City of Long Beach Memorandum

Working Together to Serve
R-20

Date: May 17, 2022
To: Honorable Mayor and City Council
From: Councilwoman Cindy Allen, Chair, Climate Action and Environmental Committee

Subject:  Abandonment of the Wilmington Oil Field

The Climate Action and Environmental Committee, at its meeting held Friday, April
22, 2022, approved considered communications relative to the above subject.

It is the recommendation of the Climate Action and Environmental Committee to the
City Council to direct the City Manager take the following actions:

Request inclusion in the County and/or City of Los Angeles amortization studies or
work with consultants to conduct a similar study and report back with the cost of
doing so; -

Direct a percentage of surplus oil revenues to the abandonment fund and any other
costs associated with abandonment, alongside important one-time capital projects;

Direct City staff and the State Legislative Committee request the State to fully fund
their portion of the abandonment liability;

Work with South Coast Air Quality Management District (AQMD) to prioritize leakage
mitigation and detection, emissions control, and carbon capture measures;

Work with labor organizations in the transition of workers from the local energy
sector,

Work with the City Attorney and State Lands Commission and other applicable state
entities to determine the legal options available to the City to end new drilling as
soon as is legally defensible, including studying prohibiting new oil and gas
extraction in all zones and, studying changing oil and gas extraction to a legal
nonconforming use in all zones: and,

Request the City Manager report back with timelines and costs associated with the
above recommendations as well as potential funding streams for them. (Citywide)

Respectfully submitted,

CLIMATE ACTION AND ENVIRONMENTAL COMMITTEE

Councilwoman Cindy Allen, Chair

Prepared by:
Tamela Austin
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Date: May 17, 2022

 Honorable Mayor and Council

From: Cindy Allen, Councilwoman, Second District and Chair, Climate Action and

Environmental Committee

Subject: Abandonment of the Wilmington Oil Field

RECOMMENDED ACTION:

The Climate Action and Environmental Review Committee recommends that the City
Council directed the City Manager to take the following actions:

Request inclusion in the County and/or City of Los Angeles amortization studies or
work with consultants to conduct a similar study and report back with the cost of doing
SO;

Direct a percentage of surplus oil revenues to the abandonment fund and any other
costs associated with abandonment, alongside important one-time capital projects;

Direct City staff and the State Legislative Committee request the State to fully fund
their portion of the abandonment liability;

Work with South Coast Air Quality Management District (AQMD) to prioritize leakage
mitigation and detection, emissions control, and carbon capture measures;

Work with labor organizations in the transition of workers from the local energy sector;

Work with the City Attorney and State Lands Commission and other applicable state
entities to determine the legal options available to the City to end new drilling as soon
as is legally defensible, including studying prohibiting new oil and gas extraction in all
zones and, studying changing oil and gas extraction to a legal nonconforming use in
all zones; and,

Request the City Manager report back with timelines and costs associated with the
above recommendations as well as potential funding streams for them. (Citywide)
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DISCUSSION:

At its April 22, 2022 meeting, the Climate Action and Environmental Committee (CAEC)
received a presentation from Long Beach Energy Resources Department on planning
efforts for the abandonment of the Wilmington Qil Field. The presentation involved the
City of Long Beach's (City) role with oil field operations and abandonment planning
efforts, including related risks and liabilities. The CAEC indicated support for ending
drilling as soon as legally possible and requested efforts be taken towards that effort. To
that end, the CAEC recommended that the City Council direct the City Manager to
continue the City’s path to change its reliance on oil. More specifically, the direction was
to work with staff, including the City Attorney’s Office, to determine options with the State
Lands Commission and other applicable State entities, and fully understand legal options
available to the City as well as fully analyze the cost of an amortization study, use of oil
revenues and other related efforts.

This matter was reviewed by Principal Deputy City Attorney Richard F. Anthony on May
2, 2022 and by Budget Manager Grace H. Yoon on May 5, 2022.

FISCAL IMPACT:

This recommendation transmits the CAEC recommendations for the City Council to
provide direction that includes directing the City Manager to evaluate the opportunities
and feasibility of reducing the City’s reliance on oil operations and revenues. This will be
a multi-pronged approach which includes evaluating a possible amortization study, and
working with various groups such as the State, AQMD, State Lands Commission, and
labor organizations to investigate all other legal, environmental, and economic
implications associated with changing the City’s reliance on oil. Fiscal impacts of the
CAEC'’s recommendations should be included in any staff feasibility report. If directed by
City Council to implement CAEC’s recommendations, the development of the feasibility
report is anticipated to have a moderate staffing impact beyond the normal budgeted
scope of duties and a moderate impact on existing Council priorities. There is no local job
impact associated with this recommendation.

TIMING CONSIDERATIONS:

City Council approval is requested on May 17, 2022, to evaluate opportunities to change
the City’s reliance on oil.
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EQUITY LENS STATEMENT:

Staff will consider issues of equity and access with any program proposals brought
forward to ensure the City's commitment for everyone reaching their highest level of
health and potential for a successful life, regardless of background, neighborhood, or
identity.
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City’'s Role in the Wilmington Oil Field Operations

 The City, through its Long Beach Energy Resources Department (LBER), is
the Unit Operator of the oil and gas assets located within the Wilmington
Oil Field.

 Trustee for the State of California’s oil & gas assets in the Long Beach
Tidelands.

 Review other oil operations where the City has a financial interest.

 Oversee oil production of approximately 10 million barrels of oil per year
and management of over 2,400 active and idle production and injection
wells.

« Subsidence management and post-production planning.
« Ensure the environment is protected and no adverse conditions are

caused by oil operations.
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Local Oil Operating Areas
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Wilmington Oil Field Abandonment Liability

« Long Beach knows and supports the position that oil production is not in our long-
term future. Our City has been planning for the end of life of the field, which
currently is estimated to be no earlier than 2035 and in advance of the Governor’s
2045 target date to potentially begin phasing out oil extraction.

 Total Wilmington oil field abandonment liability is approximately $1.2 billion.

« Each well and facility is unitized, which means the ownership and abandonment
liability is shared amongst many owners.

« The agreements that govern the oil field place the abandonment liability on the
owners, which is mostly the State and City.

« The City would need to use the General Fund or Tidelands Operating Fund (TOF) if it
were unable to reserve the appropriate abandonment liability amount when oil
operations cease.

- The City plans to take advantage of higher oil prices by reserving additional funds for
the environmentally responsible phase out of the oil operations.
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Wilmington Oil Field Abandonment Liability

Estimated Wilmington Oil Field Abandonment Liabilities:

State $967 million
City $133.3 million
Townlot $ 60 million (~6,000 townlot owners @ $10,000 per owner)

CRC $ 56 million

Total $1,216.3 million
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Existing Reserves for Oil Abandonment Liability

Current Reserves for the Wilmington Oil Field Abandonment:

State $300 million
City $ 59 million
Townlot Unknown
CRC Per State law, CRC has a bond for their share of the
abandonment
liability
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Wilmington Oil Field Abandonment Planning

« Currently, uneconomic wells are abandoned annually using operating
revenue to decrease the inventory of idle wells.

« When oil operations cease, the City will bid for a new contractor
focused exclusively on abandoning wells and closing out the oil field.

« Abandonment progression will occur first in areas that have become
uneconomic to operate.

e Itis anticipated that abandonment well work will require 3 to 5 years to
complete.
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Wilmington Oil Field Abandonment Planning Risks

* Oil price collapse. Oil prices need to support funding the
abandonment reserve while also providing net revenue to the City to
support services.

« Cost to abandon the oil field increases faster than anticipated. LBER
assumes a cost savings when the entire focus of the operation will be
on abandoning the oil field.

« Regulation changes that could increase the cost of abandonment or
shorten the economic life of the oil field before the fully funded
abandonment liability targeted date of 2035.

A financial situation that requires the City to use the abandonment
reserve for another purpose.
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Post-Production Subsidence Management

« Unknown what impact surface elevations will have once the oil field is no
onger operational.

* Injection support will be required for a period of time after the
production wells have been shut-in.

* Injection support may last an additional 5 to 15 years after oil extraction
operations have stopped.

 Post-production injection support will require wells, facilities and a source
of injection water.

- State legislation established a subsidence fund to pay for the
management of surface elevations post-production. The fund has $180
million available.

« Once the post-production injection support is no longer needed, the
remaining wells and surface facilities will be abandoned.
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Wilmington Oil Production Forecast
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Financial Impact of Oil Operations

 Total annual net revenue to the City is estimated at $45 million for FY 22.
o $28 million to the General and Tidelands fund from City oil ownership.
o An additional $17 million in tax revenue from Property Tax, Sales Tax and Utilities Users Tax.

o Measure US implemented in FY 22 to fund initiatives addressing climate change, community
health and youth services.

« Over 1,000 local jobs supported by oil operations in the City.

« The oil revenue funds public safety, community services and capital projects within the
Tidelands.

« State of California’s net revenue in FY 21 from the Wilmington Qil Field was
approximately $70 million.

 Oil operations have generated more than $5 billion for the City, State and County since
2003

 Thousands of individual mineral interest owners (6,000+) are also stakeholders in the
Wilmington Qil Field.
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Priority #1 - Safety and the Environment

 LBER is fully committed to continuing to protect the City's environmental
landscape and ensuring no adverse conditions arise as a result of its oil
operations

« No major spills to the ocean in the history of the City's oil operations. Over the
last ten years, a total of 10 gallons of oil have spilled into the ocean.

« Well drilling is limited to areas defined in the City’s Municipal Code.
« No fresh water is used in the oil operations.
« No hydraulic fracture well stimulation treatments conducted since 2013.

« City staff conduct quarterly safety inspections and assist with inspections by
State regulators.

« Working on a project to provide 1 megawatt of solar power for the oll
operations.

» Decrease in oil production represents 11% of the City’s 2030 CAAP goal for CO,




« Long Beach knows and supports the position that oil production is not in our
long-term future.

 Subsidence management will continue beyond the life of the oil field and
funding is already secured.

 The City will continue to reserve funds for its abandonment obligations and
support the State’s efforts to properly save for their share of the abandonment
liability.

 Continue to work with the local, State and Federal agencies that regulate the oil
operations.

- Maintain the best-in-class safety and environmental record at THUMS.

 Explore ideas to offset the carbon footprint of the oil operations through efforts
like solar power and carbon sequestration.

« Continue to generate oil revenue for the City while ensuring the environment is

protected and no adverse conditions are caused by oil operations.
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Thank you
Questions?
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Back-Up Slides
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California Oil Demand

® In 2021 , California Consu med 524 " Crude Oil Supply Sourcesto California Refineries
million barrels of oil (1.44 million
barrels per day).

« 2" highest oil consumption by State.
CA consumes more oil than the
entire country of Mexico.

« California In-State production
provides 28.9% of the current
demand. No oil pipelines into CA.

» Imported oil via tankers. 169 million
barrels of oil imported through the
Port of Long Beach in 2019.

 Alaska provides 14.9% and 56.2% FEEEEEREE RN  §
comes from foreign sources.

Source: CA Energy Commission
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California Oil Demand

Foreign Sources of Marine Crude Oil Imports to California 2020

 Largest importer of crude wexco  BRAZL  smune
O|| iS Ecuador 4.57% 4.20% 2.37%

NIGERIA

Source: CA Energy Commission

Other
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