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January 15, 2014

VIA UPS

Board of Supervisors, Santa Barbara County

ATTN: Clerk of the Board of Supervisors, Room 407
Information and Referral

105 East Anapamu Street

Santa Barbara, CA 93101

Re: Proposed Offshore Qil Production Tax

Dear Chair Lavagnino and Supervisors Adam, Carbajal, Farr and Wolf:

We are writing on behalf of our client, Venoco, Inc., to urge that you abandon any effort
to include within the proposed onshore oil production tax base oil production derived from State-
owned tidelands. Contrary to staff’s assertion at the Board of Supervisors meeting on
December 16, 2013 (the “Prior Meeting”), the tax revenue estimates from the Grand Jury report
did not include State tideland oil production. There is good reason for this, as inclusion of any
such oil production in the tax base will present serious jurisdictional issues that will give rise to
costly litigation and probable ultimate defeat of the proposed tax.

Prior Tax Revenue Estimates Did Not Include County Offshore Qil Production

It is clear from your collective reaction at the Prior Meeting that none of you had
expected the proposed tax would reach County offshore oil production, and several of you were
rightly concerned about the implications of going down that path. Following staff’s
representation that the tax revenue estimates with which you were familiar already included State
tidelands oil production, you found yourselves having to wrestle with whether or not to keep the
focus of the proposed tax on onshore o0il production, thereby bringing in far less revenue than
previously thought, or to expand the reach of the proposed tax to include State tideland oil
production. Given the revenue implications and, based on staff’s representation, what appeared
to be the implicit acceptance of such an approach by the Grand Jury (given that the original tax
estimates are contained in the Grand Jury report), you understandably directed staff to prepare
optional proposed language that would include State tideland oil production within the oil
production tax base.

We were as surprised as you to hear staff report that the working tax estimates included
offshore oil production in State tidelands and felt compelled to check. Upon review of the Grand
Jury report, we discovered that your staff is mistaken. The report focuses exclusively on onshore
oil production and, in fact, expressly notes that it “does not cover offshore oil production . . ..”
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(see Grand Jury report at page 3). Further, all of the County oil production numbers cited in the
report—which serve as the basis for all discussion to-date regarding the anticipated revenue from
the adoption of an oil production tax— relate exclusively to onshore County production. No
portion of the revenue estimates from the Grand Jury report relate in any way to oil production
from the State tidelands.

The Grand Jury report identifies County oil production in each of 1964 (8,950,404
barrels), 2005 (1,913,093 barrels ) and 2012 (3,388,668 barrels); numbers the report claims to
have obtained from the Department of Conservation’s Division of Oil, Gas, and Geothermal
Resources (DOGGR). Using the oil production information found on the DOGGR website
(www.conservation.ca.gov, “Online Production and Injection™), we discovered that Santa
Barbara County’s reported onshore oil production in 2005 was 1,913,940 barrels (a figure
consistent with the 1,913,093 barrels noted in the Grand Jury report), while Santa Barbara
offshore oil production (i.e,. that extracted from wells in State tidelands) the same year was an
additional 1,041,438 barrels. See Exhibit A. Similarly, the DOGGR website reports that Santa
Barbara County onshore oil production in 2012 was 3,421,949 barrels (again, a number generally
consistent with the 3,388,668 barrels noted in the Grand Jury report), while an additional
1,171,615 barrels of oil were extracted in State tidelands offshore Santa Barbara County. See
Exhibit A see also Exhibit B (reporting total Santa Barbara County oil production in 2012 was
4,595,018 barrels; an amount equal to the sum of County onshore production (3,421,949 barrels)
and County offshore oil production in State tidelands (1,171,615 barrels)).

Inclusion of County Offshore Qil Production in Tax Base Would Present Serious
Jurisdictional Issues

Staff’s recommended inclusion of County offshore oil production in the proposed tax
base should be rejected, not only because it is beyond the scope of that intended by the Grand
Jury, but more importantly because it needlessly subjects the proposed tax, if adopted by the
voters, to certain litigation and probable defeat, as it amounts to improper County meddling in oil
leasing activities that are within the exclusive jurisdiction of the State Lands Commission.

Section 6871 of the California Public Resources Code expressly provides:

No political subdivision of the State or any city or county or any official of either
or any of them shall grant or issue any lease, license, easement, privilege, or
permit vesting authority in any person to take or extract oil or gas from tide or
submerged lands whether filled or unfilled of which the State is the owner or
from which the State has the right to extract oil or gas, or both.

(emphasis added).
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A business license tax operates to confer a license or privilege to a person to conduct
business activities in a jurisdiction so long as that person pays the requisite tax. Here, the
proposed business license tax would impose as a condition precedent to an oil producer’s
conduct of State oil leasing activities the obtainment of a County business license, a privilege
granted by the County upon payment of the business license tax. But, to impose its business
license tax on State oil leasing activities, Santa Barbara County will have to establish that it has
concurrent jurisdiction over these activities—a tough road in light of the Submerged Lands Act
of 1953 (granting ownership of the tidelands to the states) and sections 6216(a)&(b) of the
California Public Resources Code which expressly and unequivocally reserve in the State Lands
Commission exclusive jurisdiction over all oil leasing activities in the tidelands and in no
uncertain terms prohibit a County from granting or issuing any license or privilege vesting
authority in any person to take or extract oil or gas from State tidelands. -

Even assuming arguendo that the County were allowed to impose a business license tax
on oil production activities in State tidelands, any tax revenue received by the County from such
activities would be subject to the public trust doctrine, thus limiting how such revenue may be
used.

We suspect the Grand Jury limited its recommendation to onshore oil production because
it properly recognized the State’s exclusive jurisdiction over oil production activities in State
tidelands. Should you decide to move forward with an oil production tax proposal, we strongly
urge that you follow the lead of the Grand Jury and reject staff’s recommendation that you
expand the scope of the proposed onshore oil production tax to reach oil production activities
over which the State Lands Commission has exclusive jurisdiction.

Very truly yours,

v !

Roburt J. Waldow
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EXHIBIT A

OIL PRODUCTION TABLES
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TAB 1



DOGGR’S REPORT OF OIL PRODUCTION
SANTA BARBARA COUNTY ONSHORE
(COUNTY API: 083)



http://opi.consrv.ca.gov/...PriorState=Cnty_APICode%3D083&Se1ectedTab=1&SumMode=1&PrinterFriendly=I&UsrP_RecentYearF irst=1[1/13/2014 3:31:39 PM]



hitp://opi.consrv.ca.gov/...PriorState=Cnty_APICode%3D083&Selected Tab=1&SumMode=1 &PrinterFriendly=1&UstP_RecentYearFirst=1[1/13/2014 3:31:39 PM]



TAB 2



DOGGR’S REPORT OF OIL PRODUCTION
SANTA BARBARA COUNTY OFFSHORE
(COUNTY API: 283)



http://opi.consrv.ca.gov/...PriorState=Cnty_APICode%3D283&SelectedTab=1& SumMode=1&PrinterFriendly=1&UstP_RecentYearFirst=1[1/13/2014 3:29:29 PM]



http://opi.consrv.ca.gov/...PriorState=Cnty _APICode%3D283&SelectedTab=1& SumMode=1&PrinterFriendly=1&UsrP_RecentYearFirst=1[1/13/2014 3:29:29 PM]



EXHIBITB



WELL COUNTS AND PRODUCTION OF OIL, GAS,
AND WATER BY COUNTY - 2012

Well Count * Qil Net Gas Production Water
County Production Assaciated Nonassociated | Total Gas Production
Active | Inactive (bbl) ** Gas (Mcf) Gas (Mcf) (Mcf) (bbl)

Alameda. 6 1 14,601 0 0 0 46,052
Butte. 26 1 0 0 51,839 51,839 420
Colusa 225 129 0 0 9,886,381 9,886,381 104,561
Contra Costa 45 17 454 0 843,518 843,518 8,764
Fresno 1,946 1,571 5,992,763 714,642 357 714,999 66,040,632
Glenn. 259 60 0 0 8,521,530 8,521,530 80,390
Humboldt 26 29 0 0 638,124 638,124 7,420
Kern 42,875 15,803 141,481,290 160,638,575 2,904,518 163,543,093 1,828,374,391
Kings 175 188 137,127 190,197 153,748 343,945 908,558
Los Angeles 3,690 1,552 24,130,729 18,275,394 241,297 18,516,691 798,857,241
Madera 23 18 0 0 967,873 967,873 1,656
Merced 0 3 0 0 0 0 0
Monterey 657 562 7,433,840 1,204,142 0 1,204,142 116,288,726
Orange 1,041 464 4,383,546 2,006,620 0 2,006,620 79,058,939
Sacramento 112 100 21,085 0 8,796,121 8,796,121 141,912
San Benito 18 23 5,007 46,929 7,155 54,084 1,669
San Bernardino 20 18 10,595 111 0 111 2,671
San Joaquin 157 94 184 0 2,970,015 2,970,015 67,689
San Luis Obispo 120 228 414,582 858,768 0 858,768 7,241,378
San Mateo 10 13 1,294 4,675 0 4,675 2,561
Santa Barbara 1,170 1,042 4,595,018 3,274,524 101 3,274,625 105,330,847
Santa Clara 13 2 40,006 39,598 0 39,598 24,765
Solano 126 148 9,932 0 4,796,836 4,796,836 89,955
Stanislaus 2 0 0 0 616,623 616,623 32,201
Sutter 289 130 0 0 10,499,715 10,499,715 114,525
Tehama 111 39 0 0 1,727,083 1,727,083 16,436
Tulare 75 20 48,142 0 0 0 3,954,749
Ventura 1,743 1,263 8,977,459 8,411,316 8,411,316 16,822,632 66,299,114
Yolo 25 56 578 0 229,860 229,860 2,314
Yuba 1 0 0 0 1,006 1,006 0

TOTAL 54,986 23,574 197,698,232 195,665,491 62,265,016 257,930,507 3,073,100,536

* includes well count from Oil & Gas (0G), Dry Gas (DG) and Gas Storage (GS)

** Includes condensate produced from from Dry Gas (DG) and Gas Storage (GS)



