result of the Project, tourism and special
events could theoretically be impacted on a temporary or even a long-term basis, though the
Authors conclude such impacts are unlikely. As will be discussed in Section 15.0, the area of
potential hazard risks is considered primarily limited to locations proximate to the Project Site.
Thus even should there be a hazard event it would be expected to occur away from the primary
drivers of tourism in the City such as the beach, area hotels, and the entertainment and retail
corridors along Pier Avenue and Hermosa Avenue. Therefore, the Authors conclude that
absent an unforeseen major incident that impacted tourist areas of the City it is unlikely that
tourism and special events would be impacted by the Project.

13.3 Use of Proximate City Facilities and Parklands

There are three public parks / City open spaces proximate to the Project Site: (i) the Greenbelt
which runs across Valley Drive fronting the site, (i) South Park approximately 250 feet to the
south, and (iii) Clark Field approximately 600 feet to the north. Pursuant to the EIR, small
portions of the Greenbelt are (i) within the 0.05 Acute Health Impact contour (please see
Section 4.2 and Figure 4.2-5 of the EIR), (ii) within contours where serious injury, fatality, and
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overpressure damage could occur under certain hazard events (please see Section 4.8 and
Figure 4.8-6 of the EIR), and (iii) within increased noise contours (please see Section 4.11 of
the EIR). Further, South Park is (i) within contours where overpressure damage could occur
under certain hazard events (please see Section 4.8 and Figure 4.8-6 of the EIR), and (iii)
marginally within increased noise contours for some Project phases (please see Section 4.11 of
the EIR). Finally, Clark Field is within contours where overpressure damage could occur under
certain hazard events (please see Section 4.8 and Figure 4.8-6 of the EIR). While some
individuals may choose not to utilize these City facilities due to their proximity to the Project Site,
the Authors did not consider this a quantifiable financial cost or benefit to the City.

13.4 City Receipt of Green / Sustainability Grants

The City has recently received a number of "green and sustainability grants”. Recent awards
include a 2014 $100,000 Coastal Conservancy Coastal-Improvement Climate Ready Grant to
evaluate City infrastructure for vulnerability to climate changes, and a $112,750 grant from the
California Coastal Commission to prepare and obtain a certified Local Coastal Program with
special emphasis in addressing the impacts of climate change and sea-level rise. In 2012, the
City received a $410,000 grant from the California Strategic Growth Council to update the City's
General Plan/Coastal Land Use Plan with a focus on sustainability and a low or no-carbon
future, and a $25,000 Green Region Grant from SCAG to prepare a road map for carbon neutral
municipal operations.

A question from stakeholders is whether the City's ability to obtain green and sustainability
grants might be impaired if the Project were approved. The Authors have historically reviewed a
number of grant applications and have not seen circumstances where oil production within a
City would preclude or impact an applicant's opportunity to secure a grant. As such the Authors
conclude that should the Project be approved, it is unlikely that it would impact the City's ability
to secure green and sustainability grants from public agencies.

13.5 Potential Carbon offsets

In Section 4.2.4.5 of the EIR greenhouse gas ("GHG") emissions estimated to be generated by
the Project are evaluated. The evaluation therein includes GHG produced through the
development and operation of the Project, but does not consider the GHG emission potential of
the oil and gas expected to be produced should the Project be approved.

According to estimates from the Environmental Protection Agency, a barrel of oil is generally
assumed to produce approximately 0.43 Metric Tons of CO2 ("MTCOZ2"), among other GHG's.
Under the CBA Expected case scenario, a total of approximately 17.1 million barrels of oil would
be produced. Under the Applicants' production estimates, approximately 35.6 million barrels of
oil would be produced. Assuming a ratio of 0.43 MTCOZ2 per barrel of oil, under the CBA
Expected scenario production estimates, a total of approximately 7.36 million MTCO2 would be
produced through the combustion of such production, and under the Applicants’ production
estimates approximately 15.3 million MTCO2.
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Allowances (essentially the right to release one MTCO2) are currently being traded in California
Air Resource Board ("CARB") auctions. On August 18, 2014 the CARB held its eighth auction,
where a total of approximately 16.6 million allowances were sold at a market clearing price of
$11.50 per allowance. While allowance prices may fluctuate and are expected to increase in
the future, for reader reference and scale, if stakeholders desired to purchase offset credits for
oil produced through the Project, under current pricing, the allowances would be estimated to
cost approximately $84.6 million assuming the CBA Expected Case, and approximately $176.2
million under the Applicants' production estimates. Alternative ways to offset the carbon
potential of the oil that would be recovered through the Project are discussed in Section 4.2.4.5
of the EIR. For an abundance of clarity the purchase of offset credits for GHG emission
potential of oil produced through the proposed Project is not required.

13.6 Deferred City Capital Improvements

As part of an update to its General Plan, the City is completing a Community Dialog process to
identify the values and long-term goals of Hermosa Beach. This effort included a high level
review by a Finance Subgroup of existing and desired City facilities and infrastructure. Based
on City cost estimates, the group found that a total investment of approximately $109 - 118
million in City infrastructure and facilities may be necessary, or desirable in the near future to
maintain existing City service levels. A slide illustrating the estimated cost of capital
improvements from the Community Dialog Fiscal Team's summary presentation follows in
Figure 33 below. For reference, the estimated cost of the permanent relocation of the City
maintenance yard contemplated in the proposed Project is included in the $109 - 118 million
estimate (with and without a supplemental parking deck).
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Figure 33: Community Dialog Fiscal Team Summary (Slide 20)

Note to Figure 33: From Slide 20 of the Community Dialog Fiscal Team summary presentation.

Another question raised by stakeholders pertains to the cost of fully financing these necessary
or desired City improvements. Given the potential size of the desired financing, a property tax
backed General Obligation bond would likely be the most viable financing structure.

Assuming a $110.0 million borrowing financed through a General Obligation bond, supported by
a general property tax levy the cost of debt service is estimated to be approximately $7.9 million
per year for 30 years.

Under a general property tax levy this would be equal to approximately 0.144% of property
value annually, or approximately $144 per $100,000 in assessed valuation. Assuming a similar
cost for a bond funded through a parcel tax, it would equal approximately $1,150 per parcel.
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14.0 Economic Activity Benefits

Should the Project be implemented, the construction of site improvements, drilling activity, and
ongoing Project operation would result in economic activity within the City and region. To
estimate economic impacts, the Authors utilized an econometric input/output model known as
IMPLAN (IMpact analysis for PLANning) to quantify the economic impact of the Project and
permanent job wages and business expenditures within Los Angeles County ("County"). While
the model utilizes the overall County as the functional region over which impacts are evaluated,
some of the benefits are expected to occur within the City, and within the surrounding
communities. The model estimates the economic impacts on various industries based on
known economic inputs such as budgetary expenses or estimates of Project costs. The model
estimates direct, indirect and induced impacts expressed in terms of increased economic
activity (“output”) and job creation.

14.1 Direct, Indirect & Induced Impacts

Direct Impacts - Direct impacts refer to the change in total output and employment resulting
from direct final demand changes in expenditures and/or production values. Direct benefits
include expenditures made related to Project development for construction activities necessary
to build the Project, as well as the jobs created to carry out these construction activities, and
ultimately impacts from ongoing Project related expenditures and employment.

Indirect Benefits - Indirect benefits refer to the impacts resulting from changes in inter-industry
purchases as they respond to demands of the industries directly affected by the Project’s
construction activities. Indirect benefits include industries affected by the ongoing operations
and building of a Project such as wholesale trade, architectural, and engineering services.

Induced Impacts - Induced benefits are the changes in local spending resulting from household
income increases (i.e. for those households employed directly or indirectly in affected sectors).
Individuals who are directly or indirectly employed as related to ongoing operation and
construction activities will generate additional economic activity based on their personal
expenditures proximate to the Project.

Projection of Permanent Jobs and Wage Related Impacts - Permanent jobs are estimated by
utilizing industry and user type-specific employment ratios which typically estimate the number
of employees based on ongoing operational expenditures. Using the IMPLAN model, the
analysis additionally estimates the wages created by these jobs measured by direct, indirect
and induced impacts. Job figures are expressed in one-year FTE values. In example, if a
project was expected to create 25 jobs over a four year period, the estimated employment under
the IMPLAN model would be 100 one-year FTE jobs. Estimated job counts include estimates
of employment both at the Project Site, as well as off-site employment, and are not tied to job
estimates in the EIR.
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14.2 Construction, Drilling & Production Equipment

Economic impacts in the City and region over the life of the Project related to construction
activities, drilling activities, and production equipment were estimated based on Project
expenditures discussed in Section 8.1, totaling approximately $86.0 million ($2014). In the
IMPLAN analysis, of this total, $57.0 million was allocated to "Mining" industry expenditures,
$4.0 million in general "Construction" industry expenditures, $20.0 million to "Wholesale Trade"
industry expenditures, $3.0 million to "Professional and Scientific* industry expenditures, and
$2.0 million to "Management" industry expenditures. The resulting estimate of employment,
labor income, and total economic output follows in Table 39.

Table 39: IMPLAN Estimated Direct, Indirect, & Induced Impacts of Project Construction, Drilling and
Production Equipment Expenditures ($2014)

Employment Labor Income Output
Direct Effect 221 $23,800,000 $86,000,000
Indirect Effect 97 7,200,000 21,000,000
Induced Effect 115 6,400,000 18,100,000
Total Effect 433 $37,400,000 $125,100,000

14.3 Ongoing Operations

Economic impacts in the City and region over the life of the Project related to ongoing
operations were estimated based on ongoing Project operating costs discussed in Section 8.1,
averaging approximately $11.9 million per year ($2014). In the IMPLAN analysis, of this total,
$11 million was allocated to "Mining" industry expenditures, $200,000 to "Wholesale Trade"
industry expenditures, $200,000 million to "Professional and Scientific" industry expenditures,
and $500,000 to "Management" industry expenditures. The resulting estimate of annual
employment, labor income, and total economic output follows in Table 40.

Table 40: IMPLAN Estimated Direct, Indirect, & Induced Impacts of Ongoing Operations ($2014, annual)

Employment Labor Income Output
Direct Effect 18 $2,800,000 $11,900,000
Indirect Effect 12 900,000 2,800,000
Induced Effect 14 700,000 2,100,000
Total Effect 44 $4,400,000 $16,800,000

Note to Table 40: Employment FTE in this table are on an annual basis
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15.0 Potential Hazard Events

While the mitigation measures proposed in the EIR and ultimately enforced through the CUP or
Development Agreement attempt reduce the probability of and minimize the impacts of hazard
events, the chance for events to occur remains. In this section potential hazard events and
financial protections are discussed.

15.1 Insurance Requirements

Should a hazard event occur, an operator can typically self fund remediation costs, or if costs
are excessive, rely on insurance policies to fund remediation costs.

Under Section 18(b) of the Oil Lease, should the Project be approved, E&B would be required to
provide proof of insurance coverage of a minimum of $5 million per occurrence for damages to
third parties and third party property from its operations under the Oil Lease. Additionally, the
City would be required to be named as an additional insured.

It is the Authors understanding that E&B carries a $25 million umbrella policy, and a $40 million
Control of Well insurance policy for wells in the Los Angeles basin. Umbrella policies typically
provide excess coverage of other specific policies (i.e. auto and general insurance policies).
Control of Well policies typically cover third party liability and costs of cleanup as a result of a
blowout, accidental seepage, pollution, evacuation expenses and other related liabilities.

Additionally, under the Oil Lease E&B and the City are to jointly fund a $6 million Emergency
Trust Fund, of which E&B is to fund $4 million, and the City the remaining $2 million. The trust
fund is to provide coverage to remedy third party liability or contamination hazards, pollution,
subsidence, or the cost of abandonment of wells. Interest on funds in the Emergency Trust
Fund must remain in the trust, and no funds can be removed until / unless if at the end of the Oil
Lease no purposes (i.e. coverage for abandonment of wells) for the trust remain.

It should be noted that under the Qil Lease E&B is not required to begin funding its portion of
the Emergency Trust Fund until four years after the commencement of Phase 4, and then
generally based on an allocation of 5% of its net profits after operating costs, and Project costs.
Regardless of net profits, E&B must fund its portion of the Emergency Trust Fund within 14
years of the commencement of Phase 4.

15.2 City Insurance

The City self insures, or directly pays for certain claims against it up to a certain threshold. City
protections against claims above that threshold are covered under an excess coverage
provider; the Independent Cities Risk Management Authority (“ICRMA”). Through the ICRMA,
the City and 21 other member cities pay into a risk pool to fund essentially excess coverage
insurance. Should the Project be approved the Authors anticipate that the City will work with its
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excess coverage provider to ensure that the insurance endorsements provided by E&B offer
adequate protection for potential claims against the City and that indemnification agreements
and provisions are appropriate.

15.3 Potential Hazards

A complete discussion of potential Project Hazards can be found in Section 4.8 of the EIR. The
reader is encouraged to review the information in the EIR to understand the context and nature
of the potential hazards and their potential ramifications. The following information from the EIR
is provided for reference in discussion. A summary of evaluated Project risks follows in Table
41.

Table 41: Scenario Failure Rates

Annual Odds Failure Once

Scenario of a Failure in X Years
Scenario 1 Wellhead Area Rupture during drilling: blowout 0.00309598 323
Scenario 1b Wellhead area leak during drilling 0.04166667 24
Scenario 2 Wellhead Area Rupture during production 0.00000166 604,127
Scenario 2b Wellhead area leak during production -pressurized and non-pressurized wells 0.00173611 576
Scenario 3 Rupture at Gas Plant separators, scrubbers to compressors - low pressure 0.00010172 9,831
Scenario 3b Leak at Gas Plant through inlet scrubbers to compressors - low pressure 0.00084746 1,180
Scenario 4 Rupture at Gas Plant LTS, scrubbers and compressors - mid pressure 0.00008057 12,412
Scenario 4b Leak at Gas Plant LTS, scrubbers and compressors - mid pressure 0.00099602 1,004
Scenario 5 Rupture at Gas Plant compressors 2nd stage - high pressure 0.00004170 23,980
Scenario 5b Leak at Gas Plant compressors 2nd stage - high pressure 0.00073206 1,366
Scenario 6 Rupture at natural gas pipeline along Valley Dr and at meter 0.00011031 9,065
Scenario 6b Leak at natural gas pipeline along Loop Road and at meter 0.00011879 8,418
Scenario 7 Loss of Containment from odorant storage/transfer 0.07142857 14
Scenario 8 Release of Crude Oil and Subsequent Fire 0.00027322 3,660
Scenario 9 Release of Crude Oil Storage/Pumping with subsequent spill outside containment 0.00000016 6,421,148
Scenario 10a Rupture at refrigeration system 0.00003515 28,448
Scenario 10b Leak at refrigeration system 0.00040355 2,478
Combined Facility Gas Rupture during drilling 0.00346021 289
Combined Facility Gas Leak during drilling 0.04761905 21
Combined Facility Gas Rupture: no Drilling 0.00037106 2,695
Combined Facility Gas Leak: no Drilling 0.00483092 207

Note to Table 41: From Table 4.8-12 of the EIR

As shown in Table 41 above, the likelihood of a given hazard scenario occurring is statistically
low. However, the potential consequences of certain hazard scenarios could be high. The
estimated range of serious injury and/or fatality under various scenarios is provided in Figure 34
and Figure 35 below.
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Figure 34: Range of Serious Injury Risk

Note to Figure 34: From Figure 4.8-5 of the EIR

Figure 35: Range of Fatality Risk

Note to Figure 35: From Figure 4.8-5 of the EIR
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Additionally, in Section 4.8 of the EIR, the area of potential risks expressed as areas where
injuries, fatalities, toxic injuries, and overpressure damage could occur in relation to the Project
Site were evaluated. A summary map showing the range contours of each is provided in Figure
36 below.

Figure 36: Area of Potential Risks

Note to Figure 36: From Figure 4.8-6 of the EIR, Zones show areas that could potentially be
impacted and do not indicate the frequency that an event could occur. Overpressure radius
based on a 0.3 psi threshold “which could cause some injuries if a person is impacted by
fragments”.

The financial implications and costs of a given hazard event depend on a multitude of factors
that are difficult to predict. Despite the potential for hazard events such as a wellhead area
rupture during drilling or production, or a pipeline rupture to have substantial financial
consequences, given the low statistical chances of occurrence, risk adjusted financial impacts
can be low. As an example, a hazard event with an estimated financial cost of $50 million and a
annual probability of 0.0005 could have a theoretical risk adjusted value of $25,000 on an
annual basis ($50 million x 0.0005).
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To assist the reader in evaluating potential financial implications of hazard events on private
property, the assessed value of property within risk distance ranges identified in the Figure 34
and Figure 35 are provided below in Table 42. Obviously the cost of any human injury or
fatalities could also be significant, and irreversible.

Table 42: Total and Cumulative Property Assessed Valuation by Distance

Cumulative Cumulative Avg. Last
Distance Range Properties Total AV Residential AV Total AV Residential AV Sale

- 50 12 $ 3,700,000 $ - $ 3,700,000 $ - 1999
51 100 3 800,000 - 4,500,000 - 2004
101 150 10 7,200,000 - 11,700,000 - 2003
151 200 33 21,300,000 20,000,000 33,000,000 20,000,000 2003
201 250 28 16,700,000 13,100,000 49,700,000 33,100,000 2003
251 300 20 9,200,000 9,000,000 58,900,000 42,100,000 2002
301 400 64 42,200,000 41,500,000 101,100,000 83,600,000 2004
401 500 88 76,000,000 65,400,000 177,200,000 148,900,000 2005
501 600 116 84,200,000 74,000,000 261,400,000 222,900,000 2006
601 700 97 62,100,000 54,900,000 323,500,000 277,800,000 2003
701 750 49 35,000,000 33,300,000 358,500,000 311,100,000 2003
750 + 6,459  4,924,400,000  4,348,700,000 5,282,900,000 4,659,800,000 2003

(In Feet) 6,979 $5,282,900,000 $4,659,800,000

Note to Table 42: Values provided are assessed values, and not market values. A discussion of
order of magnitude conversion adjustments from assessed valuation to market value is provided
in Section 9.9.

In conclusion, while the probability of significant financial implications of a hazard event are
estimated to be statistically remote, and risk adjusted costs low, there may exist scenarios
where the financial cost of a hazard event could be substantial. While extraordinary, such costs
could in theory be in excess of insurance coverage levels, and ultimately recovery of financial
burdens could have to be pursued outside of recourse through insurance providers. It may not
be possible to completely mitigate potential financial implications of hazard events.
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16.0 Supplemental Document Review

Subsequent to the preparation of the Draft CBA, the City requested that the Authors look at
additional information and documentation related to the Project. This information included (i)
well log information for a vertical well drilled at the Project Site in 1955, and (ii) pre-trial expert
testimony from prior litigation activities pertaining to prior forms of the proposed Project. A brief
discussion of the Authors’ review of these documents follows below.

For reference, the Authors were also asked by the City to review public comments and provide
responses to public comments. These public comments and responses are provided in
Appendix J. Where appropriate the Authors have also added additional and/or clarifying
comments within this report as a result of these comments.

16.1 Hermosa Well Log Data

The Authors reviewed the well log data for the test well drilled at the Project Site in 1955, and no
changes to the conclusions of this CBA were warranted or made based on this data. The well
log data provided matched data available in other reports reviewed, and thus contained
information that was already evaluated in the preparation of the Draft CBA.

16.2 Pre-Trial Testimony

The Authors reviewed pre-trial expert testimony provided to it by the City. No changes to the
conclusions of this CBA were warranted or made based on this testimony and additional
documentation. The testimony and documents were prepared as part of the case of Hermosa
Beach Stop Oil Coalition, etc. et al (Plantiff) vs. City of Hermosa Beach, etc. et al (Defendants);
Winward Associates, etc. et al (Real Parties in Interest and related cross-action). The
documents reviewed were essentially related to the establishment of value of potential damages
to Winward Associates (an entity closely related to MOC) due to the passage of Measure E by
the voters of the City in November of 1995 that banned oil drilling in the City subsequent to the
City’s approval of rights for MOC to drill for oil in the City. Additional background on the case is
provided in Section 2.2. A brief summary of the depositions (order alphabetically by experts’
last name) and documents reviewed follow, and are provided for reference only.

Brian P. Brinig, Esq.

e Mr. Brinig essentially provided testimony about the costs to the then date incurred by
MOC and Winward Associates, as well as the legal structure of the two entities.

e Deposition taken on August 10, 2009; 173 pages

e Brinig exhibits 3000 — 3018; 564 pages
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Clarke (no deposition)

e 16 maps / plots

e One partially complete PowerPoint presentation (30 slides)

e Various notes, billing history, article titled “Oil and Gas Development in an Urban
Environment”; 15 pages

Wayman T. Gore

Mr. Gore essentially provided testimony about his analysis of the Reservoir, well
technology, lost profits, fair market value, and discount rates.

Deposition taken on August 13, 2009; 203 pages

Deposition taken on August 14, 2009; 188 pages

Gore exhibits 3100 — 3109; 94 pages

Gore exhibits 3110 — 3134; 535 pages

George C. Hite

Mr. Hite essentially provided testimony about potential uncertainties about the Reservoir
and the impact of uncertainty on value.

Deposition taken August 13, 2009; 178 pages

Hite exhibits 400 — 402; 11 pages

R.E. Hilty (no deposition)

Various documents including a summary of previously completed reports on the
Reservoir; 8 pages

Of note are pages “HILTY09752 — 09755” which include a summary of oil estimate
reports prepared at various points in history. The relevant pages follow below in Figure
37.
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Figure 37: Hilty Document List

Please see note to Figure 37
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Figure 37: Hilty Documents

Please see note to Figure 37
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Figure 37: Hilty Documents (Continued)

Please see note to Figure 37
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Figure 37: Hilty Documents (Continued)

Please see note to Figure 37
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Note to Figure 37: The Authors are aware of the studies listed in the exhibit, and provide the
following comment: A number of reports have been prepared at (i) different points in time, (ii)
assuming a variety of well technologies as then available, (iii) for different clients or purposes,
(iv) with differing levels of probability thresholds, (v) using different estimation techniques, and
(vi) importantly, typically relying on the same underlying set of data. The estimates in this CBA
represent the Authors independent evaluation of the underlying data, and estimates of Low,
Expected and High production scenarios as described herein utilizing well technology currently
available. As described in Table 3 the Authors estimated production of 10.9 million barrels of oll
as possible under the CBA Low scenario, 17.1 million barrels under the CBA Expected
scenario, and 22.2 million barrels under the CBA High scenario. Further, given a lack of reliable
information these figures do not assume any production from the Lower Del Amo of Schist
zones. A detailed discussion of the Authors estimates is provided in Section 5.0.

Phillip E. Sorbet

e Mr. Sorbet essentially provided testimony about oil field valuation methods, and the
potential valuation of the Reservoir.

e Deposition taken December 19, 2011; 181 pages

e Sorbet exhibits 4000 — 4011; 153 pages

Dr. Robert W. Wunderlich

o Dr. Wunderlich essentially provided testimony questioning the value of claims based on
alternative discount rates in valuations, and quantity of recoverable oil within the
Reservoir.

e Deposition taken on December 19, 2011; 266 pages

o Deposition taken on January 12, 2012; 209 pages

e Waunderlich exhibits 1, 338, 341, 352, 356, 368, 369, 372, 382; 385 pages

e Wunderlich exhibits 403 — 415; 151 pages

o Of note is exhibit 410 which includes a summary of some of the oil estimate reports
prepared at various points in history. The relevant page follows below in Figure 38.
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Figure 38: Wunderlich Exhibit 410
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Note to Figure 38: The Authors are aware of the studies listed in the exhibit, and provide the
following comment: A number of reports have been prepared at (i) different points in time, (ii)
assuming a variety of well technologies as then available, (iii) for different clients or purposes,
(iv) with differing levels of probability thresholds, (v) using different estimation techniques, and
(vi) importantly, typically relying on the same underlying set of data. The estimates in this CBA
represent the Authors independent evaluation of the underlying data, and estimates of Low,
Expected and High production scenarios as described herein utilizing well technology currently
available. As described in Table 3 the Authors estimated production of 10.9 million barrels of oil
as possible under the CBA Low scenario, 17.1 million barrels under the CBA Expected
scenario, and 22.2 million barrels under the CBA High scenario. Further, given a lack of reliable
information these figures do not assume any production from the Lower Del Amo of Schist
zones. A detailed discussion of the Authors estimates is provided in Section 5.0.
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17.0 Conclusion

In conclusion, should the Project not be approved by voters, the City will pay E&B a settlement
payment of $17.5 million. The City currently has approximately $6.0 million or more set aside to
fund City obligations related to the Project. Assuming the City would allocate these funds to the
settlement payment, it may need to borrow the remaining $11.5 million of the obligation.
Depending on the financing structure, the cost of borrowing $11.5 million is estimated to range
from approximately $825,000 per year for 30 years, to approximately $1.1 million per year for 20
years. These financing costs could be paid through an allocation of existing City revenues, or
supplemental taxes on City residents.

Should the Project be approved by the voters and the City issues a drilling permit, the City
would likely pay E&B a settlement payment of $3.5 million, temporarily relocate the City's
maintenance yard, and then permanently relocate the City’s maintenance yard. Under this
scenario, and considering other assumptions discussed herein, the Authors anticipate that the
City may have to pursue a $7.5 ($2017) million financing to complete the required
improvements. Estimated bond payments of $560,000 per year could likely be timed to match
anticipated oil and gas revenues.

If approved, the City would be entitled to royalty revenues from oil and gas produced under the
Project. Based on production estimates completed as part of this CBA, the Authors estimate
that the over the 35 year life of the Project the City would realize net revenues of approximately
$118 to $270 million ($2014), of which an estimated $25 to $77 million (net, 21 - 29%) would
accrue to the City’s General Fund. Utilizing production estimates from the Applicant rather than
those from this CBA, the Authors estimate that the City would realize net revenues of
approximately $450 million ($2014). It is estimated that $139 million (net, 31%) of this total
would accrue to the City’s General Fund.

A summary table showing the CBA estimated Low, Expected, High, and Applicant based
financial costs and benefits to the City are summarized below in Table 43. As discussed
previously, there may be potential restrictions on the use of funds in either the City's General
Fund, or the Tidelands Funds.
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Table 43: Summary of Net Projected City Revenues with Project

Low > High
CBA Low CBA Expected CBA High Applicant
Tidelands Royalties
Gross Tidelands Oil & Gas Revenues $ 96,000,000 $ 150,650,000 $ 195,510,000 $ 313,570,000
Less: Settlement Agreement Payment - - - -
Less: Repayment of Advances (70% of Repayment) (3,030,000) (3,030,000) (3,030,000) (3,100,000)
Less: Allocation for Emergency Trust (70% of Funding) 540,000 560,000 570,000 600,000
Net Tidelands Revenues $ 93,520,000 $ 148,190,000 $ 193,050,000 $ 311,070,000
Uplands Royalties
Gross Uplands Oil & Gas Revenues $ 50,690,000 $ 79,550,000 $ 103,240,000 $ 165,580,000
Less: Settlement Agreement Payment (3,100,000) (3,100,000) (3,200,000) (3,120,000)
Less: Repayment of Advances (30% of Repayment) (1,300,000) (1,300,000) (1,300,000) (1,330,000)
Less: Allocation for Emergency Trust (30% of Funding) 230,000 240,000 240,000 260,000
Net Uplands Revenues $ 46,530,000 $ 75,390,000 $ 99,080,000 $ 161,390,000
Other
Use of City Reserve for Temporary Relocation $ (2,960,000) $ (2,960,000) $ (2,960,000) $ (2,960,000)
Use of City Reserve for Project Site Remediation (50,000) (50,000) (50,000) (50,000)
Use of City Reserve for Permanent Relocation (2,660,000) (2,660,000) (2,660,000) (2,660,000)
Debt Service For Permanent Relocation (Approximate) (9,980,000) (9,980,000) (9,980,000) (9,980,000)
Less: Loss of Storage Site Revenues (6,390,000) (6,390,000) (6,390,000) (6,390,000)
Total Other (Uplands) $ (22,030,000) $ (22,030,000) $ (22,030,000) $  (22,030,000)
Net Uplands Revenues After Other Costs 24,500,000 53,370,000 77,050,000 139,360,000
Net Tidelands & Uplands Revenues 118,020,000 201,550,000 270,100,000 450,430,000

Note to Table 43: Figures are in $2014, and assume use of advances from E&B, and use of the
City's approximately $6.0 million set aside to fund Project related City obligations.
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A graphical summary of the estimated City’s gross revenues, expenses, and net revenues
follows in Figure 39 below.

Figure 39: Estimated Gross City Revenues, Expenses & Net Revenues (Tidelands & Uplands)
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As discussed herein, additional potential financial costs and revenues include Reservoir
property tax revenues, a reduction in other City property tax revenues, and the value of the
Project Site at reversion to the City at the end of the Oil Lease.

With respect to potential revenues for the Hermosa Beach City School District, based on
production estimates completed as part of this CBA, the Authors estimate that the School
District would receive net revenues of approximately $1.2 - 2.2 million ($2014) over the life of
the Project, or, assuming the production estimates from the Applicant, $3.8 million ($2014) over
the life of the Project.
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18.0 Appendices

118
HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



Appendix: A
Acronyms, Defined & Industry Terms

2014 AEO - the early release of the 2014 Annual Energy Outlook (prepared by the EIA)
AEO - Annual Energy Outlook (prepared by the EIA)

Authors - Kosmont Companies, CGEOIL, LLC, and Green Tech Coast, LLC

APN - LACOA Assessor Parcel Number

Applicant - E&B Natural Resources Management Corporation

A/V — Assessed Valuation

BP - Basis Point(s) (.01%)

Brent - Brent Crude, a classification of oil that serves as a benchmark price

BTU - British Thermal Unit (a unit of energy; the amount of energy required to heat or cool one
pound of water by 1° Fahrenheit)

CAFR - Comprehensive Annual Financial Report (a standardized annual report of city budgets)
CARSB - California Air Resource Board

CBA - Cost Benefit Analysis (this document)

CEQA - California Environmental Quality Act

City — The City of Hermosa Beach

CMS - California Midway-Sunset (type of oil)

COP - Certificates of Participation (a municipal finance structure)
County - Los Angeles County

CSLC - California State Lands Commission

CUP - Conditional Use Permit

DOGGR - Division of Oil, Gas and Geothermal Resources

DSRF — Debt service reserve fund (as it pertains to a bond issuance)
E&B - E&B Natural Resources Management Corporation

EIA - U.S. Energy Information Administration

EIR - Environmental Impact Report

FMV - Future Market Value

FV — Future Value

FTE - Full Time Equivalent

GHG - Greenhouse gas (in reference to emissions)

HHSP - Henry Hub Spot Price (a natural gas pricing benchmark)

HIA — Health Impact Assessment

ICRMA - Independent Cities Risk Management Authority (a joint powers insurance pool)
LACOA - Los Angeles County Office of the Assessor
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MCF - Thousand Cubic Feet (used in quantifying natural gas volumes)
MMBTU - Million BTU

MOC - Macpherson Oil Company

MTCO2 - Metric Ton of Carbon Dioxide

OOIP — Original oil in place

Project — Generally the drilling, production, and processing of oil and gas from the Reservoir on
the Project Site

Project Site - Generally the exiting location of the City's maintenance yard.
PRMS - Petroleum resource management system

PSF - Per Square Foot

PV — Present Value

RAP - Remedial Action Plan

Reservoir — the oil field underlying the City of Hermosa Beach and extending out to sea one
nautical mile from the mean high tide line.

SCAQMD - South Coast Air Quality Management District (the air pollution control agency for
Orange County and urban portions of Los Angeles, Riverside and San Bernardino
counties)

School District - The Hermosa Beach City School District

TIC - True Interest Cost, essentially the effective interest cost of a financing
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Appendix: B
Alternative City Royalty Revenue Calculations

The application of the City’s royalty provisions contained in the Oil Lease, CSLC MOU,
Settlement Agreement (and Municipal Corporation Grant Deed contained therein), could
potentially be interpreted in a variety of ways. The estimates of distribution of revenues
between the Tidelands and Uplands funds presented outside of this Appendix B follow guidance
provided by the CSLC staff in a letter dated September 16, 2014. This CBA does not purport to
express a legal opinion as to which view of the use of Tidelands revenues is correct. A
discussion of alternative applications of the various provisions follows.

The primary areas of interpretation are:

1. Whether the 3-1/3% grant to MOC (i) reduces both the City’s Tidelands royalty and the
City’s Uplands royalty by 3-1/3%, or (ii) reduces only City Uplands royalty by amount
equal to 3-1/3% of Uplands and Tidelands production.

2. If the 3-1/3% grant to MOC does reduce both the City’s Tidelands royalty and the City’s
Uplands royalty by 3-1/3% whether the City Tidelands drill site lease payment of 37.50%
is applied (i) before or (ii) after the reduction in the City’s Tidelands royalty.

3. Whether the 3-1/3% grant to MOC applies to (i) all oil produced from the Uplands, or (ii)
just City Uplands oil rights, by operation of law (wherein an entity can only grant
something that it has).

Applying the permutations of the three elements listed above results in six potential calculations
of City Tidelands and Uplands revenues. As discussed above, the figures used in this CBA are
based on guidance from CSLC staff as of the date of this report and do not take into account
possible outcomes of actions or determinations that other regulatory agencies and/or any other
parties or entities may take in the future, as those future possible events are speculative. The
distribution of Tidelands and Uplands royalties evaluated in this document is shown as “CLSC
Guidance” in Table 44 below. A summary of alternative calculations, the resulting possible
share of Tidelands versus Uplands revenues, and total City revenue per $100 of oil production
also follows in Table 44 below.
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Table 44: Matrix of City Revenue Calculation Alternatives

Drill Site
MOC Grant  Lease Based Apl\/pl)ﬁecscts(;acnitty PerR$el\?§n|EeCIty City
Applies to on Net or Only or Al Revenue
Uplands / Gross Uplands _ Per $100 of
Tidelands Tidelands . Tidelands Uplands  production
Production
Royalty
CSLC Guidance Uplands Gross City Only $ 6544 $ 3456 $ 1395
Alternative 1 & 1A Both Net City Only 53.76 46.24 13.95
Alternative 2 Both Net All 55.97 44.03 13.40
Alternative 3 Both Gross City Only 46.74 53.26 13.95
Alternative 4 Both Gross All 48.67 51.33 13.40
Alternative 5 Uplands Gross All 68.14 31.86 13.40

As shown in above, the different applications of the royalty provisions can result in a notable
shift in the distribution of City revenues between Tidelands and Uplands funds. For reference,
Alternative 1 and Alternative 1A yield the same result, but are represented with different sub-
category mathematical results. Further, Alternative 1A is the same as was presented in Figure
15 of the Draft CBA and was the base case for revenue distribution estimates in the Draft CBA.
Sample calculations for the base case (“CSLC Guidance”) in this CBA are provided in Figure 17
above. Sample calculations for Alternative 1A through Alternative 5 follow in Figure 40 through
Figure 45 below.

Note: Within this report the calculations in CSLC Guidance (shown in Figure 17 above) are
used as the basis of City revenue estimates. Notwithstanding, as a matter of information, Table
44 above and the figures illustrating detailed calculations can be utilized to estimate the
implications of the different calculation methods.
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Calculation of City Royalty Revenues by Fund - Alternative 1

For every For Every
$100 $100 in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty (Net) 15.33% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x (18.67% - 3.33%)) $ 12.00 86.01
Less: Drill Site Lease Payment to Uplands  -37.50% of City Tidelands Royalty -($100 x 78.28% x (15.33% x 37.50%) (4.50) (32.25)
Subtotal City Tidelands $ 7.50 $ 53.76
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty (Net) 15.33% of City Share of Oil & Gas Produced in Uplands ($100 x 21.72% x 23.83% X (18.67% - 3.33%)) 0.79 5.69
Drill Site Lease - Uplands Payment 7.00% of Non-City owned Oil & Gas Produced in Uplands ($100 x 21.72% x 7.00% x (100% - 23.83%)) 1.16 8.30
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty ($100 x 78.28% x (15.33% x 37.50%) 4.50 32.25
Subtotal City Uplands $ 6.45 $ 46.24
Total City Revenue $ 13.95 $ 100.00
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Calculation of City Royalty Revenues by Fund - Alternative 1A

For every For Every
$100 $100 in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty 18.67% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x 18.67%) $ 14.61 $ 104.71
Less: Royalty to Macpherson Oil Company  -3.33% of all Oil & Gas Produced in Tidelands -($100 x 78.28% x 3.33%) (2.61) (18.70)
Less: Drill Site Lease Payment to Uplands  -37.50% of Net City Tidelands Royalty -($100 x 78.28% x (18.67% - 3.33%) x 37.50%) (4.50) (32.25)
Subtotal City Tidelands $ 7.50 $ 53.76
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty 11.67% of City Share of Oil & Gas Produced in Uplands ~ ($100 x 21.72% x 23.83% x 11.67%) $ 0.60 $ 4.33
Less: Royalty to Macpherson Oil Company  -3.33% of City Share of Oil & Gas Produced in Uplands  -($100 x 21.72% x 23.83% x 3.33%) (0.17) (1.24)
Drill Site Lease - Uplands Payment 7.00% of all Oil & Gas Produced in Uplands ($200 x 21.72% x 7.00%) 1.52 10.90
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty ($100 x 78.28% x (18.67% - 3.33%) x 37.50%) 4.50 32.25
Subtotal City Uplands $ 6.45 $ 46.24
Total City Revenue $ 13.95 $ 100.00
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Calculation of City Royalty Revenues by Fund - Alternative 2

For every For Every
$100 $100 in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty (Net) 15.33% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x (18.67% - 3.33%)) $ 12.00 89.55
Less: Drill Site Lease Payment to Uplands  -37.50% of City Tidelands Royalty -($100 x 78.28% x (18.67% - 3.33%) x 37.50%) (4.50) (33.58)
Subtotal City Tidelands $ 7.50 $ 5597
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty (Net) 15.33% of City Share of Oil & Gas Produced in Uplands ($100 x 21.72% x 23.83% X (18.67% - 3.33%)) 0.79 5.92
Drill Site Lease - Uplands Payment (Net) 3.67% of Non-City owned Oil & Gas Produced in Uplands ($100 x 21.72% x (7.00% - 3.33%) x (100% - 23.83%)) 0.61 453
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty ($100 x 78.28% x (18.67% - 3.33%) x 37.50%) 4.50 33.58
Subtotal City Uplands $ 5.90 $ 4403
Total City Revenue $ 13.40 $ 100.00
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Calculation of City Royalty Revenues by Fund - Alternative 3

For every For Every
$100 $100in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty 18.67% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x 18.67%) $ 14.61 104.71
Less: Drill Site Lease Payment to Uplands  -37.50% of Gross City Tidelands Royalty -($100 x 78.28% x 18.67% x 37.50%) (5.48) (39.27)
Less: Royalty to Macpherson Oil Company ~ -3.33% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x 3.33%) (2.61) (18.70)
Subtotal City Tidelands $ 6.52 $ 4674
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty 11.67% of City Share of Oil & Gas Produced in Uplands ~ ($100 x 21.72% x 23.83% x 11.67%) 0.60 4.33
Less: Royalty to Macpherson Oil Company  -3.33% of City Share of Oil & Gas Produced in Uplands  -($100 x 21.72% x 23.83% x 3.33%) (0.17) (1.24)
Drill Site Lease - Uplands Payment 7.00% of all Oil & Gas Produced in Uplands ($100 x 21.72% x 7.00%) 1.52 10.90
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty ($100 x 78.28% x 18.67% x 37.50%) 5.48 39.27
Subtotal City Uplands $ 7.43 $ 5326
Total City Revenue ~ $ 13.95 $ 100.00
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Calculation of City Royalty Revenues by Fund - Alternative 4

For every For Every
$100 $100 in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty 18.67% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x 18.67%) $ 14.61 109.02
Less: Drill Site Lease Payment to Uplands  -37.50% of Gross City Tidelands Royalty -($100 x 78.28% x 18.67% x 37.50%) (5.48) (40.88)
Less: Royalty to Macpherson Oil Company ~ -3.33% of all Oil & Gas Produced in Tidelands ($100 x 78.28% x 3.33%) (2.61) (19.47)
Subtotal City Tidelands $ 6.52 $ 4867
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty 11.67% of City Share of Oil & Gas Produced in Uplands ~ ($100 x 21.72% x 23.83% x 11.67%) 0.60 451
Less: Royalty to Macpherson Oil Company  -3.33% of all Oil & Gas Produced in Uplands -($100 x 21.72% x 3.33%) (0.72) (5.40)
Drill Site Lease - Uplands Payment 7.00% of all Oil & Gas Produced in Uplands ($100 x 21.72% x 7.00%) 1.52 11.35
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty ($100 x 78.28% x 18.67% x 37.50%) 5.48 40.88
Subtotal City Uplands $ 6.88 $ 5133
Total City Revenue $ 13.40 $ 100.00
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Calculation of City Royalty Revenues by Fund - Alternative 5

For every For Every
$100 $100 in City
City Revenue Calculations Produced Revenues
For Every $100 Produced
Produced from Tidelands 78.28% Produced in Tidelands ($100 x 78.28%) $ 78.28
Produced from Uplands 21.72% Produced in Uplands ($100 x 21.72%) 21.72
City - Tidelands
City Tidelands Royalty 18.67% of all Oil & Gas Produced in Tidelands (%100 x 78.28% x 18.67%) $ 14.61 109.02
Less: Drill Site Lease Payment to Uplands ~ -37.50% of Gross City Tidelands Royalty -($100 x 78.28% x 18.67% x 37.50%) (5.48) (40.88)
Subtotal City Tidelands $ 9.13 $ 6814
City - Uplands
City Share / City Land Ownership 23.83%
City Uplands Royalty 11.67% of City Share of Oil & Gas Produced in Uplands  ($100 x 21.72% x 23.83% x 11.67%) 0.60 4.51
Drill Site Lease - Uplands Payment 7.00% of all Oil & Gas Produced in Uplands ($100 x 21.72% x 7.00%) 1.52 11.35
Drill Site Lease - Tidelands Payment 37.50% of City Tidelands Royalty (%100 x 78.28% x 18.67% x 37.50%) 5.48 40.88
Less: Royalty to Macpherson Oil Company  -3.33% of all Oil & Gas Produced ($100 x 3.33%) (3.33) (24.87)
Subtotal City Uplands $ 4.27 $ 3186
Total City Revenue $ 13.40 $ 100.00
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Impact of Production Location on Revenue Calculations

As introduced in Section 7.2 above, the application of the royalty calculations would also vary if
the actual production of oil and gas from the Tidelands and Uplands differed from the underlying
78.28% / 21.72% allocation estimated in Table 2 on page 27. A summary of the impact to the
split between Tidelands and Uplands revenues, and overall City revenues under the various
distributions of oil production between the Tidelands and Uplands follows in Table 45.

Table 45: Matrix of City Revenue under Varying Distributions of Uplands Versus Tidelands Production

65% Tidelands / 35% Uplands

75% Tidelands / 25% Uplands

Per $100 in City City Per $100 in City City

Revenue Revenue Revenue Revenue
Tidelands Uplands Per $1OQ of Tidelands Uplands Per $1OQ of
Production Production

CSLC Guidance| $ 57.84 $ 4216 | $ 13.11 $ 6365 $ 3635 $ 13.75
Alternative 1 & 1A 47.51 52.49 13.11 52.29 47.71 13.75
Alternative 2 50.96 49.04 12.22 54.82 45.18 13.11
Alternative 3 41.31 58.69 13.11 45.47 54.53 13.75
Alternative 4 44.32 55.68 12.22 47.67 52.33 13.11
Alternative 5 62.04 37.96 12.22 66.73 33.27 13.11

85% Tidelands / 15% Uplands

95% Tidelands / 5% Uplands

Per $100 in City City Per $100 in City City

Revenue Revenue Revenue Revenue
. Per $100 of . Per $100 of
Tidelands Uplands Production Tidelands Uplands Production

CSLC Guidance| $ 6896 $ 31.04| $ 14.38 $ 7381 $ 2619 $ 15.02
Alternative 1 & 1A 56.64 43.36 14.38 60.63 39.37 15.02
Alternative 2 58.18 41.82 14.00 61.15 38.85 14.89
Alternative 3 49.25 50.75 14.38 52.72 47.28 15.02
Alternative 4 50.59 49.41 14.00 53.17 46.83 14.89
Alternative 5 70.83 29.17 14.00 74.44 25.56 14.89

A summary comparing the percent change in revenue from base case estimates of 78.28% of
production coming from the Tidelands and 21.72% of production coming from the Uplands
under alternative distributions follows in Table 46 below.

HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS

129



Table 46: Matrix of City Revenue under Varying Distributions of Uplands Versus Tidelands Production

65% Tidelands / 35% Uplands

75% Tidelands / 25% Uplands

Per $100 in City City Per $100 in City City
Revenue Revenue Revenue Revenue

Tidelands Uplands Per $10(.) of Tidelands Uplands Per $lOQ of

Production Production
CSLC Guidance 88% 122% 94% 97% 105% 99%
Alternative 1 & 1A| 88% 114% 94% 97% 103% 99%
Alternative 2 91% 111% 91% 98% 103% 98%
Alternative 3| 88% 110% 94% 97% 102% 99%
Alternative 4 91% 108% 91% 98% 102% 98%
Alternative 5| 91% 119% 91% 98% 104% 98%

85% Tidelands / 15% Uplands

95% Tidelands / 5% Uplands

Per $100 in City City Per $100 in City City
Revenue Revenue Revenue Revenue

Tidelands Uplands Per $1OQ of Tidelands Uplands Per $1OQ of

Production Production
CSLC Guidance| 105% 90% 103% 113% 76% 108%
Alternative 1 & 1A| 105% 94% 103% 113% 85% 108%
Alternative 2| 104% 95% 104% 109% 88% 111%
Alternative 3| 105% 95% 103% 113% 89% 108%
Alternative 4| 104% 96% 104% 109% 91% 111%
Alternative 5| 104% 92% 104% 109% 80% 111%
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Appendix: C

Projected City Revenues by Year (Gross)

Estimated City Tidelands Revenues (Gross)

CBALow CBAExpected CBAHigh Applicant

2016] $ 900,000 $ 900,000 $ 900,000 $ 2,100,000
2017 3,700,000 3,800,000 3,800,000 -

2018 6,900,000 7,000,000 7,100,000 14,200,000
2019 9,200,000 9,400,000 9,700,000 25,800,000
2020 8,600,000 8,900,000 9,400,000 25,800,000
2021 6,400,000 6,900,000 7,700,000 25,600,000
2022 4,900,000 5,600,000 6,700,000 22,000,000
2023 4,000,000 5,000,000 7,100,000 18,800,000
2024 3,500,000 4,700,000 7,500,000 16,700,000
2025 3,300,000 5,600,000 6,900,000 15,000,000
2026 3,100,000 6,000,000 6,300,000 13,800,000
2027 3,000,000 5,400,000 7,000,000 12,700,000
2028 2,800,000 4,800,000 7,400,000 11,700,000
2029 2,700,000 4,400,000 6,800,000 10,700,000
2030 2,600,000 5,000,000 6,200,000 9,900,000
2031 2,400,000 5,400,000 6,500,000 9,100,000
2032 2,300,000 4,900,000 6,900,000 8,400,000
2033 2,200,000 4,400,000 6,400,000 7,700,000
2034 2,100,000 4,100,000 5,900,000 7,100,000
2035 2,000,000 4,400,000 5,900,000 6,500,000
2036 1,900,000 4,700,000 6,200,000 6,000,000
2037 1,800,000 4,300,000 5,800,000 5,500,000
2038 1,700,000 3,900,000 5,400,000 5,100,000
2039 1,600,000 3,600,000 5,100,000 4,700,000
2040 1,500,000 3,400,000 4,900,000 4,300,000
2041 1,500,000 3,200,000 4,700,000 3,900,000
2042 1,400,000 3,100,000 4,500,000 3,600,000
2043 1,300,000 2,900,000 4,300,000 3,300,000
2044 1,200,000 2,800,000 4,100,000 3,100,000
2045 1,200,000 2,600,000 4,000,000 2,800,000
2046 1,100,000 2,500,000 3,800,000 2,600,000
2047 1,100,000 2,400,000 3,700,000 2,400,000
2048 1,000,000 2,300,000 3,500,000 2,200,000
2049 1,000,000 2,200,000 3,400,000 900,000

$96,000,000 $ 150,700,000 $195,500,000 $313,600,000
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Estimated City Uplands Revenues (Gross)

CBALow CBAExpected CBAHigh Applicant

2016 $ 500,000 $ 500,000 $ 500,000 $ 1,100,000
2017 2,000,000 2,000,000 2,000,000 -

2018 3,600,000 3,700,000 3,800,000 7,500,000
2019 4,900,000 4,900,000 5,100,000 13,600,000
2020 4,500,000 4,700,000 5,000,000 13,600,000
2021 3,400,000 3,600,000 4,000,000 13,500,000
2022 2,600,000 3,000,000 3,500,000 11,600,000
2023 2,100,000 2,600,000 3,800,000 9,900,000
2024 1,900,000 2,500,000 4,000,000 8,800,000
2025 1,700,000 3,000,000 3,600,000 7,900,000
2026 1,700,000 3,200,000 3,300,000 7,300,000
2027 1,600,000 2,800,000 3,700,000 6,700,000
2028 1,500,000 2,600,000 3,900,000 6,200,000
2029 1,400,000 2,300,000 3,600,000 5,700,000
2030 1,400,000 2,600,000 3,300,000 5,200,000
2031 1,300,000 2,900,000 3,400,000 4,800,000
2032 1,200,000 2,600,000 3,700,000 4,400,000
2033 1,200,000 2,300,000 3,400,000 4,100,000
2034 1,100,000 2,100,000 3,100,000 3,700,000
2035 1,000,000 2,300,000 3,100,000 3,400,000
2036 1,000,000 2,500,000 3,300,000 3,200,000
2037 900,000 2,300,000 3,000,000 2,900,000
2038 900,000 2,100,000 2,800,000 2,700,000
2039 900,000 1,900,000 2,700,000 2,500,000
2040 800,000 1,800,000 2,600,000 2,300,000
2041 800,000 1,700,000 2,500,000 2,100,000
2042 700,000 1,600,000 2,400,000 1,900,000
2043 700,000 1,500,000 2,300,000 1,800,000
2044 700,000 1,500,000 2,200,000 1,600,000
2045 600,000 1,400,000 2,100,000 1,500,000
2046 600,000 1,300,000 2,000,000 1,400,000
2047 600,000 1,300,000 1,900,000 1,300,000
2048 500,000 1,200,000 1,900,000 1,200,000
2049 500,000 1,100,000 1,800,000 500,000

$50,700,000 $ 79,600,000 $103,200,000 $165,600,000
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CBA Low

CBAHigh

Estimated Total City Revenue (Tidelands & Uplands, Gross)
CBA Expected

Applicant

2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049

$ 1,400,000 $

5,700,000
10,500,000
14,100,000
13,200,000

9,800,000

7,500,000

6,100,000

5,400,000

5,100,000

4,800,000

4,600,000

4,300,000

4,100,000

3,900,000

3,700,000

3,500,000

3,400,000

3,200,000

3,000,000

2,900,000

2,700,000

2,600,000

2,500,000

2,300,000

2,200,000

2,100,000

2,000,000

1,900,000

1,800,000

1,700,000

1,600,000

1,600,000

1,500,000

1,400,000
5,800,000
10,700,000
14,300,000
13,500,000
10,500,000
8,600,000
7,600,000
7,200,000
8,600,000
9,200,000
8,200,000
7,400,000
6,800,000
7,600,000
8,300,000
7,500,000
6,800,000
6,200,000
6,800,000
7,200,000
6,600,000
6,000,000
5,500,000
5,200,000
5,000,000
4,700,000
4,500,000
4,300,000
4,000,000
3,800,000
3,600,000
3,500,000
3,300,000

5,800,000
10,900,000
14,800,000
14,400,000
11,700,000
10,200,000
10,900,000
11,500,000
10,500,000

9,700,000
10,700,000
11,300,000
10,300,000

9,500,000

9,900,000
10,600,000

9,700,000

9,000,000

9,100,000

9,500,000

8,800,000

8,200,000

7,800,000

7,500,000

7,200,000

6,900,000

6,600,000

6,300,000

6,100,000

5,800,000

5,600,000

5,400,000

5,200,000

$ 1,400,000 $ 3,300,000

21,700,000
39,400,000
39,400,000
39,100,000
33,600,000
28,700,000
25,500,000
23,000,000
21,000,000
19,300,000
17,800,000
16,400,000
15,100,000
13,900,000
12,800,000
11,700,000
10,800,000
9,900,000
9,200,000
8,400,000
7,700,000
7,100,000
6,600,000
6,000,000
5,500,000
5,100,000
4,700,000
4,300,000
4,000,000
3,600,000
3,400,000
1,300,000

$146,700,000 $ 230,200,000 $298,700,000 $479,200,000
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Appendix: D
California State Lands Commission Public Trust Doctrine

I. Origins of the Public Trust

The origins of the public trust doctrine are traceable to Roman law concepts of common
property. Under Roman law, the air, the rivers, the sea and the seashore were incapable of
private ownership; they were dedicated to the use of the public.! This concept that tide and
submerged lands are unique and that the state holds them in trust for the people has endured
throughout the ages. In 13" century Spain, for example, public rights in navigable waterways
were recognized in Las Siete Partidas, the laws of Spain set forth by Alfonso the Wise.? Under
English common law, this principle evolved into the public trust doctrine pursuant to which the
sovereign held the navigable waterways and submerged lands, not in a proprietary capacity, but
rather “as trustee of a public trust for the benefit of the people” for uses such as commerce,
navigation and fishing.?

After the American Revolution, each of the original states succeeded to this sovereign right and
duty. Each became trustee of the tide and submerged lands within its boundaries for the
common use of the people.* Subsequently admitted states, like California, possess the same
sovereign rights over their tide and submerged lands as the original thirteen states under the
equal-footing doctrine.®> That is, title to lands under navigable waters up to the high water mark
is held by the state in trust for the people. These lands are not alienable in that all of the
public’s interest in them cannot be extinguished.®

Il. Purpose of the Public Trust

The United States Supreme Court issued its landmark opinion on the nature of a state’s title to
its tide and submerged lands nearly 110 years ago, and although courts have reviewed
tidelands trust issues many times since then, the basic premise of the trust remains
fundamentally unchanged. The Court said then that a state’s title to its tide and submerged
lands is different from that to the lands it holds for sale. “Itis a title held in trust for the people of
the State that they may enjoy the navigation of the waters, carry on commerce over them, and
have liberty of fishing” free from obstruction or interference from private parties.” In other
words, the public trust is an affirmation of the duty of the state to protect the people’s common
heritage of tide and submerged lands for their common use.®

But to what common uses may tide and submerged lands be put? Traditionally, public trust
uses were limited to water-related commerce, navigation, and fishing. In more recent years,
however, the California Supreme Court has said that the public trust embraces the right of the
public to use the navigable waters of the state for bathing, swimming, boating, and general
recreational purposes. It is sufficiently flexible to encompass changing public needs, such as
the preservation of the lands in their natural state for scientific study, as open space and as
wildlife habitat. The administrator of the public trust “is not burdened with an outmoded
classification favoring one mode of utilization over another.”
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The Legislature, acting within the confines of the common law public trust doctrine, is the
ultimate administrator of the tidelands trust and often may be the ultimate arbiter of permissible
uses of trust lands. All uses, including those specifically authorized by the Legislature, must
take into account the overarching principle of the public trust doctrine that trust lands belong to
the public and are to be used to promote public rather than exclusively private purposes. The
Legislature cannot commit trust lands irretrievably to private development because it would be
abdicating the public trust.’® Within these confines, however, the Legislature has considerable
discretion.

The Legislature already may have spoken to the issue of the uses to which particular tide and
submerged lands may be put when making grants of these lands in trust to local government
entities. Statutory trust grants are not all the same--some authorize the construction of ports
and airports, others allow only recreational uses and still others allow a broad range of uses.

A further and often complicating factor is that granted and ungranted lands already may have
been developed for particular trust uses that are incompatible with other trust uses or may have
become antiquated. Some tidelands have been dedicated exclusively to industrial port uses, for
example, and in these areas, recreational uses, even if also authorized by the trust grant, may
be incompatible. Similarly, tidelands set aside for public beaches may not be suitable for
construction of a cannery, even though a cannery may be an acceptable trust use. Piers,
wharves and warehouses that once served commercial navigation but no longer can serve
modern container shipping may have to be removed or converted to a more productive trust
use. Historic public trust uses may have been replaced by new technologies. Antiquated
structures on the waterfront may be an impediment rather than a magnet for public access and
use of the waters. Public trust uses may and often do conflict with one another. The state and
local tidelands grantees, as administrators of their respective public trust lands, are charged
with choosing among these conflicting uses, with the Legislature as the ultimate arbiter of their
choices.

For all these reasons, a list of uses or a list of cases without more may not be as useful as an
analysis of public trust law applied to a specific factual situation.

I1l. The Leasing of Tidelands

A few principles established by the courts are instructive in analyzing under the public trust
doctrine the leasing of public trust lands for particular uses. For example, it was settled long
ago that tidelands granted in trust to local entities may be leased and improved if the leases and
improvements promote uses authorized by the statutory trust grant and the public trust. Leases
for the construction of wharves and warehouses and for railroad uses, i.e., structures that
directly promote port development, were approved early in the 20™ century.™* Later, leases for
structures incidental to the promotion of port commerce, such as the Port of Oakland’s
convention center, were held to be valid because although they did not directly support port
business, they encouraged trade, shipping, and commercial associations to become familiar
with the port and its assets.'? Visitor-serving facilities, such as restaurants, hotels, shops, and
parking areas, were also approved as appropriate uses because as places of public
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accommodation, they allow broad public access to the tidelands and, therefore, enhance the
public’s enjoyment of these lands historically set apart for their benefit.*®

These cases provide three guidelines for achieving compliance with the public trust when
leasing tidelands for construction of permanent structures to serve a lessee’s development
project: (1) the structure must directly promote uses authorized by the statutory trust grant and
trust law generally, (2) the structure must be incidental to the promotion of such uses, or (3) the
structure must accommodate or enhance the public’'s enjoyment of the trust lands.
Nonetheless, when considering what constitutes a trust use, it is critical to keep in mind the
following counsel from the California Supreme Court: The objective of the public trust is always
evolving so that a trustee is not burdened with outmoded classifications favoring the original and
traditional triad of commerce, navigation and fisheries over those uses encompassing changing
public needs.**

IV. Promotion of Trust Uses and Public Enjoyment of Trust Lands

Installations not directly connected with water-related commerce are appropriate trust uses
when they must be located on, over or adjacent to water to accommodate or foster commercial
enterprises. Examples include oil production facilities, freeway bridges and nuclear power
plants.”> Hotels, restaurants, shops and parking areas are appropriate because they
accommodate or enhance the public’s ability to enjoy tide and submerged lands and navigable
waterways. The tidelands trust is intended to promote rather than serve as an impediment to
essential commercial services benefiting the people and the ability of the people to enjoy trust
lands.*®

Nevertheless, the essential trust purposes have always been, and remain, water related, and
the essential obligation of the state is to manage the tidelands in order to implement and
facilitate those trust purposes for all of the people of the state.’” Therefore, uses that do not
accommaodate, promote, foster or enhance the statewide public’s need for essential commercial
services or their enjoyment tidelands are not appropriate uses for public trust lands. These
would include commercial installations that could as easily be sited on uplands and strictly local
or “neighborhood-serving” uses that confer no significant benefit to Californians statewide.
Examples may include hospitals, supermarkets, department stores, and local government
buildings and private office buildings that serve general rather than specifically trust-related
functions.

V. Mixed-Use Developments

Mixed-use development proposals for filled and unfilled tide and submerged lands have
generally consisted of several structures, including non-trust use structures or structures where
only the ground floor contains a trust use. While mixed-use developments on tidelands may
provide a stable population base for the development, may draw the public to the development,
or may yield the financing to pay for the trust uses to be included in the development, they ought
not be approved as consistent with statutory trust grants and the public trust for these reasons.
These reasons simply make the development financially attractive to a developer. Projects
must have a connection to water-related activities that provide benefits to the public statewide,
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which is the hallmark of the public trust doctrine. Failure to achieve this goal, simply to make a
development financially attractive, sacrifices public benefit for private or purely local advantage.
A mixed-use development may not be compatible with the public trust, not because it may
contain some non-trust elements, but because it promotes a “commercial enterprise unaffected
by a public use”*® rather than promoting, fostering, accommodating or enhancing a public trust
use.'® That use, however, need not be restricted to the traditional triad of commerce, navigation
and fishing. It is an evolving use that is responsive to changing public needs for trust lands and
for the benefits these lands provide.?°

Moreover, commercial enterprises without a statewide public trust use may violate the terms of
statutory trust grants. Typically, grants allow tidelands to be leased, but only for purposes
“consistent with the trust upon which said lands are held.” This term is not equivalent to “not
required for trust uses” or “not interfering with trust uses.” Since leases of tidelands must be
consistent with statutory trust grant purposes, leases which expressly contemplate the
promotion of non-trust uses rather than trust uses would not comply with the terms of the trust
grants.

For these reasons, non-trust uses on tidelands, whether considered separately or part of a
mixed-use development, are not mitigable. That is, unlike some environmental contexts where
developments with harmful impacts may be approved so long as the impacts are appropriately
mitigated by the developer, in the tidelands trust context, mitigation of a non-trust use has never
been recognized by the courts. To the contrary, the California Supreme Court has said that just
as the state is prohibited from selling its tidelands, it is similarly prohibited from freeing tidelands
from the trust and dedicating them to other uses while they remain useable for or susceptible of
being used for water-related activities.**

VI. Incidental Non-Trust Use

All structures built on tide and submerged lands should have as their main purpose the
furtherance of a public trust use. Any structure designed or used primarily for a non-trust
purpose would be suspect. Mixed-use development proposals, however, frequently justify non-
trust uses as “incidental” to the entire project. The only published case in California in which a
non-trust use of tidelands has been allowed focused on the fact that the real or main purpose of
the structure was a public trust use and that the non-trust use would be incidental to the main
purpose of the structure.?” In this context, the court noted that because the real or main
purpose of the structure was to promote public trust uses, non-trust groups could also use the
facility, but the non-trust uses must remain incidental to the main purpose of the structure.?®
This is the state of the law, and it is supported by good policy reasons as well. If the test for
whether a non-trust use is incidental to the main purpose of a development were not applied on
a structure-by-structure basis, pressure for more dense coastal development may increase as
developers seek to maximize the square feet of allowable non-trust uses. Disputes may arise
as to how to calculate the square footage attributable to the proper trust uses versus non-trust
uses, with open waterways and parking garages likely being the dominant trust uses and
structures being devoted to non-trust uses.
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It is beyond contention that the state cannot grant tidelands free of the trust merely because the
grant serves some public purpose, such as increasing tax revenues or because the grantee
might put the property to a commercial use.?* The same reasoning applies to putting tidelands
to enduring non-trust uses by building structures on them. Accordingly, the only enduring non-
trust uses that may be made of tidelands without specific legislative authorization are those
incidental to the main trust purpose applied on a structure-by-structure basis. Each structure in
a mixed-use development on tidelands must have as its primary purpose an appropriate public
trust use. If its real or main purpose is a trust use, portions of the structure not needed for trust
purposes may be leased temporarily to non-trust tenants, provided that the non-trust use is
incidental to the main purpose of the structure.

VIl. The Role of the Leqislature

The Legislature is the representative of all the people and, subject to judicial review, is the
ultimate arbiter of uses to which public trust lands may be put. The Legislature may create,
alter, amend, modify, or revoke a trust grant so that the tidelands are administered in a manner
most suitable to the needs of the people of the state.”® The Legislature has the power to
authorize the non-trust use of tidelands. It has done so rarely, and then on a case-specific
basis.?® Many of its actions have been a recognition of incidental non-trust uses or of a use that
must be located on the tidelands. When these legislative actions have been challenged in court,
the courts, understandably, have been very deferential, upholding the actions and the findings
supporting them.?’

The Legislature has provided a statutory framework for the leasing of tidelands for non-trust
uses by the cities of Long Beach and San Francisco grounded on findings that the tidelands are
not required for (San Francisco) or not required for and will not interfere with (Long Beach) the
uses and purposes of the granting statute.?® Where, as in these two statutes, the Legislature
has authorized in general terms the use of tidelands for non-trust purposes, the statutes’
provisions must be interpreted so as to be consistent with the paramount rights of commerce,
navigation, fishery, recreation and environmental protection. This means that the tidelands may
be devoted to purposes unrelated to the common law public trust to the extent that these
purposes are incidental to and accommodate projects that must be located on, over or adjacent
to the tidelands. These non-trust uses are not unlimited, for there are limits on the Legislature’s
authority to free tidelands from trust use restrictions.*

To ensure that the exercise of the Long Beach and San Francisco statutes is consistent with the
common law public trust, the tidelands to be leased for non-trust uses must have been filled and
reclaimed and no longer be tidelands or submerged lands and must be leased for a limited term.
The space occupied by the non-trust use, whether measured by the percentage of the land area
or the percentage of the structure, should be relatively small. Finally, any structure with a non-
trust use should be compatible with the overall project. Findings such as these are necessary
because legislative authorizations to devote substantial portions of tidelands to long-term non-
trust uses have generally been considered by the courts as tantamount to alienation.*

In several out-of-state cases, specific, express legislative authorizations of incidental leasing of
publicly-financed office building space to private tenants solely for the purpose of producing
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revenue have been subject to close judicial scrutiny, although they did not involve tidelands trust
use restrictions.*! One case involved construction of an international trade center at Baltimore’s
Inner Harbor with public financing where legislation expressly permitted portions of the structure
to be leased to private tenants for the production of income. Another was a condemnation case
where the statute authorizing the New York Port Authority to acquire a site on which to build the
World Trade Center was challenged on the basis that it allowed portions of the new structure to
be used for no other purpose than the raising of revenue. In both cases, opponents of the
projects argued that a publicly financed office building should not be permitted to have any
private commercial tenants even though the respective legislatures had expressly allowed
incidental private use of each building. The state courts in both Maryland and New York held
that so long as the primary purpose of the office building was for maritime purposes connected
with the port, legislation authorizing the leasing to private tenants was valid.** Although both
cases involve challenges to financing and condemnation statutes and do not involve the public
trust, they are instructive because they demonstrate the importance to the courts, even in the
context of public financing and condemnation, that when a portion of a structure is to be leased
for the purpose of raising revenues to offset expenses, this incidental non-public leasing must
have been legislatively authorized.

VIII. Exchanges of Lands

Situations where a local government or a private party acquires a right to use former trust
property free of trust restrictions are rare.® In order for such a right to be valid, the Legislature
must have intended to grant the right free of the trust and the grant must serve the purpose of
the trust. Public Resources Code Section 6307 is an example of the rare situation where
abandonment of the public trust is consistent with the purposes of the trust. Section 6307
authorizes the Commission to exchange lands of equal value, whether filled or unfilled,
whenever it finds that it is “in the best interests of the state, for the improvement of navigation,
aid in reclamation, for flood control protection, or to enhance the configuration of the shoreline
for the improvement of the water and upland, on navigable rivers, sloughs, streams, lakes, bays,
estuaries, inlets, or straits, and that it will not substantially interfere with the right of navigation
and fishing in the waters involved.” The lands exchanged may be improved, filled and
reclaimed by the grantee, and upon adoption by the Commission of a resolution finding that
such lands (1) have been improved, filled, and reclaimed, and (2) have thereby been excluded
from the public channels and are no longer available or useful or susceptible of being used for
navigation and fishing, and (3) are no longer in fact tidelands and submerged lands, the lands
are thereupon free from the public trust. The grantee may thereafter make any use of the lands,
free of trust restrictions.

In order for such an exchange of lands to take place, the Commission must find that the lands to
be exchanged are no longer available or useful or susceptible of being used for navigation and
fishing, taking into consideration whether adjacent lands remaining subject to the trust are
sufficient for public access and future trust needs; that non-trust use of the lands to be freed of
the public trust will not interfere with the public’s use of adjacent trust lands; and that the lands
that will be received by the state in the exchange not only are of equal, or greater, monetary
value but also have value to the tidelands trust, since they will take on the status of public trust
lands after the exchange. Only then can the Commission find that the transaction is in the best
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interests of the state, that the exchange of lands will promote the public trust and that it will not
result in any substantial interference with the public interest in the lands and waters remaining.
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Appendix: E
Projected School District Revenues by Year (Net)

Estimated School District Revenue

CBALow CBA Expected CBAHigh Applicant

2016 $ 10,000 $ 10,000 $ 10,000 $ 30,000
2017 60,000 60,000 60,000 -

2018 100,000 100,000 100,000 200,000
2019 130,000 130,000 140,000 360,000
2020 120,000 120,000 130,000 360,000
2021 90,000 90,000 100,000 350,000
2022 60,000 70,000 90,000 290,000
2023 50,000 70,000 90,000 240,000
2024 40,000 60,000 100,000 210,000
2025 40,000 70,000 90,000 190,000
2026 40,000 70,000 80,000 170,000
2027 40,000 60,000 80,000 150,000
2028 30,000 60,000 90,000 140,000
2029 30,000 50,000 80,000 120,000
2030 30,000 60,000 70,000 110,000
2031 30,000 60,000 70,000 100,000
2032 30,000 50,000 80,000 90,000
2033 20,000 50,000 70,000 80,000
2034 20,000 40,000 60,000 70,000
2035 20,000 50,000 60,000 70,000
2036 20,000 50,000 60,000 60,000
2037 20,000 40,000 60,000 60,000
2038 20,000 40,000 50,000 50,000
2039 20,000 40,000 50,000 50,000
2040 10,000 30,000 50,000 40,000
2041 10,000 30,000 40,000 40,000
2042 10,000 30,000 40,000 30,000
2043 10,000 30,000 40,000 30,000
2044 10,000 30,000 40,000 30,000
2045 10,000 20,000 40,000 30,000
2046 10,000 20,000 30,000 20,000
2047 10,000 20,000 30,000 20,000
2048 10,000 20,000 30,000 20,000
2049 10,000 20,000 30,000 10,000

$ 1,170,000 $ 1,750,000 $ 2,240,000 $ 3,820,000
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Appendix: F
Renderings of Project Visual Impacts

The following renderings were provided by the Project Applicant. The original files submitted as
part of the Project Planning Application can be retrieved from the City's website at:
http://www.hermosabch.org/index.aspx?page=718. Please note that proportions of some
images may have been marginally resized or cropped to fit within the formatting of this
document. The reader is encouraged to review the images in their original format. An image
key, and images depicting existing conditions, and Phase 4 conditions follow.
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View 1 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 2 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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View 3 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 4 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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View 5 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 6 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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View 7 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 8 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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View 9 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 10 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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View 11 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 12 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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View 13 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance

View 14 (Phase 4)

Existing Conditions During Ongoing Operation

With Drill Rig Onsite With Workover Rig During Maintenance
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Appendix: G
Richard A. Neustein MAI, CRE, FRICS Well Lot Proximity Study
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Appendix: H
Excerpts from AECOM Report

Excerpts from the AECOM Draft Project Report Socioeconomic Analysis for Whittier
Main Oil Development Project follow. The document in its entirety was retrieved from:
http://lwww.cityofwhittier.org/civica/filebank/blobdload.asp?BloblD=4195.
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Appendix: |
References and Resources

The list below is indented to provide the reader with a list of readily accessible reference
materials pertinent to this document. This report is based on these references, as well as a
variety of other materials reviewed.

2.0

3.0

4.0

5.0

6.0

7.0

8.0

Background

Relevant Documents
Potential Project Scenarios
Oil & Gas Volume Estimates
Oil & Gas Pricing

California Midway-Sunset First Purchase Price

Retrieved from:
http://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=F005006143&f=M

California Midway-Sunset Spot Price

Retrieved from: http://crudemarketing.chevron.com/posted_pricing_daily_california.asp

Annual Energy Outlook 2014

Retrieved from: http://www.eia.gov/forecasts/aeo/er/index.cfm

Henry Hub Spot Price

Retrieved from: http://www.eia.gov/dnav/ng/hist/rngwhhdm.htm
City Oil & Gas Revenues

California State Lands Commission Public Trust Doctrine

Retrieved from:
http://lwww.slc.ca.gov/Policy Statements/Public_Trust/Public_Trust Doctrine.doc

Other Direct Revenues

California State Board of Equalization Assessors Handbooks 502, 566
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Retrieved from: http://www.boe.ca.gov/proptaxes/ahcont.htm

California State Board of Equalization Rule 468: Oil and Gas Producing Properties

Retrieved from: http://www.boe.ca.gov/lawguides/property/current/ptlg/rule/468.html

Texaco Producing, Inc. v. County of Kern (1998) 66 Cal. App. 4th 1029 [78 Cal. Rptr. 2d
433]

Retrieved from: http://caselaw.findlaw.com/ca-court-of-appeal/1289135.html
9.0 Direct City Costs

Hermosa Beach Comprehensive Annual Financial Report

Retrieved from:
www.hermosabch.org/Modules/ShowDocument.aspx?documentlD=2435

Project Application

Retrieved from: http://www.hermosabch.org/index.aspx?page=718
10.0 City Financing Considerations
11.0 Net City Cashflow
12.0 Private Property Values

Well Location Data

Retrieved from: http://www.conservation.ca.gov/dog/maps/Pages/GISMapping2.aspx

AECOM Draft Project Report Socioeconomic Analysis for Whittier Main Oil Development
Project:

Retrieved from: http://www.cityofwhittier.org/civica/filebank/blobdload.asp?BloblD=4195

13.0 Other Potential Considerations

Green Power Equivalency Calculator Methodologies

Retrieved from: http://www.epa.gov/greenpower/pubs/calcmeth.htm#oil

California Air Resources Board Auction Information
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Retrieved from: http://www.arb.ca.gov/cc/capandtrade/auction/auction.htm

Community Dialog Fiscal Team Summary

Retrieved from:
http://lwww.hermosabch.org/Modules/ShowDocument.aspx?documentid=3542

14.0 Economic Activity Benefits

15.0 Potential Hazard Events
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Appendix: J
Public Comments & Responses to Comments

In this Appendix questions and comments to the Draft CBA are provided, followed by responses
to the same. Responses are listed in alphabetical order based the author’s last name (fist name
if no last name was provided).
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Comments on Draft Cost/Benefit Analysis

Clark Strategic Partners

Sustaining the Earth 13 April 2014
A BR

P.O. Box #17975

Beverly Hills, CA 90209

Mr. Ken Robertson

Community Development Director
City of Hermosa Beach

1315 Valley Drive

Hermosa Beach, CA 90254
oilproject@hermosabch.org

RE: Comments on Draft Cost Benefit Analysis (CBA) Report for
City of Hermosa Beach (CHB) by:
Kosmont Companies (KC) and sub-consultants, CGEOIL, LLC,
and Green Tech Coast LLC

Groups and Initials:

City of Hermosa Beach (CHB)

E&B Natural Resources (E&B)

Cost Benefit Analysis (CBA, Report and also as Authors)

Environmental Impact Report (EIR)

Health Impact Assessment (HIA)

California Environmental Quality Act (CEQA)

Stakeholders --- City of Hermosa Beach residents (only first referenced in Section 13.0)
Questions and Issues are ( Q:)

Overall Comments and Concerns:

Clark 1
Q: Basic issues

1) The E&B Lease and arbitration result is VERY biased against Hermosa Beach. In fact, the
City should appeal it. The City’s legal fees to do so will be dramatically lower than those in the
settlement.

2) The recent insertion of GAS PRODUCTION into the analysis when OIL PRODUCTION was
the original issue and the subject of the settlement. This insertion is legally questionable, opens
the analysis and any subsequent action based on it to legal challenge, changes the economics,
and threatens far graver environmental impacts. Clark 2'|

3) As proposed by E&B, it raises a long list of land and ocean issues due to accidents, safety
issues and security concerns. The Land and Coastal Commissions should issue a note to block
this Oil Project in Hermosa Beach and should issue rules and regulations soon. Clark 3]

Telephone +1 (310) 858-6886 Fax +1 (310) 858-6881 1
Email: wwclarkl13@gmail.com Website: www.clarkstrategicpartners.net
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Comments on Draft Cost/Benefit Analysis

1.0 Executive Summary

Project not done then CHB owes E&B $17.5 million plus interest over 20-30 year pay back
period.

Project approved by voters and to be done, then CHB owes settlement to E&B of $3.5 million.

If approved, CBA estimates that the City will received $118-$270 million from Project Reservoir
over the 35 life of the Project resulting in CHB having from 37% -- 42% revenue accrue to the
General Fund.

E&B estimates (and uses in the EIR) revenues of $541 million, of which 44% would accrue to
the General Fund.

School district under CBA estimates would get $1.2-- $2.2 million over life of project.

E&B estimates $3.8 million over life of the project.

Q: Total revenue: Annualized means monthly or per year? ||Clark 4

Q: Issues below and in the Report as to the actual amounts. ||Clark 5 |

2.0 Background

2.1 Project History: Macpherson Oil Company (MOC) with E&B in March 2012
Settlement Agreement agreed upon by MOC, E&B and CHB.

| Q: Agreement made in order to avoid further litigation. Why?| Clark 6

2. 4 City revenues from Project Reservoir -
Clark 7

Q. Define Project Reservoir. Undefined as well as potential oil and gas; variability of
Prices, magnitude and hence no predictions

Q: Why was info presentation in manner to simplify interpretations. Technical nuances
and considerations required to complete analyses are provided are throughout the Report.

Clark 8

2.5 CBA Terms and Concepts
Defined terms and concepts are utilized throughout the Report.

Geologic Terms Clark 9

Q: Gas — “Within the context of this document gas refers to natural gas expected to be
produced from the Reservoir.” ... “does not refer to gasoline.”

Phase 4: Development & Operations
Defined as “drilling of thirty wells over an approximately 2 5 year period, and then ongoing
recovery operations through the life of the Oil Lease, generally 34 years after the

Telephone +1 (310) 858-6886 Fax +1 (310) 858-6881 2
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Comments on Draft Cost/Benefit Analysis

commencement of the drilling in Phase 1. Up to 30 redrills may occur over the duration of Phase
4, however no more than five redrills would be permitted in a given year.”

2.7 Project Location: Project site is 1.3 acres at 555 6" Street. Currently maintenance
yard to be relocated to New City Yard Site (near City Hall) at 552 11" Place, CHB.

3.0 Relevant Documents
Oil Lease.

| Q: No mention here of “gas” | |Clark 10|

Settlement Agreement.

Q: Gas is added under Section 4.6 (b) with voters approving project then “payment
of $3.5 million generally payable form City oil and gas revenues.”
California State Lands Commission (CSLC) MOU Clark 11]

Dated May 11, 1993 that provide “prior acknowledgement of the Oil Lease terms by the
CSLC. “

| Q: NO gas mentioned which is clearly a legal issue. ||Clark 12|

3.2 Other reports & Documents
“School District Oil Lease”

|Q: Again. No gas mentioned | [Clark 13|

School District Oil Lease Amendment
Now adds “Amendment to Subsurface Oil & Gas Lease...”

BRG R t
i

Q: The BRG (Berkeley Research Group) states in its March 2013 that there is no conflict
of interest and “not allied with E&B” with their findings.

Q: Did the “Authors” verify that their statement “the BRG Report is not prejudiced.”?
Such statements must not be accepted at face value. Violations of conflict rules are rife,
and once a contract is let it is very difficult to recover the economic and other value lost
in the deception. There are strong indicators from the BRG study, their past record and
current status of extreme prejudicial data and reporting. BRG’s founders involvement
with other projects reveal a record of economic analyses that are narrow and in line with

the “client” needs. Clark 15

4.0 Potential Project Scenarios

Figure 5: Flowchart of Primary Potential Outcomes

Telephone +1 (310) 858-6886 Fax +1 (310) 858-6881 3
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Comments on Draft Cost/Benefit Analysis

Q: Is misleading since any one of the areas listed could stop the entire Project. The agencies and
commissions listed will take months if not longer to approve if the Project is voted on to move

ahead. Clark 16

5.0 Oil & Gas Volume Estimates

Q: Again how did gas get added? ||Clark 17

CGEOIL, LLC associated with Kosmont Team provided data.
Reports used were from Hacker et al from 1984-1988 with others
One by Hacker in 1998 was not reviewed by Kosmont.

Q: Why was Hacker 1998 not reviewed? ||Clark 18

More recent data shows significant changes along with externality issues like pipe lines,
refineries and other potentially dangerous infrastructures.
See recent maps and geological analyses.

5.8 Intera 1997 Report on horizontal oil (added gas) would be at 21%

|Q: And what does this mean in terms of the beach and 0cean?| Clark 19

6.0 Oil & Gas Pricing

All of this data is questionable: from source (supply) to demand.

Q: Where are the externalities reported here? Costs for pipes, refining and land use?
It is impossible to predict the market for fossil fuels. Gas in particular is subject to wild swings.
EIA as source for data is questionable. Clark 20

7.0 City Oil & Gas Revenues
7.1 City Revenue Formula

Q: Oil Lease is referenced as source for data |[Clark 21 |

7.3 Restrictions on use of revenues

Q: Tide Lands and others||Clark 22 |

8.0 Other Direct Revenues
8.1 Oil Lease Property Taxes
City would get additional funds from the taxes on the Reservoir

8.2 Business License taxes

8.3 School District Revenues
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Comments on Draft Cost/Benefit Analysis

9.0 Direct City Costs

9.1 Settlement Agreement
Q: Why settlement agreement is repeated now 4-5 times? ||Clark 23 |

Environmental Remediation Advance

Q: Report says that funds by City and E&B each for $50k to total of $100k for environmental
costs come from City “funded in the form of an advance.” (p.56) Clark 24

Repayment of Advances

Clark 25
Q: Lots of issues here too

9.6 Emergency Trust Fund

9.7 Fire Service

9.8 Ongoing Project Monitoring
9.9 Property Tax Revenue

Q: All the numbers are guesses. [Clark 26

10.0 City Financing Considerations Clark 27J
10.1 Credit rating
10.2 Financial Options
10.3 Potential Borrowing Costs
10.4 City Financing if Project Approved
10.5 City Financing if Project not Approved — four scenarios

Q: All the numbers are guesses.
Will the Authors guarantee all their estimates? Have they signed a contract that verifies and has
checks on their numbers.

11.0 Net City Revenues
11.1 Estimated Net City Cashflows if Project if Approved
11.2 Estimated Net City Cashflows if Project if not Approved

Q: All the numbers are guesses. Clark 28|

12.0 Private Property Values
12.1 Potential Property Impairment
“Components or factors could include real or perceived potential health impacts, incremental
sound levels, odor, visible appearance, concern over impacts from hazard events, concern
over reduced value in the marketplace at time of subsequent sale, etc.”
Clark 29

Q: Nothing is given as fact, all the text has is “potential”. Where is the data? The facts are
available from other situations and cases (even as noted but no data below) in Section
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Comments on Draft Cost/Benefit Analysis

|Clark 29 Continued|

12.3 Sample Locations). Real estate and finance institutions have formulas and
measurements for such concerns. If not, they should have. There is no data here from the
local real estate firms, insurance companies, home and condo owners, etc.

Hence the conclusion: “As a result of the wide variety of considerations, and individual
decision making processes, prediction and estimation of potential impacts to property values
is extremely nuanced and bears a significant opportunity for error.”

Q: Interesting, because then the concluding last sentence is:
“Despite these nuances, as will be discussed in the next sections, the Authors attempted to
identify a relationship between proximity to existing oil production facilities and property

values.” Clark 30
Q: In short, they are making up information based on questionable selection of data./|[Clark 31

12.2 Los Angeles County Data

Q: The authors came up with inconclusive data and evidence. Yet all of the LA City Council
members have voted not to allow “fracking” (horizontal drilling) in the City. The LA
Supervisors will be next. There is value but the Authors do want to report it. Clark 32

12.3 Sample Locations

Case of Beverly Hills (p. 80) — notes only a ban on oil drilling by 2017
Case of Huntington Beach, Long Beach (p. 81) and others

Q: No conclusion but “represent good candidate for additional analysis.”
The issue is that the Authors do not know. The local suspicion is that the values
According to local real estate agents will go down considerably.

Most of these Cities have now prohibited fracking (horizontal drilling).[c|5rk 33]

12.4 Project Specific Considerations

Health Impacts

Reference to Phase 4 (see above defined under 2.6)

Reference to the Draft EIR which is cited here as concluding that:

“Under the quantification of impacts in the Draft EIR, the health impacts of the mitigated
Project are not considered significant.”

Q: The Draft EIR needs to be reviewed given this conclusion cited above. The evidence
throughout the USA and internationally is VERY different. Clark 34

Other Impact areas listed are: Visual, Noise and Odor.

Q: Why are other critical topics note considered: traffic, piping and shipping of oil (let alone
gas if that becomes legal) along with a series of other factors including air and water
pollution as well as carbon, particulate and other atmospheric remains from the Clark 35]
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Comments on Draft Cost/Benefit Analysis

12.5 Sample Case Studies

Q. The use of adjacent and even proximate areas is very questionable. Use of AECOM as a
data source also raises questions. Why Whittier for example? What about other beach
communities or even Baldwin Heights and Torrance which are closer and have vast
emissions form oil and gas drilling and processing operations? [Clark 36

Q: For example the report cited in Appendix F concludes from data in January 2008,
roughly 10 months (but more as the data must have been collected in 2007) before the global
economic collapse.

“We conclude that they (eg homes near oil wells) do not suffer a value decline from
proximity to oil well lots.”

Likewise the AECOM data and report is from 2009. Same problem and issues.
The site below listed in “Appendix: G Excerpts from AECOM Report” (p.130)
Does not work. Hence, not able to validate both the data and conclusions.

http://www.cityofwhittier.org/civica/filebank/blobdload.asp?BloblD=4195

This is seriously wrong and based in another economic era. Today all of this data has
changed. Consider the data over the last 2-3 years from Oklahoma and Texas on the property
values there as well as the damage from severe and numerous unusual weather damage.
Detailed charts and evidence can be provided. [Clark 37

12.6 Conclusions on Value Impacts

“As a result of the information reviewed in this section, subject to a property by property
evaluation, the Authors consider a 0-10% reduction in property values possible for properties
proximate to the Project Site.”

Q: This is false; not based on current data; and suspect since no local or similar site real
estate companies were contacted, asked for data or even current public property values
cited in Hermosa Beach or similar communities involved with similar situations of oil

drilling. [Clark 38

13.0 Other Potential Considerations

Stakeholders — not defined but assume the residents and property owners in HB.
13.1 Property Insurance
Talked to insurance brokers and underwriters, so that the “Authors’ conclusion that the
Project should not impact an individual’s ability to retain insurance, or rates of property

insurance.
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Comments on Draft Cost/Benefit Analysis

Q: They did NOT contact the State Insurance Commissioner. Why

And more importantly, though getting insurance may be possible, what will it cost? Most
likely it will be at a much higher, possibly damaging rate.

“Risks associated with the Project to third party property are assumed to be the
responsibility of E&B, for which E&B would be required to maintain liability insurance.”
Or will HB be liable?And regardless of who may be liable, it is important to verify that
those liable, whether self-insuring parties or third-party insurers, demonstrate their ability
to insure against all conceivable damage scenarios. [Clark 39

13.2 Tourism & Special Events

Authors’ conclude “it unlikely that a significant number of tourists, if any, would not visit
the City should the Project be implemented.”
Authors’ conclude the same should there be “a major hazard event”

Q: Where and what are the data sources of these questionable conclusions? Did they do
rely on opinion and travel behavior surveys that they have not cited? Given the lack of
citations it must be concluded that their “finding” is nothing more than unsubstantiated

personal opinion. Clark 40

13.3 Use of Proximate City Facilities and Parklands

Authors’ view of three public parks and even Clark Field nearby the site are:
While some people may not go to the parks due to proximity ot the Project site:
“the Authors’ did not consider this a quantifiable financial cost or benefit to the City.”

Q: Again where and what are the data sources of these questionable conclusion? It
appears to be mere opinion. Clark 41

13.4 City Receipt of Green / Sustainability Grants

Authors’ claim from their own experience it would be
“unlikely that it would impact the City’s ability to secure green and sustainability grants
from public agencies.”

Q: Where and what are the data sources of these questionable conclusion? It appears to
be mere opinion.

The other perspective would be that HB would get more grants to prepare for the dangers,
economic downturn due to loss property value and tourism etc. [Clark 42

13.5 Potential Carbon offsets

Authors’ state that the Draft EIR does not address this issue. Their conclusions here are
VERY questionable.

Authors’ state the CBA data on GHG (eg. green house gas) emissions from oil (note: not
gas) drilling from the Project at 15.3 million MTCO2 (pg 90). Then they cite the CARB

Telephone +1 (310) 858-6886 Fax +1 (310) 858-6881 8
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Comments on Draft Cost/Benefit Analysis

trading program and its November 19, 2013 (fifth auction) where “16.6 million
allowances were sold at a market clearing price of $11.48 per allowance.” (pg.91)

Then they make reference to the Stakeholders “desire to purchase offset credits for oil
produced through the Project”. If the Stakeholders is the City Government of HB or even
its own residents, that means that would have to buy the MTCO2 from their own
financial resources to cover the GHG emissions from the oil produced.

The Authors’ conclude:

“For abundance of clarity the purchase of offset credits for GHG emission potential of oil
produced through the proposed Project is not required.” (pg.91)

Q: This is incorrect. The State of California has a law (AB32) signed by the Governor
and now being enacted that sets GHG reductions by 2020. Given this Project being
approved then HB will be liable for the emissions that the oil production is producing.

Clark 43

13.6 Deferred City Capital Improvements

HB has a plan. But the numbers do not make sense; nor do they add up correctly.
14.0 Economic Activity Benefits
“Authors’ utilized the economic input/output model known as IMPLAN (IMpact analysis for
PLANNing) to quantify the economic impact of the Project and permanent job wages and
business expenditures within Los Angeles County (“County”).” (p.93)
The basic numbers here are false. Taking the IMPLAN with the example of job figures in one-

year FTE values, then the “expected” 25 jobs created over a four (4) year period would be 100
on-year FTE jobs.

Q: Jobs in the oil drilling business are short term from the initial work crew. SO after the oil
project is done with drilling the employees are less than one-fifth of those originally employed.
Or in this case, 5 jobs in the 2+ years unless there are accidents, weather and other repairs.

|Clark 44

14.1 Direct, Indirect & Induced Impacts
14.2 Construction, Drilling & Production Equipment
14.3 Ongoing Operations

Q: All of the above data is in question. |[Clark 45

15.0 Potential Hazard Events
15.1 Insurance Requirements

Q: The requirements for insurance if a hazard event (defined as?) occurs places HB at a high
risk. While apparently the coverage is only “$5million per occurrence for damages to third

parties...” (pg 95) Clark 46

Telephone +1 (310) 858-6886 Fax +1 (310) 858-6881 9
Email: wwclarkl3@gmail.com Website: www.clarkstrategicpartners.net

HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS 211


wsoholt
Rectangle

wsoholt
Text Box
Clark 43

wsoholt
Rectangle

wsoholt
Text Box
Clark 44

wsoholt
Rectangle

wsoholt
Text Box
Clark 45

wsoholt
Rectangle

wsoholt
Text Box
Clark 46


Comments on Draft Cost/Benefit Analysis

Additionally there is an Umbrella policy for $40 million Control of Well in the LA basin.
And another $6million Emergency Trust Fund. Neither is sufficient to cover a hazard (no

matter how it is defined). [Clark 46 Continued|

15.2 City Insurance

Q: Will work with its Insurance coverage firm after the Project has begun is risky and should
be understood with firm estimates in advance.
As stated above, insurance companies are good resources for values in property, business and

especially with potential hazards. Clark 47

15.3 Potential Hazards

Draft EIR Report has hazards listed and discussed. The charts and figures presented are not
dated nor are the sources.

Authors’ state that (from table 37) “the likelihood of a given hazard scenario is statistically
low.” But then note that “the potential consequences of certain hazard scenarios could be
high.” (pg. 96) Then see Figures 31 and 32 (pg. 97).

“In conclusion, while the probability of significant financial implications of a hazard event
are estimated to be statistically remotes, and risk adjusted costs low, there may exist
scenarios where the financial cost of a hazard event could be substantial. While
extraordinary, such costs could in theory be in excess of insurance levels, and ultimately
recovery of financial burdens could have to be pursued outside of recourse through insurance
providers. It may not be possible to completely mitigate potential financial implications
of hazard events.” (pg. 99)

16.0 Conclusion

All the issues noted here were covered above. In summary, the key issues stand unaccounted for

and explained by the Authors.
Clark 48
1) The economic and financial areas in the Draft Cost Benefit

Report are seriously in error. Aside from numbers being incomplete,
dated and wrong, they lack any life cycle or externality economics.

Consider among other example is the use of a formula for job creation
based on the first year and then calculated for four years and projected
for the life of the Project. When a base number is wrong; then used for
along term calculation, the entire chart and figure is suspect.

Other examples include materials and reports cited on real estate values
In 2007-09. The global economic collapse occurred in the middle (October
2008) of those numbers making them suspect as well.
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Comments on Draft Cost/Benefit Analysis :
[Clark 48 Continued |

Finally, the reference and use of the BRG data and report whose contractor
was E&B makes their numbers and conclusions also suspect. There is more.

2) The insertion of GAS within the last few years (and legally on what basis?) when QOil was the
original issue and basis for the settlement. Specifically the oil-to-gas sleight of hand is a critical
issue. Most oil wells produce gas, but that is usually minor, and is often flared off. So-called dry
wells are all gas; the more profitable ones produce oil and gas in various mixtures; the higher
profits come from the higher and more resilient/stable value of the oil, which is in shorter supply
and is not being competed down in price the way gas is.

The issue for using a sleight of hand argument is in whether the shift is one of degree or of kind.
Contract law | expect generally would allow for reasonable shifting to be contemplated in
situations where industry standards contemplate it. But even industry standards would define a
boundary condition for a change in kind. if the change in expected output can be described
convincingly as a change in kind that exceeds industry standards for well descriptions, then
perhaps the contract can be challenged as not conforming to the subject matter of the prior legal
action. The detailed analysis from Daniel Wolf, Esq are attached. [Clark 49

3) Land and Coastal Commissions need to issue a note to stop this Hermosa Beach project as
proposed by E&B due to a long list of land and ocean issues due to accidents,

safety and security. They need to issue rules and regulations in coastal and ocean areas
immediately. The attached analysis by Howard Goldstein, Esq provides the background and data.

Recommendation: The E&B Lease and arbitration result is a VERY biased
settlement toward Hermosa Beach. In fact, this should be appealed by the City.
The legal fees to take such actions are dramatically lower than those in the settlement.

|Clark 50|

Thanks for your attention.

Woodrow W. Clark I, MA®, PhD
Qualitative Economist

and

Daniel Wolf, Esq

Clark Strategic Partners

Tel: +1 (310) 858-6886

Email: wwclark13@gmail.com
Web Site:
www.clarkstrategicpartners.net
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April 12,2014

Mr. Ken Robertson

Community Development Director
City of Hermosa Beach

1315 Valley Drive

Hermosa Beach, CA 90254

oilproject@hermosabch.org

RE: Draft Report on Cost — Benefit Analysis for Hermosa Beach _
Goldstein 1

As fossil fuel energy sources have peaked, the answer to our nations energy problem
appears simple, squeeze every last ounce out of the ground by fracking (which is what oil
and gas companies mean when they say “horizontal drilling”). But no solution to a
complex problem is truly easy or without great cost both financially and ecologically.

When fracking first came into prominence, the quest for clean energy took a back seat
and new hopes are being pinned on natural gas. And although fracking appears as viable
alternative with trillions of cubic feet of natural gas just waiting to be used, offering the
prospect of almost unlimited energy security for the next couple of hundred years, the
truth is far different.

Today, the City of Hermosa Beach is faced with is an almost Faustian choice between
energy ‘now’ traded against life itself, as it will exist in the future. It is literally a question
of deciding whether to give up a pound of water for an equivalent pound of natural gas.

A paramount concern is the project misnomer “Oil Drilling and Recovery Cost
Analysis.” The report speaks more to the immediate economic dollar cost of retaining the
land for its own public use versus the economic dollar cost of issuing drilling permits
than it does of the tremendous health and safety aspects of the underlying fracking
project. Interestingly the term “fracking” is not used in the report. The City of Hermosa
Beach is faced with a lose-lose situation on the front end, having to finance through the
mechanism of bonds versus the long-term obliteration of its coastline. No cost benefit
analysis can measure the latter.

Of particular note is that the report uses mathematical calculations to determine future
failure rates that appear to be based on oil industry failure standard rates for off shore
drilling on deepwater rigs. The report’s calculations assume failure rates” termed
“YEARS BETWEEN FAILURES.”
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Deepwater Horizon oil
slick as seen from space by
NASA'’s Terra satellite on
May 24, 2010

Of major concern is that the
report focuses on oil
extraction, but Table 37 in
the report regarding
“Failure Rates” focuses
primarily on leaks and
ruptures of “Gas” into the
environment. This report
does not discuss the “bait
and switch” objectives of
this project.

The fact that seems to be clouding the discussion about fracking is that it is not about
lower carbon emissions or a cleaner environment, fracking is all about water. If the facts
are known and understood, there should not even be an argument. On average it takes 3 -
5 million gallons of fresh water to frack a well and a well can be fracked multiple times.
The concept that people find difficult if not impossible to grasp is that the water used in
fracking is gone forever, it can never again perform its function of providing life giving
nourishment to flora and fauna. It metamorphoses from a life giving source to one that is
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hazardous to all forms of life. Water has always been associated in our minds as a way to
clean things and possibly it is this mental association that makes it almost impossible to
comprehend that water used in fracking can never be cleaned. Water used in fracking
remains toxic for thousands of years and cannot be treated to render it potable, at least not
when considered from any vaguely commercially viable sense, it is gone, taken off the
table so to speak. It might be possible to clean ‘fracking water’ in a laboratory using
expensive equipment and methods but impossible to implement on a large scale. Further
a little bit of calculation shows that water used in fracking is used on a weight for weight
basis. That is a kilo of fresh water is needed to extract a kilo of natural gas. This is not
just a figure of speech, it is frighteningly close to the truth. In actual fact the ratio viz-a-
viz water to natural gas is more in the region of 1:5 (one part water by weight for every
five parts by weight of natural gas) it is still pretty horrifying, when one realizes that not
only will that water not be available for future use for thousands of years if ever but that
it also retains the capacity to contaminate other as yet uncontaminated clean water
supplies and in this case the ocean of the coast of the City of Hermosa Beach.

The above statement is made on the basis that a gallon of water weighs the same as
approx 91 cubic feet of natural gas and that the average yield of a fracked well is 2.5
billion cubic feet, while approx 5 million gallons of water are used to extract that amount
of natural gas. (In fact this might be on the conservative side because on average a well
may be fracked 10 times during its lifetime.)

The same logistics govern fracking as in the normal drilling process. Shale wells start
strong and fade fast and a well that might be prolific in the beginning will fade out to next
to nothing in just a couple of years. The good sites get targeted first and the less likely
ones later. Fracking is also more expensive than ordinary drilling for oil or natural gas.
Horizontal shale drilling might cost anything from 3.5 million dollars in limestone
formations to 9 million dollars in harder rock formations. The cost of normal vertical
drilling would be between four hundred thousand dollars to six hundred thousand dollars.
The life span of normal oil wells is also spectacularly longer. Much of the additional cost
is due to the additives that are used in shale drilling:-

1) To begin with approximately 3 million gallons - 5 million gallons (10.5 million litres
to 17.5 million litres) of fresh waters (salt water won't do) is needed for each well
that is drilled.

* 2) Mixed into this freshwater are around 50,000 gallons of hydrochloric acid (to
dissolve the lime stone).

» 3) Then 1000 gallons of antibacterial solution are needed to kill the organisms that
might eat into the pipes.

* 4) Next, a surfactant is added to reduce the frictional coefficient of the water and a
solution to inhibit scaling.
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 5) Depending on the make-up of the soil fungicides maybe added to kill any life forms
that might start to grow in the fracked fissures

 6) Finally 2 million pounds of sand are mixed with the water to prop the fractures open.
» 7) Sometime diesel fuel is used (illegally) as an additional additive.

Each batch of fracking water is unique depending on the conditions found locally. So far
so good, it doesn't sound too frightening until you learn that none of that fresh water can
ever be used again. It is just not commercially viable to incur the colossal costs incurred
in cleaning up “flow back’ or ‘produced” water as it is known. Instead the water might be
cleaned up to an extent so that it can be re-used for fracking. Some of the chemicals that
are mixed into fracking fluids include; lead, uranium, ethylene glycol, mercury, radium,
methanol, hydrochloric acid and formaldehyde to name just a few, together they make a
lethal brew.

Oil companies seem to be using every trick in the book to cloud the issue of the
disappearing act that water undergoes in the fracking process. The amazing thing is that
they seem to be succeeding, one of the reasons is that people just can’t seem to grasp the
fact that fresh water used for fracking is permanently gone. We are still used to
technologies like coal fired power generation that use nine to ten times the amount of
water used in fracking when calculated on a one on one basis.

Oil Companies often (obnoxiously) emphasize this fact, what they don’t do, is point out
that the water used in power generation does not disappeatr, it is cleaned and purified and
returned to the environment in the form of water vapor. In the fracking process
unimaginable amounts of water are lost forever. The latest ploy that Oil Companies are
using to pull the wool over our eyes is to claim that huge improvements have been made
in the amount of water being used for fracking. They claim that this re-use of fracked
water is a technological marvel that considerably reduces the strain placed on fresh water
resources. However, there are only three ways (no option exists for ever making ‘fracked’
water potable again.) in which fracked water can be “treated’:

o - Diluted with fresh water on site and used for another well. - Treated on site and used
for another well. - Hauled off site for treatment and/or disposal in permitted deep
injection wells

What the oil companies neglect to disclose is that only about 10% - 30% of the water
used for fracking returns to the surface the rest of the water remains underground. It
doesn’t take a genius to see that if only 10% to 30% of fracked water returns to the
surface then the remaining 90% or 70% (the amount will vary from well to well) has to
be made up with fresh water harvested from some other source. So where’s the huge
reduction in water usage that is claimed. What happens to the huge amounts of deadly
contaminated water that remains in the ground? It is assumed that it will remain trapped
in the shale but this is a presumptuous assumption to make, water has a habit of migrating
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whenever the slightest possibility presents itself, and most often it migrates towards other
sources of water.

Anyone with the slightest interest in the environment and in the future of our planet has
almost certainly seen pictures of wells blighted by methane and once prime land
devastated through the fracking process.

Oil Companies seem to have no doubt or remorse as to the course to follow, they have
already hired the same law firms hired by the tobacco lobby to put a healthy spin on
tobacco use and to drag out the legal process for as long as possible. They literally will
stop at nothing, no trick is too obvious, no stratagem too low Take for instance the not so
subtle shift in terminology; returning fracking water was till recently known as
‘flowback’ now it is known as ‘produced’ water, just a nuance but still effective, to begin
with it is positive sounding, meaning work has been done to ‘produce’
something. Potentially lethal chemically treated fresh water used in fracking used to be
known simply as ‘fracking water’ now the Industry term for ‘fracking water’ is
‘processed water’. What a wonderful sound that has to it, the water has been processed
and is ready for use!

Submitted by:

Howard Goldstein, Esq.
Howard A. Goldstein, Esq.
8484 Wilshire Boulevard
Suite 515

Beverly Hills, CA 90211
(323) 370-6246

cyberesglaw@me.com
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e 5) The Boom: How Fracking Ignited the American Energy Revolution and Changed
the World: Simon & Schuster April 2014  Author: Russel Gold
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Comment

Response to Comment

Armato 1

A discussion of potential impacts to tourism is provided in Section 13.2 of this
CBA.

A discussion of potential impacts to property values is provided in Section 12.0
of this CBA.

A discussion of potential impacts on City services and emergency services is
provided in Section 9.7, Section 9.8, and Section 11.2 of this CBA.

A discussion of potential impacts from hazard events is provided in Section 15.0
of this CBA.

Fines related to non-compliance by the Applicant would be borne by the
Applicant.

Armato 2

A discussion of potential impacts to tourism is provided in Section 13.2 of this
CBA.

A discussion of potential impacts to property values is provided in Section 12.0
of this CBA.

A discussion of potential impacts from hazard events is provided in Section 15.0
of this CBA.

Armato 3

This CBA estimates of recoverable oil and gas are based on the recovery of oll
and gas utilizing the technology described in and limited by the EIR for the
proposed Project. With respect to the comment of "lease restriction of 21 wells
into the bay", under Section 12(f) of the Oil Lease the "leased lands shall be
fully drilled at such time as Leasee has drilled a total of twenty-one (21) wells
which are bottomed on the leased lands in the tidelands." It is the Authors
conclusion (not a legal opinion) that this does not necessarily represent a
maximum number of wells permitted in the Tidelands, but rather when the
certain minimum obligations of the Applicant will be considered to have been
met.

As discussed in Section 2.6 of this CBA, based on discussions with the City it is
the Authors' understanding that the Project does not include “Fracking”.

Armato 4

A discussion of potential impacts to property values is provided in Section 12.0
of this CBA.

A discussion of potential impacts from hazard events and related insurance
coverage is provided in Section 15 of this CBA.

Armato 5

The Applicant is responsible for dismantling the facility.

The Applicant would responsible for any remediation required as a result of the
proposed Project. Note however that this excludes the remediation of the
existing conditions on the Project Site discussed in this CBA (Specifically,
Section 9.5 of this CBA).

A discussion of the insurance and hazard events is provided in Section 15.0,
and a discussion of the Emergency Trust Fund is provided in Section 9.6 of this
CBA.
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A discussion of the potential value of the Project Site and New City Yard site
are provided in Section 7.5 and Section 9.4 of this CBA.

If the Project is approved, upon completion of the Project the City could return
the Project Site to its current use as a maintenance yard, or keep the
maintenance yard at the New City Yard Site and lease or sell the Project Site.
The Project Site’s then history of use as for oil production may or may not
impair its value; such analysis is highly speculative.

Armato 6

The CBA evaluates the Project as propose in the EIR.

A discussion of the potential value of the Project Site and New City Yard site
are provided in Section 7.5 and Section 9.4 of this CBA.

If the Project is approved, upon completion of the Project the City could return
the Project Site to its current use as a maintenance yard, or keep the
maintenance yard at the New City Yard Site and lease or sell the Project Site.
The Project Site’s then history of use as for oil production may or may not
impair its value; such analysis is highly speculative.

Armato 7

The costs associated with relocating the maintenance yard is provided in
Section 9.2 and Section 9.3 of this CBA.

Armato 8

A discussion of City costs related to ongoing Project monitoring is provided in
Section 9.8 of this CBA.

Armato 9

As discussed in Section 9.7 of this CBA, under the mitigation measures in
Section 4.6 of the EIR (FP-1c, and FP1-f), should the Project be approved, the
Applicant would be responsible for reimbursing the City for these incremental
costs, and as such these figures are provided for reference only and not
included in the calculation of net City revenues.

The proposed Project is not expected to have a material impact on City police
services.

Armato 10

An evaluation of existing roadway conditions, the potential impact on the quality
of roads of vehicle traffic under the proposed Project and the cost of roadway
maintenance is beyond the scope of the CBA.

Armato 11

The relocation of the City maintenance yard under the proposed Project
includes replacement of all existing parking.

Armato 12

A discussion of private property insurance is provided in Section 13.1 of this
CBA.

Armato 13

A discussion of potential impacts to tourism is provided in Section 13.2 of this
CBA.

Armato 14

The CBA evaluates the Project as proposed in the EIR.

Armato 15

A discussion of royalty calculations and the distribution between Tidelands and
Uplands revenues is provided in Section 7.0 of this CBA.

As discussed in Section 3.1 of this CBA, under the Settlement Agreement 345
days remain in the Primary Term of the Oil Lease and the Primary Term is,
generally, suspended until all approvals required for drilling are obtained. For
reference, under Section 1(c) of the Oil Lease the Primary Term shall not
exceed two years. In application to production estimates, the Authors generally
interpret this to mean that the Oil Lease will remain in effect for 34 years from
the commencement of drilling.

Armato 16

City royalty revenues are independent of the Applicants construction and
operational costs.
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Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

Armato 17

Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

City royalty revenues are independent of the Applicants construction and
operational costs.

The minimum royalty payments referenced in the question are in essence
minimum payments that would be due to the City should royalty revenues be
less than the minimum lease payments prescribed under Section (2)(b)(1) of the
Oil Lease. Further discussion of the minimum royalty payments is provided in
Section 7.5 of this CBA.

Armato 18

A discussion of City costs related to ongoing Project monitoring is provided in
Section 9.8 of this CBA.

Armato 19

A discussion of green and sustainability grants is provided in Section 13.4 of
this CBA.

Armato 20

The commenter’'s question requires speculation and is beyond the nature of the
CBA.

Armato 21

A decline in School District enrollment as a result of the proposed Project is
speculative.

Armato 22

The commenter’'s question requires speculation and is beyond the nature of the
CBA.

Armato 23

A discussion of potential carbon offsets is provided in Section 13.5 of this CBA.

Armato 24

The Applicant would responsible for any remediation required as a result of the
proposed Project. Note however that this excludes the remediation of the
existing conditions on the Project Site discussed in this CBA (specifically
Section 9.5 of this CBA). A discussion of the insurance and hazard events is
provided in Section 15.0 of this CBA.

Armato 25

The commenter’'s question requires speculation and is beyond the nature of the
CBA.

Armato 26

The Authors are unsure of what the commenter’s question is. An evaluation of
the financial profile of other communities is beyond the scope of the CBA.

Armato 27

Identification of potential royalty revenues for entities other than the City and
School District is beyond the intent and scope of this CBA.

Armato 28

A discussion of City costs and net cashflow under a scenario where the Project
is not approved is provided Section 10.5 and 11.2.

Armato 29

A discussion of potential health impacts under the proposed Project are
provided in the HIA. An evaluation of potential costs of these potential impacts
is beyond the scope of this CBA.

Armato 30

In the Authors' opinion, this CBA presents a neutral and unbiased perspective
of the potential costs and benefits of the proposed Project to the City.

Arnold 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Berlin 1

A summary of the estimated net revenues should the proposed Project be
approved or not by the voters of Hermosa Beach is provided in Section 11.0 of
this CBA.
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A sample estimate of annual net City cashflows under base assumptions is
provided in Table 30. Unfortunately such an evaluation for all of the possible
variables and outcomes is too voluminous to include in the CBA, however the
information to make adjustments as desired is provided within this CBA. A
summary of gross estimated City revenues should the proposed Project be
approved is provided in Appendix C, and a summary of estimated City
expenses is provided in Table 23 of this CBA. Further Table 43 provides an
estimate of net City revenues under the three scenarios evaluated in this CBA
should the proposed Project be approved.

Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

Berlin 2
Estimates of net royalty revenues the School District would receive by year are
provided in Appendix D of this CBA.

A chart depicting the distribution of projected City Tidelands and Uplands
revenues can be found in Section 1.0 and Section 17.0 of this CBA.
The distribution of City Tidelands and Uplands revenues under alternative
royalty calculation methods is discussed in Section 7.2 of this CBA.

Berlin 3 Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

A brief discussion of potential noise and odor impacts is provided in Section
12.0 of this CBA. A discussion of various considerations and potential hazard
events are provided in Section 13.0 and Section 15.0 respectively of this CBA.
Please see Section 9.0 of this CBA for a discussion of City costs, and Section
Bowkus 1 | 11.0 of this CBA for a discussion of estimated net City cashflow if the proposed

Project is or is not approved.

Bronchick 1 | The commenter’s statement is noted.

Bronchick 2 | The commenter’s statement is noted.
The commenter’s statement is noted.

Bronchick 3 | Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

The commenter’s statement is noted.

Bronchick 4
Please see Section 8.3 for a discussion of School District revenues.

Bronchick 5 | The commenter’s statement is noted.

The commenter’s statement is noted.

Bronchick 6 Please see the Final EIR for a discussion of potential impacts from the
Proposed Project.

Bronchick 7 | The commenter’s statement is noted.

Bronchick 8 | The commenter’s statement is noted.

Candy / A_ legal interpret_ation and opinion on the use of Tidelands funds_ under the City’s

Hillister & Tideland Grant is beyond the scope of the' CBA. The CBA provides some of the

Brace 1 relevant source documents to help guide the reader as to how potential

limitations may be applied. Additionally, the City Attorney has provided some

336

HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



guidance on permissible uses.

A legal interpretation and opinion on the use of Tidelands funds under the City’s

Candy / Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
Hillister & | relevant source documents to help guide the reader as to how potential
Brace 2 limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A legal interpretation and opinion on the use of Tidelands funds under the City’s

Candy / Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
Hillister & | relevant source documents to help guide the reader as to how potential
Brace 3 limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A legal interpretation and opinion on the use of Tidelands funds under the City’s

Candy / Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
Hillister & | relevant source documents to help guide the reader as to how potential
Brace 4 limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A legal interpretation and opinion on the use of Tidelands funds under the City’'s

Candy / Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
Hillister & | relevant source documents to help guide the reader as to how potential
Brace 5 limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A small change to the text provided in Section 7.4 was made to help clarify that
the Mallon decision may not be directly applicable to the City’s use of Tidelands
funds.

Candy /
Hillister & | A legal interpretation and opinion on the use of Tidelands funds under the City’s
Brace 6 Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A legal interpretation and opinion on the use of Tidelands funds under the City’'s

Candy / Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
Hillister & | relevant source documents to help guide the reader as to how potential
Brace 7 limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A small change to the text provided in Section 7.4 was made to help clarify that
the Mallon decision may not be directly applicable to the City’s use of Tidelands
funds.

Candy /
Hillister & | A legal interpretation and opinion on the use of Tidelands funds under the City’s
Brace 8 Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

A small change to the text provided in Section 7.4 was made to help clarify that
the diversion provisions are not a part of the City’'s Tideland Grant and that

Candy / changes would require State legislative action.

Hillister &

Brace 9 A legal interpretation and opinion on the use of Tidelands funds under the City's

Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
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guidance on permissible uses.

Chelliah 1

Please see Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

It is the Authors opinion that given the global scale of the oil and gas market,
the proposed Project would likely have no or a de minimis impact on gasoline
prices.

Clark 1

The commenter’s statement is noted.

Clark 2

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Oil Lease.

Clark 3

The commenter’s statement is noted.

Clark 4

Total revenue over the life of the Project refers to the sum of annual revenues
over the life of the proposed Project.

Clark 5

The commenter’s statement is noted.

Clark 6

The question is beyond the scope of the CBA. Some information can be found
on the City’s website. Additional questions on the matter should be addressed
to the City.

Clark 7

Reservoir in the CBA is defined as “The oil field underlying the City of Hermosa
Beach and extending out to sea one nautical mile from the mean high tide line.”
(Section 2.5, Appendix A, et al.)

Clark 8

Information was presented in a manner to simplify interpretation in an attempt to
make a highly complex analysis more readily comprehensible by the reader.
The technical nuances and considerations provided throughout the report allow
the reader to understand at a greater level of detail if desired.

Clark 9

The Authors are unsure of what the commenter’s question is.

Clark 10

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Oil Lease.

Clark 11

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Oil Lease.

Clark 12

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Qil Lease.

Clark 13

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Oil Lease.

Clark 14

The Authors are unsure of what the commenter’s question is.

Clark 15

The Authors did not investigate BRG, such an inquiry is beyond the scope of
the CBA, and as stated in the CBA assumes that the BRG Report is not
prejudiced. Regardless, the Authors did not rely on information in the BRG
Report in the preparation of its analysis.

Clark 16

The timing of potential outcomes is not the purpose of the exhibit. Agencies
could indeed take time to review approvals.

Clark 17

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
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from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Oil Lease.

Clark 18

The Hacker 1998 report and some of the many other reports estimating
reservoir volume and potential recovery volume were not reviewed and/or
specifically referenced in this CBA as they were not available, or provided no
value to the Author's analysis.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the years, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Clark 19

The Authors are unsure of what the commenter’s question is. A discussion of
potential hazard events is provided in Section 15

Clark 20

Speculation on induced externalities is beyond the scope of the CBA. The
Authors agree that it is difficult to project the price of oil and gas. The U.S.
Energy Information Administration is considered a reliable and ubiquitous
source of information on oil and gas pricing.

Clark 21

The Authors are unsure of what the commenter’s question is.

Clark 22

The Authors are unsure of what the commenter’s question is.

Clark 23

The term Settlement Agreement is defined in Section 3.1 and is referenced
repeatedly as it provides a significant piece of the framework of the agreement
between the City, Applicant, and MOC evaluated in the CBA.

Clark 24

The Authors are unsure of what the commenter’s question is.

Clark 25

The Authors are unsure of what the commenter’s question is.

Clark 26

The figures in the CBA represent the Authors estimates and projections based
on a thorough evaluation of pertinent information and factual data available.

Clark 27

The figures in the CBA represent the Authors estimates and projections based
on an evaluation of available information. The Authors cannot “guarantee”
estimates. There is no signed contract to “verifies and has checks on their
numbers”. Some of the CBA Authors are registered municipal advisors with
experience in the municipal financing entity. This experience was relied upon in
preparing estimates.

Clark 28

The figures in the CBA represent the Authors estimates and projections based
on a thorough evaluation of pertinent information and factual data available.

Clark 29

Where appropriate data is available on potential impacts it is referenced within
the CBA.

Clark 30

The Authors are unsure of what the commenter’s question is.

Clark 31

The figures in the CBA represent the Authors estimates and projections based
on a thorough evaluation of pertinent information and factual data available.

Clark 32

The commenter’s statement is noted.

Clark 33

The commenter’s statement is noted. While the extraction process commonly
referred to as “Fracking” is often utilized in conjunction with horizontal drilling,
horizontal drilling is distinct from “Fracking”.

Clark 34

The commenter’s statement is noted.

Clark 35

Speculation on induced externalities is beyond the scope of the CBA.
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Clark 36

The sample case study locations were identified based on the proximity of oil
production to residential neighborhoods. The AECOM analysis was cited as it
included a review of potential impacts to property values of residential
properties in proximity to oil production facilities.

Clark 37

The AECOM report cited in Appendix F looks at the value differential between
properties in close proximity to oil production facilities to those that are not. As
discussed Section 12.1 of this CBA, market environments change, and the
potential spread between property values with and without certain attributes
may fluctuate. However, a spread is typically observable if attributes are
impacting price. The property data evaluated by the Authors in Section 12.2 of
this CBA covered a 10 year period between 2002 and 2012, and a variety of
market conditions.

Clark 38

As discussed in Section 12.0, The Authors conclusions are based on the
information and data reviewed in the preparation of the CBA which included
market data, the value of properties in proximity to oil production facilities similar
in nature to the proposed Project versus properties located further from the
same facilities, as well as a review of relevant analyses of value impacts from
potentially negative property attributes. The property data evaluated by the
Authors in Section 12.2 of this CBA covered a 10 year period between 2002
and 2012, and a variety of market conditions.

Clark 39

The Authors contacted the California Department of Insurance which offered no
contradictory guidance on the matter. Please review Section 13.1 for a
discussion on the Authors conclusions and reasoning.

Clark 40

An exhaustive evaluation of potential impacts to tourism and special events
from the Project or a major hazard event is beyond the scope of the CBA.
Regardless, such an evaluation is speculative given the many unique attributes
of the proposed Project, and the City. The Authors conclusions are discussed
in Section 13.2

Clark 41

An exhaustive evaluation of potential impacts on use of City facilities and
parklands from the Project is beyond the scope of the CBA. Regardless, such
an evaluation is speculative given the many unique attributes of the proposed
Project, and the City facilities and parklands. The Authors conclusions are
discussed in Section 13.3

Clark 42

An exhaustive evaluation of potential impacts on the City’s ability to secure
grants due to implementation of the proposed Project is beyond the scope of
the CBA. As noted in Section 13.4 of the CBA, the Authors conclusions are
based on its historic review and preparing grant applications.

The commenter’s statement is noted.

Clark 43

GHG estimated to be directly generated by the proposed Project are considered
in the EIR. It is the Authors understanding that the evaluation of the GHG
potential created through the combustion of petroleum products that could be
produced from the Reservoir are is not required under AB32.

The Applicant will be responsible for compliance with AB32

Clark 44

As discussed in Section 14.0 of this CBA, should the proposed Project be
approved, the initial drilling operations would be expected to support a far
greater number of jobs than ongoing operations. All figures are for total job
creation, not just Project Site specific employment.

Clark 45

The commenter’s statement is noted.

Clark 46

The commenter’s statement is noted.

Clark 47

The commenter’s statement is noted.
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Clark 48

The commenter’s statement is noted.

Employment estimates in the CBA cover two distinct periods — first during
construction, drilling, and initial production, and second during ongoing
operation.

As discussed in Section 12.2 data covering the ten year period between 2002
and 2012 was reviewed.

The Authors did not rely on information in the BRG Report in the preparation of
its analysis.

Clark 49

As introduced in Section 2.5 Gas refers to natural gas expected to be produced
from the Reservoir (in addition to oil). The recovery of gas from the Reservoir is
an expected occurrence, is in essence a byproduct of recovering oil, and was
specifically contemplated in the Oil Lease.

Clark 50

The commenter’s statement is noted.

Danis 1

Please see Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Di Rado 1

Please see Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Dushenko 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Eichenlaub
1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Goldstein 1

The commenter’s statement is noted.

While the extraction process commonly referred to as “Fracking” is often utilized
in conjunction with horizontal drilling, horizontal drilling is distinct from
“Fracking”.

As discussed in Section 2.6 of this CBA, based on discussions with the City it is
the Authors' understanding that the Project does not include “Fracking”.

As discussed in Section 15.3 scenario failure rates are based on the analysis
within the EIR.

Gore / PGH
1

While the Authors did not directly review DOGGR production data in the
preparation of the Draft CBA, the information and documents reviewed in the
preparation of this CBA did include and consider historic Redondo Beach
production data.

Gore / PGH
2

Consideration of modern horizontal well technology was given in estimating
recovery rates in this CBA.

The recovery rate experienced in Redondo Beach was lower than the lowest
estimate in this CBA.

There are no wells in Redondo Beach that represent a good analog for the well
technology that is now available and could be used in Hermosa Beach, and
there is no reliable data set or conclusive evidence to support a change in the
recovery rates estimated in this CBA.
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Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Hamm /
BRG 1

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Consideration of modern horizontal well technology was given in estimating
Hamm / recovery rates in this CBA. There is no reliable data set or conclusive evidence
BRG 2 to support a change in the recovery rates estimated in this CBA for the
Reservoir.

Identification of potential royalty revenues for entities other than the City and
School District is beyond the intent and scope of this CBA.

Hamm /

BRG 3 Further, estimating potential spending by mineral rights owners requires a

significant amount of speculation as to what percentage of mineral rights
owners live within the City, what percentage of potential income might be spent,
if spent, what percentage would be within the City, etc.

Hamm / Given the nature of municipal and public entity budget processes, predicting
BRG 4 when or how estimated royalty revenues would be utilized is speculative.

As discussed in Section 5.7 if the Final CBA, the estimates of recoverable oil in
this CBA assume no production from the Lower Del Amo and Schist
Conglomerate of the Reservoir as "The complexities for both zones and the
Hamm / complete lack of information as to the reservoir types, type of fracture system,
BRG 5 determination of sands if any, aerial extent, existence of oil water contacts, and
lack of other information did not allow for a determination of an oil volume." The
potential scale of production from these strata as estimated by others is
described in the note to Table 3 in Section 5.9 of this CBA.

Consideration of modern horizontal well technology was given in estimating
Hamm / recovery rates in this CBA. There is no reliable data set or conclusive evidence
BRG 6 to support a change in the recovery rates estimated in this CBA for the
Reservoir.

Should the proposed Project proceed, individuals that own mineral rights may
Hamm / receive royalty revenues. However, assumptions on the use of such revenues,
BRG 7 timing and/or location of use and the extent used for purposes that would drive
economic activity within the City are speculative.

The Authors support the notion that above-average public services could
positively impact home values. However, given the nature of municipal and
Hamm / public entity budget processes, and the constitutional/statutory limitations on a
BRG 8 city council’s capacity to authorize expenditures beyond the current operating
year, predicting when or how estimated royalty revenues would be utilized and
the impact of such uses on property values in the future is speculative.

Assumed oil and gas pricing is discussed in Section 6.2 and Section 6.3 of this
Hamm / CBA. Unless otherwise noted, estimates in this CBA utilize a fixed price of $95
BRG 9 per barrel of oil, and $4.60 per MCF of gas (both effectively escalated at
assumed inflation in future value and present value calculations).
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Hamm /
BRG 10

The derivation of estimated Oil in Place is discussed in Section 5.7 of this CBA,
and was based on a volumetric analysis of each of the three zones as
described in Section 5.6.

Hamm /
BRG 11

In this CBA future value is abbreviated as “FV”. A discussion of the meaning of
future value is provided in Section 2.5.

Hamm /
BRG 12

The Richard A. Neustein MAI, CRE, FRICS Well Lot Proximity Study provided
in Appendix F provides data and discussion relevant to both single family
homes, and small multi-unit properties.

Hamm /
BRG 13

The component of the AECOM analysis cited in the commenter’'s question
relied on median sales values per square foot and utilized neither assessed
valuation data nor regression models. However, some of the studies reviewed
and cited in the AECOM report did include regression models, and should be
reviewed by the commenter if there are questions about the same.

Hamm /
BRG 14

The conclusion provided in Section 12.6 represent the Author’s opinion based
on a review of a number other analyses and data sources.

Hamm /
BRG 15

The Intera reports were not relied on in the analysis, rather only as a
comparison to the CBA estimates. Other reports were considered in the same
manner, but since the underlying information could not be determined, they
were not cited. The calculations used in the 1996 Intera report could not be
resolved, hence the modifications used in the CBA

Hamm /
BRG 16

It is the Author’s conclusion that but for the proposed Project, the New City Yard
Site could continue to be leased indefinitely into the future. Further, it is the
Author’s conclusion that but for the proposed Project an amendment to the
storage site lease would be executed including the same or higher rent and
other relevant provisions in effect prior to the second amendment. The $6.4
million cited reflects the total rent lost if the City can no longer rent out the New
City Yard Site, of which approximately 90% would still be incurred even if a
reduced lease rate was carried forward. Please see Section 9.4 for additional
discussion.

Hamm /
BRG 17

The discussion of the cost of purchasing carbon offset credits is included in this
CBA as such an evaluation was requested by stakeholders. The Authors agree
that the proposed Project would likely have no or a de minimis impact on global
oil supply and demand, and also agree that an argument could be made that
local oil production consumed locally could have a lower carbon footprint than
globally sourced oil consumed locally. However, the foundation of the question
is how the City could achieve carbon neutrality by offsetting carbon produced
from oil sourced from within the City.

Hamm /
BRG 18

A small change to the text provided in Section 7.4 was made to help clarify that
the Mallon decision may not be directly applicable to the City’s use of Tidelands
funds.

A legal interpretation and opinion on the use of Tidelands funds under the City’'s
Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

Hamm /
BRG 19

The commenter is correct — the 2013 AEO citation was incorrect. Early release
2014 EIA data was utilized in both the Draft CBA and this CBA. The error has
been corrected in this CBA.
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Hamm /
BRG 20

The commenter is correct — Intera did not distinguish “Upper Del Amo” from
Lower Del Amo. The error has been corrected in this CBA.

Hamm /
BRG 21

The commenter is correct — the 83.08% / 16.92% was an error and has been
corrected in this CBA. No calculations were made based on the erroneous
figures in either the Draft CBA, or this CBA.

Harris 1

Please see Section 9.0 of this CBA for a discussion of City costs if the proposed
Project is or is not approved.

Hoffman 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, Section 8.3 of this CBA for a discussion of estimated School District
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Inskeep 1

A discussion of the temporary relocation of the City Maintenance Yard is
provided in Section 9.2 of this CBA, and a discussion of the cost of
environmental remediation of the Project Site is provided in Section 9.5. Itis
unknown when or if the City would remediate the Project Site but for the
proposed Project.

The commenter’s statement is noted.

Killman 1

Please see Section 14.0 for a discussion of estimated economic benefits
associated with the proposed Project.

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Knudson 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Krag 1

As discussed in Section 5.7 if the Final CBA, the estimates of recoverable oil in
this CBA assume no production from the Lower Del Amo and Schist
Conglomerate of the Reservoir as "The complexities for both zones and the
complete lack of information as to the reservoir types, type of fracture system,
determination of sands if any, aerial extent, existence of oil water contacts, and
lack of other information did not allow for a determination of an oil volume." The
potential scale of production from these strata as estimated by others is
described in the note to Table 3 in Section 5.9 of this CBA.

Krag 2

The commenter’s statement is noted.

Krag 3

As discussed in Section 8.1 of this CBA, if the proposed Project is approved the
City would be expected to receive additional revenue from property taxes levied
essentially on the value of the Reservoir.

Given the uncertainly in the amount of property taxes to be generated from
Reservoir value, and as discussed in Section 9.9 of this CBA, the uncertainty of
potential impacts to private property values, for the purposes of the CBA, the
Authors assumed that the incremental property taxes and potential for
decreases in property tax revenues would effectively cancel each other out.

Krag 4

The commenter’s statement is noted.

Leahy 1

The Applicant is responsible for dismantling the facility.

The Applicant would responsible for any remediation required as a result of the
proposed Project. Note however that this excludes the remediation of the
existing conditions on the Project Site as discussed in Section 9.5 of this CBA.
A discussion of the insurance and hazard events is provided in Section 15 of
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this CBA.

The commenter’s statement is noted.

Marcucci 1

A discussion of potential impacts to property values is provided in Section 12.0,
and a discussion of potential impacts to tourism is provided in Section 13.0 of
this CBA.

Marcucci 2

The commenter’s statements are noted.

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Please see Section 14.0 for a discussion of estimated economic benefits
associated with the proposed Project.

Marmol 1

Please see Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

McCall 1

An exhaustive evaluation of potential impacts to tourism and special events
from the Project or a major hazard event is beyond the scope of the CBA.
Regardless, such an evaluation is speculative given the many unique attributes
of the proposed Project, and the City. The Authors conclusions are discussed
in Section 13.2

McCall 2

A discussion of the potential costs to the City of the proposed Project is not
approved is provided in Section 11.2 of this CBA.

McCall 3

Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

Estimates of net royalty revenues the School District would receive by year are
provided in Appendix D of this CBA.

Given the nature of municipal and public entity budget processes, predicting
when or how estimated royalty revenues would be utilized is speculative.

McCarroll 1

Please see Section 9.0 of this CBA for a discussion of City costs, and Section
11.0 of this CBA for a discussion of estimated net City cashflow if the proposed
Project is or is not approved.

McDaniel 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Moore 1

The CSLC has provided guidance supporting an interpretation different than the
one provided in the Draft CBA. For a discussion of the current interpretation
please see Section 7.0 of this CBA.

A legal interpretation and opinion on the use of Tidelands funds under the City’s
Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

Moore 2

The commenter’s statement is noted.

The minimum royalty payments referenced in the question are in essence
minimum payments that would be due to the City should royalty revenues be
less than the minimum lease payments prescribed under Section (2)(b)(1) of the
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Oil Lease. Further discussion of the minimum royalty payments is provided in
Section 7.5 of this CBA.

Moore 3

The School District’'s share of royalty revenues are based on the terms agreed
upon in the School District Oil Lease, and School District Oil Lease Agreement.

The commenter’s statement is noted.

Moore 4

The commenter’s statement is noted.

Moore 5

The test phase of the proposed Project is expected to determine if there are
sufficient amounts of oil and gas to warrant the large capital expenditures
required to produce it. Terms of the various agreements will not be modified
based on whether or not it is economical to produce oil and gas from the
Reservoir.

Moore 6

As discussed in Section 12.5 of this CBA, the Oil Well Lot Proximity Study
included in Appendix F is provided as a reference point, though different
communities may value proximities differently.

Morely 1

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 2

To the Author’'s knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

Morely 3

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Other than the Applicant’'s estimates, estimates from other reports originally
included in the Draft CBA (only as a reference) were removed in the drafting of
this Final CBA.

Morely 4

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA. The Applicant’s estimates are provided for reference only, and
were not relied upon by the Authors in its estimates of potential oil production.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the years, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Morely 5

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different and does not represent an appropriate “baseline” case
for estimates of Hermosa Beach production as of 2014.
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Morely 6

This CBA includes an analysis of the Authors projected production curves for a
Low scenario as discussed in Section 5.9.

As discussed in Section 5.8, the production of a given field or well is a function
of many variables including available well technology, capital investment,
operating costs, and the price of oil.

The Authors conclude that a comparison of historical production of other fields
to the projections specific to the Reservoir in the CBA would likely be
misleading and therefore not appropriate for inclusion.

Morely 7

This CBA includes an estimate of City expenses in Section 9, and a summary of
the same is provided in Section 9.10.

The Authors estimate that total production of approximately 5.6 million barrels of
oil would be required for the Uplands fund to “breakeven” over the duration of
the proposed Project. Under such a scenario the Tidelands fund would realize
net revenues of approximately $47 million.

Morely 8

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Morely 9

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different and does not represent an appropriate “baseline” case
for estimates of Hermosa Beach production as of 2014.

Morely 10

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different and does not represent an appropriate “baseline” case
for estimates of Hermosa Beach production as of 2014.

Morely 11

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

The term order of magnitude is used in this CBA as a note and reminder to the
reader that figures are estimates and projections intended to provide relative
scale and/or amount. Various estimates and projections within the CBA are
subject to a number of variables that could change in the future. In this CBA the
use of order of magnitude is not in the strict scientific sense relating to the
power of ten.

Morely 12

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
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expected to be different and does not represent an appropriate “baseline” case
for estimates of Hermosa Beach production as of 2014.

Morely 13

To the Author’s knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

Morely 14

This CBA includes an analysis of the Authors projected production curves for
three scenarios; a Low, Expected and High case. A discussion of these three
scenarios is provided in Section 5.9 of this CBA.

Production information and City Revenue information assuming the Applicant's
projections are provided for reference only, and were not relied upon in
preparing this CBA Low, Expected, and High Scenarios evaluated in this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the years, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA. The Applicant’s estimates are provided for reference only, and
were not relied upon by the Authors in its estimates of potential oil production.

Morely 15

The scope of this CBA was to evaluate the proposed Project as described and
evaluated in the EIR, and not alternative locations that are not currently being
proposed.

Morely 16

This CBA evaluates the proposed Project which pursuant Section 2.1 of the
Final EIR contemplates the drilling of "34 wells (30 oil wells, four wells for water
disposal/injection)”.

Morely 17

The CSLC MOU allows for the allocation of Tidelands funds to repayment of the
Advances discussed in Section 9.5 of this CBA. Please see Section 11 of this
CBA for a discussion of the use of Tidelands funds for repayment of monies due
under the Settlement Agreement.

Morely 18

Should the proposed Project be approved, the City and Applicant will need to be
in compliance with the terms of the existing CSLC MOU or as subsequently
amended. The existing CSLC MOU acknowledges the City’s intent to allocate
Tidelands funds to repayment of portions of the Advances as discussed in
Section 9.5 of this CBA.

Morely 19

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
figures are estimates only, and actual production by area may be different. The
Authors conclude that changes to the delineation between Tidelands and
Uplands, if appropriate, would not result in a more accurate estimate of the
allocation of potential revenues.

Table 8 in this CBA provides an estimate of the potential variance in Tidelands
and Uplands revenues from the base distribution of oil in place (78.3%
Tidelands / 21.7% Uplands) given different Tideland and Upland ratios of oil in
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place.

Morely 20

The commenter’s statement is noted.

Morely 21

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 22

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Morely 23

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

The Applicant’s estimates are provided for reference only, and were not relied
upon by the Authors in its estimates of potential oil production.

To the Author’s knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

This CBA includes an analysis of the Authors projected production curves for
three scenarios (please see Section 5.9), as well as an estimate of gross City
revenues, City expenses, and net City revenues in Section 7.0, Section 9.0, and
Section 11.0 in this CBA respectively.

Morely 24

The Applicant will be responsible for securing Project related approvals beyond
the control of the City. Should the Project be approved some City staff time
may be utilized in the course of these applications; however these staff are
already employed by the City and are not considered an incremental cost.
Further, the use of staff time as a resource is considered compensated through
the payment of permit related fees.

Morely 25

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 26

Other than the Applicant’'s estimates, estimates from other reports originally
included in the Draft CBA (only as a reference) were removed in the drafting of
this Final CBA.

Some references to description of geology remain as they provide a good
summary of available information, are provided for the benefit of the reader,
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however were not relied upon in the preparation of the CBA.

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Morely 27

The Applicant’s estimates are provided for reference only, and were not relied
upon by the Authors in its estimates of potential oil production.

Other than the Applicant's estimates, estimates from other reports originally
included for reference only in the Draft CBA were removed in the drafting of the
Final CBA.

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

The Applicant’s estimates are provided for reference only, and were not relied
upon by the Authors in its estimates of potential oil production.

Morely 28 | To the Author’'s knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

This CBA includes an analysis of the Authors projected production curves for
three scenarios (please see Section 5.9), as well as an estimate of gross City
revenues, City expenses, and net City revenues in Section 7.0, Section 9.0, and
Section 11.0 of this CBA respectively.

This Final CBA incorporates responses to comments to the Draft CBA.
Morely 29 | Comments provided in advance of the preparation of the Draft CBA were
considered in both the Draft and Final CBA.

This CBA evaluates the proposed Project which pursuant Section 2.1 of the
Morely 30 | Final EIR contemplates the drilling of "34 wells (30 oil wells, four wells for water
disposal/injection)”.

Citations to reference materials are provided throughout the CBA.

Morely 31 | To the Author's knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
Morely 32 | expected to be different.

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
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CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant’'s production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
Morely 33 | drilling techniques as technology has improved over the years, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

This CBA includes an analysis of the Authors projected production curves for a

Morely 34 Low scenario as discussed in Section 5.9.

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different.

As discussed in Section 5.8, the production of a given field or well is a function
of many variables including available well technology, capital investment,
Morely 35 | operating costs, and the price of oil.

Consideration of modern horizontal well technology was given in estimating
recovery rates in this CBA. There are no wells in Redondo Beach that
represent a good analog for the well technology that is now available and could
be used in Hermosa Beach. The use of modern technology in Redondo Beach
would be expected to yield additional production.

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different.

Morely 36 While the Authors did not directly review DOGGR production data in the
preparation of the Draft CBA, the information and documents reviewed in the
preparation of the Draft CBA did include and consider historic Redondo Beach
production data.

While the Authors did not directly review DOGGR production data in the
preparation of the Draft CBA, the information and documents reviewed in the
preparation of this CBA did include and consider historic Redondo Beach
production data.

Morely 37

This CBA estimates the potential recovery under the proposed Project based on
Morely 38 | the Authors review of relevant information, and is not intended to provide
verification or commentary on all reports prepared by other entities.

The area producible by a single well varies greatly depending on the type of
well technology employed. As an example, a horizontal well can drain a much

Morely 39 larger area than a vertical well, and a single well head can support multiple
horizontal laterals.
As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
Morely 40 CBA assume no production from the Lower Del Amo and Schist Conglomerate

of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant’'s production estimates include production from these strata. The
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potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

Morely 41

There is insufficient information available on the Reservoir to complete a
faulting analysis. Further, in the Authors opinion, faulting would not significantly
change the results of the volumetric model utilized in this CBA to estimate
reservoir volumes and production.

Morely 42

There is insufficient information available on the Reservoir to complete a
faulting analysis. Further, in the Authors opinion, faulting would not significantly
change the results of the volumetric model utilized in this CBA to estimate
reservoir volumes and production.

Morely 43

There is insufficient information available on the Reservoir to complete a
faulting analysis. Further, in the Authors opinion, faulting would not significantly
change the results of the volumetric model utilized in this CBA to estimate
reservoir volumes and production.

Morely 44

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different and does not represent an appropriate “baseline” case
for estimates of Hermosa Beach production as of 2014.

There are no wells in Redondo Beach that represent a good analog for the well
technology that is now available and could be used in Hermosa Beach.

Morely 45

A discussion of the classification of the Reservoir can be found in Section 5.4.

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant's production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

Morely 46

To the Author's knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant's production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

Morely 47

A discussion of the classification of the Reservoir can be found in Section 5.4.

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant's production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

Morely 48

The area producible by a single well varies greatly depending on the type of
well technology employed. As an example, a horizontal well can drain a much
larger area than a vertical well, and a single well head can support multiple
horizontal laterals. The production volumes in this CBA consider a maximum of
30 oil and gas wells.
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Morely 49

The estimates of recoverable oil in this CBA consider potential constraints on
production based on the number of wells in the proposed Project.

With respect to protection wells, four water injection wells along the Tidelands /
Uplands border may be sufficient, and there is currently no production in
Redondo Beach to protect.

Morely 50

There is a possibility that production from the Schist Conglomerate zones could
occur. While it is the Authors conclusion that here is currently not enough
information to include such potential production in the projections herein, it does
not preclude the possibility of future production from these zones.

The number of wells required to drain a given field varies greatly depending on
the type of well technology employed. As an example, a horizontal well can
drain a much larger area than a vertical well, and a single well head can support
multiple horizontal laterals.

Morely 51

A discussion of the classification of the Reservoir can be found in Section 5.4.

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant's production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3.in Section 5.9 of this CBA.

Morely 52

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 53

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 54

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 55

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 56

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

While the Authors did not directly review DOGGR production data in the
preparation of the Draft CBA, the information and documents reviewed in the
preparation of this CBA did include and consider historic Redondo Beach
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production data.

Morely 57

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Morely 58

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
location of historical oil production in Redondo Beach is expected to be
different. Table 8 in this CBA provides an estimate of the potential variance in
Tidelands and Uplands revenues from the base distribution of oil in place
(78.3% Tidelands / 21.7% Uplands) given different Tideland and Upland ratios
of oil in place.

Morely 59

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant's production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 60

The number of wells required to drain a given field varies greatly depending on
the type of well technology employed. As an example, a horizontal well can
drain a much larger area than a vertical well, and a single well head can support
multiple horizontal laterals.

The estimates of recoverable oil in this CBA consider potential constraints on
production based on the number of wells in the proposed Project.

With respect to protection wells, four water injection wells along the Tidelands /
Uplands border may be sufficient, and there is currently no production in
Redondo Beach to protect.

The determination of the optimum path and bottom location of wells could only
be determined subsequent to test drilling.

Morely 61

The wells in Redondo Beach are considered vertical wells, or derivatives
thereof. Consideration of modern horizontal well technology was given in
estimating recovery rates in this CBA. The Project Applicant would have to get
a waterflooding permit for reinjection, just to dispose of excess water. The use
of waterflooding, and sources of water for waterflooding are considered in the
EIR.

Morely 62

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
location of historical oil production in Redondo Beach is expected to be
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different. Table 8 in this CBA provides an estimate of the potential variance in
Tidelands and Uplands revenues from the base distribution of oil in place
(78.3% Tidelands / 21.7% Uplands) given different Tideland and Upland ratios
of oil in place.

Morely 63

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

The Applicant’s estimates are provided for reference only, and were not relied
upon by the Authors in its estimates of potential oil production.

Morely 64

As discussed in Section 5.7 and 5.9 of the Final CBA, the estimates of
recoverable oil in this CBA assume no production from the Lower Del Amo and
Schist Conglomerate of the Reservoir. The Authors believe that figures in the
BRG Report and the Applicant’s production estimates include production from
these strata. The potential scale of production from these strata is described in
the note to Table 3 in Section 5.9 of this CBA.

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 65

Other than the Applicant’'s estimates, estimates from other reports originally
included in the Draft CBA (only as a reference) were removed in the drafting of
this CBA.

To the Author’s knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

Morely 66

Other than the Applicant's estimates, estimates from other reports originally
included in the Draft CBA (only as a reference) were removed in the drafting of
this Final CBA.

To the Author’s knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

Morely 67

A discussion of the classification of the Reservoir can be found in Section 5.4.

As discussed in Section 5.7 and 5.9, the estimates of recoverable oil in this
CBA assume no production from the Lower Del Amo and Schist Conglomerate
of the Reservoir. The Authors believe that figures in the BRG Report and the
Applicant's production estimates include production from these strata. The
potential scale of production from these strata is described in the note to Table
3 in Section 5.9 of this CBA.

There is a possibility that production from the Schist Conglomerate zones could
occur. While it is the Authors conclusion that here is currently not enough
information to include such potential production in the projections herein, it does

355

HERMOSA BEACH - OIL DRILLING & RECOVERY COST BENEFIT ANALYSIS



not preclude the possibility of future production from these zones.

The number of wells required to drain a given field varies greatly depending on
the type of well technology employed. As an example, a horizontal well can
drain a much larger area than a vertical well, and a single well head can support
multiple horizontal laterals.

Morely 68

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different and does not represent an appropriate “baseline” case
for estimates of Hermosa Beach production as of 2014

The timing and quantity of redrills evaluated in this CBA are estimated based on
potential production scenarios wherein redrills are assumed to occur when they
would be beneficial, limited by the various controlling documents / restrictions.
As stated in this CBA up to 30 redrills may be permitted under the EIR.
However, actual production and the benefit of potential redrills will drive the
actual utilization of redrills.

Morely 69

The timing and quantity of redrills evaluated in this CBA are estimated based on
potential production scenarios wherein redrills are assumed to occur when they
would be beneficial, limited by the various controlling documents / restrictions.
As stated in this CBA up to 30 redrills may be permitted under the EIR.
However, actual production and the benefit of potential redrills will drive the
actual utilization of redrills.

Morely 70

The wells in Redondo Beach are considered vertical wells, or derivatives
thereof. Consideration of modern horizontal well technology was given in
estimating recovery rates in this CBA. The Project Applicant would have to get
a waterflooding permit for reinjection, just to dispose of excess water. The use
of waterflooding, and sources of water for waterflooding are considered in the
EIR.

Morely 71

Under the 1993 Conditional Use Permit, a work over rig or any other rig may be
used on-site for a maximum of 90 days per year, and only on weekdays
between the hours of 8 am and 6 pm. The Authors considered this activity and
the potential nuisance thereof in its evaluation of proximate property values.

Morely 72

The redrills listed in Table 4 of the Draft CBA (and this CBA) are estimated
based on potential production scenarios wherein redrills are assumed to occur
when they would be beneficial, limited by the various controlling documents /
restrictions. The EIR evaluates the maximum potential impact from the
maximum number of redrills considered.

Morely 73

The timing and quantity of redrills evaluated in this CBA are estimated based on
potential production scenarios wherein redrills are assumed to occur when they
would be beneficial, limited by the various controlling documents / restrictions.
As stated in this CBA up to 30 redrills may be permitted under the EIR.
However, actual production and the benefit of potential redrills will drive the
actual utilization of redrills.

Morely 74

This CBA includes an analysis of the Authors projected production curves for
three scenarios (please see Section 5.9), as well as an estimate of gross City
revenues, City expenses, and net City revenues in Section 7.0, Section 9.0, and
Section 11.0 of this CBA respectively.

The Authors estimate that total production of approximately 5.6 million barrels of
oil would be required for the Uplands fund to “breakeven” over the duration of
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the proposed Project. Under such a scenario the Tidelands fund would realize
net revenues of approximately $47 million.

There are no wells in Redondo Beach that represent a good analog for the well
technology that is now available and could be used in Hermosa Beach.
Production information and City Revenue information assuming the Applicant's
projections are provided for reference only, and were not relied upon in
preparing this CBA Low, Expected, and High Scenarios evaluated in this CBA.

While the Authors did not directly review DOGGR production data in the
preparation of the Draft CBA, the information and documents reviewed in the
preparation of this CBA did include and consider historic Redondo Beach
production data.

Morely 75

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
location of historical oil production in Redondo Beach is expected to be
different. Table 8 in this CBA provides an estimate of the potential variance in
Tidelands and Uplands revenues from the base distribution of oil in place
(78.3% Tidelands / 21.7% Uplands) given different Tideland and Upland ratios
of oil in place.

Morely 76

A legal interpretation and opinion on the use of Tidelands funds under the City’s
Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

Morely 77

The CSLC has provided guidance supporting an interpretation different than the
one provided in the Draft CBA. For a discussion of the current interpretation
please see Section 7.0 of this CBA.

Morely 78

The drafting of such a map is outside of the scope of the CBA, and in the
Author’s opinion has little value.

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
figures are estimates only, and actual production by area may be different. The
Authors conclude that changes to the delineation between Tidelands and
Uplands, if appropriate, would not result in a more accurate estimate of the
allocation of potential revenues.

Morely 79

The estimated split of Tidelands and Uplands production (78.3% Tidelands /
21.7% Uplands) was based on volumetric estimates of the location of oil in
place in Hermosa Beach as discussed in Section 5.9. The 184 acres discussed
in Section 7.1 relates to land ownership, and not the estimated location of oil in
place.

Morely 80

The estimated split of Tidelands and Uplands production (78.3% Tidelands /
21.7% Uplands) was based on volumetric estimates of the location of oil in
place in Hermosa Beach as discussed in Section 5.9. The 184 acres discussed
in Section 7.1 relates to land ownership, and not the estimated location of oil in
place.

Morely 81

Identification of potential royalty revenues for entities other than the City and
School District is beyond the intent and scope of this CBA. Additionally, absent
the drilling of test wells there is insufficient information to accomplish this task.

Morely 82

This CBA assumes a maximum of 30 oil and gas wells. The area producible by
a single well varies greatly depending on the type of well technology employed.
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As an example, a horizontal well can drain a much larger area than a vertical
well, and a single well head can support multiple horizontal laterals.

Morely 83

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
location of historical oil production in Redondo Beach is expected to be
different. Table 8 in this CBA provides an estimate of the potential variance in
Tidelands and Uplands revenues from the base distribution of oil in place
(78.3% Tidelands / 21.7% Uplands) given different Tideland and Upland ratios
of oil in place.

Morely 84

The area producible by a single well varies greatly depending on the type of
well technology employed. As an example, a horizontal well can drain a much
larger area than a vertical well, and a single well head can support multiple
horizontal laterals. The production volumes in this CBA consider a maximum of
30 oil and gas wells.

Morely 85

Absent the drilling of test wells there is insufficient information to accomplish
this task without complete speculation. Well spacing may also be addressed in
pooling of the Uplands. Well protection well may only be needed along the
Tidelands / Uplands border if at all.

Morely 86

There is currently no 10 acre standard spacing preference, especially with the
use of horizontal wells and newer well technology. The 10 acre spacing
referenced was likely linked to the historical use of vertical wells in the area that
could not drain as large of an area as a modern horizontal well could.

Morely 87

The CSLC has provided guidance supporting an interpretation different than the
one provided in the Draft CBA. For a discussion of the current interpretation
please see Section 7.0 of this CBA.

Morely 88

The CSLC has provided guidance supporting an interpretation different than the
one provided in the Draft CBA. For a discussion of the current interpretation
please see Section 7.0 of this CBA.

Morely 89

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different.

Morely 90

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
figures are estimates only, and actual production by area may be different. The
Authors conclude that changes to the delineation between Tidelands and
Uplands, if appropriate, would not result in a more accurate estimate of the
allocation of potential revenues.

Table 8 in this CBA provides an estimate of the potential variance in Tidelands
and Uplands revenues from the base distribution of oil in place (78.3%
Tidelands / 21.7% Uplands) given different Tideland and Upland ratios of oil in
place.

Morely 91

Additional comments regarding the potential to supplant revenues, if necessary
and appropriate, are provided in Section 7.4 of this CBA. Identification of
potential sources of alternative funding is within the purview of City and beyond
the scope of the CBA.

Morely 92

Tideland grants to a given entity provide the provisions and restrictions thereto
and may be modified only through State legislative action. As stated in Section
7.4 of this CBA, the City’s Tideland Grant does not include an excess revenue
provision.

Morely 93

As stated in Section 7.4 of this CBA, the City’s Tideland Grant does not include
an excess revenue provision.
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Morely 94

As stated in Section 7.4 of this CBA, the City’s Tideland Grant does not include
an excess revenue provision.

Morely 95

Should the proposed Project be approved the City would lease the Project Site
to the Applicant. But for the proposed Project it is a reasonable assumption that
the City Yard would remain on the Project Site. The City’'s estimated cost
associated with the loss of use of the Project Site is the cost of providing a
replacement facility as contemplated in Section 9.2, 9.3, and 9.4 of this CBA.

Morely 96

Should the proposed Project be approved the City would lease the Project Site
to the Applicant. But for the proposed Project it is a reasonable assumption that
the City Yard would remain on the Project Site. The City’s estimated cost
associated with the loss of use of the Project Site is the cost of providing a
replacement facility as contemplated in Section 9.2, 9.3, and 9.4 of this CBA.

Morely 97

City costs associated with lost rent as a result of relocating the City Yard to the
New City Yard Site and displacing the existing self storage operation are
discussed in Section 9.4 of this CBA.

Morely 98

City costs associated with lost rent as a result of relocating the City Yard to the
New City Yard Site and displacing the existing self storage operation are
discussed in Section 9.4 of this CBA.

The estimated City cost from lost rent of the New City Yard Site is included in
summaries of estimated City costs within the CBA.

Morely 99

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 100

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different. There are no wells in Redondo Beach that represent a
good analog for the well technology that is now available and could be used in
Hermosa Beach.

Morely 101

As discussed in Section 9.3 of this CBA, the 97 parking spaces referred to
would be supplemental / in addition to the replacement of parking currently
available. The City is not required to deliver the supplemental parking, and as
such it is not considered a cost.

Morely 102

As discussed in Section 9.3 of this CBA, the 97 parking spaces referred to
would be supplemental / in addition to the replacement of parking currently
available. The City is not required to deliver the supplemental parking, and as
such it is not considered a cost.

Morely 103

Should the proposed Project be approved the City would lease the Project Site
to the Applicant. But for the proposed Project it is a reasonable assumption that
the City Yard would remain on the Project Site. The City’s estimated cost
associated with the loss of use of the Project Site is the cost of providing a
replacement facility as contemplated in Section 9.2, 9.3, and 9.4 of this CBA.

If the Project is approved, upon completion of the Project the City could return
the Project Site to its current use as a maintenance yard, or keep the
maintenance yard at the New City Yard Site and lease or sell the Project Site.
The Project Site’s then history of use as for oil production may or may not
impair its value; such analysis is highly speculative.

The Authors conclusion is that the maintenance yard would likely remain at the
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New City Yard Site, and that the income stream or sale value of the
approximately 56,628 — 69,200 square foot Project Site (please see Section 7.5
of this CBA) would be approximately equal to or exceed the 34,897 square foot
New City Yard Site.

Morely 104

Should the proposed Project be approved the City would lease the Project Site
to the Applicant. But for the proposed Project it is a reasonable assumption that
the City Yard would remain on the Project Site. The City’'s estimated cost
associated with the loss of use of the Project Site is the cost of providing a
replacement facility as contemplated in Section 9.2, 9.3, and 9.4 of this CBA.

Morely 105

The City estimated costs associated with lost rent as a result of relocating the
City Yard to the New City Yard Site and displacing the existing self storage
operation are discussed in Section 9.4 of this CBA.

The estimated City cost from lost rent of the New City Yard Site is included in
summaries of estimated City costs within this CBA.

Morely 106

The City estimated costs associated with lost rent as a result of relocating the
City Yard to the New City Yard Site and displacing the existing self storage
operation are discussed in Section 9.4 of this CBA.

The estimated City cost from lost rent of the New City Yard Site is included in
summaries of estimated City costs within this CBA.

Morely 107

As discussed in Section 9.4 of this CBA, Rent forgone after the Project was not
included as the Project Site will ultimately be returned to the City, and could
essentially replace or exceed the lost income stream after the completion of the
Project.

Morely 108

As discussed in Section 9.4 of this CBA, Rent forgone after the Project was not
included as the Project Site will ultimately be returned to the City, and could
essentially replace or exceed the lost income stream after the completion of the
Project.

If the Project is approved, upon completion of the Project the City could return
the Project Site to its current use as a maintenance yard, or keep the
maintenance yard at the New City Yard Site and lease or sell the Project Site.

The Authors conclusion is that the maintenance yard would likely remain at the
New City Yard Site, and that the income stream or sale value of the
approximately 56,628 — 69,200 square foot Project Site (please see Section 7.5
of this CBA) would be approximately equal to or exceed the 34,897 square foot
New City Yard Site.

The estimated City cost from lost rent of the New City Yard Site is included in
summaries of estimated City costs within this CBA.

Morely 109

As discussed in Section 9.7 of this CBA, under the mitigation measures in
Section 4.6 of the EIR (FP-1c, and FP1-f), should the Project be approved, the
Applicant would be responsible for reimbursing the City for these incremental
costs, and as such these figures are provided for reference only and not
included in the calculation of net City revenues

Morely 110

As discussed in Section 9.7 of this CBA, under the mitigation measures in
Section 4.6 of the EIR (FP-1c, and FP1-f), should the Project be approved, the
Applicant would be responsible for reimbursing the City for these incremental
costs, and as such these figures are provided for reference only and not
included in the calculation of net City revenues
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Morely 111

As discussed in Section 9.7 of this CBA, under the mitigation measures in
Section 4.6 of the EIR (FP-1c, and FP1-f), should the Project be approved, the
Applicant would be responsible for reimbursing the City for these incremental
costs, and as such these figures are provided for reference only and not
included in the calculation of net City revenues

Morely 112

The hypothetical evaluation included in Section 9.9 is provided to illustrate the
magnitude of decreases in property value required to have an impact on City
Revenues. The Authors assumption is that the potential gains in Project Site
specific property tax revenues and potential losses in property tax revenues
from properties proximate to the Project Site would cancel each other out.

Morely 113

The hypothetical evaluation included in Section 9.9 is provided to illustrate the
magnitude of decreases in property value required to have an impact on City
Revenues. The Authors assumption is that the potential gains in Project Site
specific property tax revenues and potential losses in property tax revenues
from properties proximate to the Project Site would cancel each other out.

Morely 114

Analysis of scenarios with and without the use of the City’s approximately $6.0
million set aside are provided throughout the document, and specifically
discussed in Section 9.2 and 11.0 of this CBA.

Morely 115

Analysis of scenarios with and without the use of the City’s approximately $6.0
million set aside are provided throughout the document, and specifically
discussed in Section 9.2 and 11.0 of this CBA.

Under the Oil Lease City contributions to the Emergency Trust Fund are only
required to be made through an allocation of City royalty revenues. While the
Oil Lease stipulates that the Emergency Trust Fund shall be fully funded within
10 years of the commencement of the requirement of the Applicant and City to
begin funding the same, it appears silent on where funding would come from if
royalty revenues are insufficient. Under the three scenarios evaluated in this
CBA City royalty revenues were sufficient to fully fund the Emergency Trust
Fund within the prescribed period.

Please see Section 9.6 of this CBA for additional discussion.

Morely 116

As of the drafting of this CBA a Citywide vote to approve or not approve the
proposed Project will occur in March of 2015. If the City electorate votes not to
approve the Project, under the Settlement Agreement the City will owe the
Applicant $17.5 million. A discussion of City costs and net cashflow under a
scenario where the Project is not approved is provided Section 10.5 and 11.2.

Morely 117

As of the drafting of this CBA a Citywide vote to approve or not approve the
proposed Project will occur in March of 2015. If the City electorate votes not to
approve the Project, under the Settlement Agreement the City will owe the
Applicant $17.5 million. An discussion of City costs and net cashflow under a
scenario where the Project is not approved is provided Section 10.5 and 11.2.

Morely 118

This CBA includes an analysis of the Authors projected production curves for
three scenarios; a Low, Expected and High case. A discussion of these three
scenarios is provided in Section 5.9.

The CBA provides an estimate of the net revenues to the City under these three
scenarios if the proposed Project is approved by the City, and similarly costs to
the City if the Project is not approved.

The Authors estimate that total production of approximately 5.6 million barrels of
oil would be required for the Uplands fund to “breakeven” over the duration of
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the proposed Project. Under such a scenario the Tidelands fund would realize
net revenues of approximately $47 million.

Morely 119

The Authors estimate that total production of approximately 5.6 million barrels of
oil would be required for the Uplands fund to “breakeven” over the duration of
the proposed Project. Under such a scenario the Tidelands fund would realize
net revenues of approximately $47 million.

Morely 120

The oil in place and potential recovery estimated in this CBA is specific to
Hermosa Beach as of 2014. Historical oil production in Redondo Beach is
expected to be different.

Morely 121

The CSLC MOU allows for the allocation of Tidelands funds to repayment of the
Advances discussed in this CBA (Please see Section 9.5 of this CBA). Please
see Section 11.0 of this CBA for a discussion of the use of Tidelands funds for
repayment of monies due under the Settlement Agreement.

Morely 122

As stated in Section 7.4 of this CBA, the City’s Tideland Grant does not include
an excess revenue provision.

Morely 123

This CBA evaluates the proposed Project which pursuant Section 2.1 of the
Final EIR contemplates the drilling of "34 wells (30 oil wells, four wells for water
disposal/injection)”.

With respect to the comment of "lease restriction of 21 wells into the bay", under
Section 12(f) of the Oil Lease the "leased lands shall be fully drilled at such time
as Leasee has drilled a total of twenty-one (21) wells which are bottomed on the
leased lands in the tidelands." It is the Authors non-legal opinion that this does
not necessarily represent a maximum number of wells permitted in the
Tidelands, but rather when the certain minimum obligations of the Applicant will
be considered to have been met.

Morely 124

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the years, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

The Applicant’s estimates are provided for reference only, and were not relied
upon by the Authors in its estimates of potential oil production.

Morely 125

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
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professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

Morely 126

As discussed in Section 3.1 of this CBA, under the Settlement Agreement 345
days remain in the Primary Term of the Oil Lease and the Primary Term is,
generally, suspended until all approvals required for drilling are obtained. For
reference, under Section 1(c) of the Oil Lease the Primary Term shall not
exceed two years. In application to production estimates, the Authors generally
interpret this to mean that the Oil Lease will remain in effect for 34 years from
the commencement of drilling.

Unitization would link multiple if not all Uplands (non-Tidelands) rights; but only
one Unit would be contemplated. Unitization would have to be in accordance
with the Oil Lease.

Morely 127

As discussed in Section 3.1 of this CBA, under the Settlement Agreement 345
days remain in the Primary Term of the Oil Lease and the Primary Term is,
generally, suspended until all approvals required for drilling are obtained. For
reference, under Section 1(c) of the Oil Lease the Primary Term shall not
exceed two years. In application to production estimates, the Authors generally
interpret this to mean that the Oil Lease will remain in effect for 34 years from
the commencement of drilling.

Should the proposed Project be approved, absent the discovery of no oil in the
Reservoir during the test drilling phase given the capital expenditures required
of the Applicant, the need for return of investment, and the time value of money,
the Authors do not consider a slow start up a plausible scenario for evaluation.

Morely 128

The proposed evaluation is speculative and beyond the scope of the CBA.

Morely 129

A discussion of potential hazard events and potential financial implications of a
hazard event is discussed in Section 15 of this CBA.

The CBA evaluates the proposed Project as described in the EIR.

An evaluation of the Applicant’'s historical operational performance is beyond
the scope of the CBA.

Morely 130

A discussion of potential hazard events and potential financial implications of a
hazard event is discussed in Section 15 of this CBA.

The proposed evaluation is speculative and beyond the scope of the CBA.

Morely 131

A discussion of the value of the Project Site is provided in Section 7.5 of this
CBA. A discussion of the value of the New City Yard Site is provided in Section
9.4 of this CBA.

An evaluation of either the Project Site or New City Yard Sites under alternative
zoning from what exists today is highly speculative.

The CBA evaluates the proposed Project as described in the EIR.

Morely 132

A legal interpretation and opinion on the use of Tidelands funds under the City’s
Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

Morely 133

The estimated split of Tidelands and Uplands production was based on
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volumetric estimates of the location of oil in place in Hermosa Beach. The
figures are estimates only, and actual production by area may be different. The
Authors conclude that changes to the delineation between Tidelands and
Uplands, if appropriate, would not result in a more accurate estimate of the
allocation of potential revenues.

Table 8 in this CBA provides an estimate of the potential variance in Tidelands
and Uplands revenues from the base distribution of oil in place (78.3%
Tidelands / 21.7% Uplands) given different Tideland and Upland ratios of oil in
place.

With respect to protection wells, four water injection wells along the Tidelands /
Uplands border may be sufficient, and there is currently no production in
Redondo Beach to protect.

The determination of the optimum path and bottom location of wells could only
be determined subsequent to test drilling.

Morely 134

The estimated split of Tidelands and Uplands production was based on
volumetric estimates of the location of oil in place in Hermosa Beach. The
figures are estimates only, and actual production by area may be different. The
Authors conclude that changes to the delineation between Tidelands and
Uplands, if appropriate, would not result in a more accurate estimate of the
allocation of potential revenues.

Table 8 in this CBA provides an estimate of the potential variance in Tidelands
and Uplands revenues from the base distribution of oil in place (78.3%
Tidelands / 21.7% Uplands) given different Tideland and Upland ratios of oil in
place.

Morely 135

As stated in Section 7.4 of this CBA, the City’s Tideland Grant does not include
an excess revenue provision.

Padilla 1

Please see Section 12.0 of this CBA for a discussion of potential impacts to real
estate values, and Section 13.2 of this CBA for a discussion of potential impacts
to tourism.

Personius 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, Section 8.3 of this CBA for a discussion of estimated School District
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Simon 1

An evaluation of existing roadway conditions, the potential impact on the quality
of roads of vehicle traffic under the proposed Project and the cost of roadway
maintenance is beyond the scope of the CBA.

As discussed in Section 9.7 of this CBA, under the mitigation measures in
Section 4.6 of the EIR (FP-1c, and FP1-f), should the Project be approve, the
Applicant would be responsible for reimbursing the City for these incremental
costs, and as such these figures are provided for reference only and not
included in the calculation of net City revenues.

Please see the final HIA for an updated analysis of potential health impacts
should the proposed Project proceed.

A discussion of insurance coverage is provided in Section 15.0.

SophieD 1

A discussion of potential impacts to property values is provided in Section 12.0,
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and a discussion of potential impacts to tourism is provided in Section 13.0 of
this CBA.

The CSLC has provided guidance supporting an interpretation different than the
Stabler 1 | one provided in the Draft CBA. For a discussion of the current interpretation
please see Section 7.0 of this CBA.

The CSLC has provided guidance supporting an interpretation different than the
one provided in the Draft CBA. For a discussion of the current interpretation
please see Section 7.0 of this CBA.

A legal interpretation and opinion on the use of Tidelands funds under the City’'s
Tideland Grant is beyond the scope of the CBA. The CBA provides some of the
relevant source documents to help guide the reader as to how potential
limitations may be applied. Additionally, the City Attorney has provided some
guidance on permissible uses.

Stabler 2

Please see Section 11.0 of this CBA for a discussion of the use of Tidelands
funds for repayment of monies due under the Settlement Agreement.

Estimates of gross royalty revenues the City would receive by year are provided
in Appendix C of this CBA, and a sample of net City cashflows in consideration
of City costs are provided in Table 30 of this CBA.

Stabler 3 | The minimum royalty payments referenced in the question are in essence
minimum payments that would be due to the City should royalty revenues be
less than the minimum lease payments prescribed under Section (2)(b)(1) of the
Oil Lease. Further discussion of the minimum royalty payments is provided in
Section 7.5 of this CBA.

Many estimates specific to the Hermosa Beach field have been historically
produced and were reviewed by the Authors, however, they are all ultimately
reliant on similar data and information, and general lack thereof. Differences
between reports are generally the result of differences in assumptions about
drilling techniques as technology has improved over the vyears, differing
estimation methods, probability assumptions, and/or different interpretations by
professions of the same and/or similar data. Absent test drills in the Reservoir
utilizing modern drilling practices, or some currently unforeseen technology, no
truly new information is or will be available.

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA. The Applicant's estimates are provided for reference only, and
were not relied upon by the Authors in its estimates of potential oil production.

Stabler 4

Other than the Applicant’'s estimates, estimates from other reports originally
included in the Draft CBA (only as a reference) were removed in the drafting of
this Final CBA.

The number of wells required to drain a given field varies greatly depending on
the type of well technology employed. As an example, a horizontal well can
drain a much larger area than a vertical well, and a single well head can support
multiple horizontal laterals.
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To the Author's knowledge, reports and documents that are within the public’s
purview have been made available, however the release of proprietary
documentation is not within the purview of the Authors.

The Authors have reviewed the pretrial testimony provided to it, and a summary
of the Authors review is provided in Section 16.0.

Stabler 5

The Settlement Agreement Payment line in Table 39 of the Draft CBA, and
Table 43 of this CBA (and similar tables in Section 11.0 of both) refers to the
payment of $3.5 million from the City to the Applicant as prescribed by the
Settlement Agreement. The City royalty revenues depicted in these tables are
net of the 3.33% grant provided to MOC under the Settlement Agreement.

Swanberg 1

Please see Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved, Section 12.0 of this CBA
for a discussion of potential impacts to real estate values, and Section 13.2 of
this CBA for a discussion of potential impacts to tourism.

The Authors estimates are based on its professional analysis of the available
data and what it considers to be appropriate estimation techniques as described
in this CBA.

Please see Section 5.0 of this CBA for a discussion of Reservoir volume
estimates, and Section 7.0 for a discussion of estimated City royalty revenues
should the proposed Project be approved.

VICW 1

The Authors are unsure of what the commenter’s question is.

A discussion of property insurance is provided in Section 13.1 of this CBA, and
a discussion of potential hazard events is provided in Section 15.0 of this CBA.

Walters 1

Please see Section 7.0 of this CBA for updated estimates of City royalty
revenues, and Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved.

Zhou 1

Please see Section 11.0 of this CBA for a discussion of estimated net City
cashflow if the proposed Project is or is not approved, Section 12.0 for a
discussion of potential impacts to real estate values, and Section 13.2 for a
discussion of potential impacts to tourism.
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