Meeting Date: 10/22/20
Application Numbers: A2079, A2230
Staff: N. Saito, V. Perez

Staff Report 45

APPLICANT:

ORNI' 5 LLC

PROPOSED ACTION:

Issuance of two negotiated State geothermal resources leases

AREA, LAND TYPE, AND LOCATION:

Approximately 2,739 acres of school land (also referred to as lieu land) located
within the Truckhaven geothermal areqa, southwest of the Salton Sea, Imperial
County.

Application A2079: Approximately 2,016 acres of the State’s 100 percent reserved
mineral interest (RMI) school land and State-owned school land (fee-owned land,
where the State retains the surface and minerals), Assessor’'s Parcel Numbers 017-
010-016, 017-010-017, 017-010-027, 017-010-044, 017-010-045, 017-010-048, 017-010-
056, 017-340-003, 017-340-004, 017-340-010, 017-050-013, and 017-970-014, located
within Sections 32 and 34, Township 10 South, Range 10 East, and within Sections 4
and 10, Township 11 South, Range 10 East, SBM. The State, Applicant, and DEVCAL
Corporation each own a portion of the surface lands. See Exhibits A (A2079) and B
(A2079), attached.

Application A2230: Approximately 723 acres of the State’s 100 percent RMI school
land, Assessor’s Parcel Numbers 017-340-011 and 017-340-018, located within
Sections 10 and 16, Township 11 South, Range 10 East, SBM. The California
Department of Parks and Recreation (CDPR) owns the surface lands, known as the
Ocotillo Wells State Vehicular Recreation Area. See Exhibits A (A2230) and B
(A2230), attached.

AUTHORIZED USE:
Application A2079 — geothermal resources lease, allowing surface occupancy and
drilling of up to four geothermal wells on State RMI and fee-owned lands.
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Application A2230 — non-surface occupancy, geothermal resource lease on State
RMI school land underlying CDPR managed surface lands. Only subsurface
directional drilling of up to four wells.

A prospective future geothermal field development project, which involves
construction of powerplants and transmission lines (commercial scale), will require
an amendment to these proposed geothermal leases and must be presented to
the Commission for consideration, and may only be taken under consideration
after further analysis under the California Environmental Quality Act (CEQA).

TERM:

For both leases, a 5-year primary term commencing on November 1, 2020, and for
so long thereafter as geothermal resources are being, or are capable of being,
produced or utilized in commercial quantities from the leased land or a unitf in
which the leased land participates. The proposed leases do not authorize any
development beyond the initial drilling project.

CONSIDERATION:
Annual Rent: $10 per acre. For A2079, annual rent is $20,160 and for A2230, annuall
rent is $7,230. The total annual rent for both leases is $27,390.

Royalty: 3 percent of the gross proceeds from the sale of electrical power; 12.5
percent of the gross revenue received from the sale of steam, brines from which no
minerals have been extracted, and associated gases; and 5 percent of the gross
revenue received from the sale of mineral products or chemical compounds.

SPECIFIC LEASE PROVISIONS:
e Liability Insurance: Policy naming the State as additional insured, with coverage

of at least $2,000,000 per occurrence and a general aggregate limit of at least
$5,000,000.

e Bond: $260,000 in favor of the Commission for each well drilled on or through the
leased land. The bond must be received by the Commission prior to driling a
well. The bond amount is subject to review and adjustment by staff every 5
years.

e Management Fee: By December 1, 2020, the Applicant will execute a standard
reimbursement agreement for $12,000 (per year), covering both leases, with
automatic annual renewals that increase the value by 5 percent per year
thereafter, to cover periodic lease inspections, and the administration and
implementation of the lease terms.
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BACKGROUND:

The Truckhaven area near the Salton Sea is known for geothermal activity and
geothermal prospecting has occurred there since the 1960s. The Applicant’s
ultimate goal is for a full geothermal field development project within the
Truckhaven geothermal area covering multiple surface-owner interests that
includes land owned and managed by the Commission, the U.S. Bureau of Land
Management (BLM), CDPR, and private parties (stakeholders).

In September 2014, the Applicant obtained rights from BLM for numerous leases on
federal lands. The federal leases are around the proposed lease areas
encompassing applications A2079 and A2230. On February 24, 2015, the Applicant,
a subsidiary of Ormat Nevada Inc., applied to the Commission for a negotiated
geothermal resource lease covering a total of 2,739 acres. Public Resources Code
section 6405 grants the Commission sole authority to lease State mineral interests. In
consultation with CDPR, staff separated the Applicant’s project into two proposed
lease areas, to ensure that geothermal drilling does not impair CDPR's surface use.

The Applicant scaled the project to fit the definition of a geothermal drilling project
(pursuant to Public Resources Code section 21065.5), for which CEQA allows the
drilling of up to six wells (includes two wells on private land) to be analyzed
separately from later commercial scale field development. The Applicant has
indicated its intent to pursue commercial field development based on this initial
well drilling program, after additional CEQA analysis is conducted and the required
permitting is obtained. As such, staff recommends issuing the proposed geothermal
leases, as opposed to prospecting permits because, 1) as staff understands, the
wells drilled under the current proposed project would be sized for use in future
commercial production, if later approved by the Commission; 2) the Applicant’s
project financing necessitates longer term land control than prospecting permits
allow (2 years with a one-time 2 year extension); and 3) prior exploration has
indicated evidence of geothermal resources in commercial quantities, making
lease issuance suitable. While drilling is required to identify the specific location of
the best commercial resources, enough prospecting has already occurred to
confirm that commercial resources exist within the lease areas.

Public Resources Code section 6912 states that private surface owners overlying
the State’s RMI have the right, within 4 months of notice that an application has
been received, to file a geothermal lease application. On April 26, 2019, staff
notified the only private surface owner, DEVCAL Corporation, and provided a copy
of the project application. A second notice was sent out on June 26, 2020, by
registered mail. DEVCAL has not raised any objections about the project and is
working with the Applicant.
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As part of CDPR’'s application review, CDPR directed the Applicant to conduct
biological, cultural, and paleontological surveys. Stakeholders participated in
monthly meetings to coordinate and discuss the progress of these surveys. The
surveys commenced in April 2016 and were completed in 2018. The surveys took 2
years due to the Applicant’s budgetary constraints and the intense summer heat,
which limited fieldwork. On December 4, 2018, the Applicant applied to Imperial
County (County), the CEQA lead agency, for a conditional use permit (CUP). The
County adopted a Mitigated Negative Declaration on December 11, 2019.

PROJECT DESCRIPTION:

The Applicant proposes to drill, test, and evaluate for the presence and
characteristics of geothermal resources prior to commencement of a future
geothermal field development project. Overall, the Applicant has received
approvals to drill a total of ten wells within the full scope of the Truckhaven
Geothermal Area: four wells will be on State lands (A2079), two wells on private
lands, and four wells on federal lands (under a separate federal approval). The
scope of driling under the proposed leases is consistent with the plan of
development identified in Imperial County CUP No. 18-0038 and the Mitigated
Negative Declaration adopted by Imperial County for the Truckhaven Geothermal
Exploration Well Project; State Clearinghouse No. 2019119033. Neither the CUP, nor
the proposed leases, authorize any development beyond the initial drilling project.

Separately, the BLM conducted an Environmental Assessment under the National
Environmental Policy Act for exploratory development of the Applicant’s federal
leases. The BLM issued a Record of Decision on May 29, 2020, approving the
development of the four wells on federal lands.

On April 29, 2020, the Commission issued a geophysical permit (Permit 9623.2) to the
Applicant, authorizing preliminary geophysical exploration of a 23.5-square-mile
area (Item Cé7, April 29, 2020). This survey will develop three-dimensional high-
resolution images of the subsurface geologic features within the Truckhaven project
area and confirm the presence of geothermal resources to aid in the subsurface,
bottom hole well placement.

After review of the geophysical survey results, with Commission lease approvals, the
Applicant will drill, complete, test, and monitor the production of the wells. The well
sites are selected based on past geologic investigations going back to the 1980s,
including geologic mapping, geophysical surveys, and temperature gradient holes.
The wells will be drilled, and flow tested to examine and confirm the characteristics
of the underlying geothermal reservoir. These steps can help determine if the
geothermal resource is commercially viable.


https://slcprdwordpressstorage.blob.core.windows.net/wordpressdata/2020/04/04-29-2020_67.pdf
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Each well will be located and constructed with aggregate material purchased
locally on an individual well pad. The well pad will cover an area of 400 feet by 400
feet (except for one well pad that is smaller to avoid sensitive resources) for a total
occupation of 14.8 acres on the area encompassing A2079. Well pad preparation
includes site clearing, digging. piling dirt, preparing drainage, and other activities
necessary for efficient and safe operations. Measures to prevent soil erosion during
construction include the preparation of an erosion plan prior to grading. After 5
years, without a lease amendment, if the primary term of any of the proposed
leases expires and the lease conditions are not satisfied, the Applicant will be
required to plug and abandon all drilled wells and restore the lands, on that lease,
to their original condition.

STAFF ANALYSIS AND RECOMMENDATION:

AUTHORITY:
Public Resources Code sections 6005, 6216, 6301, 6501.1, 6503, 6904, 6913, 6918,
6919, 8701, 21065.5, and 21090.1.

STATE’S BEST INTERESTS:

Public Resources Code section 6217.5 provides that the net revenue from school
lands shall be deposited in the State Treasury to the credit of the State Teachers’
Retirement System. In addition, the leasing, subsequent exploration, and
development of school and lieu lands for geothermal resources will help achieve
California’s goal of increasing electrical generation from renewable sources.

The Applicant eventually seeks to convert heat energy from the geothermal
resources to electrical energy, while preserving the integrity and prolonging the life
cycle of the geothermal reservoir. Geothermal energy provides base load
electricity 24 hours a day, 7 days a week. It is highly reliable, flexible, and produces
no nitrogen oxide emissions and virtually no carbon dioxide (CO2) emissions.

The proposed leases will help the State achieve its ambitious greenhouse gas
emission reduction target of 40 percent below 1990 levels by 2030 (SB 32, 2016) and
renewable energy procurement targets of 60 percent by 2030 and 100 percent by
2045 (SB 100, 2018). Geothermal operations do not involve the production or
burning of fossil fuels and helps the state responsibly transition from dependency on
fossil fuel development and embrace a clean energy future.

Geothermal operations are regulated by federal, state, and county agencies that
include: the BLM (on federal lands), the California Geological Energy Management



Staff Report 45 (continued)

Division (on the proposed lease areas), and Imperial County, as the CEQA lead
agency.

Public Resources Code section 6919 allows the Commission to directly negotiate a
geothermal lease, as opposed to holding a competitive bid or auction, if the
proposed lease areas are determined by the Commission to be unsuitable for
competitive bidding because of such factors as their small size or irregular
configuration, or their inaccessibility from surface drill sites reasonably available or
obtainable.

The proposed lease areas are unsuitable for competitive bidding, and a
negotiated lease is appropriate, due to their irregular configuration within other
holdings under the Applicant’s control. The Applicant has consolidated its holdings
in the Truckhaven area through federal and private leases. The proposed lease
areas are intermingled within these holdings making leasing to different parties (if
any were interested) difficult, as development by different parties could invite
operator conflict given the relatively large number of small sized parcels spread
over the development area. The Applicant has expressed interest in unitizing all
holdings—BLM, private, and State—in order to maximize production while reducing
the development footprint and potential impacts on the CDPR operations within
the Ocotillo Wells State Vehicular Recreation Area. Because the Applicant has the
potential fo develop all the proposed lease areas under one future, contiguous
plan of development and in conjunction with all stakeholders—BLM, private, and
State—staff believes that issuance of the negotiated geothermal leases is
appropriate.

CLIMATE CHANGE:

As stated in Safeguarding California Plan: 2018 Update (California Natural
Resources Agency 2018), climate change is projected to increase the frequency
and severity of natural disasters related to flooding, drought, fires, and storms. The
lease areas are open lands with moderate to low vegetation fuels and are
vulnerable to the above events, including dust storms and flash flooding from
thunderstorms, and to a lesser extent, wildland fires. Although the lease areas and
surrounding lands may be vulnerable to these weather events, these projected
climate change impacts are not expected to affect the use of the lease areas for
geothermal exploration.

The Applicant is responsible for ensuring that the drilling locations are maintained in
a manner that does not contribute to wildland fire hazards. Regular maintenance
of vegetation within the project area and access to the leased lands will help
minimize the threat of fire hazards.



Staff Report 45 (continued)

ENVIRONMENTAL JUSTICE AND TRIBAL CONSULTATION:

Consistent with the Commission’s Environmental Justice Policy, staff evaluated the
location of the proposed lease areas to determine whether environmental
burdens, should there be any, would disproportionately impact nearby
communities. Staff also engaged with the environmental justice communities for
comments and ideas about the proposed leases and any related impacts that can
be lessened or avoided on those communities. Using the CalEnviroScreen 3.0
program, managed by the California Office of Environmental Health Hazard
Assessment, staff idenftified the census fract covering the proposed lease areas
along with adjacent fracts bearing environmental burdens, in certain categories,
higher than most other census tracts in the State.

Based on the identified environmental burdens, staff conducted outreach to
environmental justice communities and sought input on the proposed geothermal
leases. In March and April, staff contacted, via letter and email, 45 individuals and
representatives of environmental justice organizations to notify them about the
applications and to solicit comments. One environmental justice group (EJ group),
reached out to staff for a teleconference.

During an April 3, 2020, teleconference meeting, representatives of that EJ group
expressed concerns about associated hazardous materials and waste from the
geothermal development and the impact to regional air and water quality. There
was also concern about the environmental burdens on the community associated
with the infended future geothermal field development project, which will be
considered under a separate CEQA document, as noted above, (e.g., fraffic due
to project activity, hazardous material use, and waste transportation) without
receiving project benefits (e.g., employment and reduced energy rates). The
group also expressed frustration with the lack of early community engagement
during the County environmental review process.

On July 10, 2020, staff had a second meeting with the EJ group to address and
clarify the concerns above. Staff shared the following information with the EJ

group:

e Additional development, associated with the production and fransmission of
electricity, is not authorized under the two leases proposed in this application.

e Concerns associated with the drilling operation are outlined and addressed in
the adopted mitigation measures, approved during the April 2020 Commission
geophysical permit approval.

e The proposed leases require the Applicant to develop and submit to staff an
environmental justice community engagement and outreach plan to
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meaningfully engage the community before and during environmental review
for any additional development activity that expands beyond the drilling
activity presently proposed for Commission consideration.

e For geothermal development, staff committed to developing a flow chart
illustrating the State agencies that are involved in the entitlement process.

o This flow chart will identify the various agencies involved in the leasing,
permitting, and development of geothermal projects, as well as highlighting
where opportunities for public comment will occur.

e During the October 22, 2020 Commission Meeting, the Applicant plans to
present information on the project’s associated employment and job
opportunities.

In closing, the EJ group expressed support for the addition of an engagement plan
agreeing that this would allow staff to engage the community proactively and
meaningfully, if there is additional geothermal development. The EJ group
acknowledged that the Commission plans to consider approval for the drilling
project at the October 22, 2020 meeting, and that staff will keep the EJ group
informed of any new advancement, development, and further CEQA
consideration.

The County, as the CEQA lead agency and pursuant to AB 52, conducted
outreach and Consultation with California Native American Tribes, and evaluated
potential impacts to Tribal Cultural Resources. However, consistent with the
Commission’s Environmental Justice Policy, which recognizes the unique burdens
and equity challenges faced by Tribal communities, staff sent outreach letters to
the fifteen culturally- and geographically-affiliated Native American Tribes inviting
them to engage or Consult on the proposed project. Staff did not receive any
requests for Consultation or comments on the proposed project from the notified
Tribes.

CONCLUSION:
For all the reasons above, staff believes the proposed leases are in the State’s best
interests and recommends approval.

OTHER PERTINENT INFORMATION:

1. Approval or denial of the applications is a discretionary action by the
Commission. Each time the Commission approves or rejects a use of school
land, it exercises legislatively delegated authority and responsibility as trustee of
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the State's school land, as authorized by law. If the Commission denies the
application, the Applicant will not be able to drill on or underneath the leased
land. Upon expiration or prior termination of the leases, the Lessee will have no
right to a new lease or to renewal of any previous lease.

2. This action is consistent with Strategy 1.1 of the Commission’s Strategic Plan to
deliver the highest level of public health and safety in the protection,
preservation and responsible economic use of the lands and resources under
the Commission’s jurisdiction; Strategy 1.4 of the Commission’s Strategic Plan to
incorporate strategies to address climate change, adapt to sea-level rise,
incentivize water conservation, and reduce greenhouse gas emissions and the
generation of litter and marine debris into all the Commission’s planning
processes, project analyses and decisions; Strategy 2.1, to optimize returns for
the responsible development and use of State lands and resources; and
Strategy 3.2 of the Commission’s Strategic Plan to commit to early and
meaningful coordination and collaboration with local, state and federal
agencies, California Native American Tribes, and local and regional
communities and all individuals disproportionately impacted by environmental
pollution.

3. A Mitigated Negative Declaration, State Clearinghouse No. 2019119033, and a
Mitigation Monitoring Program (MMP) were prepared and adopted by Imperial
County on December 11, 2019. Staff reviewed these documents and prepared
an independent MMP incorporating the County’s document that the
Commission previously adopted on April 29, 2020 (ltem Cé67, April 29, 2020). The
MMP remains in full force and effect. Staff recommends that the Commission
find that no additional CEQA analysis is required.

4. This activity involves lands which have NOT been identified as possessing
significant environmental values pursuant to Public Resources Code section 6370
et seq.; however, the Commission has declared that all lands are significant by
nature of their public ownership (as opposed to environmentally significant).
Since such declaration of significance is not based upon the requirements and
criteria of Public Resources Code section 6370 et seq., use classifications for such
lands have not been designated. Therefore, the finding of the project’s
consistency with the use classification as required by California Code of
Regulations, title 2, section 2954 is not applicable.

EXHIBITS:

A. A2079, A2230 Land Description
B. A2079, A2230 Site and Location Map
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C. A2079, A2230 Geothermal Resources Leases

RECOMMENDED ACTION:

It is recommended that the Commission:

CEQA FINDING:

Find that a Mitigated Negative Declaration, State Clearinghouse No. 2019119033,
was prepared by Imperial County and adopted on December 11, 2019, and that
the Commission has reviewed and considered the information contained therein;
that the Commission adopted an MMP at its April 29, 2020, meeting that remains in
full force and effect; that in the Commission’s independent judgment, the scope of
activities to be carried out under the leases has been adequately analyzed; that
none of the events specified in Public Resources Code section 21166 or the State
CEQA Guidelines section 15162 resulting in any new or substantially more severe
significant impact will occur and, therefore no additional CEQA analysis is required.

STATE’S BEST INTERESTS:
Find that the issuance of the two proposed leases is in the best interests of the State.

AUTHORIZATION:

1. Find that the lands proposed for leasing are unsuitable for competitive bidding
because of their iregular configuration and their inaccessibility from surface drill
sites reasonably available or obtainable, due to the lands being intermingled
within the Applicant’s federal and private geothermal lease holdings in the
Truckhaven area.

2. Authorize the issuance of a negotiated geothermal resources lease to ORNI 5
LLC, for lands described in Exhibit A-A2079, Land Description, and shown on
Exhibit B-A2079, Site and Location Map (for reference purposes only); for a 5-
year term beginning November 1, 2020, and for so long thereafter as
geothermal resources are being, or are capable of being, produced or utilized,
in commercial quantities from the leased land or from lands unitized; for a
geothermal drilling project, with a lease amendment required for a future
geothermal field development project.

3. Authorize the issuance of a negotiated non-surface occupancy geothermal

resources lease to ORNI 5 LLC, for lands described in Exhibit A-A2230, Land
Description, and shown on Exhibit B-A2230, Site and Location Map (for reference

10
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purposes only); for a 5-year term beginning November 1, 2020, and for so long
thereafter as geothermal resources are being, or are capable of being,
produced or utilized, in commercial quantities from the leased land or from
lands unitized; for a geothermal drilling project, with a lease amendment
required for a future geothermal field development project.

11



EXHIBIT A
A 2079
LAND DESCRIPTION

Six parcels of State School and Lieu Lands in Imperial County, State of California, more
particularly described as follows:

PARCEL 1

That portion of Section 32 Township 10 South, Range 10 East, San Bernardino
Meridian, as shown on that Official Township Survey Plat approved October 6, 1856,
Imperial County described as PARCEL FOUR in that certain Grant Deed recorded on
November 13, 2014 in Document 2014022678 in Official Records, Imperial County.

PARCEL 2

That portion of Section 32 Township 10 South, Range 10 East, San Berhardino
Meridian, as shown on that Official Township Survey Plat approved October 6, 1856,
Imperial County described as PARCEL SEVEN in that certain Grant Deed recorded on
November 13, 2014 in Document 2014022678 in Official Records, Imperial County.

PARCEL 3

South %2 of Section 34 Township 10 South, Range 10 East, San Bernardino Meridian, -
as shown on that Official Township Survey Plat approved October 6, 1856, Imperial
County.

PARCELS 4 and 5

All of Section 4 Township 11 South, Range 10 East, San Bernardino Meridian, as
shown on that Official Township Survey Plat approved June 4, 1856, Imperial County.

EXCEPTING THEREFROM ény portion of land lying within the right-of-way of State
Highway 86.
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PARCEL 6

That portion of Section 10 Township 11 South, Range 10 East, San Bernardino

Meridian, as shown on that Official Township Survey Plat approved June 4, 1856 lying

northeasterly of the northeasterly right-of-way boundary line of State Highway 86.
END OF DESCRIPTION

Prepared 02/11/2020 by the California State Lands Commission Boundary Unit.
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EXHIBIT A

A 2230
LAND DESCRIPTION

Two parcels of State School and Lieu Lands in Imperial County, State of California,
more particularly described as follows:

PARCEL 1

All Section 16 Township 11 South, Range 10 East, San Bernardino Meridian, as shown
on that Official Township Survey Plat approved June 4, 1856, Imperial County.

PARCEL 2
That portion of Section 10 Township 11 South, Range 10 East, San Bernardino
Meridian, as shown on that Official Township Survey Plat approved June 4, 1856 lying
westerly of the westerly right-of-way line of State Highway 86.

END OF DESCRIPTION

Prepared 01/15/2020 by the California State Lands Commission Boundary Unit.
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