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OUTER CONTINENTAL SHELF (OCS) OIL AND
GAS ISSUES

Monday, May 14, 2001
U.S. House of Representatives
Subcommittee on Energy and Mineral Resources
Committee on Resources
New Orleans, Louisiana

The Subcommittee met, pursuant to call, at 2:35 p.m., in Room
101, TRAC Building, University of New Orleans, 2000 Lakeshore
Drive, New Orleans, Louisiana, the Honorable Barbara Cubin,
Chairman of the Subcommittee, presiding.

Ms. CUBIN. The Committee on Energy and Mineral Resources
will please come to order.

I would like to start off by asking unanimous consent that our
colleague, David Vitter, sit at the table with us today and be al-
lowed to ask questions as a member of the Subcommittee.

We have a lot of people to talk to and to hear from, so we are
just going to get started right away. I would like to introduce Con-
gressman Jim Gibbons from Nevada. Right now there are two Rep-
resentatives from Nevada; one is Las Vegas and Jim is all the rest.

[Laughter.]

Mr. GIBBONS. 99.8 percent of the State.

Ms. CUBIN. That is right. And how many thousand square miles?

Mr. GIBBONS. 110,000.

Ms. CUBIN. And I am Barbara Cubin, I represent the entire state
of Wyoming. We have one Congressman. We do have three
Senators—

[Laughter.]

Ms. CUBIN. We are the least populated state, but we have three
Senators, we have two that were elected and then the Vice Presi-
dent, so you know, that is three. But it only takes one woman to
do the job so it is not a problem at all.

[Laughter and applause.]

STATEMENT OF THE HON. BARBARA CUBIN, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF WYOMING

Ms. CUBIN. Anyway, it is time to get started, we have a lot of
work to do.

I want to thank all of you for being here.

Today’s hearing is the sixth in a series of oversight hearings
which The Energy and Mineral Resources Subcommittee has con-

o))



2

ducted to examine issues concerning energy supplies from our pub-
lic lands, including the outer continental shelf.

We have come to New Orleans at the invitation of members of
the Louisiana delegation, including my dear friend Billy Tauzin,
who would be with us today but he is ill. He is in Washington with
a sinus and ear infection and cannot go up in a plane with the
pressure. Also, David Vitter, I am delighted that he is here with
us today and we are here in large part because of his invitation as
well.

Several of our hearings that we have held in Washington, D.C.
have included testimony about the energy contribution of sub-
merged lands of the outer continental shelf, or the OCS, as you
know it. But we have not dedicated an entire hearing to learning
about the potential for new oil and gas supplies, as well as the con-
straints upon their development, which certainly in the land where
I live, I am very aware of those constraints and very aware of those
prohibitions to access. So that is why we are here today, I want to
be able to learn as much as we can so we can put this in the mix
and try to meet our nation’s energy needs.

We have invited a large number of witnesses to testify today
about these matters, so I will be brief.

I would like to say to those of you who do not know that much
about Wyoming, Wyoming is the leading Federal mineral royalty
recipient in the country. I think we get about $280 or $290 million
a year in Federal mineral royalties, primarily from coal, but we are
also a large oil producer and a big gas producer as well. Coalbed
methane is another unconventional gas project that really is put-
ting Wyoming on the map as far as on-shore hydrocarbon explo-
ration. So I am not without knowledge on these issues but we do
it on dry land, often very dry land.

[Laughter.]

Ms. CUBIN. Louisiana’s energy contribution to the nation is enor-
mous, especially when the Federal waters off your coastline are
factored in. I appreciate what it means to your economy and I ap-
preciate what it means to your environment, as you struggle to try
to help give an energy hungry nation the supplies that it needs,
while maintaining the infrastructure at the same time—it certainly
is a challenge. And yes, I do agree that the coastal states which
host oil and gas production off their shorelines ought to receive a
portion of the Federal revenues generated by this activity in the
same manner that public states like mine share in the gross re-
ceipts with the Federal Government.

I mention this because, as Congressman Tauzin knows, I was op-
posed to the broader effort of CARA to redistribute royalties. I can-
not, in my wildest imagination, understand why we should make
Towa a coastal state.

[Laughter.]

Ms. CUBIN. But I do believe that a portion of the royalties that
are produced offshore ought to go to the states that have explo-
ration and production so they get some of that money to deal with
the environmental issues that they have, the infrastructure issues
that they have. And I will work for that with Representative Tau-
zin and with Representative Vitter.
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The other thing that—well that is enough as far as—we will talk
about CARA later.

We are here today to learn about how the OCS can supply addi-
tional oil and gas to stave off an energy supply and demand imbal-
ance, and what we can do in Congress to help do this in a timely
manner, and what we should not do if our goal is to be self-
sufficient in gas from our North American sources. These are sim-
ple questions, but they have tough answers.

[The prepared statement of Mrs. Cubin follows:]

Statement of The Honorable Barbara Cubin, Chairman, Subcommittee on
Energy and Mineral Resources

Today’s hearing is the sixth in a series of oversight hearings which the Energy
and Mineral Resources Subcommittee has conducted to examine issues concerning
energy supplies from our public lands, including the outer continental shelf. We
have come to New Orleans at the invitation of Members of the Louisiana congres-
sional delegation, including my dear friend Billy Tauzin, a valued member of the
Subcommittee, and the chairman of the Energy and Commerce Committee upon
which I also serve.

Several of our hearings in Washington, DC, have included testimony about the
energy contribution of the submerged lands of the outer continental shelf or OCS.
But, we have not dedicated an entire hearing to learning about the potential for new
oil and gas supplies, as well as constraints upon their development, in the various
regions surrounding our Nation’s coastline. Until today, that is.

We have invited a large number of witnesses to testify about such matters, so I
will be very brief in these remarks, such that we will have time to listen to these
experts. I would like to say to those who don’t know me, that I represent the energy-
rich state of Wyoming. We lead the nation in coal production most years, and oil
and gas production has been very important to our economy in the Cowboy State
for decades. Coalbed methane and other “unconventional” gas projects are putting
Wyoming in the forefront of onshore hydrocarbon exploration. So, I am not without
some knowledge on these issues, but we do it on dry land - often very dry.

Louisiana’s energy contribution to the nation is enormous, especially when the
Federal waters off your coastline is factored in. I appreciate what this means to your
economy and your environment as you struggle to give an energy-hungry nation
what it wants while maintaining the infrastructure to do so.

So, yes I do agree that coastal states which host oil and gas production off their
shorelines ought to receive a portion of the Federal revenues generated by this ac-
tivity, in the same manner that public land states like mine share lease receipts
with the Federal Government. I mention this because Congressman Tauzin knows
I opposed the broader effort to redistribute royalties in legislation which passed the
House last year known as CARA. But I did so for other reasons, one of which was
the issue of rewarding coastal states which oppose exploration and development off
their coastlines with a portion of OCS receipts derived from the central and western
Gulf of Mexico.

But, I digress. We are here today to learn about how the OCS can supply addi-
tional oil and gas to stave off an energy supply and demand imbalance. What can
Congress do to bring this potential to bear in a timely manner? And what should
we not do if our goal is to be self- sufficient in natural gas from our North American
sources? Simple questions with tough answers, no doubt.

Ms. CUBIN. So with that, I would like to recognize the Vice
Chairman of this Subcommittee for any opening comments that he
might have.

STATEMENT OF THE HON. JIM GIBBONS, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NEVADA

Mr. GiBBONS. Thank you, Madam Chairman. It is indeed a pleas-
ure to be here.
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And since you were bragging on Wyoming, it is only my fair
share to brag on Nevada a little bit, but as the only geologist in
Congress—

Ms. CUBIN. I am the only chemist.

[Laughter.]

Mr. GiBBONS. I want to share with you my—

Mr. VITTER. I am the only lawyer.

[Laughter.]

Mr. GiBBONS. That is one too many.

Ms. CUBIN. We wish you were the only lawyer.

Mr. GiBBONS. But I wanted to say that Nevada is not a coastal
state either, but we will be, just as soon as the San Andreas fault
moves California up north off the Oregon coast.

Ms. CUBIN. And if you will allow drilling off your shores, I will
see to it you get some money too.

Mr. GIBBONS. Then we will allow drilling off our shores for oil
and gas.

Nevada is not richly abundant in oil and gas. We do have some
oil and gas. As a measure of pride, we have the largest producing
single oil well I think in the United States, but we only have one
of those, so it does not help out a lot. We have a lot of gold.

Ms. CUBIN. Yes, you do.

Mr. GIBBONS. And we will trade gold for your oil.

But anyway, it is great to be here, and I do not want to take up
a lot of time because I know the time is short and we have a lot
of people who are spending their day here listening to us.

Ms. CUBIN. The Chair now recognizes Mr. Vitter.

STATEMENT OF THE HON. DAVID VITTER, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF LOUISIANA

Mr. VITTER. Thank you, Madam Chairman. Thank you for in-
cluding me in this hearing, I appreciate the invitation. I have been
looking forward to being here.

When you were talking about the three Senators from your state,
I was not even thinking of the Vice President, I assumed you
meant yourself, since you were elected statewide and do the work
of those two other guys in the other chamber. But it is a pleasure
to be here.

I wanted to make a few very brief points. I am absolutely con-
vinced that this issue of development of the outer continental shelf,
and specifically OCS Lease Sale 181 is absolutely crucial as we
begin this debate about a national energy policy. And if we do not
effectively move forward as is planed with OCS Lease Sale 181, in
particular, I think we have no credibility to talk or act about do-
mestic production in any other region, because here in the Gulf is
where it has been proven to work and to be able to be done in a
responsible and ecologically careful manner. So if we are not going
to move forward here, I do not know we can even begin to talk
about ANWR or anything else. And that is why I think this is so
important, for not only the Gulf region, Louisiana and other states,
but for our national energy policy. I also think it is extremely im-
portant in terms of our national security. Steven Ambrose is from
this university, UNO, great author—Undaunted Courage, Eisen-
hower, many other books. Before he wrote those books and became
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more famous, he wrote a book called A Rise to Globalism, which
compares America in 1988 to America in 1939.

In 1939, we produced all of our own oil, all of our own auto-
mobiles, all of our own electronics. But we had a minuscule stand-
ing army, the 18th largest in the world entering World War II be-
fore we built up for that. And the fact that we had this incredible
industrial base allowed us to virtually overnight go from the 18th
largest army to something that literally saved the world.

Today, the situation is reversed, and we should ask ourselves in
which situation are we really at more peril. Today, of course, we
have an enormous military and the most effective on earth, but
over half of the fuel that military uses comes from foreign coun-
tries—56 percent of our oil supply comes from overseas, a 20 per-
cent increase from the 1973 Arab oil embargo levels and 10 percent
more than just in 1991, with the outbreak of the Gulf War.

So which situation is more perilous, that situation or in 1939?
And also, you know, I am very sensitive and concerned about eco-
logical issues, but those people who raise them about OCS Lease
Sale 181 in particular should come down here and go fishing off the
Louisiana coast, because you know what, the best spots are right
under oil rigs and other associated structures in the Gulf of Mexico.
And that, in a very simple but straight-forward and vivid way
makes the point that we can and are doing this very responsibly.

So with that, let me stop and I look forward to the comments of
our witnesses.

Ms. CuBIN. Thank you, Congressman Vitter.

I would now like to introduce our first panel. We have with us
today, the Honorable Hunt Downer, State Representative for the
State of Louisiana; the Honorable Guido DeHoratiis—I hope I am
saying these names correctly and if I am not, please correct me—
who is the Acting Deputy Assistant Secretary for Natural Gas Pe-
troleum Technology with the Department of Energy; the Honorable
Jack Caldwell, Secretary of the Louisiana Department of Natural
Resources; Mr. Ted Falgout, Executive Director of the Port
Fourchon. I will start now—well, first of all, I would like to remind
the witnesses that your oral testimony is limited to 5 minutes, sig-
naling lights will be running. But your written statement will ap-
pear in its entirety in the record.

Mr. Downer.

STATEMENT OF THE HONORABLE HUNT DOWNER, STATE
REPRESENTATIVE, STATE OF LOUISIANA

Mr. DOWNER. Madam Chairman, thank you and welcome to
Louisiana and welcome—thank you for the pronunciation correctly
of all of those names, including Billy Tauzin. So you did good.

[Laughter.]

Mr. DOWNER. Let me just be brief. We are in session, so I will
have to excuse myself after. We are doing the appropriations bill
as we talk and you know how that is if you are not there, some-
thing happens, generally not good to you.

I thought I would just speak to you just very briefly today as a
26-year veteran of the state legislature, coming out of south
Louisiana, the area that is impacted most by oil and gas explo-
ration, and is probably the only legislator in the State House who
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is a former roughneck, roustabout—I did any job in the oil field I
could in order to work my way through college. With that in mind,
I have seen it.

What has happened to us in Louisiana, as my former colleague,
Congressman Vitter, knows, our infrastructure is taxed to the max.
We can no longer handle it. If we could do more oil and gas drilling
offshore—we are already doing over 80 percent of it—we just can-
not get it to the market. Our highway infrastructure is really seri-
ously lacking. It needs to be modernized. We cannot build the roads
fast enough, but furthermore, we cannot afford them—that is, our
state budget. At one time, we were getting over 40 percent of our
state general fund revenue from oil and gas. We are now down to
under 9 percent. A lot due to inflation, but with oil and gas prices
waxing and waning, you know, long term commitment on bonds
and infrastructure for that takes time.

What we see is pretty much what you were laughing, sir, about
the San Andreas fault. I explain to my colleagues when we need
money in the southern part of the state that if they do not give us
the money to protect our land loss and to work with our coastal
restoration, that my legislative district will be moving north, and
I do plan to run again. Which helps them understand why they
should put money in the south.

[Laughter.]

Mr. DOWNER. And we actually are looking for a partner.
Louisiana, from the state perspective—during my tenure as the
Speaker of the House, I traveled the state. We have oil and gas in
the northern part of the state, but nothing like the southern part.
What we need is a partner, we want to partnership with the Fed-
eral Government in order that we can work together to address the
natural—the energy problems and issues of this country. It is a
shame to say when we have to depend so much on foreign oil and
gas, and we look every day at the newspaper to see what is the
price of oil in OPEC to determine for us our state budget, number
one; and then secondly, to see whether or not we are going to have
enough oil and gas at the pumps, what are the prices.

I guess my concern is more from the need. As we address oil and
gas exploration, not only do we need a national energy policy, we
need to formulate state energy policies that complement and work
with the overall energy policy. No longer can we think parochial.
It is in our backyard. No longer can Louisiana, as one of the seven
or eight states—and I am sure Secretary Caldwell will give more
on that—can Louisiana bear the brunt of producing the oil and gas
for the rest of the country. We need help. Now we can try to meet
those needs, but to do that, we will need some help in that partner-
ship.

Congressman Vitter was one of those who, even though his dis-
trict when he was in the state legislature was from the city, he un-
derstood our needs and worked with us. He was, as we said, one
of the friendly votes when we got to those issues.

You will hear from Mr Ted Falgout, who let me tell you, he is
where it is happening at Port Fourchon, and what is happening off-
shore. It must come through them.

Secretary Caldwell hails from Lafayette, Louisiana, former oil
and gas attorney before coming to the state as the Secretary.
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We all speak from practical experience. And I must apologize
first to your Committee for not having written comments. In the
state legislature, if someone asks you for written comments, you
sure would not let them be a witness, because you knew they
would talk too long. We want to keep them short and brief.

But I guess my whole thrust is we need help in a partnership,
in an infrastructure. You have seen it on dry land, you ought to
see it offshore. Once you pull it out of the ground, you have got to
move it, it has got to go either through a pipeline, through a barge
or some way. And then once we get it to land, not only is it the
oil and gas, it is the support services, which is a large segment of
our energy industry—it 1s the support services, but you have got
to have a jumping off point and that is—for example, Port
Fourchon, our port, the LOOP, Louisiana Offshore Oil Petroleum,
the largest port to bring in those super-tankers. But they are not
bringing super tankers in with U.S. produced products, it is foreign
crude oil. And with that, of course, in your infrastructure, you need
your refineries. You have got to be able to get a product to a refin-
ery and then after it is at the refinery, you have got to get it out
to the distribution points, to the supply points. All of that takes
highways, rail or inland barge or waterways.

Be glad to answer any questions. Want to thank you for your
time. Good to see you again, David and I will take care of your dis-
trict. Thank you.

Ms. CUBIN. Thank you, Representative Downer.

The Chair now recognizes Secretary Caldwell.

Mr. DOwWNER. With your permission, may I be excused?

Ms. CUBIN. Yes, and thank you for being here.

Mr. DOWNER. And welcome again, to Louisiana. We would love
to take you around and show you more of our state.

Ms. CuBIN. Wish we had the time to do that.

Mr. DOWNER. Thank you.

Ms. CUBIN. Thank you.

STATEMENT OF THE HONORABLE JACK CALDWELL,
SECRETARY, LOUISIANA DEPARTMENT OF NATURAL
RESOURCES

Mr. CALDWELL. Madam Chairman, members of the Committee—

Mr. DOWNER. Your budget is all right, Mr. Secretary.

Mr. CALDWELL. Thank you. Glad I got one vote anyway.

[Laughter.]

Mr. CALDWELL. —as Secretary of the Louisiana Department of
Natural Resources, I also have the honor to serve on the Minerals
Management Service Policy Committee and more specifically on the
Natural Gas Subcommittee, which has recently submitted rec-
ommendations concerning natural gas policy on the OCS and we
are hopeful that some of our recommendations may be incorporated
into the President’s energy policy, which is coming out this Thurs-
day, as you know.

So we see, as many people do, that natural gas is the fuel of the
future. It is not only fuel efficient, it is environmentally friendly
and the demand is increasing tremendously and is predicted to in-
crease even more. The prediction is in the next 10 years production
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of—demand for natural gas is going to go up by 50 percent from
20 Bcf per year, a trillion cubic feet, up to 30.

The problem is we are falling behind. Since 1993, the number of
wells drilled has gone from 10,000 a year to 15,000 a year, that is
a 50 percent increase but they are not finding as much gas. And
the gas reserves have only increased from 61 billion to 67. So at
that rate, we are not going to get it done.

So something must be done. What is it? The answer is obvious,
as Representative Vitter has mentioned. We must drill on the rest
of the OCS. Louisiana alone cannot provide the gas that is going
to be needed. At the present time, up to date, offshore Louisiana
has provided 88 percent of all of the oil produced on all of the off-
shore. Also, Louisiana offshore has produced 82 percent of all of the
natural gas that has ever been produced.

So what our gas policy committee has recommended is that in
order to enlighten the debate in the other states, in the other off-
shore areas, that the Federal Government should begin a seismic
exploration program to develop pilot seismic studies so we can find
out what is out there and what can be done, and also to develop
and continue to improve the environmentally friendly methods of
drilling, which is getting better all the time.

Right here on Lake Pontchartrain, Louisiana has a moratorium
on drilling in the lake, but we are studying environmentally safe
methods of doing directional and horizontal drilling from the shore
and we hope—we are going to base that on seismic exploration of
the lake so we can make informed decisions about it.

So what can be done offshore? There are still tremendous re-
serves of gas offshore, even on the shelf, but they are deep, deep
sands. And we must have incentives to develop the deeper sands
on the shelf as well as the deep water sands offshore.

Now the MMS has recently adopted a royalty incentive program
whereby the first 20 billion cubic feet is royalty free. But it needs
to be strengthened. That is not enough because it taps out when
the price hits $3.50. That is just not enough incentive and we must
develop those reserves. Also, the tax problem you mentioned on the
coal bed methane tax relief program, that was highly successful
and that should be adapted for natural gas drilling in the OCS
area.

The other thing I want to emphasize today is the need for infra-
structure that Mr. Downer mentioned. If you look at the map, this
is a 1986 map that shows the pipelines crossing the coastline.
Today it looks like a bowl of spaghetti. I have attached today’s map
to my testimony and the number of pipelines is enormous. At the
same time, the coast is receding and all of this infrastructure is
being exposed to tremendous danger from hurricanes. Twenty per-
cent of all the U.S. production of oil, both by tanker, barge or pipe-
line crosses this coast. So I welcome your support, Madam Chair-
man, for additional help to the producing states to address the
looming catastrophe of failing to do anything on our eroding coast.

Thank you.

Ms. CUBIN. Thank you, Secretary Caldwell.

[The prepared statement of Mr. Caldwell follows:]
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Testimony for the United States House of Representatives Committfee on Resources
Subcommittee on Energy and Mineral Resources
Submitted by
Jack C. Caldwell, Secretary, Louisiana Department of Natural Resources
May 14, 2001 ’

Many critical issues face the future development of oil and gas development in the OCS, particularly
if the full potential of the OCS is to ever be realized, many of which are mentioned below.

Natural gas is touted as the fuel of the future. Current demand for natural gas is 22 trillion cubic feet
per year. The National Petroleum Council projection for 2010, just ten years away is for a demand
of 30 trillion cubic feet. Where is all of this gas going to come from? Natural gas is a wonderful
fuel, feedstock, and energy source, but it has to be produced from somewhere. The OCS is looked
to as a key component of the supply source, but action is needed if the OCS is to supply its
proportionate share of this future supply. Something has to be done to reverse the current decline
rate. Deep water slope production is not adding to the production base as quickly as the shelf
production is declining.

Nationwide, drilling has increased significantly over the past seven years, but gas deliverability is
not keeping up with demand for gas. As Figure 1 shows, between 1993 and 2000, the number of
gas wells drilled in the U.S. has increased more than 50% from about 10,000 per year to 15,000, but
average daily natural gas production has grown by only a little over 10% from about 61 billion cubic
feet per day to 67.5 billion cubic feet per day.

Figure 1
U.S. NATURAL GAS DELIVERABILITY CAPACITY HAS NOT KEPT PACE WITH ECONOMIC GROWTH
AND DEMAND
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For the full potential of the OCS 1o be contemplated, all areas of the OCS must be opened up to
exploration and production. The U.8. cannot pretend to have a comprehensive OCS development
policy when most of the coastal waters of the U.S. are off limits to exploration. The Louisiana OCS
territory is the most extensively developed and matured OCS territory in the U.S. Louisiana OCS
territory has produced 88.1% of the 12.8 billion barrels of crude il and condensate and 82.9% of
the 139 trillion cubic feet of natural gas extracted from all OCS territories from the beginning of time
through the end of 2000. But, Louisiana OCS gas production peaked at 4.16 trillion cubic feet in
1979 and was at 4.1 trillion cubic feet in 2000. It is illogical to continue to base the future OCS
contribution to the nation’s energy supply almost entirely on production in the central and western
areas of the Gulf of Mexico, while keeping the eastern Gulf, the entire Atlantic coast, and the Pacific
Coast off limits to future exploration and development.

Not only is the Louisiana (Central Gulf) a mature producing area, but the infrastructure is aging and
in need of attention. The offshore and onshore pipeline infrastructure is old, with some of it
deteriorating. There is a need to expand the capacity of pipelines to handle hoped for increases in
production volumes of oil and gas. The onshore support infrastructure is in need of substantial
improvement and modernization.

To fully develop the OCS potential, we must develop the deep reservoirs. Shallow deposits have
been widely exploited; whereas the deep deposits have gone almost untouched. An immense
resource base lies at subsurface depths of 20,000 feet or more as shown in Figure 2.

Figure 2
ESTIMATED NATURAL GAS RESERVES IN THE
15,000 - 30,000 FOOT DEPTH RANGE, LOWER 48 AND ALASKA

Drilling Probable  Possible  Speculative Total Louisiana
Lower 48 Depth Resources Resources Resources Resources Most Likely
On shore  15-30,000 ft 26,005 42,315 49,403 117,723 30,275
Water Depth
Offshore 0-200m 10.295 27.580 14,650 52,525 35810
Sum - Lower 48 36,300 69,895 64,053 170,248 66,085
Drilling Probable  Possible  Speculative  Total
Alaska Depth Resources Resources Resources — Resources
On shore  15-30,000 ft 0 0 0 0
Water Depth
Offshore 0-200 m 2400 12,700 50,350 65,450
Sum - Alaska 2,400 12,700 50,350 65,450
Totals 38,700 82,595 114,403 235,698

Table $9. Potential Gas Committes estimates of traditional natursl gas resources by Area,
December 31, 1998 {(Most Likely Values, biflion cubic feet}
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To tap this vast deep resource base, we need to be drilling something in the range of 300 wells per
year below 20,000 feet rather than the current 30 shown in Figure 3.

Figure 3
DEEP DRILLING IN THE U.S. AND IN LOUISIANA -
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Unfortunately deep drilling costs increase exponentially with the subsurface depth as shown in
Figure 4.

Figure 4
Drilling Costs Increase Exponentially with Subsurface Depth
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To counteract this extremely high cost, MMS should consider expanding the Deep Gas Initiative
introduced for Central Gulf Lease Sale 178 and proposed Western Gulf Sale 180, which elfiminates
royalty for the first 20 billion cubic feet of gas production from leases at greater than 15,000 foot
depth until a gas price trigger limit of $3.50 per million Btu’s is reached. Expanding the price limit
to something like $5.00 - $7.00 per million Btu’s is warranted for this expensive drilling domain.
Tt would also be high enough to get some attention in times like today when the spot market price
of gas is well above $3.50.

The unconventional gas incentives for coal bed methane and tight sands gas production is an
excellent precedent for establishing a deep gas incentive for onshore and offshore drilling. The 1979
Section 29 Federal Tax Credit bill generated a $60 billion investment in the recovery of coal bed
methane.

Development of new technology and greater penetration of existing state of the art technology in the
field is needed to fully develop the potential of the OCS. Some of this new technology that is still
expanding its application and capabilities include:

Directional drilling

3-D seismic

4-D seismic

Slimhole drilling

Horizontal drilling

Measurement-while-drilling techniques

Improved drill bits

Advanced synthetic drilling fluids

Corrosion resistant alloys

Improved completion and simulation technology

Improved offshore and deepwater drifling and completion technology
Better reservoir management

Non-damaging fluids

Advanced hardware for high efficiency directional drilling with quicker penetration and lower
cost

Finally, but not least important, addressing environmental impacts and perceptions of offshore
development on onshore ecosystems and life needs to be adequately addressed by placing more
attention and funding for impact assessment and amelioration.
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I would like to welcome Congressman William Jefferson. I am
sure you all are familiar with him.

If you would like to give an opening statement, Congressman, we
will take time to do that now or we can continue with the testi-
mony and you can do it after the panel is finished, whatever you
prefer.

STATEMENT OF THE HONORABLE WILLIAM JEFFERSON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
LOUISIANA

Mr. JEFFERSON. Thank you, Madam Chair, let me speak very
briefly.

I am, as you know, not a member of this particular Committee
or Subcommittee, but this is an area that I have a vital interest
in because it is so important to our state’s economy, so important
to our nation’s energy security.

I, of course, am on the Ways and Means Committee and we are
exploring important alternatives, I believe, to the way we now go
about taxing this industry, to see if we cannot find ways to
incentivize those who invest in drilling and seeking more opportu-
nities for our own energy security. So we are looking at things like
immediate expensing of drilling costs. We are looking at things like
taking off the AMT. We looking at things like accelerating depre-
ciation for capital expenses. Because we noticed that although
prices have increased since 1999, I guess, there has been no appre-
ciable increase in drilling activity, largely because there is still
deep concern about the security of investing in this area. And we
want to incentivize those who—we know a lot of the money that
goes to drilling comes from folks who are not necessarily in the
business, but who are investing in the business. And so we have
to incentivize them to get more involved in it.

And from where I stand on the Ways and Means Committee, I
just wanted to let you know that we are already holding hearings
on our Select Committee on Revenue, already looking at these
issues and going to make, I think, some important statements
about them fairly soon. So I hope they will address some of the
needs that are going to be talked about here today.

I am talking almost breathlessly, both because I have to consider
the admonition of the Chairwoman to get things done here quickly,
but also because I have to catch a plane to Washington. So all
these things at one time. But I wanted to come by and let you
know that we are definitely committed to working in an area where
I work trying to find some answers that can get some immediate
relief and some immediate incentives to develop more energy in
deep water in Louisiana. So thank you very much for letting me
make those remarks. Thank you.

Ms. CuBIN. Thank you, Congressman.

Mr. JEFFERSON. And forgive me if I leave before this is over.

Ms. CuBIN. You will not be the first one to have left.

[Laughter.]

Ms. CUBIN. The Chair now recognizes the Honorable Guido
DeHoratiis.
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STATEMENT OF THE HONORABLE GUIDO DEHORATIIS,
ACTING DEPUTY ASSISTANT SECRETARY FOR NATURAL GAS
PETROLEUM TECHNOLOGY, DEPARTMENT OF ENERGY

Mr. DEHORATIIS. Thank you for the opportunity to appear before
you today. I represent the Office of Natural Gas and Petroleum
Technology in the Department of Energy. My office is responsible
for natural gas and oil technology research and development as
well as policy analysis. We manage the RD&D program of new and
improved technologies to help industry—the U.S. industry—develop
the nation’s oil and gas resources in a more cost-effective manner
and also in an improved environmentally protective manner.

My comments today are going to focus on the insights we have
gained over the years in the development and deployment of im-
proved technologies and in the evaluation of policy initiatives to
support the nation’s energy supply objectives. As a result of this ex-
perience, we have found that technology changes in the U.S. oil
and gas industry can be characterized as a history of continuous
innovation, going back to the first oil well drilled by Colonel Drake
in Pennsylvania in 1859. This trend extends to today, to the latest
advances in technology that allow for exploration in waters of the
Gulf of Mexico that are over two miles deep. In fact, finding, devel-
oping and producing oil and gas today are extremely high tech ven-
tures requiring cutting edge technologies that rival the most so-
phisticated technologies of any of our most advanced modern day
industries.

Technological advances have led to impressive gains in produc-
tivity and efficiency. Industry is now able to explore and develop
prospects in ever more diverse and challenging settings. Moreover,
these same advances have contributed something else of profound
importance to the nation—significant benefits to the environment.

To expand public awareness of the environmental benefits associ-
ated with advanced exploration and production technology, the De-
partment published a report in 1999 entitled “Environmental Bene-
fits of Advanced Oil and Gas Exploration and Production Tech-
nology.” You have a copy of it available to you. This report provides
more detail than I can present today on this remarkable story of
environmental progress in this technology, but I am going to briefly
review a few key points: First, this record of technological progress
is critical to many national objectives, including:

Ensuring secure, affordable energy supplies;

Fostering responsible development by industry, by emphasizing
the importance of environmental stewardship and ensuring that
government policies stimulate, rather than stifle, technological in-
novation,;

Facilitating continued U.S. technological leadership, and its asso-
ciated economic and environmental benefits; and,

Inspiring future technologists, to ensure a skilled workforce that
can implement new ideas and pursue further progress in science
and technology.

Oil and natural gas provide most of the energy America uses for
transportation, industrial, residential and commercial applications.
Moreover, domestic production enhances our nation’s energy secu-
rity, provides public revenues and other benefits. And as our econ-
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omy continues to expand, the demand for oil and natural gas is ex-
pected to grow.

In terms of oil and natural gas, the U.S. is the most explored and
developed region of the world. Despite this, industry has continued
to add new supplies of oil and gas to replace what has been pro-
duced. The reason is continuous technological development.

Technological progress has allowed industry to keep pace with
the effects of resource depletion. As technology and understanding
of our nation’s resource endowment advance, previously lower qual-
ity, higher cost resources become accessible and economic, thereby
making a larger contribution to our domestic supplies.

These types of technological advances have allowed producers to
access new frontiers, including deeper waters, deeper horizons
within the earth, cold frontiers of the arctic as well as new resource
settings such as coal bed methane, which has been discussed ear-
lier.

We also find oil and gas more efficiently. Drilling successes have
doubled in the last two decades resulting in fewer dry holes.

Additionally we are finding more oil and gas per well drilled, re-
ducing costs and extracting more oil and gas from discovered fields
and leaving less oil behind.

And the environmental benefits are that we need fewer wells to
produce the same amount of oil and gas; we have lowered the
amount of drilling waste; lower volumes of produced water; smaller
footprints for facilities; reduced air pollution and greenhouse gas
emissions; and enhanced worker safety.

Examples of the technologies we are talking about are:

Three and four-dimensional seismic technology that allows us to
iI{lage the reservoirs and to pinpoint the areas that we want to ex-
plore;

Remote sensing that we can upgrade the areas and pinpoint the
areas of higher potential,

Directional drilling and other advancements.

In summary, I would just like to say that there are three main
reasons why we need to continue to adopt advanced technology.

First, the cumulative effects of technological advances are key to
yielding the greatest benefits.

Second, a comprehensive R&D portfolio and sustained invest-
ment in new technology are key to yielding significant energy and
environmental benefits, and

Third, advanced technology applications are often situation-spe-
cific and need to be applied where they can be best utilized.

This completes my statement and I will be happy to answer any
questions.

Ms. CUBIN. Thank you very much.

The Chair now recognizes Mr. Falgout.

[The prepared statement of Mr. DeHoratiis follows:]

Statement of Guido DeHoratiis, Acting Deputy Assistant Secretary for
Natural Gas and Petroleum Technology, U.S. Department of Energy

Thank you for the opportunity to appear before you today. I represent the Office
of Natural Gas and Petroleum Technology, in the U.S. Department of Energy
(DOE). My office is responsible for natural gas and oil technology research and de-
velopment and policy. We manage the research, development, and demonstration of
new and improved technologies that can enable the U.S. petroleum industry develop
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the Nation’s oil and gas resources in a more cost effective and environmentally pro-
tective manner.

My comments today focus on the insights we have gained over many years in the
development and deployment of improved exploration and production technologies
and in the evaluation of policy initiatives to support the Nation’s energy supply ob-
jectives. As a result of this experience, we have found that technological change in
the U.S. oil and gas industry can be characterized as a history of continuous innova-
tion, going back to the first oil well drilled by Colonel Drake in Pennsylvania in
1859. This trend extends to today, to the latest advances in technology that allow
for exploration in waters of the Gulf of Mexico that are over two miles deep. In fact,
finding, developing, and producing oil and gas today is an extremely high-tech ven-
ture, requiring cutting edge technologies that rival the most sophisticated tech-
nologies of any of our most advanced modern-day industries.

Technological advances have led to impressive gains in productivity and efficiency.
Industry is now able to explore and develop prospects in ever more diverse and chal-
lenging settings. Moreover, these same advances have contributed something else of
profound importance to the Nation: significant benefits to our environment.

To expand public awareness of the environmental benefits associated with ad-
vanced exploration and production technology, DOE in 1999 published a report enti-
tled Environmental Benefits of Advanced Oil and Gas Exploration and Production
Technology. This report provides more detail than I can present today on this re-
markable story of environmental progress in E&P technology, but let me briefly re-
view some of its key points:

First, this record of technological progress is critical to many national objectives,
including:

« Ensuring secure, affordable energy supplies;

* Fostering responsible development by industry, by emphasizing the importance
of environmental stewardship and ensuring that government policies stimulate,
rather than stifle, technological innovation;

¢ Facilitating continued U.S. technological leadership, and its associated economic
and environmental benefits; and,

 Inspiring future technologists, to ensure a skilled workforce that can implement
new ideas and pursue further progress in science and technology.

Oil and natural gas provide most of the energy America uses for transportation,
industrial, residential and commercial applications. Moreover, domestic production
enhances our Nation’s energy security, and provides public revenues and other bene-
fits. And as our economy continues to expand, the demand for oil and natural gas
is expected to grow in the foreseeable future.

In terms of oil and natural gas, the United States is the most explored and devel-
oped region of the world. Despite this, industry has continued to add new supplies
of oil and gas to replace what has been produced. The reason is continuous techno-
logical development.

Technological progress has allowed industry to keep pace with the effects of re-
source depletion. As technology and understanding of our Nation’s resource endow-
ment advances, previously lower quality, higher cost resources become more acces-
sible and economic, thereby making a larger contribution to oil and gas supplies.

Technological advances have enabled oil and gas producers to:

¢ Access new frontiers—drilling in deeper waters, deeper in the earth, in the cold
frontiers of the arctic, and new resource settings, such as coal seams, thought
uneconomic not too many years ago.

* Find oil and gas more efficiently—Drilling success rates have doubled in the last
two decades, resulting in fewer dry holes.

¢ Find more oil and gas per well drilled—Today, fewer than half as many wells
must be drilled to locate the same amount of oil and gas reserves as two decades
ago.

¢ Reduce costs—In inflation-adjusted dollars, wells can be drilled today to the
same depth 20 percent cheaper than in the 1980s.

* Extract more oil and gas from discovered fields—Enhanced recovery now allows
industry to produce a higher proportion of the hydrocarbons in discovered res-
ervoirs, leaving less behind.

b Anf(_l, these same technological advances have yielded considerable environmental
enefits:

« Fewer wells to add the same level of oil and gas reserves;

* Lower drilling waste volumes;

¢ Lower volumes of produced water;

« Smaller footprints for oil and gas rigs and other field facilities;

¢ Reduced air pollutant and greenhouse gas emissions; and

¢ Enhanced worker safety.
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Examples of the technology advances that have enabled this success include:

e Three and four-dimensional seismic technology now provide the capability for
virtually “seeing ” the formation—including how the reservoir changes over
time. This, in turn, allows better targeting of exploration prospects and im-
proved recovery in discovered fields;

Remote sensing technologies now include satellite imagery and aeromagnetic
surveys that boost exploration success.

Directional and multi-lateral drilling now enable industry to access oil and nat-
ural gas resources miles away from a surface drill site. Multiple boreholes can
now be drilled into different producing horizons from a single wellbore—again
minimizing surface disturbance.

Advances in dynamic positioning now employ thruster units and sophisticated
computer and navigation systems that can hold offshore drill ships, floating pro-
duction, storage, and offloading systems, and survey vessels on location without
anchors and mooring lines in deep water.

¢ New, high performance synthetic drilling fluids can be safely discharged without
harm to the environment. These new fluids greatly improve the economics of
drilling, allowing the pursuit of resources in complex geological settings.
Developments in offshore platform technology now take advantage of advances
in materials and computer-aided design. This has resulted in lower cost, mod-
ular production facilities that enable producers to pursue smaller prospects in
deepwater settings.

Many of these technologies have been developed and demonstrated as a result of
partnerships among government, industry, and academia. Examples of work sup-
ported by the Department include the demonstration of four-dimensional seismic in
the Gulf of Mexico, near Eugene Island. The analysis showed that the field was
being drained of oil over time, except for an area in the reservoir where no depletion
was occurring, despite recovery from nearby wells. Suspecting that the anomaly rep-
resented an untapped pocket of oil, the team drilled a well into the area and recov-
ered an estimated two million barrels of additional oil.

Another example was the development of cross-well seismic imaging technology
first developed at a National Laboratory. This work expanded the use of seismic
waves to image the reservoir by applying the technology downhole between wells
rather than from the surface. This new seismic system generates images with much
greater clarity, for example, surface seismic can detect features as small as fifty
feet, cross-well imaging can detect features as small as five feet. This technology can
be used to increase natural gas recovery, as well as increase the effectiveness of en-
hanced oil recovery technologies

In the DOE report I mentioned earlier, we describe 35 distinct categories of tech-
nological advances, and the energy supply, economic, and environmental benefits
that each of these has provided.

From the insights gained in DOE’s technology research and development pro-
grams, let me conclude my testimony by sharing three observations concerning the
reality of industry’s adoption of advanced technology:

e First, the cumulative effects of technological advances are key to yielding the
greatest benefits. Advances in technology take place along a continuum, from
scientific and technology concept, to applied research and development, to dem-
onstration and early deployment, to market saturation. Moreover, each new ad-
vance often fosters new concepts with even greater potential.

Second, a comprehensive R&D portfolio and sustained private sector investment
in new technology is key to yielding significant energy and environmental bene-
fits. The benefits characterized do not result from just one or a few “break-
through ” technologies, but often are the result of squeezing more efficiency and
cost effectiveness from existing technologies.

Third, advanced technology applications are often situation-specific. New tech-
nologies are rarely applicable everywhere, for use by everyone. Their applica-
bility depends on site conditions, project economics, and operator sophistication
and financial capability.

Innovation in exploration and production technology will be critical to the Nation’s
energy and environmental future. And while the challenges to the domestic oil and
gas industry over past decades have been significant, the future could be even more
challenging.

This completes my statement. I will be pleased to answer any questions Members
of the Subcommittee may have.
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STATEMENT OF TED FALGOUT, EXECUTIVE DIRECTOR,
PORT FOURCHON

Mr. FALGOUT. And you say that so well.

[Laughter.]

Ms. Chair, Committee members, I am going to focus my remarks
on a specific area in south Louisiana that is playing a dominant
role in supporting this country’s energy supply. Representative
Downer mentioned this area, of course, that is Port Fourchon,
Louisiana.

This port is far removed from the limelight of the California
energy crisis or the drilling issue in ANWR, but this little dot on
the map, as the commercial says, is “where the beef is.”

The post Royalty Relief shift to deepwater has been significant.
It is a decision of this nation that has been very rewarding, with
record lease sale revenue, reduction in the growing dependency on
foreign oil and an offset of the escalating trade imbalance.

Nowhere—again I repeat, nowhere—is the impact of OCS activ-
ity more evident than in Lafourche Parish where Port Fourchon
has become the focal point of intermodal transfer for support of
over 75 percent of the deepwater projects in the Gulf of Mexico. In
addition, Port Fourchon serves as the land base for LOOP. This is
the nation’s only offshore oil port. LOOP handles 15 percent of the
country’s foreign oil and a rapidly increasing amount of domestic
oil as well. It 1s connected to over 30 percent of the U.S. refineries
by pipeline.

When you combine Port Fourchon’s ever-increasing role in the
deepwater Gulf of Mexico and LOOP’s role in the domestic and for-
eign oil supply, all of a sudden, this tiny area in south Louisiana
is playing a leading role in producing and transporting nearly a
quar‘ier of this nation’s energy supply—one fourth of its energy
supply.

The most alarming part about this situation is that you would
think this country would have some kind of energy policy that
would recognize the extreme significance of such a strategic area
and would spare no cost so it could continue reaping the bounty of
more than $3 billion a year, annually, in royalty payments. The re-
ality is that this country’s energy policy—or lack of it, I should
say—has allowed and even encouraged a stampede to the lucrative
Gulf of Mexico and really has virtually done nothing to prepare the
coastal communities for the surge of activity that has totally con-
sumed us.

Today, over 90 percent of our business at the port is directly tied
to the Federal OCS. Like a boom town, our port has tripled in size
since Royalty Relief and 1000 trucks a day are winding down a 30-
mile stretch of substandard highway, making it twice as deadly as
similar highways.

This thread of a highway, which meanders through the most rap-
idly eroding wetlands in this country, extremely vulnerable to total
destruction by a hurricane, is now forced to carry the burden of
supporting OCS activity.

The U.S. Minerals Management Service recently completed a
study which concludes that as a result of the heavy usage resulting
from increased deepwater oil and gas development, Louisiana
Highway 1, the only road access to Port Fourchon, will not be able
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to provide the level of services needed and will become increasingly
strained. The study projects an 80 percent increase in truck traffic
over the next decade, when the national average is 3 percent a
year.

This same agency, in an environmental impact statement, cites
impacts on landside infrastructure, especially in focal point areas
like Port Fourchon. The EIS includes statements like, and I quote,
“OCS program activities will continue to have a significant impact
on infrastructure in south Lafourche Parish, due to increases in
deepwater activity” and other statements like, “The cumulative
impact is expected to result in the potential for increased strain,
deteriorating conditions of existing infrastructure and difficulties in
delivering satisfactory levels of public services.” If this is how our
country treats the friends of OCS production, how can we blame
others for not wanting a piece of this action?

I appeared before this Committee 2 years ago in support of
CARA and said many of the same things. The Federal agency in
charge of managing offshore oil and gas recovery in Federal waters
puts the impact in black and white; yet, very little has happened
to rectify this injustice. The Federal Government just keeps col-
lecting three to four billion dollars a year with little or no consider-
ation for the landside activities that help to generate this revenue.

Now we find ourselves in a national energy crisis. One can hard-
ly wonder why when we ignore those who are willing to produce
the energy.

I again ask this Subcommittee to develop, as part of its national
energy policy, a mechanism to mitigate the landside impacts of
OCS oil and gas development and that it especially recognize and
mitigate threats to strategic focal point areas like Port Fourchon.
If the U.S. fails to address these threats, we will soon find our-
selves in an energy crisis of disastrous proportions.

I thank you and I will be glad to answer any questions.

[The prepared statement of Mr. Falgout follows:]

Statement of Ted M. Falgout, Executive Director, Greater Lafourche Port
Commission

Experts have informed you about the growing significance of the Gulf of Mexico
to the United States’ energy supply.

I'm going to focus my remarks on a specific area in South Louisiana that is play-
ing a dominant role in supporting this activity.

This area is Port Fourchon, Louisiana. Far removed from the limelight of the Cali-
fornia Energy Crisis and ANWR drilling issue, this little dot on a map is, as the
commercial says, “where the beef is.” Unlike many states, Louisiana has embraced
the offshore oil and gas industry, and we do it well with very little fanfare.

In 1995, with the passage of the Royalty Relief Act and the advancement of new
technology, the Gulf of Mexico has transformed from what was once called the Dead
Sea to what is now America’s New Frontier. This transition occurred seemingly
overnight and made way for the Black Gold Rush to deepwater.

The post Royalty Relief shift to deepwater is significant - a decision of this nation
that has been very rewarding, with reduced foreign energy dependence, balance of
trade, record lease sales, and fat bonuses.

Much like the Gold Rush of the 1800’s, this country has pursued the Golden Gulf
with virtually no policy and very little concern about the landside infrastructure
needed to retrieve this bounty.

Nowhere is the impact of OCS activity more evident than in Lafourche Parish
where Port Fourchon has become the focal point of intermodal transfer for support
of over 75% of the deepwater projects on line today.
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In addition, Port Fourchon serves as the land base for LOOP, this nation’s only
offshore oil port. LOOP handles about 15% of this country’s foreign oil and is con-
nected to over 30% of this nation’s refining capacity.

When you combine Port Fourchon’s ever-increasing role in the deepwater Gulf of
Mexico and LOOP’s role in both domestic and foreign oil, all of a sudden, you have
this one tiny area in South Louisiana playing a leading role in producing and trans-
porting nearly a quarter of this country’s oil supply.

Port Fourchon, Louisiana is quietly providing the necessary support services to
meet this nations energy demands, a job that nobody else wants to do.

The most alarming part about this situation is that you would think this country
would have some kind of energy policy that would recognize the extreme signifi-
cance of such a strategic area and would spare no cost so it could continue reaping
the bounty of more than 3 billion dollars annually in royalty payments. But the
United States has no such policy.

The reality is that this country’s energy policy, or lack of it, I should say, has al-
lowed and even encouraged a stampede to the lucrative Gulf of Mexico and has done
virtually nothing to prepare coastal communities for this surge of activity that has
totally consumed us.

Today, over 90% of our business at the Port is directly tied to the Federal OCS.
Like a boomtown, our Port has tripled in size since 1995 from 40 to over 120 compa-
nies, and a thousand big trucks a day are winding down a 30 mile substandard 2
lane highway, making it twice as deadly as similar highways.

This thread of a highway built for our grandparents to go visit each other on Sun-
days is now forced to carry the burden of OCS activity. It also happens to meander
through the most rapidly eroding wetlands in this country and is extremely vulner-
able to total destruction by a hurricane.

The U. S. Minerals Management Service recently completed a study which con-
cludes that as a result of heavy usage resulting from increased deepwater oil and
gas development, LA Highway 1, the only road access to Port Fourchon, will not be
able to provide the level of services needed and will become increasingly strained.
The study projects an 80% increase in truck traffic over the next decade, when the
national average is 3% per year.

This same agency (U.S. MMS) in an EIS, describes the impacts on landside infra-
structure, especially in focal point areas like Port Fourchon. The EIS includes state-
ments like “OCS Program activities will continue to have a significant impact on
infrastructure in South Lafourche Parish, due to increases in deepwater activity”
and other statements like “The cumulative impact is expected to result in the poten-
tial for increased strain, deteriorating conditions of existing infrastructure, and dif-
ficulties in delivering satisfactory levels of public services.” If this is how our coun-
try treats the friends of OCS production, can you blame others for not wanting a
piece of this action?

I appeared before this committee 2 years ago in support of CARA and said many
of the same things. The Federal agency in charge of mining puts the impacts in
black and white. Yet very little has happened to rectify this injustice. The Federal
government just keeps on collecting its 3—4 billion dollars annually with little or no
consideration for the landside activities that help generate this income.

Now we find ourselves in a national energy crisis. One can hardly wonder why.
When we ignore those who are willing to produce energy, then we add insult to in-
jury by failing to pass legislation such as CARA which would assist in mitigating
OCS impacts.

I again ask that this subcommittee develop, as part of this nation’s energy policy,
a mechanism to mitigate the landside impacts of OCS oil and gas development, and
that it especially recognize and mitigate threats to strategic focal point areas like
Port Fourchon before we truly witness an energy crisis of disastrous proportions.

Ms. CuBIN. Thank you very much.

Now we will start with a round of questioning of the panel and
I would like to remind the Members that the Committee rules limit
our questioning to 5 minutes each. I will begin with the ques-
tioning.

Mr. Falgout, I really do understand how passionately you must
feel about the conditions that you described in your testimony. I op-
posed CARA and continue to oppose CARA because, as I alluded
to earlier, Indiana is not a coastal state, Wyoming is not a coastal
state. And one of the things that I think CARA does, because it
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made so many states coastal states that really are not coastal
states, is it encourages the other states that are coastal states to
not explore in their waters.

Also, it put a lot of money in the Land and Water Conservation
Fund, the purpose of which is to acquire more Federal lands. My
state is 50 percent owned by the Federal Government, Mr. Gibbons’
is 87 percent owned by the Federal Government. And we do not
think that is a good use of those funds.

There are other reasons, but the point I am trying to make is I
absolutely understand that you have a problem, not only with the
infrastructure, but with also losing the coastline. And I am totally
committed to trying to do what I can for the states that are pro-
ducing, to make sure that they have the money that they need out
of the royalty revenue stream. I talked with Mr. Tauzin about this
and I am prepared to do whatever this Committee can do to see
that that happens.

Does that position satisfy you, short of CARA?

Mr. FaLcouT. Well, I would like to hear that yes, we are crafting
an energy policy as we speak, and in this energy policy we promise
we will direct and take care of situations like Port Fourchon, take
care of the infrastructure that we have that is producing the min-
erals that we need, and focus on these as part of our energy policy,
not necessarily have to be a CARA or any other side type of legisla-
tion. It should be part of our energy policy. And I think we will
have a much more favorable policy and people willing to go out and
explore and develop more energy.

Ms. CUBIN. Well, certainly when the President’s task force re-
ports later this week on proposed energy policy, infrastructure
maintenance and development will be part of that.

Mr. FALGOUT. Thank you.

Ms. CUBIN. Now, I would like to ask Mr. DeHoratiis a question.
Already, before it is even out, people are describing the President’s
energy policy as drill, drill, drill. But my recollection is that drilling
peaked in the United States decades ago, at least with respect to
the number of wells that were spudded. Could you give us a true
picture of what historic exploration is like versus today?

Mr. DEHORATIIS. Well, most recently, drilling has picked up since
the low prices of 2 years ago, but obviously we are still way below
the peaks that we have had in the past.

The good news is that technology has enabled the industry to
find and develop more by drilling less. But it still has not been able
to keep up with the increased demand that we are seeing in both
oil and natural gas.

We think that technology can play a key role in helping to do
that, but it is not going to do it alone. There needs to be other poli-
cies enacted in order to push forward to help our domestic oil and
gas situation.

Ms. CUBIN. Another quick question, because my light is still
green. The fossil energy folks at DOE clearly have a lot to offer
technology-wise to DOI's OCS planning efforts. Can you describe
the involvement that the DOE has had with MMS in developing
the next 5-year plan?

Mr. DEHORATIIS. Sure. We work very closely with all the agen-
cies within the Department of Interior, including MMS. We will be
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there at the OCS Policy Committee meetings and I have made sev-
eral presentations myself to that committee concerning energy pol-
icy. We will definitely put in official comments to the Department
on the 5-year leasing plan and we will continue to promote OCS
development. I think that the Department has gone on record
many times stating the importance of the outer continental shelf
to domestic supply and it is going to play an even bigger role in
the future.

Ms. CuBIN. Thank you. The Chair now recognizes Mr. Gibbons.

Mr. GiBBONS. Thank you, Madam Chairman. And I do appreciate
all the witnesses taking time out of their busy day to be here to
help enlighten us and educate us on these very important issues
that face a nation that is itself facing a crisis in its energy needs.

Secretary Caldwell, I was taken by your statistics of the increase
in the number of wells from 10,000 a year to 15,000 a year, but
not much gas is being found, even with that increase in the num-
ber of wells.

Let me say that you talked about the deeper drilling efforts,
deeper water off the Gulf, but it is my understanding that most of
those areas are more oil prone than they would be gas prone.
Would that not indicate to you that perhaps we should be looking
at more shallow or shelf type drilling, perhaps even into the east-
ern area of the Gulf or up into the mid and north Atlantic states,
into some of those areas, for gas production?

Mr. CALDWELL. That is correct. A lot of gas is below 15,000 feet
and particularly below 20,000 feet. But we are not drilling it fast
enough. Last year, I think there were only 30 wells drilled in the
OCS on the shelf below 20,000 feet and that is just not going to
get it. That is why I was emphasizing both the royalty incentive
and the tax incentive to do the deep drilling.

But with respect to deepwater off the shelf, you are correct that
it is largely going to be oil, but there is also anticipation there will
be large gas reserves as well. This is told to me by the president
of Shell Oil Company recently and they are the biggest player out
in the deepwater and that is where they see the future. So yes,
there is hope.

Ms. CUBIN. If you cannot believe the president of Shell Oil, who
can you believe?

Mr. GiBBONS. That is right.

Mr. DeHoratiis, thank you for being here today as well. Your En-
ergy Department, of course, that you represent, has talked a lot
about technology development, technology advancements and my
question would be getting that message out to states that have po-
tential, like Florida, as to the environmental benefits and for the
ability to drill without environmental detriment, I should say.
Where is your Department with regard to putting that message
out, interfacing with Florida or other states for that matter, Cali-
fornia, Atlantic coast states—what efforts have you been attempt-
ing to demonstrate the technology and the development of drilling
to enable us to develop those resources in those areas?

Mr. DEHORATIIS. Well, I would like to point out two things. One
is that a couple of years ago, we realized that there was not any
information out there that would enable you to actually make that
point. And that was one of the reasons why we put the environ-
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mental benefit study together, and that is this study that you have
available to you. And we thought that that was a good first step
in trying to get the word out.

We have been promoting this study over the last year and will
continue to speak about it when we speak about the energy policy.
We think an important part of any future energy policy is respon-
sible environmental management.

Another smaller point is that our Department also put together
an assessment of Florida’s energy needs and we put together an as-
sessment of how much the state uses and how much they produce
and the difficulties of trying to put that all together. We put that
together and I know that it’s been used extensively. So we try to
bring the science and the technology, we put it out on the table,
we make it available, we try to promote it as much as we can
wherever we speak, and hopefully it will be heard more and more
in the future.

Mr. GIBBONS. What has been the reaction of those states to your
report.

Mr. DEHORATIIS. You know, it is always a mixed bag. I think
that you get a few people that do not realize these issues and it
makes them pause and think a little bit more, but it is very dif-
ficult, it is a slow process of converting folks to the realities of oil
and gas. They have the wrong image of what the oil and gas indus-
try even looks like. They do not realize that small independents
with a dozen employees drill 85 percent of the wells in this coun-
trymSo those are the types of information we try to get out to the
public.

Mr. GIBBONS. Are you doing any public information programs?

Mr. DEHORATIIS. We have both a technology transfer program
and also an outreach program where we go around to the various
states. I will be speaking at the Permian Basin Society of Petro-
leum Engineers later this week, but we also try to get out into the
non-producing states also so that they can hear the message of oil
and gas.

Mr. GiBBONS. Madam Chairman, my time has expired, but I
thank you for the opportunity.

Ms. CUBIN. Yes, it is.

I would like to ask Mr. DeHoratiis, if you could provide for the
Committee for the record, that study of Florida’s energy needs.

Mr. DEHORATIIS. Sure.

[The information referred to follows:]

FLORIDA ENERGY PROFILE

Florida, like other highly populated states, is a large energy consumer. Florida
consumed 3.4 quadrillion British thermal units (Btu) of energy in 1994 (most recent
data available), ranking it 8th in the Nation in energy consumption. 80 percent of
this energy came from burning fossil fuels (Figure 1).1 In 1994 the State consumed:

¢ 1.7 quadrillion Btu of petroleum, most of which was used as transportation fuel

and to generate electricity,

* 642 trillion Btu of coal, largely consumed by coal-burning electric utilities,

¢ 544 trillion Btu of electricity,2 most of which was generated by burning petro-

leum and coal, and

1DOE/EIA-0214 (93), State Energy Data Report, 1993, p.9. “Imp. Elec” is electricity imported
from out of State.

2Electricity sold to end users, not including the losses incurred in the generation, trans-
mission, and distribution of the electricity.
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¢ 393 trillion Btu of natural gas, mostly consumed by gas-burning electric utilities
and industrial consumers.

Fossil Fuel Production

Florida produces few of the fossil fuels on which it heavily depends.

e In 1994, the State produced 7.7 Bef of natural gas, barely two percent of its an-
nual consumption.

e While it produced 6 million barrels of crude oil in 1994, 2 Florida’s crude oil pro-
duction is steadily decreasing. In 1981, Florida was the Nation’s 8th largest pro-
ducer of crude oil. Today it ranks 21st.4 Moreover, Florida has no crude oil re-
fineries. All of the crude oil Florida produces is shipped out of State, refined,
and returned as petroleum products. 5

¢ Finally, while Florida consumes about 26 million short tons of coal, ¢ it produces
none.

This imbalance between consumption and production makes Florida one of the

Nation’s largest net fossil fuels consumers.

Petroleum is the fossil fuel on which Florida most heavily relies (Figure 1). The
State is the Nation’s 3rd largest consumer of petroleum products. In 1994, it ranked
1st in consumption of residual fuel o0il,7 3rd in consumption of motor gasoline, and
5th in consumption of jet fuel. Most of the residual fuel oil is used to produce elec-
tricity.

Electricity Consumption

Florida is also a leader in electricity consumption. In 1994 it was the 3rd largest
electricity consumer in the Nation. Most of this electricity was generated by burning
petroleum products (residual fuel oil), natural gas, and coal (Figure 2). Florida
Power & Light Company, the Nation’s top residual fuel consumer, used nearly 5
times the amount of residual fuel as the Nation’s next highest utility consumer,
Consolidated Edison of New York.8 In addition, Florida Power & Light Company,
Gulf Power, Jacksonville Electric, and Tampa Electric consumed more than 60 per-
cent of the 4.9 million short tons of coal imported into the United States in 1994.°
Air Quality Impacts

Relatively large amounts of sulfur dioxide, nitrogen oxides, carbon dioxide, and
particulates are released when electric utilities burn oil and coal. In 1994, out of
all the petroleum-burning electric generating units in the U.S., Florida’s ranked
highest in sulfur dioxide emissions at 250 thousand short tons. This was nearly half
of the total U.S. sulfur dioxide emissions from petroleum-burning utilities. Florida’s
petroleum-burning utilities also ranked number one in the Nation for nitrogen oxide
emissions, at 50 thousand short tons.

Although Florida’s coal-burning electric generating units have lower emissions
compared to other states, the emission amounts are substantial. Sulfur dioxide
emissions from coal-burning electric generating units totaled 444 thousand short
tons, ranking it 12th in total sulfur dioxide emissions in the U.S. in 1994. Florida’s
nitrogen oxide emissions amounted to 192 short tons in 1994, ranking it 11th in
total nitrogen oxide emissions from coal-burning electricity generation. 10

3The Oil and Gas Producing Industry in Your State, 1995-1996, Independent Petroleum Asso-
ciation of America.

4Information provided by Florida Geological Survey.

5Crude oil produced in Northern Florida goes by pipeline to Mobile, Alabama. Crude oil pro-
duced in Southern Florida is transported via pipeline across the State to Port Everglades where
it is shipped by tanker to refineries in Texas and Louisiana.

6DOE/EIA, Coal Industry Annual 1994, p. 131.

7Residual fuel oil is the heavier oil that remains after the lighter or distillate fuels are dis-
tilled away in refinery operations. Distillate fuel oil is a general classification for several types
of lighter oil including: fuel used for space heating, on-and-off highway diesel engine fuel and
some fuel used in electricity generation.

8]?bOdE/]i‘,IA—0191(94), Cost and Quality of Fuels for Electric Utility Plants, 1994, p.114

9Tbid., p.37.

10F]orida’s emissions of nitrogen and sulfur dioxide would be even higher if it weren’t for sev-
eral DOE Clean Coal Technology projects in the State. One, the Tampa Electric Company
Project, is employing the Integrated Gasification Combined Cycle System to remove nearly 98
percent of sulfur pollutants from high sulfur coal being used at a new 250 megawatt power plant
in Lakeland. A second, the Selective Catalytic Reduction (SCR) Project, applies ammonia to flue
gases exiting the boiler at Gulf Power Company’s Plant Crist in Pensacola. Since operations
began in 1993, nitrogen oxide emissions have been reduced over 80 percent. DOE has spent over
$140 million on these projects.
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Oil Spill Risks

Because Florida has no refineries and is not served by any interstate petroleum
product pipelines, nearly all of the petroleum products consumed in state are im-
ported from overseas 1! or from out-of-state refineries 12 (Figure 3). Moving these im-
ports in and out of Florida seaports, and off-loading them at onshore terminals, does
not come without risks. For example, on August 10, 1993, two tank barges carrying
jet fuel, diesel, gasoline, and fuel oils, collided with a freighter south of Mullet Key
near the entrance to Tampa Bay. Over an 18-hour period 32,000 gallons of jet fuel
and 330,000 gallons of No. 6 fuel oil spilled from the tank barges into lower Tampa
Bay. Some of the spill initially came ashore at Ft. Desoto Park but winds and tides
carried much of the spill out into the Gulf of Mexico. Two days later, however, a
storm with strong west winds carried the oil ashore and into Boca Ciega Bay. Over
16 miles of shoreline were affected as were large areas of Tampa Bay, the Gulf of
Mexico, and Boca Ciega Bay. Damage to the environment (mangroves, sea grasses,
birds, sea turtles, salt marshes, shellfish beds, beaches, and bottom sediments) was
extensive. 13 Moreover, the tourist, fishing, shipping, and associated businesses in
the area were seriously hurt by the spill. The impact of the spill on the Tampa/St.
Petersburg economy was substantial.

Comparisons with Other States

As noted earlier, Florida is the Nation’s 3rd largest consumer of electricity. To
generate this electricity, Florida consumes huge amounts of energy. From 1960-
1994, the amount of energy Florida consumed to produce electricity increased nearly
700 percent. Figure 4 compares this growth with that of fiveother of the Nation’s
most populous states. In 1994, 42 percent of the energy consumed in Florida was
used to produce electricity while California used 19 percent, Texas used 26 percent,
and New York used 32 percent of the energy they consumed to produce electricity.

Most of the energy consumed to produce electricity was obtained from fossil fuels.
Between 1960 and 1994, Florida increased its use of fossil fuels in electrical genera-
tion by 551 percent. By 1994, 80 percent of Florida’s electricity was produced by
burning fossil fuels. By way of comparison, California relied on fossil fuels for 45
percent of its electricity, and New York used fossil fuels to produce 43 percent of
its electricity. Alaska, the Nation’s largest producer of fossil fuels, relied on fossil
fuels for only 74 percent of its electricity—6 percent less than Florida. 14

Future Energy Demand

To this point, we have presented a profile of Florida’s energy present. But what
of its future?

Keep in mind two important facets of Florida’s energy profile:

 Florida has a limited supply of non-fossil (nuclear and renewable) energy, and,

« Florida’s consumption of electricity is a function of the State’s population growth

and commercial development, not the demands of the State’s heavy industries.

Ordinarily the second point would not be a concern, because demand side manage-
ment, increasing imports (gas, electricity, coal, petroleum), peak loading, etc., could
meet the higher electricity demands of a slowly increasing population. However,
over the next 30 years, Florida’s population is expected to soar. The population of
South Florida, almost 40 percent of Florida’s total population, is projected to double
to 8 million by the year 2010 and triple by the year 2050.15 Further, the use of re-
newable (hydroelectric) and non-fossil (nuclear) fuels is expected to decline. The
Governor’s Commission for a Sustainable South Florida has unofficially acknowl-
edged that there will be no increases in the number or size of Florida’s nuclear
power plants. In addition, environmental concerns are expected to prevent the initi-
ation of new hydroelectric projects.

Renewable Energy Alternatives

On the national level, renewable energy sources are not likely to replace fossil
fuels by significant amounts in the near future. Although the Energy Information
Administration (EIA) estimates that solar electricity generation will increase some-
what in the U.S. during its 1996-2015 forecast, most applications will be on a small
scale. In 2015 solar reaches its highest level in EIA’s forecast, but it still accounts
for less than 1 percent of electricity generation in the U.S. Even if most of the Na-

11Florida Department of Commerce, Bureau of Economic Analysis.

12DOE/EIA Form 817, Monthly Tanker and Barge Movement Report.

13Damage Assessment and Restoration Plan for the August 10, 1993, Tampa Bay Oil Spill,
prepared by: Florida Department of Environmental Protection; National Ocean and Atmospheric
Administration; and, U.S. Department of the Interior, December, 1995.

14DOE/ETIA-0214 (93), State Energy Data Report, 1993, pp. 53—-292.

15]nitial Report of the Governor’s Commission for a Sustainable South Florida, p. 26.
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tion’s projected solar power is produced in southern states such as Florida, the small
amount of electricity generated from solar power will not be enough to replace fossil-
fuel-fired generation.

Turning to another renewable, wind power, EIA predicts moderate growth in elec-
tricity generation from this source over the forecast period. However, the higher
price of wind energy remains less attractive to electric utilities than inexpensive fos-
sil fuels, particularly natural gas. Most of the growth in windpowered electricity
generation is expected in the western U.S., where resources are favorable. In EIA’s
forecast, electricity generation from wind will reach its highest level in 2015, ac-
counting for about 1 percent of total generation in the country.

The largest renewable source of electricity generation in the U.S. is conventional
hydropower. In 2015, hydropower is expected to account for 77 percent of all renew-
able energy sources of electricity generation. In the same year, total electricity gen-
eration from renewable sources and generation from hydropower reach their highest
levels in EIA’s forecast. Even at its peak, hydropower accounts for only 8 percent
of the Nation’s electricity generation by 2015. The vast majority of this hydropower
continues to be generated in the western and northwestern U.S.

Fossil Fuel Demand Will Surge

Instead of relying on limited renewable energy sources, Florida may be tempted
to increase the amount of electricity it imports from other states (since 1960, Florida
has gone from a net exporter of electricity to an importer of 266 trillion Btu). But
this would leave the State’s consumers vulnerable to price increases and supply dis-
ruptions. Based on its continued reliance on fossil fuels to produce electricity and
its projected population growth, Florida’s demand for coal, oil, and natural gas can
be expected to surge over the next 30 years.

Florida is already committed to increase gas-fired electricity generation. From
1995 to 2004, twenty-four new electricity generating units are projected to be added,
producing 3,614 megawatts of electricity. Twenty-one of these units, producing 2,691
megawatts of electricity, are expected to be gas powered.1® In addition, Florida’s
end-use market for natural gas is extensive. By 2005, the annual consumption of
gas in the residential and commercial sectors may increase as much as 19,218 bil-
%ionlBtu (107 percent) and 10,297 billion Btu (19 percent) respectively, over 1991
evels. 17

Natural Gas as an Alternative

As a fossil fuel, natural gas has far fewer harmful effects on the environment than
coal or petroleum. It has virtually no sulfur emissions, lower emissions of nitrogen
oxides, and extremely low particulate emissions. Natural gas has approximately 30
percent lower carbon dioxide emissions than oil and 45 percent lower carbon dioxide
emissions than coal, on an energy-equivalent basis, and natural gas does not gen-
erate solid waste. 18 In addition, increased use of natural gas in the residential and
commercial sectors could, by 2005, avoid the need for approximately 962 megawatts
in electric utility peak capacity. Combined, the increased use of natural gas in elec-
tricity generation and end-use markets would result in significant reductions in the
emissions of carbon dioxide and nitrogen and sulfur oxides.

Florida can meet this increased demand for natural gas by tapping into the re-
source reserves off its Gulf coast. Studies by the Department of Interior, U.S. Geo-
logical Survey indicate that Florida has 40 million cubic feet of undiscovered natural
gas resources in its State offshore waters. Meanwhile, the Minerals Management
Service (MMS) estimates that the outer continental shelf off Florida’s Gulf coast
contains reserves of .537 trillion cubic feet (Tcf) of natural gas. Further, MMS esti-
mates that vast amounts of hydrocarbons, nearly 8 Tcf of natural gas, remain undis-
covered in this area. This equates to nearly nine quads of energy or Florida’s pro-
jected total natural gas demand for the next 40 years. 19

Economic Benefits

Exploring for, producing, and processing the natural gas off its coasts would not
only help Florida meet its future energy requirements but also could significantly
help the Florida economy. The South Florida Regional Planning Council notes that
personal incomes have declined over the last two decades and that throughout the
State, earnings from wages, salaries, and professional fees have been lower than the

16 DOE/EIA-0095(94), Inventory of Power Plants in the United States, 1994, p.32.

17Natural Gas Growth Potential in the State of Florida, Draft Report prepared for the Florida
Energy Office by Tellus Institute, August 1995.

18Department of Energy, Sustainable Energy Strategy, 1995, p. 3940.

19Table E(1), Summary of the 1995 Assessment of Conventionally Recoverable Hydrocarbon
Resources of the Gulf of Mexico and the Atlantic Outer Continental Shelf.
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national average—and are falling. To reverse this trend, the Council recommends
that Florida’s current economic base must be broadened and shifted toward higher
value-added industries. 2° The oil and gas industry, and its associated service, refin-
ing/processing, and petrochemical industries, is one of the Nation’s leading value-
added industries. It is an important source of capital formation, technological devel-
opment and high paying jobs. Exploring for, producing, and processing this gas
could be expected to create thousands of jobs in Florida and the nearby Gulf States.
Further, the Bureau of Labor Statistics reports that these jobs pay wages 30 percent
higher than those paid the average U.S. worker.

Summary

Florida is one of the fastest growing states in the Nation. Its population and, as
a result, its energy consumption are increasing at a substantial rate. To satisfy its
appetite for energy, especially electricity, Florida will consume increasing amounts
of fossil fuels. The burning of these fuels, as well as their movement in and out of
Florida’s ports, pose a serious threat to Florida’s environment and, as demonstrated
by the 1993 Tampa Bay Spill, to Florida’s economy and tourist industry.

Florida could improve both its environment and its economy by developing the
vast natural gas resources that exist off its Gulf coast. These resources could be
used to displace coal and residual fuels in Florida’s power plants, cleaning the
State’s air and creating thousands of high-wage jobs. Moreover, these natural gas
resources could be explored for and produced in a way that poses less of a threat
to Florida’s coast and coastal waterways than does the continued annual import of
more than 250 million barrels of petroleum products.
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Ms. CUBIN. Also, I am always a little careful about—and I realize
the circumstances are not the same, but for example, comparing
Florida’s consumption of energy with its production. If Wyoming
had to produce a share of oranges, we would be in a lot of trouble.

[Laughter.]

Ms. CUBIN. Congressman Vitter.

Mr. VITTER. Thank you, Madam Chairwoman.

Secretary Caldwell, I wanted to follow up on Congressman Jeffer-
son’s comments about tax issues, and you touched on that. I hap-
pened to be talking by phone with Pat Taylor this morning, he is
a leading independent oil man in this area. He specifically talked
about the alternative minimum tax issue as a big, big issue par-
ticularly for independents.

If we were to make a list of three or four or five key royalty or
tax issues at the Federal level that we should act upon to spur pro-
duction, what do you think they would be?

Mr. CALDWELL. AMT would be number one. Number two would
be to craft a policy applicable to natural gas that is based on the
tight gas sands legislation and the coal bed methane legislation,
would be a starting point for the tax incentives.

But I think the AMT would be number one on the list.

Mr. VITTER. Okay, thank you.

Mr. DeHoratiis, this is not a question really, just a comment. I
really want to encourage the Department and other folks involved
in the effort to continue these education efforts. What I find most
stunning and most depressing about our fledgling national energy
debate is the amount of misinformation out there, particularly
about environmental issues. People talk about production in the
Gulf like this is some risky cutting edge thing. It has been going
on there very responsibly, very carefully for decades. And as I said,
where is the best fishing? Underneath those platforms. And if there
is any way to increase environmental risk, it is to increase—which
we are doing—the amount of oil that needs to be transported
around in tankers versus produced and put in pipelines. That is ex-
actly what we are doing by increasing moratoriums and decreasing
domestic production and everything else. So just want to encourage
the Department in those efforts.

And Mr. Falgout, of course, I have been to Port Fourchon several
times, I have driven Highway 1, I have flown in a helicopter above
it. I can tell you, when you drive it, it is very vivid because it is
a little highway that is literally linking the connection to a quarter
of our nation’s energy supply to the rest of the nation. It is even
more vivid when you look at it from a helicopter because it is a lit-
tle highway surrounded by water, it is basically going out into the
Gulf. I mean it is marshland, but it looks like it is going out into
the Gulf.

I wonder if you could describe some of those images for our
guests today, because this is an amazingly important and vulner-
able link in terms of the whole national energy supply.

Mr. FALGOUT. I guess when people ask me about this, I raise the
question of how long can you tread water, because actually—and
Secretary Caldwell knows this more than anybody—the coastal
land loss issue the way it is in Louisiana and geographically there
are very few places where you can access the Gulf of Mexico in
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Louisiana by highway, and this is one of them. The other is in ex-
treme southwest Louisiana. So in the central part of the Gulf of
Mexico where the oil and gas energy is being produced, this is the
only place—geographically, environmentally. There is just no better
place for it to occur.

So you would ask why would we not move this inland or some
other question of that nature, it just cannot happen. Imagine mov-
ing 200 to 300 vessels a day that move through this part, moving
that inland, the environmental problems of that. So it is very stra-
tegic to have this location on the Gulf of Mexico. It saves dollars,
it saves oil and gas costs, it saves numerous things.

So the connection to it, to inland, coming back to your question,
is the highway. There is no rail, no other method of transportation
other than this two-lane highway system to service all of this
energy.

What would you do, how would you restructure it, of course an
elevated highway—this is an on-the-ground highway, no part of it
is above a plus-four elevation. Most of it is about a plus-two and
a half elevation. Just during tropical season, it goes under water.
So, you know, we are not talking about inland areas here.

So you would have to build an elevated highway system. Of
course, that would be ideal for hurricane evacuation. There are
13,000 people working on oil rigs in the Gulf of Mexico on any
given day that have to go through this highway to get to their vehi-
cle and go back to Mississippi and Indiana and Wyoming and any-
where, back to their regular homes. Because it is conducive to
doing that when you work 21 days on and seven off. So they come
from all over the country and they add insult to injury on this
highway because the residents are competing to get out and thou-
sands of offshore OCS workers are also—and equipment.

An elevated highway across about a 13-mile expanse would be
necessary and then the remainder would be more inland and would
be on ground, but unless you do that, we are just dickering with
a time bomb.

Mr. VITTER. Just to add to the comment, I am convinced this is
an enormous national need that is going to be recognized some day.
The question is if it is recognized in advance or if it is recognized
when a hurricane comes through and cuts off a quarter of the na-
tion’s energy supply for some significant period of time because the
highway is gone. And that is going to be—if that were to happen,
and it is utterly predictable when you are on the ground or in the
air looking at it—that is going to be a major dislocation, not just
for LaFourche, but for the nation.

Mr. FALGOUT. And it will not feel very good to say I told you so.

Mr. VITTER. That is all my comments.

Ms. CUBIN. Thank you.

I just have one question. I understand the financial status of the
State of Louisiana has been like a lot of energy producing states,
and there has not been a lot of tax money to go around to meet
the needs. But what are the attempts that have been made at the
Federal level to get funding for this? Is there legislation—has any-
body proposed doing anything? I am speaking, anybody in Con-
gress, in the House or in the Senate.
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Mr. FALGOUT. Very good question. In the last TEA-21 bill, we did
get about $7 million to do some initial studies. We are conducting
an KIS, as we speak, it should be finished in the next couple of
months, on the elevated part. But we do not have the big dollars
to build it. And the Federal Government keeps on going back to say
well, how come we give you state money to build the highway, and
our state, like most states probably, has about a billion dollars in
backlog on highway bills. And how can a state justify building a
highway, which is in its view a deadend highway going to the Gulf
of Mexico and stopping, when they are generating no income from
this OCS activity. If this OCS activity was on state lands, we
would have built that highway 20 years ago, we would be gener-
ating two to three billion dollars a year in Louisiana.

Ms. CUBIN. Sure.

Mr. FALGouT. We would probably have a golden laid highway by
this time.

[Laughter.]

Mr. FALGOUT. But it has not happened. So how can—you know,
how can we say Louisiana should build this highway when it is get-
ting none of the revenues that are generated, one half of the people
coming out of the Gulf through Port Fourchon are not even from
Louisiana. They are taking their pay checks out of state, Louisiana
is getting none of that revenue and then nation is truly benefitting
from this.

Ms. CUBIN. That is exactly right. Jim wanted to point out that
the gold lining on the highway would have come from Nevada.

[Laughter.]

Mr. FALGOUT. Oh, okay.

Ms. CUBIN. But you know, you make a great point and I think
the timing is very good to be able to get something done about this
because like you said in your testimony, if anybody—all of you—
if anybody has been watching, this is totally predictable. And a
problem with the highway is totally predictable and we need to do
something about it now.

Well, I would like to thank the panel for their testimony and for
the answers to the questions and I would like at this time to recog-
nize the second panel.

Now Mr. Melvin, is it Baiamonte?

Mr. BAIAMONTE. Yes.

Ms. CuBIN. With the Independent Petroleum Association of
America; Mr. James D. Abercrombie, General Manager of Offshore
Production of Dominion Exploration and Production; Mr. Dave
Golder, Senior Vice President of Commercialization and Develop-
ment of Marathon Oil Company and Mr. Mark Davis, the Coalition
to Restore Coastal Louisiana.

Thank you very much. Again, I would like to remind the panel
that your oral comments are limited to 5 minutes under the Com-
mittee rules, but your entire testimony will be in the record.

So I would like to recognize Mr. Melvin Baiamonte with the
Independent Petroleum Association of America.
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STATEMENT OF MELVIN BATAMONTE, INDEPENDENT
PETROLEUM ASSOCIATION OF AMERICA

Mr. BAIAMONTE. Madam Chairwoman, members of the
Subcommittee, I am Melvin Baiamonte, Offshore Land Manager of
Forest Oil’s Gulf of Mexico Business Unit. I am testifying on behalf
of the Independent Petroleum Association of America, IPAA.

Increasingly, independent producers are bringing offshore re-
serves to market. Not only do independents now hold 80 percent
of the OCS leases—

Ms. CUBIN. Mr. Baiamonte, could you pull the microphone closer
and speak into the microphone?

Mr. BAIAMONTE. Is that better?

Ms. CUBIN. A little more.

Mr. BAIAMONTE. Okay.

Ms. CUBIN. Thank you.

Mr. BATIAMONTE. Not only do independents now hold 80 percent
of the OCS leases, but independents have amassed as much acre-
age in the deepwater as have majors and they have participated in
half the wells drilled in the deep Gulf in 2000.

I will summarize my written statement which contains more de-
tailed recommendations.

There is no debate that Federal offshore production, mainly from
the Gulf of Mexico, contributes substantially to the nation’s energy
supply. However, without new policies, the offshore will fail to de-
liver the oil and natural gas Americans will be demanding in a few
short years. My remarks today will address the issues we face in
two broad areas—providing land access and providing access to
capital through royalty incentive policies.

First, it is important to note that our access is so limited offshore
that we are allowed in fewer places than we are kept out of.

For new leasing opportunities, we are barred from even leasing
off the west coast, the east coast and most of the eastern Gulf of
Mexico, as well as parts of Alaska OCS. We have access to only 18
percent of the offshore. We think it is time to rethink this policy.

The MMS’ next 5-year leasing plan is a good starting point. It
needs to support a sound energy policy, but beyond providing for
important annual sales in the western and central Gulf, we need
to find ways to find effective state buy-in for targeted exploration
in top geological places contained in off-limit areas.

Sale 181, scheduled in non-moratorium areas in the eastern Gulf
is an important step to take this December, and take it we must,
with all tracts on times, with terms and stipulations that will en-
courage development and production. This sale, previously agreed
to by all interested parties, has been on the drawing board since
the mid-1990’s. Coastal zone management policies could have a
chilling effect on offshore land access.

During the coastal zone reauthorization process, we need to re-
duce risk associated with vague policies, lengthy appeals and loss
of property rights. Coastal states deserve to be part of the process
but we need to examine to what extent offshore activities are truly
impacting their state.

To aid in the promotion of offshore production, we support ade-
quate funding of the MMS offshore program such as the President’s
request for additional $14.7 million in the upcoming fiscal year.
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Madam Chairwoman, IPAA applauds your proposal for using
part of the onshore oil and gas royalty streams to fund those BLM
offices responsible for generating production. Similarly, we rec-
ommend that a part of the offshore royalty stream be directed to
offshore programs. Managers receiving this funding should be held
accountable for their decisions that affect energy supply. In the
area of encouraging capital investment, IPAA believes that improv-
ing the government’s royalty policies like royalty in kind could fos-
ter a better OCS investment environment. Deepwater royalty relief
policies on a going-forward basis have all but disappeared with the
expiration of the Deepwater Royalty Relief Act. MMS’ post-Act re-
lief volumes in deepwater range from non-existent for water depths
from 200 to 800 meters to a small fraction of what was previously
extended for water depths greater than 800 meters.

Some of our members are finding that leases they acquired from
1995 through 2000 under the Act’s terms do not qualify for royalty
relief due to MMS’ application of relief policies on a field basis
rather than on a lease basis. This greatly restricts the benefit of
such relief. We would recommend a Congressional review of these
policies and support the extension of the terms of the Deepwater
Royalty Relief Act on a lease-by-lease basis.

But royalty incentive policies should not be limited to deepwater.
We support an examination of incentive policies to all water
depths, beginning with high risk exploration on the shelf. Our
ideas here include wells drilled to 15,000 feet or more where there
is no current production; subsalt prospects and prospects located in
abnormal pressure conditions; and highly deviated wells off exist-
ing platforms.

Finally, we believe marginal production on the shelf could benefit
from royalty incentives. All royalty incentives should be subject to
a price trigger. It is important to encourage leasing of offshore
today and have them in production tomorrow to meet the growing
consumer needs.

In conclusion, providing access to the resource base and attract-
ing capital are critical for increasing domestic production. It is time
for this country to take its energy issues seriously and develop a
sound future policy.

Thank you again for allowing me to appear before you today.

Ms. CUBIN. Thank you.

The Chair now recognizes Mr. Abercrombie.

[The prepared statement of Mr. Baiamonte follows:]
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STATEMENT OF MELVIN BAIAMONTE
FOR THE
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA

Madam Chairwoman, members of the committee, I am Melvin Baiamonte, Land Manager of
Forest Oil’s Gulf of Mexico Business Unit. Forest Oil Corporation is engaged in the acquisition,
exploration, development, production and marketing of natural gas and crude oil in North America
and selected international locations. Forest’s principal reserves and producing properties are
located in the United States in the Gulf of Mexico, Louisiana, Texas, Cook Inlet, Alaska and in
Canada in Alberta and the Northwest Territories. Forest’s common stock trades on the New York
Stock Exchange under the symbol FST.

Today, I am testifying on behalf of the Independent Petroleum Association of America
(IPAA). TPAA represents thousands of independent petroleum and natural gas producers that drill
85 percent of the wells drilled in the United States. With regard to the offshore, according the
American Oil and Gas Reporter on January 17, independent producers are increasingly bringing the
reserves to market. The Minerals Management Service (MMS) data over the last 10 years show
the drilling gap continuing to widen between independents and majors, with independents outpacing
majors in both exploratory and developmental drilling. Not only do independents now hold 80
percent of all acreage under lease on the Outer Continental Shelf (OCS), but as a group,
independents have amassed as much acreage in the deepwater as have the majors, and they
participated in half the wells drilled in the deep Gulfin 2000. We agree with the American Oil and
Gas Reporter, “whether large and established Gulf players with extensive lease positions, or smaller
companies engaged in their first offshore ventures, one thing at least appears certain: independents
are going great guns in the Gulf - from ultra-shallow state waters practically within a stone's throw
of the coastline to ultra-deep federal waters many miles from shore.”

It used to be said the deepwater was the playground of majors only. This is no longer true.
The Oil and Gas Investor reported that, as of the first quarter of 2000, the number of independents
in the offshore had jumped from 56 in 1993 to 1,202. This assessment came from Convergent
Energy Group Inc., a company formed to help independents finance deepwater developments. In
1998, according to Convergent, independents spent three times as much as majors to acquire
deepwater leases. In total, it has been estimated that independents hold more than 40% of the active
leases in the deepwater Gulf. :

The March 2001 sale in the central Gulf of Mexico further demonstrated the substantial
presence of independents in the offshore. The results of Sale 178 bode well for this
Administration’s efforts to put the Nation back on a firm energy footing. With high bids from 90
companies totaling over $505 million — up from around $300 million a year ago — industry has
clearly stepped up its activity level in response to today’s marketplace. Of 4,390 tracts comprising
approximately 23.19 million acres offshore Alabama, Louisiana, and Mississippi that were offered,
the MMS received 780 bids on 547 tracts. Bidding activity was very heavy in the shallow water;
338 tracts in less than 200 meters of water received 502 bids. This amounts to 64 percent of the
sale. Approximately 9 % of the fracts receiving bids are in ultra-deep water (more than 800 meters).

Of the 90 companies bidding in sale 178, 77 were independents (86%). Said MMS Acting
Director Tom Kitsos, "Strong bidding by the independent oil and gas companies was a major part of
the sale, and we are particularly pleased with the high interest shown in the shallow water arca
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where deep gas deposits may be present.” Kitsos noted that there were 11 companies who were
first-time bidders.

However, IPAA is concerned about the modest bidding activity during sale 178 in the 200 to
800 meter water depth, which is an important area of access for independents. Only 15 blocks were
bid on the entire 200 to 400 meter water depth range (apparent high bids of $13 million) and only
37 blocks were bid on in the 400 to 800 meter water depths (apparent high bids of only
$50 million). Sale 178 was the first sale in over five years that offered blocks in these water depths
with no royalty relief incentive volumes. IPAA has encouraged the MMS to be more
accommodating with its royalty relief policies in these water depths and will continue to work with
the Agency on these terms in future lease sales. Specific suggestions will be presented later in this
testimony.

This hearing focuses on the size of the estimated oil and gas reserve base on federal
submerged land, the level of production that this resource base can support, and the statutory and
regulatory constraints preventing additional hydrocarbon supplies from the OCS. This testimony
will focus first on several key factors that influence the future of oil and gas production from the
federal offshore. Second, it will describe issues that are specifically related to Gulf of Mexico
operations and suggest solutions.

A Nation Dependent on Fossil Fuels

There is no doubt, the nation will be dependent on fossil fuels for the foreseeable future. In
particular, petroleum and natural gas currently account for approximately 65 percent of the nation’s
energy supply — and will continue to be the significant energy source. Natural gas demand, for
example, is expected to increase by more than 30 percent over the next decade. Specifically, the
federal offshore supplies 19 percent of the oil and 27 percent of the gas produced in the United
States. Offshore production promises to play an even more significant role in the future. The
Department of Energy forecasts that offshore production will rise to nearly a third of our domestic
oil and natural gas supply within a decade.

Recognizing The Role of The Market

Future energy policy should rely on market forces to the greatest degree possible. For
natural gas the market is strong and active. Natural gas supply is essentially North American and
overwhelmingly from two countries that rely on private ownership and the free market — the United
States and Canada. Currently, exploration for and development of natural gas in both countries is
being aggressively pursued when the opportunities are there, and can be accessed. In the United
States drilling rig counts for natural gas are running at rates that are as high as they have ever been
since natural gas drilling was distinguished from petroleum. The principal constraints are finding
the capital to invest, getting access to the resource base, finding competent personnel, and obtaining
rigs. If the market is allowed to work, financial and human resources will be brought forth to
produce this critical resource for domestic consumption. )

0il, however, is a different situation. In making decisions regarding developing domestic
petroleum resources, the nature of the world petroleum market must be recognized. Although the
United States remains the second or third largest producer of petroleum, it is operating from a
mature resource base that makes the cost of production higher than in competitor nations. More
importantly, most other significant petroleum producing countries rely on their petroleum sales for
their national incomes. For them, petroleum production is not driven by market decisions. Instead,
their policies and their production are determined by government decisions. Most are members of
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OPEC, the Organization of Petroleum Exporting Countries. Several are countries hostile to the
United States like Iraq, Libya, and Iran. Even those that are generally supportive of the United
States, like Saudi Arabia and Kuwait, are susceptible to unrest from both internal and external
forces.

Thus, the market price for petroleum will be largely framed by production decisions driven
not by the market, but by the politics of these countries — both by internal issues and global
objectives. United States domestic policy decisions must reflect this reality — looking to this factor
in taking actions that can affect domestic production and producers. But, more importantly, it must
recognize that a healthy domestic oil production industry is also essential for a healthy domestic
natural gas industry, because they are inherently intertwined.

For example, the failure of the United States to recognize the need to respond to the low oil
prices of 1998-99 resulted in adverse consequences for both oil and natural gas production. The
nation has lost about 10 percent of its domestic oil production - most of which has been made up by
imports from Irag. And, in addition, the tight natural gas supplies this past year are partially
attributable to the drop in natural gas drilling in 1998-99 when oil prices were low and capital
budgets for exploration and production of both oil and natural gas were slashed by producers
because drilling under those conditions made no economic sense.

The Federal Role

The predominant areas where the federal government plays a major role in promoting or
inhibiting domestic oil and natural gas production are: providing access to the natural resource base
and providing access to essential capital.

L Access and Permitting Constraints

A national energy policy must recognize the importance of accessing the natural resource
base. In 1999, the National Petroleum Council (NPC) in transmitting its natural gas study,
“Meecting the Challenges of the Nation's Growing Natural Gas Demand”, concluded:

The estimated natural gas resource base is adequate to meet this increasing demand
for many decades ... However, realizing the full potential for natural gas use in the
United States will require focus and action on certain critical factors.

Much of the nation’s natural gas underlies government-controlled land both offshore and onshore.
These resources can be developed in an environmentally sound and sensitive manner. The
Department of Energy recently released a comprehensive report, Environmental Benefits of
Advanced Oil and Gas Exploration and Production Technology, demonstrating that the technology
is available. And, it is being employed, when exploration is allowed.

Without policy changes, the nation may not be able to meet its needs. The NPC study
projects demand increasing by over 30 percent over the next decade.  This will require not only
finding and developing resources to meet this higher demand, but also to replace the current
depleting resources. While many analysts are focusing on how much more natural gas demand will
grow, it is equally important to recognize what is happening to existing supply. All natural gas
wells begin to deplete as soon as they start producing. However, as our technology has improved,
we now are able to identify probable reservoirs more effectively. This allows us to find and more
efficiently produce smaller fields.

Unlike petroleum, natural gas supply is dependent on North American resources with 80 to
85 percent coming from the United States. However, much of this domestic supply is accessible
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only from government controlled lands. The current restrictions affecting access to these lands
differ depending on the area, but all must be altered to meet future demand.

Offshore — Western and Central Guif of Mexico -

These portions of the Gulf of Mexico have proven ! ]
to be a world-class area for natural gas as well as o1 | US Guif of
petroleum production, accounting for over 25 percent of ] | Mexico /
domestic natural gas production. Production comes from g | Deepwater
the continental shelf, the deepwater, and the emerging e >200 Meters
ultra-deepwater. The NPC study projects that fisture 2 =
production increases in these areas are essential to meet § ¢
projected demand. s pow

An MMS report on Future Natural Gas Supply : 0-200 Maters
from the OCS, estimates the future natural gas production '
from the shelf and slope of the Gulf of Mexico in a high o
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case peaking at 6.7 Tef in 2010 followed by a decline.
However, recently published MMS data indicates much lower expected natural gas from the Gulf of
Mexico. Using new data, the high case estimation could peak in 2002 at about 5.22 Tcf.

The Subcommittee on Natural Gas on the U.S. Outer Continental Shelf of the OCS Policy
Committee recently reported, “Based on this projection, it can be concluded that unless exploration
and development scenarios in the Gulf of Mexico changes dramatically, the production from the
Gulf of Mexico may not be able to meet the expected share of natural gas supply to meet the
expected future natural gas demand of the U.S.” Later in this testimony, I will discuss what IPAA
bhelieves needs to occur to reach the expected 8 Tef of natural gas annual production from the Gulf
of Mexico (National Petroleum Council’s estimate for 2010) and, as well, to increase oil
production.

Offshore ~ Eastern Gulf of Mexico, Atlantic Ocean, and California

The substantial domestic natural gas reserves in these three areas in unavailable because of
Congressional or Administrative moratoria, President Clinton extended these moratoria until 2012
saying, “First, it is clear we must save these shores
from oil drilling.” This is a flawed argument ignoring
the state of current technology; it results in these
moratoria preventing natural gas development as well
as oil. In fact, both the Eastern Gulf and the Atlantic
reserves are viewed primarily as gas reserve areas, not
oil. Too often, these policies seem to be predicated on
the events that occurred 30 years ago. Federal
moratoria policy needs to be reviewed. It needs to be
based on a sound understanding of today’s technology.
Based on the MMS’ 2000 resource assessment, the
MMS determined that offshore moratoria forgo
conventionally recoverable 16 billion barrels of oil and
62 trillion cubic feet of natural gas. Of course these estimates are based on little or no exploration
and could be much more significant if exploration is allowed. In the western and central Gulf of
Mexico, estimates have proven to be much greater after exploration.

Resource Estimates - Restricted Areas
Estimated Percentage Restricted

=18
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IPAA Recommendations for Increasing Access to Production from the OCS:

Future production increases from the OCS will hinge on federal offshore policies. In the
area of access, IPAA recommends:

1. Sale 181

IPAA and its members companies have long considered Sale 181 to be a high priority issue.
It represents an important component of our future in the offshore. Scheduled for December 2001,
it would be the first eastern Gulf of Mexico Lease Sale since 1988, and for our members that
confine their activities to the Gulf of Mexico, the first opportunity to bid outside the central and
western Gulf of Mexico ever.

The Sale 181 area is estimated to hold about 7.8 TCF of natural gas and perhaps 1.9 billion
barrels of oil. The natural gas resources could be used to meet the nation’s growing natural gas
demand—estimated to increase by 30% from today’s level to nearly 30 TCF/yr by the year 2010.

It is noteworthy that the NPC natural gas study cited earlier, assumes Sale 181 occurs on time, with
all tracts offered, and that development proceeds without delay. The NPC study projects that Sale
181 could result in adding 400 BCF/yr in new gas production — production that would be lost if the
sale were not held or restrictions inhibited exploration and production.

Back in the early to mid-1990’s the MMS engaged in a comprehensive consultation with
Alabama and Florida as well as other coastal states, about leasing in the eastern Gulf of Mexico.
Both States expressed concerns about leasing and both requested that leasing not occur within
certain distances to their states — 15 miles in the case of Alabama and 100 miles in the case of
Florida. Sale 181 met both of these criteria and was placed on the current 5-year schedule by the
MMS. This decision was subsequently ratified by Congress through the appropriations process.

Based on this buy-in from coastal states, industry began to prepare for the Sale —
accumulating seismic data, reviewing geologic trends, conducting preliminary engineering studies —
in anticipation of Sale 181. Independents have spent millions of dollars with the expectation that
the Sale would occur as scheduled.

Today, the debate continues as to whether the Sale should go forward. But, after ten years
of consultation, it is now time to open up to leasing a relatively small area of the eastern Gulf of
Mexico that was established after exhaustive consultation with coastal states.

2. The Five-year OCS Lease Sale Schedule

Every five years, the MMS takes on a very thorough process to draft a new five-year OCS
Leasing Schedule. That process is now underway to establish a leasing program for the period
2002-2007. Industry, and other interested parties, provided comments to the MMS during the
earlier stages of the process. A draft schedule should be ready for review very soon.

IPAA vows to work with the MMS to establish a schedule that helps meet the nation’s
growing appetite for energy. For many of our members, those that confine their activities to the
Gulf of Mexico, it has meant annual sales in the central and western Gulf of Mexico. It is essential
that these annual sales continue.

As this Country drafts a national energy policy, now is no time to be timid. Yet, we know
that resistance in some regions to offshore exploration and production remains a major impediment
despite the obvious energy needs. We have our work cut out for us if we are to be successful at
making enough offshore lands available to meet the nation’s energy needs.
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One possible approach interested parties should consider during development of the next
five year plan, in consultation with industry and affected states, the identification of a small number
of prime natural gas plays in moratoria areas to determine if limited pilots could demonstrate how
oil and gas operations could be safely conducted in new areas. Such an approach would require
congressional funding for scientific, environmental, and social/human impact studies. Any piloting
would require site-specific stakeholder consultations.

3. Coastal Zone Management Issues

Coastal zone management (CZM) matters are increasingly important to independents
operating in the Offshore. These matters play a direct role in land access for the offshore. CZM
issues have not historically been seen as a priority issue for independents operating in the western
and central Gulf of Mexico, as states have not attempted to obstruct offshore activities under the
Coastal Zone Management Act (CZMA). With an increased interest in the eastern Gulf of Mexico,
independents’ interest is CZM is heightened. It is one thing to have a lease sale; it is quite another
to be allowed to explore, develop and produce from that lease once it is purchased.

A coastal state with a federally-approved coastal zone management plan is empowered to
block offshore exploration and production plans, if the state can allege that the federal lessee’s
activity will have some affect on resources in the coastal zone. If the lessee’s activity will have an
effect, the activity must be consistent with the state’s coastal zone management plan.

The coastal zone itself generally extends only 3 miles offshore, but extends 9 miles in the
Gulf of Mexico off Texas and Florida. The effects test, however, can be used to extend the state’s
reach great distances from shore. The Interior Department itself determines before issuing leases
that the projects it expects lessees to undertake will be consistent with the plans of any affected
states. But states can change their minds after the leases are issued.

A Federal lessee offshore must certify that both its exploration plan and production plan are
fully consistent with the coastal zone plans of affected states. If a state disagrees, the lessce faces
considerable delay in an appeal before the Secretary of Commerce.

Chief risks to lessees in current CZMA implementation are:

» Compliance costs caused by unexpected interpretations of vague policies in state CZM
plans,

o Delay costs caused by lengthy appeals process before Department of Commerce,

e Risk of losing lease rights without compensation when state changes its mind on what its
plan requires.

IPAA, through its Offshore Commiitee, will be active in an industry-wide effort to review
CZMA and its consistency provisions. The review will include:

o A review of the Coastal Zone Management Act, particularly as amended in 1990,

o Implementing regulations, especially those finalized late in 2000 by the National Oceanic
and Atmospheric Administration on consistency,

e State implementation programs, and

e Process issues, particularly as the process is used to delay projects.
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4. Congressional Funding

IPAA recommends that the Congress adequately fund the MMS to ensure that its mission is not
compromised during this critical period in which the Nation aggressively secks new energy
resources to meet growing demand. Specifically, IPAA recommends:

e Support the Administration’s FY 2002 budget request increasing the MMS budget
by $14.7 million to meet increased workload brought about by offshore program
services and to implement royalty in-kind.

o Fully fund the MMS and other related agencies in future years to ensure they have
the resources available to increase gas and oil supplies from the OCS.

e Require that appropriated funds be directed to education and outreach regarding the
benefits the OCS program provides the Nation.

Funding is always difficult during budget reductions and tax cuts. However, investing in the
offshore program provides taxpayers a great return on their investment. In FY 2000 alone, the
MMS collected and distributed about $7.8 billion in mineral leasing revenues from federal and
American Indian lands. Madam Chairwoman, IPAA applauds your proposal for using part of the
onshore oil and gas royalty streams to fund those BLM offices responsible for generating
production on which royalty payments are based. The vast majority of royalty payments come
from offshore production and, similar to your proposal for the onshore, we recommend that a part
of the offshore royalty stream should be directed to offshore programs that will promote increased
production, especially natural gas.

For example, IPAA supports a collaborative effort for research, development, and
transfer of technologies used in the production of natural gas, so long as there are not
additional charges or costs such as increased royalties, taxes or surcharges.

5. The National Energy Security Act of 2001, S.388

Additionally, IPAA would draw your attention to two provisions of S.388 (The
National Energy Security Act of 2001):

e Section 101 is the single most important section of $.388. It requires energy
accountability when federal agencies make decisions affecting energy supply. Ifall
federal agencies associated with decisions affecting offshore oil and gas
development are held accountable for how their decisions impact national energy
supply, production from the OCS will increase.

e Section 310 — Program on Oil and Gas Royalties In Kind. By giving more tools to
the federal government to maximize return to the American taxpayer when taking in
kind, the program can be expanded. When royalty in-kind is expanded, more
certainty is provided to the government and the oil and gas lessees; thereby making
federal lands more attractive for development.

I1. Providing Access to Essential Capital

Because oil and natural gas exploration and production are capital intensive and high-risk
operations that must compete for capital against more lucrative investment choices, much of its
capital comes from its cash flow. The federal tax code and royalty policies play a critical role in
determining how much capital will be retained. The Administration and Congress need to enact
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provisions designed to (1) encourage new production, (2) maintain existing production, and (3) put
a “safety net” under the most vulnerable domestic production — marginal wells.

However, given that this Subcommittee has jurisdiction over royalty policies, not the tax
code, I will not discuss IPAA’s tax proposals. Rather, I will address the area of royalty policies.

IPAA Recommendations for Increasing Access to Capital for the OCS:
Here, IPAA recommends the following:

1. Deepwater Royalty Relief

The Deep Water Royalty Relief Act of 1995 (Act) provided for automatic royalty relief for
all new oil and gas leases issued from 1995 through 2000 in waters deeper than 200 meters in order
to stimulate exploration and production of natural gas and oil in the deeper waters of the central and
western Gulf of Mexico. The portion of the Act that provided this automatic relief for new leases
expired in November 2000.

The MMS has now put in place regulations that would leave to its discretion the use of any
upfront royalty relief for future Gulf of Mexico lease sales. IPAA is concerned that, although the
new MMS royalty incentives put into place for water depths greater than 800 meters, subsalt, and
deep gas drilling are a good first step, they fall short of truly accelerating the rate of development
and production of natural gas and oil in the-Gulf of Mexico. Additionally, the MMS is not offering
any relief for water depths between 200 and 800 meters.

To this end, IPAA supports the reauthorization of the original automatic royalty suspension
volumes as contained in the expired provision of the 1995 Act. These terms led to a boom in
natural gas and oil activities in the deep waters of the Gulf of Mexico in the five short years they
were in place. And as demonstrated in sale 178, without such relief for water depths of 200 to 800
meters, bidding activity may continue to fall short of what is needed. We believe if the Act would
have been reauthorized, there would have been substantially more interest in these water depths and
in ultra-deepwaters.

Would such a reauthorization of the Act cost the American taxpayer revenues? Simply
put —no. Third party modeling demonstrates that a reauthorization of the act would have provided
additional, not less, revenues to the American Taxpayer. Increased production would occur, far
outweighing the temporary loss of royalty. We should remember that prices will not always be this
high and we need to encourage aggressive leasing now, to meet our production needs for the future.

We agree with Senator Murkowski’s recommendation that under the auspices of a National
Energy Policy Taskforce that the Secretaries of the Interior and Energy form a Gulf of Mexico
Leasing Incentives Review Team to determine what level of incentives for all water depths are
appropriate in order to ensure that we optimize the domestic supply of natural gas and oil from
offshore areas that are not subject to current leasing moratoria. In particular, the team should
further examine the field size distribution of the Gulf of Mexico resource base and the international
competitiveness of the Gulf. Recommendations, as a result of this review, should be made in the
context of the importance of the development of the natural gas and oil resources of the Gulf of
Mexico to the Nation’s future energy and economic needs. These recommendations should be
implemented prior to the August 2001 western Gulf of Mexico lease sale.
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2. Deepwater Leases Issued prior to November 2000

During Sale 178, the MMS adopted an important approach that greatly stimulated activity in
the 800 meter plus water depths — royalty incentives were offered on a lease-basis . For decpwater
lease issued prior to sale 178, the MMS only offered royalty incentives on a field basis. If the MMS
would retroactively offer such relief on a lease-basis, this would greatly stimulate production from
the deepwaters. Too many leases issued during the term of the Deepwater Royalty Relief act were
found to be ineligible for royalty relief because of the existing policy of relief to be offered on a
field basis (vs. lease-basis) or the MMS’ interpretation of the rules implementing this policy.

3. High Risk Exploration on the Shelf

In addition to the deepwaters, independents are quite interested in the significant natural gas
and oil reserves that could be developed by deep drilling, drilling into subsalt structures, and
drilling highly deviated wells. IPAA recommends royalty incentives be offered for (1) wells below
15,000 where there is no current production AND (2) extend royalty relief as embodied in Central
GOM Sale 178 for new and existing leases for drilling of sub-salt prospects or prospect located in
abnormal pressure conditions AND (3)for drilling highly deviated wells off existing platforms
which might not otherwise have been attempted. In other words, these incentives would apply fo
expensive, high risk plays on new and existing leases. Such relief would, of course, be phased out at
higher prices. )

During Sale 178, the MMS took some important first steps. They offered a royalty incentive
for new leases whereby natural gas is discovered for drilling in excess of 15,000 feet for water
depths of 0 to 199 meters. Similar relief is needed for existing leases where production has not yet
been established.

With regard to subsalt, the MMS recognized the high risk nature of exploring such a play in
the OCS by offering for new leases a 2 year extension of the 5 year term should a well be drilled.
What is truly needed is more incentives to encourage drilling.

4. Marginal Production on the Shelf

Independent producers report that there are significant resources still remaining on the Shelf
that would be developed if royalty incentives were available. Marginal properties and/or fields are
being left behind. IPAA understands that DOE had initiated modeling of different royalty
incentives to stimulate production from marginal fields. This modeling effort should be completed
and, if appropriate, royalty incentives implemented.

5. Royalty Reinvestment in America

The National Energy Security Act of 2001, S.388 contains a provision entitled Royalty
Investment in America. This provision allows lessees to forgo federal royalty payments during
periods of low cnergy prices and instead make capital investments in energy production. During
low prices this type of provision will reduce the likelihood of dramatic decreases in exploration,
such as those during the 1998-99 downtum.

Royalty incentives, in conjunction with new tax policies, must be developed to encourage
renewed exploration and production needed to meet future demand, particularly for natural gas. The
NPC gas study projects future demand growth for natural gas and identifies the challenges facing
the development of adequate supply. For example, the study concludes that the wells drilled in the
United States must effectively double in the next fifteen years to meet the demand increase. Capital
expenditures for domestic exploration and production must increase by approximately $10
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billion/year — roughly a third more than today. Generating this additional capital will be a
compelling task for the industry. As the NPC study states:

While much of the required capital will come from reinvested cash flow, capital from
outside the industry is essential to continued growth. To achieve this level of capital
investment, industry must be able to compete with other investment opportunities. This
poses a challenge to all sectors of the industry, many of which have historically delivered
returns lower than the average reported for Standard and Poors 500 companies.

In fact, as the past year has shown, capital markets have not shifted to supporting the energy
sector. For the industry to meet future capital demands — and meet the challenges of supplying the
nation’s energy — it will need to increase both its reinvestment of cash flow and the use of outside
capital. The role of royalty incentives and the tax code will be significant in determining whether
additional capital will be available to invest in new exploration and production in order to meet the
$10 billion annual target.

There’s No Short Term Fix — Recovery Will Take Time

It will take time for any realistic future energy policy to achieve results.. There is no simple
solution. The popular call for OPEC to “open the spigots™ failed to recognize that the low oil prices
of 1998-99 reduced capital investment from the upstream industry all over the world. Only Saudi
Arabia had any significant excess production capacity and no one knew just how much or whether
the oil was of a quality that it could be refined in most refineries. The collateral damage of low oil
prices on the natural gas industry is affecting gas supply today and will until the industry recovers.
The producing industry lost 65,000 jobs in 1998-99. While about 40 percent of those losses have
been recovered, they are not the same skilled workers. If measured by experience level, the
employment recovery is far below the numbers. Less obvious, but equally significant, during the
low price crisis equipment was cannibalized by operating and support industries who were
decimated. It will take time to develop the infrastructure again to deploy new drilling rigs and
provide the skilled services that are necessary to rejuvenate the industry.

Conclusion

Providing access to the resource base will be critical and requires making some new policy
choices with regard to the onshore and offshore federal lands. A critical first step is to require
agencies to measure and document the impact of their decisions on the development of energy
resources.

Overall, attracting capital to _fund domestic production under these circumstances will be a
continuing challenge. This industry will be competing against other industries offering higher
returns for lower risks or even against lower cost foreign energy investment options. The slower
the flow of capital, the longer it will take to rebuild and expand the domestic indusiry.

These two issues are the ones that are particularly dependent on federal actions, and should
be the immediate focus of this Congress and the Administration.

It is time for this country to take its energy supply issues seriously and develop a sound
future policy. Certainly, there is room in such a policy for sound energy conservation measures
and protection of the environment. But, energy production — particularly petroleum and natural
gas — is an essential component that must be included and addressed at once. Independent
producers will be a key factor, and the industry stands ready to accomplish our national goals, if
policies reflect that reality.

10



44

STATEMENT OF JAMES D. ABERCROMBIE, GENERAL
MANAGER OF OFFSHORE PRODUCTION, DOMINION
EXPLORATION AND PRODUCTION

Mr. ABERCROMBIE. Good afternoon, Madam Chair, and members
of the Committee. On a personal note, it is a pleasure and a pleas-
ant surprise to testify before my personal Representative here, Mr.
Vitter. I was not expecting that.

I am here representing Dominion Exploration and Production,
which is one of the nation’s largest integrated electric and natural
gas companies in the United States. I am also pleased to be here
today as a representative of the largest independent natural gas
and crude oil exploration and production company comprised of the
Domestic Petroleum Council. Together, these companies including
my own, are strong players in the offshore Gulf of Mexico, with al-
most 3700 total OCS leaseholds, of which more than 1100 are in
the deepwater areas. Many of those companies are also operators.

I would like to talk about an independent’s technical ability that
we have right now. There has been a lot of development over the
past 10-15 years of seismic technology in the Gulf of Mexico. We
are one of the major users of it, as are a number of other independ-
ents. And that seismic technology has allowed us to basically see
geological structures and potential oil and gas reservoirs below the
sea bed of the Gulf of Mexico. We have even gone to the extent of
going to four-dimensional seismic and technology that allows us to
even better resolve those particular reservoirs in the Gulf of Mex-
ico.

Combined with that, there has been a number of major engineer-
ing innovations, which has allowed industry to develop deepwater
fields where conventional solutions would not have been economic.
A clear example of that is the design and installation of the world’s
first production spar, FPS Neptune, which is a floating cylindrical
structure that is anchored to the sea floor in nearly 2000 feet of
water. That was developed jointly by Dominion and Kerr McGee.
One of the real unique traits of it is when reserves from one por-
tion of the fields have been depleted, you can literally move it to
another portion of the field and produce untapped reserves that are
there. It is a trail blazing concept that has opened up numerous
areas in the deepwater Gulf of Mexico to production that has not
occurred prior to that point in time.

We need to go where the resources are and we applaud and
strongly support the efforts of the Bush administration as well as
the Resources Committee here in hearings like this to step back
and examine where there are areas in which we should have even
greater exploration and production access. I am not talking about
national parks or wilderness areas or marine sanctuaries. But the
record in the Gulf of Mexico of our technology improvements over
the past decade should be taken into account as we think about the
resources that are currently off limits off of our coast. It may be
time to gather more seismic information and other information to
revisit those access choices. And certainly in areas that have al-
ready been the subject of careful analysis, they should be available
for appropriate exploration and production activity.

Lease Sale 181 in the eastern Gulf of Mexico, which comes up
in December, provides us an outstanding example of what we need
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to be doing. It alone could make up a significant 400 billion cubic
feet a year contribution to providing natural gas for Florida and
the surrounding southeastern states. That is basically Florida’s use
of about one-third of their energy supplies in the year 2015. Clear-
ly, the administration should assure that that sale 181 is held as
scheduled.

We also believe that early approval of floating production storage
and offloading vessel technology be made so that additional deep-
water gas and oilfields can be developed more efficiently and more
cost effectively. In addition, Congress should consider extension of
the deepwater royalty provisions of the Deepwater Royalty Relief
Act of 1995.

In the last Federal offshore lease sale in March, Sale 178, the
fewest number of blocks offered, 214, and the fewest number of
bids, 52, were in the 200 to 800 meter water depths. These are the
depths of which the MMS eliminated automatic royalty suspension
and of which the Domestic Petroleum Council disagreed. Our
strong belief is that all deepwater areas would have been more ro-
bust, seen more robust bidding and will in the future, if Congress
reinstates a more realistic royalty review.

While on the subject of royalties, we strongly support the admin-
istration’s efforts to expand and make permanent the taking of roy-
alties in kind or the royalty in kind program. It makes Federal
leases much more attractive to companies like ours and eases the
Federal Government’s burden on administrative and potential liti-
gation.

With that, I would like to answer any questions you have.

Ms. CuBIN. Thank you, Mr. Abercrombie.

Mr. Golder.

[The prepared statement of Mr. Abercrombie follows:]

Statement of James D. Abercrombie, General Manager of Offshore Produc-
tion, Dominion Exploration and Production, Inc., on behalf of the
Domestic Petroleum Council

My name is James D. Abercrombie, General Manager of Offshore Production for
Dominion Exploration and Production, Inc.

I am pleased to be here today as a representative of the largest independent nat-
ural gas and crude oil exploration and production companies in the United States
who make up the Domestic Petroleum Council.

Together these DPC companies, including my own, are strong players in the off-
shore Gulf of Mexico, with almost 3,700 total OCS lease interests, many as operator.
More remarkable, they have more than 1,100 deepwater lease interests in the Gulf
of Mexico, including a number of operator designations. They are among the high-
tech leaders in finding developing and producing the natural gas and oil resources
we need to generate electricity for our computers, heat and cool our homes and busi-
nesses and provide the mobility we need to get to our jobs and other activities.

Against that background, let me emphasize that we in the DPC are most con-
cerned about meeting the challenge of supplying the dramatic increase in gas de-
mand that you will continue to hear about. We at Dominion and our counterpart
companies are betting our capital everyday on our technical ability to find and
produce the supplies that we’ll need from a very substantial gas resource base in
the offshore Gulf and other areas. But we’ll need your help in meeting a number
of other challenges, principal among them being access to that resource base.

Let me say a word first about our technical ability. Dominion is among the most
active and high-tech explorers in the offshore Gulf of Mexico. Many of the major pe-
troleum service companies have led in the development of innovative geoscience
technology that is being applied today to enhance our ability to find and produce
oil and gas efficiently. Seismic technology that allows us to “see” geologic structures
and potential oil and gas reservoirs below the seabed in the Gulf of Mexico is per-
haps the most exciting area of change, especially in view of our need to work in
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deepwater areas. The conversion from analog to digital technology, combined with
the development of “4-D” seismic and “4-C” technology has allowed significantly
better resolution and imaging of reservoirs and has resulted in more efficient devel-
opment plans, utilizing multi-well and multi-lateral completions and more cost effec-
tive designs.

Major engineering innovations have also allowed the industry to develop deep-
water fields where conventional solutions would not have been economic. A clear ex-
ample is the design and installation of the world’s first production spar, “FPS Nep-
tune”, jointly developed by Dominion and Kerr—McGee.

The Neptune Spar is a floating cylindrical structure anchored to the sea floor, in
1,960 feet of water.

The hull is 705 feet long, 72 feet in diameter, weighing 12,000 tons, while the top-
side is 3,600 tons in weight, supports the production facilities and crew accommoda-
tions. A unique trait of the Spar concept concerns effective field development. When
reserves from one portion of the field have been depleted, the Spar is moved to an-
other area to produce untapped reserves. This is especially useful when reserves are
located over a wide area. The trail-blazing concept has led to the use of Spar type
designs in a number of previously undeveloped deepwater areas, thus increasing oil
and gas supply to the U.S. New drilling and well completion technologies have also
expedited new production in the Gulf of Mexico Deepwater.

Again, we’re willing to spend our money and devote our human resources to meet-
ing consumer needs.

But we need to go where the resource is.

We applaud and strongly support the efforts of the Bush Administration, as well
as the Resources Committee in hearings like this, to step back and examine whether
there are areas to which we should have even greater exploration and production
access. 'm not talking about national parks, wilderness areas or marine sanc-
tuaries.

But our record in the Gulf of Mexico, and our technology improvements over the
past decades should be taken into account as we think about the resources that are
currently off limits off all our coasts. It may be time to gather more seismic and
other information and to revisit the policy choices we are making in selected areas.

And certainly areas that have already been the subject of careful analysis should
be available for appropriate exploration and production activity.

Lease Sale 181 in the Eastern Gulf of Mexico, scheduled for December of this
year, provides an outstanding example of what we need to be doing. It alone could
make a significant 400 BCF per year contribution to providing natural gas to Flor-
ida and the surrounding region to meet increasing electricity generation needs.

The development of supply sources in close proximity to key growth markets like
Florida will result in timely responses to the needs of consumers. This is especially
important when we consider that projected electricity demand in Florida will in-
clude a growth of approximately 25 thousand megawatts. Since almost all of that
growth is expected to be fueled by natural gas, Florida gas demand (shown below)
is expected to double over the next 15 years.

Florida Gas Demand

BOGFWa

NPC REFERENCE CASE
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The chart below illustrates a National Petroleum Council projection of the natural
gas supply impact of access restrictions in the eastern Gulf of Mexico. The Reference
Case curve (middle line) assumes that Western Norphlet, off the coast of Mobile,
Alabama, and MMS Lease sale 181 will be the only areas in the eastern Gulf that
will produce gas.

Also shown here is the impact if sale 181 did not happen (bottom line). As noted
a moment ago, this is a potential 400 BCF per year loss of valued natural gas re-
source—or the amount of gas that could meet one-third of Florida’s projected elec-
tricity demand growth by 2015.

(The top line indicates the NPC study’s projection of substantial additional gas
supplies to feed the country’s growing energy demand if industry is allowed access
beyond the Western Norphlet and Sale 181 areas.)

Clearly the Administration should ensure that Sale 181 is held as scheduled.
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We are also looking forward to early approval of Floating Production Storage and
Offloading vessel (FPSO) technology so that additional deepwater gas and oil fields
can be developed more efficiently and cost effectively.

In addition, Congress should consider extension of the deepwater royalty provi-
sions of the Deep Water Royalty Relief Act of 1995 that spurred much of the activity
we have seen in waters deeper than 200 meters.

Under the previous Administration, the Minerals Management Service proposed,
and the current Administration allowed to go into effect, royalty incentives for deep
gas wells on the OCS, and some relief for those seeking gas beneath offshore salt
formations. That was positive. But, unfortunately, the MMS also significantly in-
creased the royalty burdens for deepwater leases in the Gulf of Mexico above where
they had been for five years under the 1995 law by failing to provide for an auto-
matic suspension of royalties.

In the last Federal offshore lease sale in March, the fewest number of blocks of-
fered (214) and the fewest number with bids (52) were in the 200-800 meter water
depths. These are the depths for which the MMS eliminated automatic royalty sus-
pension (action with which DPC disagreed.) Most blocks offered were in shallow wa-
ters (1305) for which deep gas incentives have been put in place (with which we
agree) and ultra-deep waters (2460) where royalty suspension volumes were signifi-
cantly reduced. There were 338 blocks in shallow waters receiving bids that aver-
aged a total of $670,000 per block. There were only 47 ultra-deep blocks that at-
tracted bids totaling an average of $3.66-million per block. OQur strong belief is that
all deepwater areas would have seen more robust bidding—and will in the future

if Congress reinstates a more realistic royalty regime as was in place under the
DWRRA.
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While on the subject of royalties, we strongly support the Administration’s efforts
to expand and make permanent the taking of its royalties in kind. This “R-I-K” ap-
proach, now being extensively pilot tested in the Gulf of Mexico, makes Federal
leases more attractive to companies like ours, and eases the Federal Government’s
administrative and potential litigation burdens. (Currently, 360 million cubic feet of
gas and 7,000 barrels of oil are being taken as royalties in kind.)

Finally, we at Dominion and the DPC look forward to continuing to work with
you to meet the energy challenges ahead.

STATEMENT OF DAVE GOLDER, SENIOR VICE PRESIDENT OF
COMMERCIALIZATION AND DEVELOPMENT, MARATHON OIL
COMPANY

Mr. GOLDER. Yes, thank you, Madam Chairman and members of
the Subcommittee.

Previous speakers have been pretty articulate about a number of
the items I would like to speak about, so in the interest of time,
I will just focus on one area that is of interest to Marathon, where
we have a long history.

Before I do though, I would very much like to second Mr. Falgout
and his concerns about the infrastructure needs in the Fourchon
area. As one of the companies who is very dependent on the infra-
structure there and as the operator and major interest owner in
LOOP, we certainly understand the strategic significance of this
area to the country.

Basically I would like to comment just solely on the Deepwater
Royalty Relief Act and the continuing need for incentives for explo-
ration and development of the OCS.

Marathon Oil started back in 1992 by distributing a white paper
to Congress called “A Proposal to Encourage Development of OCS
Deep Water Leases.” This became the genesis of what ultimately
became the 1995 Deep Water Royalty Relief Act. This Act provided
limited suspension of royalty payments on production volumes in
various water depths and had automatic provisions for such royalty
relief from November 1995 to 2000. Unfortunately, these automatic
relief provisions expired in late November of 2000, but the MMS
does retain broad authority to offer royalty relief on new leases in
deepwater with suspension of royalties based on time, volume or
value. They also have the authority to grant relief on a lease sale
basis or on a case-by-case basis. The purpose of my testimony is to
encourage the proactive use of this authority to further the intent
of the original legislation.

The Deep Water Royalty Relief Act program was an unequivocal
success. I have included a graph in my written testimony that illus-
trates the dramatic increase in deepwater leases in the 3 years
that followed. I think it speaks very plainly to the benefits from
this program. Rarely has a government program been so effective
and immediate in obtaining its objectives. Positive results were
manifold, but primarily they resulted in $3 billion of additional
deepwater lease bonuses over the first 5 years. But further, it stim-
ulated the investment of additional billions of dollars for develop-
ment after successful exploration and this has been critical in try-
ing to stimulate research and development expertise in our domes-
tic industry to help keep us a world leader in technology and appli-
cations around the world.
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Employment in the U.S. oil and gas sector has fallen by more
than 50 percent, from 750,000 to around 300,000, since 1982. The
quality of our technology and our personnel still leads the world,
but it takes cutting edge technology applied in areas like the deep-
water to maintain that.

Energy security today, as we have heard previous speakers talk
about, 1s limited because nearly 57 percent of U.S. oil consumption
is supplied by imports. We think the Deep Water Royalty Relief Act
was a positive first step toward reducing our dependence on im-
ports. Long cycle times, however, require that we maintain and
sustain a program over a long period, because you cannot turn
things on and off.

Deepwater was once the nearly exclusive province of the super-
majors prior to enactment of the Deep Water Royalty Relief Act.
The oil and gas industry has seen clear benefits from having many
smaller companies follow the majors. As you have heard, many of
them have been very successful in deepwater. Companies of diverse
size allow each to focus on projects that suit their corporate risk
and reserve goals, which in turn allows for more complete exploi-
tation of the entire deepwater OCS. Former deepwater players like
Mobil, Amoco, Arco, Vastar, and soon, Texaco have disappeared
from the scene as they have been merged into other companies, re-
ducing competition and increasing the niches for smaller companies
to play.

We think it is important to provide the necessary incentives to
ensure that smaller companies remain in the deepwater, in order
to have a viable and competitive OCS. Our own experience indi-
cates that royalty relief in deepwater can be a key, in fact a nec-
essary factor. We are working together with BP, TotalFina EIf and
several other companies to jointly develop three small marginal gas
fields in up to 7200 feet of water. This would not have been pos-
sible without sharing infrastructure in the Canyon Express project,
but I can tell you, without royalty relief on those three fields, we
would not be going forward. Today, we expect to have the world’s
deepest water production on line flowing to the U.S. gas markets
by the middle of next year.

Although the deepwater royalty relief expired in 2000, there are
many of us who are urging the MMS to continue to offer deepwater
royalty relief incentives and to use their administrative ability to
focus on a number of things. One of the areas we have talked about
is the shallow water. It is critical that we continue to offer incen-
tives in shallow water portions of the Gulf for the high risk, high
cost subsalt and other areas that we have heard referred to. Sec-
retary Caldwell has discussed this, so I will skip the details, but
it is important.

Finally, our recommendation is that we continue to review and
revise the current regulatory and administrative policies in all
water depths and provide additional incentives. Specifically, we
would like to see the MMS extend administrative royalty relief for
water depths of 1600 meters and greater, for larger volumes than
those contained in recent sale 178.

Any relief program must provide incentives that are predictable
and sustainable over at least 5 years so that we can reasonably
plan our business. A program that changes from year to year will
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not be effective. A relief program should also contain significant re-
lief volumes and other incentives to ensure the smaller companies
who have been enticed into the deepwater can remain viable there.

It was disappointing that the MMS more than doubled rentals on
leases awarded at the first lease sale under the Deep Water Roy-
alty Relief Act because by doing so, they diluted some of the bene-
fits and offset some of the incentives. We hope that that will not
be a trend in future sales.

Thank you for the opportunity to appear before you and I look
forward to answering any questions.

Ms. CUBIN. Thank you.

The Chair now recognizes Mr. Davis.

[The prepared statement of Mr. Golder follows:]
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Testimony of Dave Golder
Senjor Vice President, Commercialization and Development

Marathon Oil Company

Before the
Committee on Resources
Subcommittee on Energy and Mineral Resources
House of Representatives

May 14, 2001

Madam Chairman and Members of the Subcommittee, I appreciate the opportunity to appear
before you today to present testimony on the positive results of the Deepwater Royalty Relisl
Act (DWRRA) and the continning need for incentives to encourage exploration and development
in the Outer Continental shelf.

Background:

Marathon Oil Company distributed a white paper to Congress in 1992 entitled “A Proposal to
Encourage Development of OCS Deep Water Leases”. This white paper was the genesis of what
ultimately became the 1995 Deep Water Royalty Relief Act. This act provided limited
suspension of royalty payments, on production volumes ranging from 17.5 MMBOE to 87.5
MMBOE, depending on water depth, for Ceniral and Western Gulf of Mexico (GOM) and
certain Eastern GOM leases issued between late November 1995 and late November 2000, in
water depths of 200 meters or greater. The autornatic relief provisions (Section 304) of the act
expired in late November 2000, but MMS retains broad authority to offer royalty relief on new
leases in deep water with suspension of royalties based on time, volume, or value. (Suspensions
may vary based on the price of production from the lease.) MMS also has the authority to grant
relief on a lease sale basis or on a case-by-case basis.

Success of the Program

The DWRRA program was an unequivocal success! Early in the DWRRA program, Carolita
Kallaur, associate director of the MMS said, “Decpwater royalty relief for new leases has
contributed to the record-breaking lease sales in the Central and Western GOM over the past
two years, a clear indication that the Gulf of Mexico is now one of the world’s leading oil and
natural gas plays”. (ref .1) Figure 1 illustrates the dramatic increase in deepwater leasing in the
three years immediately after the passage of the legisiation. Rarely has a government program
been so effective in attaining its objectives. The positive results of this legislation include:
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o Increased Treasury revenues
Under the five year royalty relief program the MMS collected more than $ 3 billion in deepwater
lease bonuses (Ref. 2). The DWRRA has resulted in increased oil and gas production as well as
expedited federal revenues in the form of royalty, tax and higher bonus payments.

e Stimulated investment and employment

Beyond the bonuses, royalty relief has stimulated the investment of billions of additional dollars
to search for and develop oil and gas in the US. Keeping these investment dollars in the US
stimulates the research and development expertise of our domestic industry, helping the US
remain a world leader in innovative techniques to explore and extract hydrocarbons in the
deepwater OCS. Employment in the US oil and gas sector fell by more than 50% from 750,000
to around 300,000 from 1982 thru 1999 (ref. 3). While the new economy is atiracting many new
graduates, the oil and gas industry is consolidating rapidly and we must provide appropriate
incentives to maintain this expertise in the US.

¢ Energy Security
Today, ' US imports represent nearly 57% of US oil consumption (ref. 4). The DWRRA was a
positive first step towards reducing our dependence on imports by expediting the leasing and
exploration of deepwater leases. The long cycle times required to bring a deepwater discovery
to first production do not allow us to wait for a crisis and then react. The US needs a viable
energy strategy to develop our energy resources in anticipation of our future needs. Continuation
of the DWRRA can be part of the foundation on which we can build.

e Increased competition and diversity in deepwater OCS

Deepwater was once the nearly exclusive province of the super-majors prior to enactment of the
DWRRA. The oil and gas industry has seen clear benefits to having smaller companies follow
the majors. Companies such as British Borneo (Allegheny-3100 feet); Mariner (Pluto- 2700
feet) and many others entered the deepwater arena after passage of the DWRRA. Companies of
diverse size allow each to focus on the projects that suit their corporate risk and reserve goals,
which in turn allows for a more complete exploitation of the deepwater OCS. Former deep-
water players like Mobil, Amoco, Arco, and Vastar have merged with larger companies, making
it even more important to provide the necessary incentives to insure that smaller companies
remain in the deepwater to maintain a viable, competitive OCS program. :

Camden Hills

Our own experience indicates that royalty relief in deepwater can be a key factor to enable the
development of marginal accumulations that would not otherwise be produced. In a paper
presented jointly by BP, TotalFina EIf and Marathon in November, 2000, at the Deep Offshore
Technology Conference, this impact can be seen. The paper noted that the companies each
operated a small field with royalty relief that ranged in water depths up to 7,200 feet. Faced with
a three-fold challenge of low reserves per field, very deep water and increasing tieback distance,
a joint venture company called Canyon Express was formed to own common infrastructure that
includes the flowlines, umbilicals and topsides control systems. In conclusion, the paper noted
“As Operators move into Deepwater ... remote from existing infrastructure, joint development of
fields, particularly for those with smaller reserves, will be required to allow them to be
developed commercially and with acceptable risk™. It was clear to the operators of these fields,
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however, that royalty relief was a significant factor in the decision to sanction the overall project.
Even with shared infrastructure, the project would not have been economic without royalty relief
at the Camden Hills, Aconcagua and King’s Peak fields. With royalty relief, the world’s deepest
water depth production should be developed by mid-2002.

Administrative Incentives offered at Sale 178

Although the DWRRA expired in 2000, Marathon and many other companies have urged the
MMS to continue offering deepwater royalty relief incentives and to consider additional
incentives for other high cost/risk areas of the OCS.. In response to industry requests, the MMS
offered deepwater royalty relief on much smaller volumes than those contained in the original
legislation. Unfortunately, however, all this changed with the sunset of the automatic relief
provisions of the DWRRA in November 2000, and royalty relief has been largely eliminated so
far in 2001 leasing. The chart below illustrates these changes. You can see that relief for water
depths less than 800 meters was completely eliminated and relief in water depths greater than
800 M was significantly reduced. Even when you take into account that relief volumes for Sale
178 are on a “lease basis” rather than applying to an entire “field” (which could be within
multiple lease areas), they are insufficient to maintain the positive results initiated by the
DWRRA.

Deepwater Royalty Relief 1995-2000(field basis) 2001(Jease basis)
Water depth i
200-400M 17.5 MMBOE 0
400-800 52.6 MMBOE 0
800- 1600 87.5 MMBOE 9 MMBOE
1600 + 87.5 MMBOE 12 MMBOE

Marathon applauds the MMS for offering new incentives in the shallow water portions of the
GOM for sub salt exploration and deep gas exploration (drilling depths > 15,000 TVD), as
shown below, but feels that additional incentives are appropriate.

Deep Gas Initiative
e Applies to all new leases in 0 to 199 meters of water.

o Eliminates royalty for first 20 BCF of gas production from the lease at greater
than 15,000-foot depth.

e Does not apply to oil production.

e Ends after 20 BCF of gas production.

« Ends for a year if prices reach trigger limit of $3.50 per million BTU’s (in Year
2000 dollars).

RECOMMENDATION:

Marathon supports continued royalty relief for OCS areas where the cost and risk to explore for
and produce hydrocarbons are higher than normal. While our primary focus is in the deepwater,
Marathon encourages the MMS to continue to review and revise current regulatory and
administrative policies in all water depths to provide additional incentives where appropriate.
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Specifically, Marathon would like to see the MMS extend administrative royalty relief for water
depths of 1600 meters and greater in larger volumes than those contained in Sale 178.

1.

MOC believes the relief volumes provided in sale 178 were insufficient, as demonstrated
by the Camden Hills sensitivity analysis I presented earlier. Marathon participated with
the rest of the industry in the National Ocean Industries Association-led DWRR Work
Group to formulate and make specific recommendations to the Minerals Management
Service concerning the future of automatic royalty relief in the OCS. Rather than make a
specific volume recommendation, Marathon and the industry stand ready to continue to
work with the Administration and Congress to develop an appropriate relief program to
continue what the DWRRA started.

Any relief program must provide incentives that are predictable and sustainable over a
reasonable time frame of no less than five years so industry can strategically plan its
business. A program that changes from year to year will not be effective for the US or the
industry.

The relief program should contain significant relief volumes or other incentives to ensure
that the smaller companies who were enticed into the deepwater under the DWRRA
continue to lease and explore in the deepwater.

It was disappointing that the MMS more than doubled the rentals on leases awarded at
the first lease sale offering royalty relief leases pursuant to the DWRRA. It defeats the
purpose of any incentive program to increase other OCS lease sale commercial terms
(e.g., bids, rents, and/or royalties) that would tend to offset the DWRRA. incentives that
are designed to encourage additional activity.

In closing, it is Marathon’s opinion that a strong OCS oil and gas leasing program, with
appropriate incentives to stimulate exploration and development in higher cost areas of the OCS,
should be an essential ingredient of any National Energy Strategy. Thank you for the
opportunity to appear before you today. I will be glad to answer any questions you may have
and please feel free to follow up with me or my staff at a later date.

/s/ Dave Golder

Sr. Vice President
Commercialization and Development
Marathon Oil Company

MIK/al

Mydoes:MOC Relief Position
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STATEMENT OF MARK DAVIS, COALITION TO RESTORE
COASTAL LOUISIANA

Mr. DAvis. Thank you, Madam Chairman, members of the Com-
mittee. It is a pleasure to be invited here today to share in this dis-
cussion.

Clearly energy issues are getting heightened attention in this
country at this time and we tend to find that here in the central
and western Gulf of Mexico, when such topics come up, we share
disproportionately some times in the benefits and burdens of what-
ever decisions are made.

Let me begin by stating that the Coalition to Restore Coastal
Louisiana is a non-profit, non-partisan organization devoted to the
stewardship and restoration of coastal Louisiana, which is truly a
vanishing national treasure.

We have no particular expertise on energy policy, we do not have
any idea what the reserves are in the OCS areas or what level of
protection would be sustained by them. But what we do have, as
you heard from Secretary Caldwell and Mr. Falgout, we do have
extensive experience in dealing with the consequences of offshore
oil and gas development. Predictably that is a mixed bag. Some-
times there is the good and there is the not so good. And since we
were invited here today to talk really about the constraints, I will
confine my comments to the not so good category, for the informa-
tion of the Committee.

We see the impacts from OCS activity falling into three basic cat-
egories—the environmental, the societal and the economic. There
are not easy lines between these and I will refer to them, for pur-
pos%s of convenience, but I would urge that they be looked at holis-
tically.

Environmental constraints that OCS activity finds itself dealing
with, I think are fairly obvious to those of us who live on coastal
Louisiana. There is no way that you can talk about doing the kinds
of development that we have at least seen here without recognizing
that negative environmental consequences will ensue. It is not a
question of if, it is a question of when, where and how much. We
bear witness to those facts, as again I think Mr. Caldwell pointed
out and as did Mr Falgout. Our coast is laced with evidence of oil
and gas activities from wells, production facilities, supply bases, ac-
cess canals, pipelines, fabrication yards, waste pits and many more.
And while there is some debate as to how much oil and gas activity
has contributed to our land loss situation here in Louisiana, which
we currently lose roughly around 25 square miles of land each
year, there is not a debate that the oil and gas activity and OCS
activity is a contributor. There was a study that was completed
here at the University of New Orleans last year that suggested
that, or stated that between 1932 and 1990, about 36 percent of the
land lost in that time period was—a significant contributor to
which was oil and gas activity. That is nearly 250,000 acres in the
delta plain alone. Now I am not suggesting that all of that land
loss activity was due to OCS activity or that other states would
share that same experience, but we do know that future activity
would continue to affect Louisiana and that other states that want
to learn from our experience should take note of what happens if
you do not adequately plan. And I think that, you know, taking
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stock and planning is one of the lessons we think should be drawn
here.

To confirm that this is not all just history and that clearly we
do things much better than we once did, one need look no farther
than the draft environmental impact statement for Lease Sale 181.
The pipelines from that proposed lease sale are expected to impact
over 6000 acres of wetlands in coastal Louisiana, particularly in
Plaquemines Parish. That is not insignificant and is a very major
impact. It is also expected to create the need for up to three new
municipal landfills, it is expected to create the need for at least one
new non-hazardous oilfield waste facility. And I would note that
the non-hazardous designation is one that is of Congressional cre-
ation and is not one determined by its chemistry. And that is a dis-
tinction which has not been lost on communities that are looking
at the prospect of hosting the units.

The list of other concerns on the environmental front go on and
include brine and produced water discharges, contamination and
exotic species that can come from ballast water, flaring and air-
borne releases and the destruction of coastal environments by the
building or expansion of transportation facilities and support facili-
ties. And of course, there is the issue of oil spills. And while no one
likes to acknowledge the fact that, you know, spills are a fact of
life, they are. There is no way to do this kind of activity without
oil spills occurring. Mechanical failure, natural catastrophe, human
error and a number of other things will contribute. They are not
easy to clean up and often our ability to remediate the harm from
an oil spill or from some of these other impacts is limited at best
and it needs to be understood that avoidance, to the extent one can,
often is the preferred—is always in our view the preferred route.

On societal constraints, we notice as we look across the Gulf—
this is not so much the case with Louisiana—that there is a trend
toward coastal communities becoming not maritime, not harvest
oriented but increasingly lifestyle oriented. And we find in those
communities oil and gas activity, particularly that supporting off-
shore, is viewed as being incompatible with the lifestyle and eco-
nomic development plans of those communities.

I am not suggesting that my values should be substituted for
anyone else’s but those are constraints that are very real and they
are every bit as real from the standpoint of those communities and
those property owners who appear for their quality of life and their
property values as is the pump price of their monthly utility bill.
And we would urge that again, those not be viewed as aberrations
of Coastal Zone Management Act or Clean Water Act or any other
particular environmental law. Those are societal drivers and they
need to be addressed.

I think the economic constraints have already been adequately
addressed by Mr. Falgout. I will sum it up merely by saying that
for coastal states, although offshore oil and gas development may
be good for the economy of the country, it is often a bad deal for
the states and communities that host the support activities. And
until those costs and inequities can be addressed, that will con-
tinue to be a constraint as to the welcomeness of offshore oil and
gas from the standpoint of those states and communities.
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And with that, I will conclude my testimony and take any ques-
tions.
[The prepared statement of Mr. Davis follows:]

Statement of Mark Davis, Executive Director, Coalition to Restore Coastal
Louisiana

My name is Mark Davis and I am the executive director of the Coalition to Re-
store Coastal Louisiana. The Coalition is a non-profit, non-partisan environmental
education and advocacy organization formed in the mid 1980s by conservationists,
local governments, business, environmentalists, civic and religious organizations
who shared a concern about the fate of the greatest coastal wetland and estuarine
complex in the 48 contiguous United States and a commitment to the responsible
stewardship of those natural treasures.

On behalf of the Coalition to Restore Coastal Louisiana I would like to thank
Chairman Cubin and the other members of the subcommittee for inviting us to be
a part of this field hearing on Outer Continental Shelf Oil and Gas issues. Clearly,
energy issues are getting heightened attention at this time. Decisions about how we
define and meet our energy needs will affect the people, environment and economy
of this country for years to come. And if past is prelude, they will affect the Gulf
of Mexico region—particularly coastal Louisiana and coastal Texas—more than any-
place else. To the extent our experience can help inform those decisions we are
pleased to offer it to you.

Let me begin by stating that the Coalition has no idea of the size of the estimated
oil and gas reserves in our nation’s OCS areas, no idea about the level of production
that resource base could support, no expertise in the energy policy area, and we
have no position on the President’s proposed energy policy. What we do have is ex-
perience living with the consequences of supporting OCS energy development, con-
sequences that may prove to be constraints on further development of OCS re-
sources.

Simply put, it is our experience that the development of offshore mineral re-
sources has dramatic impacts—environmental, societal, and economic—that need to
be considered before our nation decides if and how to expand OCS activity. Clearly,
those impacts will be a mixed bag—some good, some not. Since we were asked here
today to help the subcommittee understand some of the constraints on OCS activity
we will focus our comments on those in the “not so good” category.

Environmental Constraints

We know that there has been much discussion recently about whether oil and gas
activity puts a significant stress on the environment and about whether the current
state of the art is such that new activity—particularly OCS activity can be done
without significant impacts. From the perspective of coastal Louisiana, we believe
the record is clear that oil and gas activity has had significant negative impacts,
that those impacts continue to this day, and that future activity will likely have
major adverse environmental effects. We make this statement not to cast blame but
make the simple—we believe indisputable—point that environmental damage is not
a question of “if” but of “where, when, and how much”.

Coastal Louisiana bears witness to those facts. Our coast is laced with evidence
of oil and gas activity. Wells, production facilities, supply bases, access canals, pipe-
line canals, fabrication yards, waste pits, refineries, and other earmarks are regular
features of the landscape. While there is debate about how much of Louisiana’s cri-
sis-level land loss has been due to oil and gas activity, there is no debate over
whether it has been a material contributor. Most recently, a study done here at the
University of New Orleans with the assistance of the U.S. Army Corps of Engineers
and the U.S. Geological Survey concluded that oil and gas activity was responsible
for 36% of the landloss in Mississippi River deltaic plain between 1932 and 1990.
That is 249,152 acres of land that is now gone.

I do not mean to suggest that all of that land loss is due to OCS activity or that
such dramatic impacts are necessarily indicative of what other coastal areas should
expect. But it is clear that OCS does contribute, directly and indirectly, to the envi-
ronmental degradation of this area and that no one should assume that it will not
continue in the future or that others would be spared their own version of our expe-
rience if they do not plan for those impacts up front.

To confirm this, one need look no further than the Environmental Impact State-
ments prepared by the Minerals Management Service for lease sales in the Gulf of
Mexico. For example, according to the draft EIS for Lease Sale 181 in the Eastern
Planning Area, up to seven new pipelines will be needed transport oil and gas to
shore. Even with today’s best practices, more than 6,000 acres of wetlands in South-
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east Louisiana are expected to be impacted. That is not insignificant. That lease sale
is also projected to create the need for three new municipal landfills in coastal areas
to accommodate the waste and debris generated by the offshore industry and at
least one new waste facility for “nonhazardous oil-field waste. I would like to point
out that in the latter case such waste is deemed “nonhazardous” by Congressional
fiat rather than by its actual nature, a fact that has not made such facilities popular
additions to local landscapes nor has it boosted confidence in the Federal Govern-
ment’s ability to fairly balance benefits and burdens when it comes to energy policy.

The list of other environmental concerns goes on to include brine and produced
water discharges, contamination and the introduction of exotic species from ballast
water, flaring and airborne releases, and the destruction of coastal environments by
the building or expansion of the transportation and support facilities needed to con-
duct offshore work. And, of course there is the issue of oil spills. It is important to
up front and honest about spills. They will happen. Whether due to natural catas-
trophe, mechanical failure, human error, or other causes spills will occur and our
ability to clean them up and remediate their harm is limited at best.

Societal Constraints.

In coastal areas, there is a close relationship between the environment and our
local cultures and quality of life. Coastal areas have traditionally supported and
been defined by local activities such as commercial and sport fishing, hunting and
trapping, and beach oriented tourism. In recent years, however, there has been an
explosive growth in coastal areas as retirees, “second-home vacationers”, casinos and
mass-market tourism have taken hold. A desire for a better quality of life and a de-
sire for a “sun and sea” lifestyle often spur these developments. These trends have
redefined the economies and cultures of many coastal areas and have taxed the abil-
ity of local governments, sanitary and transportation infrastructure, and the natural
environment to support this growth. All of this presents a problem for OCS develop-
ment.

First, as I just mentioned, many coastal areas are expanding so fast that their
ability to accommodate the offshore industry may be problematic. Waste handling
facilities are already being stretched, transportation arteries are beyond their capac-
ity and areas that were once industrial are now being shifted to other uses. The
Gulf coasts of Alabama and Mississippi are prime examples of these trends. There
are limits to what these areas can support and offshore development may be con-
strained by those limits.

Second, and perhaps more importantly, community values and economic develop-
ment plans for many coastal areas are just not compatible with oil and gas activity.
Whether these positions are based on hard science, is just a matter of perception,
or just rooted in self-serving NIMBYism (not in my backyard) is frankly beside the
point. When people feel that their property values, their quality of life, and the envi-
ronment are about to be diminished it matters—, as I am sure all of the Sub-
committee members are well aware. There are reasons most of our OCS areas are
presently off limits to energy development and those reasons are as much a part
of the marketplace of values and costs as are pump prices and our monthly utility
bills. I won’t pretend to substitute my judgement or values for anyone else’s but I
will tell you that the belief that OCS development is incompatible with environ-
mental stewardship and the best interests of communities is widespread and it runs
deep. That is, and will remain, a constraint. And I would caution that though those
objections often find their voice through such Federal laws as the Coastal Zone
Management Act, the Clean Water Act and the Endangered Species Act it would
be a mistake to believe that those laws are the source of the societal constraint.

Economic Constraints

The final constraint I will touch on is economic. When OCS energy development
is discussed in this country the proponents usually point to our economy’s need for
dependable, affordable oil and gas. The economic issue that often goes undiscussed,
however, is the cost that states and local governments incur in supporting that in-
dustry. Costs that often far exceed any economic benefits produced locally by that
activity. I know I don’t need to belabor that point for the members of Louisiana’s
delegation who recognized that inequity and strove to address it through their
strong support of the Conservation and Reinvestment Act. For the benefit of the
other members of the Subcommittee, however, let me put it bluntly—though OCS
development may be good economically for the country, it can be a bad deal for the
states and communities that serve as its logistical support base. Again, the MMS
Environmental Impact Statements can be instructive.

According to the most recent EIS, virtually all waste generated off shore must be
disposed of in municipal landfills on shore. Managing those sites creating new waste
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sites is left to the locals to deal with. When crew boats erode waterways the prob-
lems are left to the locals to live with or fix. When truck traffic from oil-field service
ports cause roadways to clog and crumble, it is the state and local governments’
problem to deal with. When transient oil-field workers occasionally run afoul of the
law it is local jails that pick up the tab. And when a pipeline or spill damages or
destroys a wetland it is the local fishery and tax-base that take the hit. In return
for this, the state and local communities do not get a dime from the lease or royalty
revenues that flow into the Federal treasury.

Until those economic costs and inequities are understood and addressed they will
to continue to constrain the further development of OCS areas.
Conclusion

In this brief time, it is not possible to address all of the constraints that face OCS
oil and gas development. I do hope, however, that I have provided some insight into
the types of issues you and other policy makers will be facing as you try to craft
a national energy policy. Yours is not an easy task. If we can assist you in that task
by answering any questions or providing you with additional information we would
be delighted to do so. Thank you again for allowing us this opportunity to appear
before you.

Ms. CUBIN. Thank you.

Mr. Davis, I absolutely do not disagree with anything you have
said. Some of the mineral production booms were so fast and so big
that people literally sometimes lived in tents because they could
not build houses quickly enough. And the schools are over-crowded
ifmdlso your point that planning is important, I think is key abso-
utely.

I do believe, based on my land-lover upbringing, that resources
can be developed and we can take care of the environment in an
environmentally sound way as well, but it takes money and it
takes planning, just like you said.

When I was reading your testimony, Mr. Baiamonte—let me find
it where it is in the testimony, you talked about the IPAA and
some other trade groups feeling that MMS’ analysis of the field
side distribution in the Gulf of Mexico is somewhat flawed and
that—what makes a field basis more attractive than the lease
basis. I should know that, but I do not know that.

Mr. BAIAMONTE. It is actually just the opposite.

Ms. CUBIN. Oh, okay.

hMr. BAIAMONTE. We would prefer lease-by-lease basis rather
than—

Ms. CUBIN. Sure, that is what it has. Okay, why is that?

Mr. BAIAMONTE. Well, a field could comprise several leases or
several different sections.

Ms. CuBIN. Right, I know that.

Mr. BAIAMONTE. You could have competition, you have different
owners to those leasehold rights. So what we are saying is that the
owner of one particular lease, whether or not the reservoir may
continue into another block or several blocks, the incentive should
be enjoyed by that particular lease owners and the economics to
drill a well become that much greater if he knows he is going to
be able to enjoy the relief from that. But if the relief is going to
be strung out and shared among several leases, then the economics
become slimmer.

Ms. CUBIN. Oh, I see. So during that sale 187, that was on a
lease basis, is that right? I mean 178, I am dyslexic. You look like
a girl to me.

[Laughter.]
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Ms. CUBIN. In your testimony also you said that the failure of the
United States to recognize the need to respond to low oil prices of
1998-1999 resulted in adverse consequences for both oil and nat-
ural gas. What do you think the proper reaction of the government
should have been?

Mr. BAIAMONTE. To give the industry more incentive. What hap-
pens, if the price goes down, yes, there is a—it creates the imme-
diate economic impact. However, the industry takes several years
to recover from that impact because we need to see where the
prices are going to be in the future in order to plan on how to make
your expenditures. So with the price jumping up and down, the un-
certainty of that creates havoc on any of your plans, on any of your
econ(i)mics and your budgets on how to spend your money going for-
ward.

Ms. CUBIN. Mr. Golder, I understand that you or that your com-
pany and a partner are strongly considering building a pipeline for
additional Canadian maritime gas flow to the United States by way
of the Gulf of Maine sea floor route. Do you think that there is a
good potential for gas discoveries on the U.S. side of the OCS that
could be tied into this pipeline?

Mr. GOLDER. In U.S. waters off New England?

Ms. CUBIN. Yes. Are you scared to punch a hole outside of
Massachusetts?

[Laughter.]

Mr. GOLDER. Well, speaking as one company that fought for a
decade to try to get the right to drill on leases that we took in good
faith back in the 1980’s and fought for another decade to get the
monlgy back that we paid for those leases and just received it last
week—

Ms. CUBIN. Oh, you did?

Mr. GOLDER. We are not terribly enthused about drilling off the
eastern coast of the United States until we have a clear coastal
zone management program and a national energy policy to back it
up.

We are, however, actively drilling off Nova Scotia and we do be-
lieve that there are adequate gas reserves there that will be found
in the short-term to allow us put another pipeline into the New
England markets and down into New York. We think that is an
area that needs a lot of gas and that we can get it a lot faster from
the Canadian side of the border than we can the U.S. side. And
that is the reality with which we live.

Ms. CUBIN. Mr. Abercrombie, you were talking about new tech-
nologies in production and exploration and I know that the purpose
of some of those new technologies is to allow the mineral to be pro-
duced for lower cost. But are there—is part of that technology also
that makes it safer for the environment? How much environmental
technology—how much has technology improved for the benefit of
the environment, because that is a huge issue?

Mr. ABERCROMBIE. Absolutely. And I think the evolution of the
environmental awareness and environmental protection taken by
companies, large and small, in the Gulf of Mexico, has been quite
a pleasant story to tell. The technology that has evolved in the en-
vironmental side and also the safety side with the type of equip-
ment that is being used, with the type of procedures that are in
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place, process safety management for instance, some of the new
technologies to take care of overboard water that gets discharged
to the Gulf, and the awareness of those organizations that—those
companies that have organizations that work on that—has really
led I think to significant changes since 10, 15, 20 years ago even.
It is still—the type of equipment that is used nowadays goes far
beyond just a few years ago.

Ms. CUBIN. Mr. Davis, you referred to that in your testimony.
Would you like to respond?

Mr. Davis. Well, we would agree. We see a vast improvement
over what we saw 20-30 years ago. But in an environment such as
we have, at least in coastal Louisiana, and again ours is as dif-
ferent an environment as you have in virtually any other coastal
area, that again the impacts are still fairly pronounced and they
tend to have secondary and cumulative effects. And mitigation is
difficult to do successfully, certainly affordably. And if you look at
the experience with the LOOP pipeline and the amount of I guess
land owner concern about whether or not that was done in the
most sensitive manner and whether the mitigation effectively
worked is instructive of how difficult it is to do this kind of work
to everyone’s satisfaction, if you will.

But it is an evolving art and we appreciate that and we under-
stand that, and these are things that this country needs, but how
one does it is often the question. I think again, if we plan for this
as opposed to letting it be handled on the fly—an issue such as pro-
duced waters, it took litigation to enforce the produced water provi-
sions of the Clean Water Act. It took a fair amount of litigation to
essentially make sure that wetlands are being better protected. If
those things can be worked into the policy on the front side and
take some of the controversy out on the back, I think it will be a
whole lot easier to get people to feel comfortable with this. But I
would agree that there is no question that if you look at the kind
of practices that are commonplace today, they are a vast improve-
ment over what was begun with when we started doing work at
least in this coastal environment.

Ms. CUBIN. What is your position on the two-lane highway?

Mr. DAvis. You mean to Fourchon?

Ms. CUBIN. Yes.

Mr. DAvis. Yes, every time we mention two-lane here we have
to be very specific.

We would agree that the situation on Highway 1 is a great exam-
ple of a necessary corridor that needs to be improved and it is one
that the problems that are threatening that highway are also the
ones that are threatening the entire coastal ecosystem down there.

So we view it as being part and parcel I guess of a comprehen-
sive solution, if it is done correctly. And we also would agree that
as long as the state and other states do not share in the revenue
stream, there is no reasonable expectation that they are going to
prioritize that kind of investment.

Ms. CUBIN. I agree.

Mr. Davis. Until an emergency arises.

Ms. CUBIN. Mr. Gibbon.

Mr. GiBBONS. Thank you, Madam Chairwoman.

Let me add that gold is very resistant to weathering and—
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[Laughter.]

Mr. GIBBONS. —will come up looking quite well. It will be a nice
addition to that highway and we would be happy to trade some our
gold for the oil and gas that is produced up here as well.

Ms. CUBIN. But you do not pay royalties.

Mr. GiBBONS. We will—we will.

Mr. Abercrombie, I was going through your testimony and there
is an issue that the Chairwoman brought up about the Florida de-
mand, what is happening in Florida and then of course the eastern
Gulf restrictions that are there and some of the charts that are in
your testimony, and I look at the eastern Gulf of Mexico chart, the
NPC increase with 181 sale in there going from I presume about
500 billion cubic feet up to 1.6 trillion cubic feet. Of course the
chart in there also shows the demand in Florida of about 1.1 tril-
lion cubic feet over the same period of time.

Do you believe that without 181—and I think that sale is sup-
posed to occur in December?

Mr. ABERCROMBIE. Right.

Mr. GIBBONS. Do you believe without that sale that this nation
could meet its energy demands over the next few years?

Mr. ABERCROMBIE. Speaking personally, no, I do not think they
can. And the reason I say that is when you looked at the chart ear-
lier that was up of the 1986 offshore lease area with the number
of pipelines that were out there, you saw the blocks that were
leased at that particular time. What you did not see is what that
looked like in the year 2000, which would show those blocks going
all the way down to the bottom of the map. And there are a num-
ber of discoveries that have taken place off Louisiana, off Alabama
and what-have-you. When you carry that map over, everything
stops right at the Florida/Alabama line. You have a huge potential
right there that can certainly add to our energy supply that is not
being utilized at this time—great potential.

Mr. GiBBONS. What do you believe it will take to bring to reality
a recognition that the resources of this country that we have avail-
able could be developed to meet our needs—or should be developed
to meet our needs, perhaps would be better said. What do you
think it would take, is it going to take an energy crisis much like
we see the electrical crisis in California to bring an awareness to
this need? What is it going to take to move us out of this resistance
to not-in-my-backyard-at-any-cost-anywhere-at-any-time attitude
that states along the eastern coast have? What do you think it is
going to take?

Mr. ABERCROMBIE. That is a good question because you go out to
California these days, as I have in the past few months, and there
are still a number of people that ask what energy crisis there, even
though they have rolling blackouts. My folks and family have gone
through that and still ask the same question. It just makes you
wonder. There needs to be a very clearly defined energy policy laid
out, very clearly defined. There needs to be, in my view, a number
of steps in that energy policy that say these are the steps we are
going to take—open up new lands, energy conservation measures
that need to be taking place, incentives for the industry to be able
to go and have, I think, chances of success in these new areas that



64

are opened up, need to be very clearly articulated and very clearly
expounded to the population at large.

Mr. GIBBONS. Let me say that with regard to the energy crisis
in California, that Nevada is paying half price. California over the
last 20 years has refused to build one new power plant in the state
of California because they did not like the idea of destroying a view
shed by a power plant that would be generating their own elec-
tricity. Just within the last 3 months, since this crisis in California
has bubbled to the surface, California has come to the State of Ne-
vada and asked Nevada to build 12 new power plants in Nevada
to generate power for California.

[Laughter.]

Mr. GIBBONS. Because they cannot get it accomplished in Cali-
fornia due to the resistance of some environmental groups that just
refuse to have anything built in their backyard.

Again, I see the same transition in states that have resources
that refuse to address those issues and that is why I asked the
question what crisis will it take for this nation to make that rec-
ognition.

Do you believe there is a political reality to seeing the eastern
Gulf developed, whether it is in the Atlantic or the eastern Gulf
shore or the north Atlantic portion off the United States developed
for oil and gas?

Mr. ABERCROMBIE. Yes, there needs to be that. Whether it is
there or not is a good question. From what I have read in the pa-
pers, very true, but there absolutely needs to have that acreage
open for national security and our national supply.

Mr. GiBBONS. Madam Chairman, if you will allow me just one
final question and I know the time has rapidly gone by.

Ms. CUBIN. Take your time.

Mr. GIBBONS. I just wanted to address Mr. Golder with one ques-
tion about his belief whether or not the re-instatement or the re-
enactment of the Royalty Relief Act for 5 years, is that going to
have a measurable benefit to oil and gas industries in this area?

Mr. GOLDER. I do not believe there is any question. If we had a
5-year continuation, for example, of the original terms, with the
proper recognition for the escalators that were in the original legis-
lation, to carry out the original intent, we would be far better off
as a nation in terms of our supply of oil and gas.

I think we have heard on this discussion here that you cannot
take energy policy in isolation. You cannot take one piece of legisla-
tion in isolation. It is a good step forward and it needs to take the
second step. That is our opinion. But it has got to be part of a
broader planned approach. You will not get buy-in—if I may piggy-
back on Mr. Abercrombie’s answer there, you will not buy-in in the
Atlantic coast or in the Florida waters until you do engage the pop-
ulation, you do engage in a planned discussion of how you go about
balancing the various needs.

Working around the world over the last 30 years, I can assure
you that the way we do it here is not the norm in many other
areas. And although there are pluses and minuses in both systems,
in this area, I do not think we plan and carry out our business and
energy policy and the best use of the land as efficiently as we
could.
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Thank you.

Mr. GiBBONS. Thank you, Madam Chair.

Ms. CuBIN. Mr. Vitter.

Mr. VITTER. Thank you, Madam Chairwoman.

I wanted to ask the three industry folks the same tax question
I asked before, if you made a short list of tax issues to help spur
production, what would that short list be and let me also ask how
would those tax issues compare in significance to the royalty relief
you are talking about?

Mr. GOLDER. Well, as one of the larger integrated companies rep-
resented here, I think our view is a little different perhaps than
the pure independents’. In our case, the things that are most im-
portant are access to acreage, having a good balance of ability to
access that and to go forward with development and that means
you must have royalty relief and you must have certainty of a plan.
We are more interested in the overall energy policy and having a
few key basic principles established that are there for a long period
of time. That gives us the certainty to plan, to go into deeper water
or to drill the deeper and more challenging wells. It is not at all
untypical today in the deepwater Gulf of Mexico for your wells,
your exploration wells, to cost $40 to $110 million apiece. And you
do not take those obligations on lightly. It takes a sustained period.

In our case, AMT and some of the other things are not as critical.
They are important to the industry as a whole and therefore we do
support an across-the-board approach. We tried to argue very
articulately here about the need for a variety of company sizes and
types to work even in the deep water and the difficult areas, be-
cause we believe in competition. So what is good for them is good
for the industry we feel.

Mr. ABERCROMBIE. From Dominion’s standpoint, a much smaller
company than Marathon or the majors, the major issues that we
see for us are royalty relief and royalty in kind. We do not have
the deep pocketbooks that a company like a Marathon would have
or maybe Shell or Exxon or Mobil, what-have-you. And we do par-
ticipate in $40 million wells. The obstacles that are required to
jump over not having royalty relief in that 200 to 800 meter area
are significant for the economics and long-term viability of a
project.

Royalty in kind is another area that we spend actually a signifi-
cant amount of time, as does the government, in working through
the audits and administrative issues to make sure that the ac-
counts are accurate. You can save an awful lot of money by elimi-
nating that. So we pretty much buttress what Mr. Golder just said,
in the same type areas, even though we are a much smaller com-
pany than they are.

Mr. BAIAMONTE. I will sound like a broken record. Royalty relief
is certainly necessary ongoing, in addition to other elements. But
from a tax standpoint, expensing the G&G costs and the intangi-
bles—as was mentioned, wells cost millions and millions of dollars
to drill. In conjunction with other benefits such as royalty relief, if
we could perhaps have some tax benefits to being able to fully ex-
pense these expenditures, that would certainly help fund future de-
velopment and exploration.

Mr. VITTER. Okay, thank you.
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Mr. Davis, I do not disagree with anything that you said, obvi-
ously none of this can happen with no environmental change or
cost. But it also seems to me, to look at our coastal situation, which
is basically the product of the 50 previous years and a lot of activ-
ity which is very different than what we are talking about now, is
to sort of compare apples and oranges. I mean, would you agree or
would you not agree that our coastal problems are associated with
activity in the same industry, but that is very different than most
of the activity we are talking about here in that it was shallow and
swamp activity versus OCS and that it was, you know, with tech-
nology and a level of environmental sensitivity that are on two dif-
ferent planets.

Mr. DAvis. Obviously you are dealing with, to some extent, ap-
ples and oranges. But both the apples and the oranges need to be
looked at in their own right. Because right now, what we still see
is, for example, a large number of pipelines coming which leave a
very deep footprint which facilitate saltwater intrusion. We also
have a great deal of support activity. Again, the boat wakes and
things like that from the crew boats have been a significant factor,
especially in places like Freshwater Bayou, and of course, there’s
the siting of waste facilities and things like that. It is not the same
kind of activity where we saw the Key Hole Canals being put in
the coastal environment and again, as I say, I am not trying to sug-
gest that that is. But I think it is important to recognize that it
is very difficult to put in a 20-inch pipeline through a marsh envi-
ronment or a barrier, dynamic barrier shoreline, without a signifi-
cant, not only footprint, but secondary and cumulative effect. And
at least from some of the things I have seen in the general media,
I do not think that is adequately understood. There is a lot of talk
about drilling but as was mentioned earlier, drilling is not where
we see major impacts. We do that with greater precision and with
far less impact. It really is in the transportation, storage and the
support of offshore oil and gas activity that we see the most dra-
matic landward impacts. And again, we are not trying to fix yester-
day’s problem, but we should make sure that we understand that
we have not figured out how to do this without significant impacts.
And we should just again go ahead and plan for that, because as
Ted mentioned, that is one of the things we do not do, we tend to
plan for production in the energy policy realm, we tend to plan for
the remediation in the environmental or the fisheries realm and
never the twain shall meet and I think that that creates needless
conflict when it could be harmonized on the front end by, you
know, policies that are more comprehensive.

Mr. VITTER. And just to follow up, is part of what you are saying
that the real live environmental issues today are coastal impacts
that your group focuses on and that is far more meaningful and
significant than spills really. I am not saying spills do not happen.

Mr. Davis. Right.

Mr. VITTER. But that is a far more significant impact than the
spills that most people think about in terms of environmental
issues.

Mr. DAvis. For us, yes. At least in this environment. First of all,
it is hard to plan not to have a spill. Everyone plans not to have
one. I mean when you're putting in pipelines and things like that,
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those are the kinds of things that you actually can anticipate the
impacts. And for example, we tend not to see pipeline corridors
here. You can end up with just dozens and dozens of pipelines
crisscrossing and there is no effort made to essentially concentrate
those impacts, coordinate mitigation and that is the kind of stuff
that we see. And also it helps you predict where you might have
spills. Anybody that tells you that they know where all the pipe-
lines in coastal Louisiana are, has not been around very long. This,
again, as Jack Caldwell mentioned earlier, is a spaghetti bowl.

So those kinds of things, you know, do fuel spills but spills are
a part of the problem, an inevitable part, but they should not be
the driver, in our opinion, as to what the environmental impacts
are going to be.

Mr. VITTER. Thank you, Madam Chairman.

Ms. CUBIN. I wanted to make just a quick statement about roy-
alty in kind and the rule that was adopted for oil and gas valu-
ation. I had in the past introduced legislation for royalty in kind
and we were able to get some pilot projects, as you know. We didn’t
offer that legislation in the last Congress because there was no
point. The administration wasn’t going to let it happen and so for-
get it. But I do think that that is a way to save a lot of money for
the states, for the Federal Government, for the producers and that
is something that we will probably be pursuing again. And it is a
good time with the energy crisis such as it is.

Well, thank you for your testimony and your answers to the
questions.

And now the final panel will please come forward. Mr. Ben Hare,
the American Association of Petroleum Geologists; Mr. C. Grady
Drago, Chairman of the Board of the Lincoln Heritage Institute;
Mr. Charles Bedell, Murphy Oil Corporation; Mr. Paul Kelly, Sen-
ior Vice President of Special Projects, Rowan Companies, Inc. and
Mr. Harold Schoeffler with the Delta Chapter of the Sierra Club.

Again, I need to remind the panel that the Committee rules re-
quire the oral testimony to be limited to 5 minutes, but we will in-
clude your entire testimony in the record.

So, first, I would like to recognize Mr Ben Hare with the Amer-
ican Association of Petroleum Geologists.

STATEMENT OF BEN HARE, AMERICAN ASSOCIATION OF
PETROLEUM GEOLOGISTS

Mr. HARE. Good afternoon and thank you for the opportunity to
address the Subcommittee on OCS oil and gas issues. My name is
Ben Hare and I am Chairman of the Committee on Resource Eval-
uation for the American Association of Petroleum Geologists. We
track the assessments that the various agencies do on national re-
sources, things like ANWR, national assessments, whatever
assesments the agencies perform.

My good friend Naresh Kummar, Dr. Naresh Kummar, ad-
dressed this Subcommittee back in March and he stressed two
points in his presentation:

(1) Hydrocarbon assessments are a valuable source of data and
give us an estimate of what resources might be available; and

(2) In order for resources to be converted to proved reserves and
subsequently to supply, exploration has to occur.



68

In regard to assessments, the Minerals Management Service
published assessments for the OCS in 2000 and including Alaska,
the MMS estimated mean conventional recoverable resource values
for the OCS of 362 Tecf of gas and 75 billion barrels of oil. Exclud-
ing Alaska, the volumes estimated are 240 Tcf of gas and about 50
billion barrels of oil. However, as shown by Exhibit 1, not all of this
r?source is available for exploration and possible conversion to sup-
ply.
In the Pacific, Atlantic and eastern Gulf of Mexico, due to re-
stricted access, 76 Tecf of gas and 16.8 billion of oil are not available
for exploration. In the case of natural gas, this equates to about 32
percent of the estimated undiscovered resource for those areas (ex-
cluding Alaska).

Now because of the importance of natural gas as a clean burning
fuel for electricity generation, I will focus my comments today on
areas where natural gas is the most likely resource. Although the
Pacific OCS has a sizable estimated gas resource, the southern
California basins, which we know the most about, tend to be oil
prone and so I will restrict my comments to the Atlantic OCS and
eastern Gulf.

As you can also see on Exhibit 1, the Atlantic and eastern Gulf
have substantial estimated gas resources and if you will, please
note the substantial Canadian resource that is in the process of
being explored for and drilled right now of about 50 Tcf and 10 bil-
lion barrels of oil. I will talk more about that later.

In fact, what I would like to go to now is in the eastern Gulf and
in the Atlantic OCS, where previous exploration has demonstrated
that gas has been generated and trapped in the U.S. portion of the
Atlantic and in the eastern Gulf of Mexico. In 1973, a lease sale
was conducted in the eastern Gulf which resulted in $1.5 billion in
high bids. Subsequent exploration resulted in the discovery in the
Destin Dome area some 40 miles south of Panama City, Florida.
Estimates for the size of this reserve range from 1.3 to 1.9 Tecf of
gas. Currently, development and production are delayed because of
a lawsuit between Chevron and its partners against the U.S. gov-
ernment over delayed plans, permit and appeal associated with the
proposed development plan.

In the Atlantic OCS, geological conditions are also favorable for
generation and trapping of natural gas. There was a round of leas-
ing in the mid- to late-1970’s which resulted in one discovery. Tex-
aco and partners discovered natural gas at Hudson Canyon, some
80 miles off the New Jersey coast. The discovery of 290 billion
cubic feet of gas was deemed non-commercial at the time. But per-
haps more significantly in regard to the Atlantic OCS is what is
taking place in the Canadian portion of the Atlantic. At Hybernia
Field offshore Newfoundland where Exxon Mobil is the operator,
150,000 barrels of oil per day are being produced. At Sable Island,
offshore Nova Scotia, 3.5 Tcf of gas has been discovered. In fact,
as shown on Exhibit 2, this development began delivering in early
2000, 400 million cubic feet a day to the New England market. One
of our AAPG colleagues estimates this is enough gas to heat over
one million homes in the northeast, which currently rely on heating
oil. If this favorable geology were to extend into U.S. waters, it
could provide a significant energy supply for the eastern U.S.
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Richard Nehring, an AAPG member and a member of our Com-
mittee on Resource Evaluation, has done extensive research on
outer continental shelf reserves, production, and rates of discovery
for oil and gas. He has suggested that present OCS policy has
forced the country to rely solely on the central and western Gulf
of Mexico for offshore gas production. This reliance cannot last in-
definitely. For the past 3 years, gas production from the Gulf has
declined slightly and although gas production from the deepwater
is increasing, recent exploration activity has indicated that the
deepwater area is largely oil prone and cannot be counted on for
long term high discovery rates for new large gas fields.

Let me conclude my remarks by stating that the U.S. has a sig-
nificant estimated resource in the Atlantic and eastern Gulf of
Mexico. Previous exploration in the U.S. and Canada have shown
natural gas to be present and trapped. For those resources to be
converted to reserves and ultimately to supply to meet the nation’s
energy needs, exploration and production must occur.

Thank you.

Ms. CuBIN. Thank you, Mr. Hare.

Mr. Drago—tell me how to say that.

[The prepared statement of Mr. Hare follows:]

Statement of Ben Hare, Ph.D., Chairman, Committee on Resource
Evaluation, American Association of Petroleum Geologists

Thank you for the opportunity to provide the view of the American Association
of Geologists on oil and gas issues concerning the Outer Continental Shelf. I am Ben
Hare, Chairman of the Committee on Resource Evaluation of the AAPG.

AMERICAN ASSOCIATION OF PETROLEUM GEOLOGISTS

The AAPG was founded in 1917 in Tulsa, Oklahoma to advance the science of ge-
ology, especially as it relates to petroleum, natural gas, and energy mineral re-
sources. Today AAPG has a membership of more than 30,000, with members in vir-
tually every petroleum-producing province in the World. It is the largest profes-
sional geological society in the United States. The membership of AAPG is proud
of the contributions it makes in supplying the world with reliable and inexpensive
energy, in developing new ways to do that job better, and in the education of new
geoscientists to carry on the tradition. The AAPG believes the nation’s resources can
be explored and developed in an environmentally safe and sound manner.

Because much of the membership is engaged, either directly or indirectly, in the
search for hydrocarbons and the economic development of hydrocarbon deposits, the
AAPG is keenly interested in understanding the amount and geographic distribution
of hydrocarbon reserves and resources. AAPG advocates a comprehensive national
energy policy based on sound science and knowledge of the nation’s resources and
reserves.

COMMITTEE ON RESOURCE EVALUATION (CORE)

In 1993, the AAPG Executive Committee chartered the Committee on Resource
Evaluation (CORE) to “provide input and facilitate U. S. Government agencies in
performing assessments of U. S. hydrocarbon resources.” The charter was amended
in 1997 to include international assessments so CORE would have a worldwide view
of hydrocarbon resources. In several instances, CORE has made individual AAPG
members with specific knowledge of certain geological provinces available to various
agencies.

The Committee membership consists of employees of major petroleum companies,
independent geologists, two directors of state geological surveys, three past AAPG
Presidents, a member of the Potential Gas Committee (Colorado School of Mines),
the Canadian Potential Gas Committee (University of Calgary), and the USGS. Al-
though the membership is diverse, all are very experienced professionals and have
a great deal of expertise in the science and technology of reserve and resource esti-
mation. At most of its meetings, CORE has invited guests from the USGS and
MMS, as well as other experts who can contribute to our knowledge of the nature,



70

amount, and geographic distribution of potential petroleum resources, and yet to be
discovered resources. CORE does not restrict its interest to conventional hydro-
carbons but includes coalbed methane, shale gas, basin-center gas in continuous res-
ervoirs, and to some extent, gas hydrates.

Since its inception, CORE has reviewed the methodologies and scientific methods
used for assessments by the U. S. Geological Survey (USGS) and has monitored the
studies carried out by the Minerals Management Service (MMS). CORE has re-
viewed the methodology utilized by the USGS in its 1995 National Assessment of
United States Oil and Gas Resources, the 1999 Arctic National Wildlife Refuge 1002
Area assessment, and the 2000 World Petroleum Assessment. For all of these, the
Committee on Resource Evaluation has recommended the AAPG Executive Com-
mittee endorse the methodology and the AAPG Executive Committee has publicly
done so. However, we have not endorsed any specific numbers for undiscovered oil
and gas resources.

OUR RELIANCE ON HYDROCARBONS

I would like to emphasize that fossil fuels supply fully 88% of the nation’s primary
energy requirements. Today, the average U.S. citizen uses about 26 barrels of crude
oil and 84 thousand cubic feet of natural gas per year. Thus, the U.S. with less than
5 percent of the world’s population consumes about 25 percent of the world’s petro-
leum production. Compare that with the Far East with 40 percent of the world’s
population that has a per-capita consumption of crude oil of less than one barrel
per year and natural-gas consumption that is too small to measure. The lifestyle we
have runs on energy. To sustain that lifestyle in the future, our energy needs will
only increase.

In its Annual Energy Outlook (2001) Report, the EIA made the following projec-
tions regarding energy supply and demand over the next 20 years (1999-2020):

* GDP is expected to increase by 86%.

* Total energy consumption will increase by 32%.

* Petroleum demand will increase by 62%

* Natural Gas demand will increase by 45%

* Electricity demand will increase by 45%

» Despite a 37% increase in energy efficiency, crude oil imports will increase 40%

to a total 64% of domestic supply, and petroleum product imports will increase
by 148%

The National Petroleum Council 1999 study forecasts 2010 demand to be 29 tril-
lion cubic feet with only 25 trillion cubic feet of U.S. production. Increased use of
natural gas to generate electricity is driving this increase.

While we overwhelmingly rely on hydrocarbon resources and see only increasing
prospects of future demand, the country has seen significant decline in domestic pro-
duction. The oil production has declined by 37% since 1973. Domestic gas production
declined from 22.6 trillion cubic feet per year in 1973 to 15.8 trillion cubic feet in
1983. In the late 1980s, the industry increased drilling activities, propelled by rising
commodity prices and the application of new technologies, and by 1997 gas produc-
tion had increased to 19.4 trillion cubic feet. Since then, it has remained essentially
constant. However, demand continued to rise to 22 trillion cubic feet in 1999. This
increase in demand in excess of domestic production has been met with imports,
largely from Canada.

OUTER CONTINENTAL SHELF AS A RESOURCE

The total area of the U.S. Federal offshore, to the 200 nautical mile limit, includ-
ing Alaska, is about 2 billion acres. This is almost the same size as the entire
landmass of the United States excluding Alaska. Only 2 percent has been leased.
Today the country receives 26 percent of its natural gas and 15 percent of its oil
from the OCS. As you heard from MMS recently, a mean undiscovered economically
recoverable resource of 46 billion barrels of oil and 168 TCF of natural gas exists
in the Federal OCS at commodity prices close to what exist today ($30/bbl for oil
and $3.52/mcf for gas). This is more than seven times the proven offshore reserves
for oil and more than four times the proven offshore reserves of gas.

Yet, by a 1998 presidential directive, there is presently a Federal moratorium on
any exploration of the Lower 48 OCS outside of the Central and Western Gulf of
Mexico until 2012. As shown in Exhibit 1, the Atlantic OCS, the Pacific OCS and
parts of the eastern Gulf are restricted from access. The Atlantic OCS area alone
1s almost 260 million acres, an area equal to one and one-half times the area of the
state of Texas. The total OCS restricted area amounts to more than 400 million
acres. This results in the U. S. spending billions of dollars for energy imports every
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year while foreclosing exploration and possible production from an area equal to
one-fifth the land area of the 48 contiguous states.

Because of these restrictions, most of these areas have not been fully evaluated.
The last round of exploration in the Atlantic OCS ended over 20 years ago. Very
little of the Atlantic OCS, even the most prospective parts, have been covered with
modern 3-dimensional seismic. Therefore, any resources assigned to these areas,
may be conservative.

Area of Caradian
Discaveries

'U.S. and Canada Dil & Gas Resources
Suhiject to Restrictions

. Known Resourg

B
i

The mean technically recoverable resource in the restricted OCS areas amounts
to more than 76 trillion cubic feet of gas and more than 16 billion barrels of oil as
shown in the table below.

Table 1: Amount of U.S. Oil and Gas OCS Resources Subject to Restrictions (MMS, 2000)

Area Oil (Billions of Barrels)* Gas (Trillions of Cubic Feet)*
Atlantic OCS 2.1 31
Eastern Gulf of Mexico 3.6 24
Pacific OCS 10.7 21
Total 16.4 76

*Figures are estimated to be mean technically recoverable resources.

In our previous testimony before this committee, we have demonstrated the
amount of estimated resources tends to grow through time. Therefore, we believe
that these numbers could similarly grow once exploration and development is per-
mitted in these areas.

Richard Nehring, an AAPG Member and a member of our Committee on Resource
Evaluation, has done extensive research on Outer Continental Shelf (OCS) reserves,
production, and rates of discovery for oil and gas. He has suggested that present
OCS policy has forced the country to rely solely on the Central and Western Gulf
of Mexico for offshore gas production. This reliance cannot last indefinitely. For the
past three years gas production from the Gulf of Mexico has declined slightly. Al-
though deepwater gas production is currently increasing, recent exploration activity
has indicated the deepwater area is largely oil-prone and thus cannot be counted
on for sustained high rates of gas production. AAPG concludes this information war-
rants considering leasing and exploring for the gas resources estimated for the East-
ern Gulf and Atlantic OCS.

THE DEEP OFFSHORE

In 1950, offshore production came from an average water depth of 40 ft and the
maximum water depth for production was 200 ft. Today the average producing
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depth for production is 500 ft and maximum producing depths have exceeded 6,000
ft. Modern 3-D seismic, long-reach drilling, and floating and sub-sea production sys-
tems have made this possible. Almost every country with marine waters is pro-
moting exploration in the OCS and attempting to attract investment in their off-
shore, including the deep and ultra-deep waters. The 1500-ft water depth for pro-
duction was only reached 20 years ago; today almost 12% of worldwide reserves is
located in these waters.

We believe that Canada, Great Britain, Norway, Brazil, India, and numerous
other nations all rightly understand that oil and gas development are vital to their
economic wellbeing and can be done with minimal environmental impact. That is
why all of these countries are not only trying to explore the deepwater arena, they
are competing in the world market for investment dollars for deepwater projects.
Whether we like it or not, the world is exploring in deeper and deeper waters off-
shore, partly because our own needs demand it. In fact, almost $35 billion in invest-
ments is scheduled for deepwater projects outside the US through the year 2004.
Given the right environment, a lot of these investment dollars could be spent in US
waters, providing jobs, helping the balance of trade, and enhancing domestic sup-
plies. By exploring in our own waters, we could protect the environment commensu-
rate with our own standards.

IMPLICATIONS FOR NATURAL GAS

Natural gas is a North American regional commodity. The United States cannot
depend on gas imports from OPEC to meet rising demand. The natural gas that we
need must come from U.S. production supplemented by hemispheric imports. As
much as 14% of our supply may be coming from Canada over the next 15 years.
Mexico is not a likely source of supply in the foreseeable future. In fact, we are now
exporting a small, but increasing, amount of natural gas to Mexico for the growing
industrial development just south of our border. Gas demand is skyrocketing, par-
ticularly as a “clean” fuel for electric power generation. Thus, the OCS as a source
of gas becomes even more crucial.

In the resource figures mentioned earlier, we have not included the potential of
shallow gas hydrates on the Outer Continental Shelf. Although we do not presently
have the technology to recover them, gas hydrates are another major future poten-
tial energy resource. In its 1995 assessment of gas hydrate resources for the Atlan-
tic OCS, the USGS estimated a potential resource in the range of 6,000 to over
100,000 trillion cubic feet. These figures dwarf any of the conventional resource esti-
mates.

The nation needs to realize that without developing our own OCS resources, we
will be relying more and more on oil tankers to bring our oil and liquid natural gas
tankers to import LNG. We will need to develop ports to handle all of this traffic
and develop long pipeline routes to deliver the gas. It may be very difficult to find
ports in the U.S. that will accept such shipping, given the crowded conditions of
those facilities. The development of new commercial ports in the U.S. will be ex-
tremely difficult given the fact that about one-half of our citizens live within 50
miles of a coastline, and few are willing to accept larger ports and more tanker traf-
fic. An ever-increasing fleet of tankers with the corresponding risk of more spills
will be needed to deliver our petroleum needs. We need to have access to our own
public lands, including the OCS, which are prospective for natural gas.

THE RECORD OF OCS DEVELOPMENTS

With more than thirty fields with reserves of 1 trillion cubic feet or more, our own
Gulf of Mexico is among the top twenty geologic provinces in the world. The coastal
zone fisheries, tourism and marine environment have co-existed here with oil and
gas development for over fifty years. Our own neighbors to the north, the Cana-
dians, have successfully developed their portion of Lake Erie and have been pro-
ducing natural gas there since the 1950’s. The US portion of Lake Erie has a thicker
sedimentary section, and would likely be more productive. New Yorkers could use
the gas. United States law, however, prohibits exploration in the Great Lakes.

Since 1967 in excess of 300 exploratory wells have been drilled within the offshore
outer continental shelf waters of the Canadian Atlantic. As shown in Exhibit 1, to
date, at least 12 trillion cubic feet of natural gas and 2 billion barrels of oil have
been discovered. These discoveries have been off the Scotian Shelf, the Grand Banks
and the Labrador Sea. The Hibernia platform, 150 miles off the east coast of New-
foundland, is now producing more than 125,000 barrels of oil per day from a large
platform on the prolific fishing grounds of the Grand Banks. Natural-gas production
began at the end of last year from the Sable Offshore Energy Project, off the coast
of Nova Scotia, just a few hundred miles north of Boston. Currently, 400 million
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cubic feet of gas per day is coming into the New England market from these offshore
production platforms via the Maritimes and Northeast Pipeline.

By SEeEe

i

Assessments to date of the Eastern Canadian offshore indicate that the region
contains in excess of 50 trillion cubic feet of natural gas and 10 billion barrels of
oil. All of this is being accomplished within the prime commercial fishing waters and
the pristine tourist coastlines of Eastern Canada. In fact, for more than thirty years
offshore exploration and production calmly have co-existed with tourism and com-
mercial fishing for the betterment of all concerned. Canada has demonstrated that
gas exploration and production can be compatible with other coastal uses, including
tourism

There is a major new Jurassic—-Age deep carbonate-reef discovery offshore Nova
Scotia called the Panuke Deep Gas Field. If successfully delineated, this new field
alone could add an additional 400 million cubic feet of gas production per day. This
is enough to heat over one million homes in New England that presently rely on
heating oil. Petroleum geologists believe that the same types of oil and gas accumu-
lations that exist in the Eastern Canadian offshore, may extend south along the
U.S. Atlantic Coast, from George’s Banks to the Carolina Trough, a distance of al-
most 1,000 miles. In fact, the carbonate-reef discovery mentioned suggests to many
that similar potential may extend even as far as the Atlantic coast of Florida. A dis-
covery made in 1978 off the New Jersey coast further supports the likelihood of
these accumulations. This discovery, estimated to contain over 200 billion cubic feet
of natural gas, was not developed at the time of discovery for economic reasons.

Similar potential exists in the Eastern Gulf. For example, a 1.3 to 1.9 TCF dry
gas discovery has been made offshore Florida. This giant gas field has not been able
to contribute to the nation’s needs because of Federal and Florida State restrictions.
It is difficult to understand why we cannot develop these fields, especially since off-
shore natural gas development poses little threat to any coastline.

New technologies now permit oil and gas development in a way that minimizes
onshore surface disruption in environmentally sensitive areas. The British, for ex-
ample, who are very protective of open spaces, agreed to develop the giant Wytch
Farm Oil Field under Poole Harbour, which is in the middle of the most heavily
visited coastal zone of the South of England. At the Wytch Farm development, long-
reach deviated wells are drilled in a radial pattern from a camouflaged central well
pad onshore, to locations up to seven miles out into scenic Poole Bay. Opponents
of petroleum development cite old operating practices, and prior environmental
abuses. The modern practices are much improved. Just like Canada, Great Britain,
Brazil, Norway, Qatar, Thailand, Australia, and many other petroleum producing
nations, America likewise can develop its offshore and onshore energy resources in
environmentally sensitive areas in a safe and rational manner.

The concern over oil spills has been consistently overstated. Except for two inci-
dents over the last 50 years, one off the coast of California over three decades ago
and the other off Mexico in the 1980s, both of which could have been prevented,
all major spills have come from tanker accidents. For the year 1998, the OCS pro-
duced more almost 500 million barrels of oil. The total volume reported spilled for
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the year, in incidents where more than 50 barrels was spilled, was 500 barrels. That
is one barrel out of every million produced. Most of these spills were cleaned up on
the platforms and never reached the ocean.

SUMMARY

How important is producing domestic crude oil and natural gas? Is it important
enough to permit access to prospective public-lands for exploration and develop-
ment? Is it important enough to provide appropriate economic incentives for that de-
velopment? Conversely, should we discourage the development of our domestic re-
sources and increase our dependency upon other countries to supply our future pe-
troleum needs? I need not remind you of the trauma faced by this country in our
one experience with an energy crisis in spite of the fact that during that time we
lost only 5 percent of our crude oil supply, the amount supplied by the Arab OPEC
countries. If a 5 percent decline could cause the problems that we had then, think
of what would happen today if we lost those same imports.

The nation has attempted to reduce the supply/demand imbalance by promoting
alternative energy, conservation, increased efficiency, and by increased imports.
After billions of dollars in Federally supported research, alternative energy only ac-
counts for less than 1% of the total energy needs. We have made significant progress
in efficiency. Compared to 1960, it takes almost 50% less oil and gas energy to gen-
erate one dollar of Gross Domestic Product. Unfortunately, most of the shortfall has
been taken up by increased imports. Imports now account for 56% of our needs.

In order to maintain our lifestyle, the country needs energy supply. Sources alter-
native to hydrocarbons are not sufficient to meet demand. Conservation and en-
hanced efficiency are only part of the answer.

Resource assessments indicate a sizable resource is present in currently restricted
areas of the OCS. For those resources to be delineated and converted to reserves
and ultimately to “supply”, exploration must take place. Both the Eastern Gulf and
the Atlantic OCS are known to have generated and trapped natural gas. AAPG be-
lieves all potential sources of energy and increased conservation of hydrocarbons
should be mainstays of the national energy policy. AAPG believes full exploration
of the OCS, while safeguarding the environment, must also be an important piece
of that policy.

STATEMENT OF C. GRADY DRAGO, CHAIRMAN OF THE BOARD,
LINCOLN HERITAGE INSTITUTE

Mr. DrRAGO. Drago.

Ms. CuBIN. Thank you.

Mr. DrRAGO. Thank you, Madam Chairman. I would like to point
out for the record that I am the former professional staff of the ad
hoc Select Committee on the Outer Continental Shelf which drafted
the P.L. 372.

Ms. CUBIN. Could you speak into the microphone? Thank you.

Mr. DRAGO. Surely. I am the former professional staff on the Re-
publican side of the Outer Continental Shelf Committee and I was
also the Chief Republican Counsel of the Select Committee which
oversaw the implementation of regulations and then moved on the
Merchant Marine and Fisheries Committee.

Ms. CUBIN. And we are sorry that that committee still is not up
and running.

Mr. DRAGO. Gee. They would love to have heard that at the time.

Ms. CUBIN. I was not there then.

Mr. DRAGO. From the outset, the OCS energy development pro-
gram has been beset with opposition. Congress dealt with the early
issues in 1953 by passing the Submerged Lands Act and the Outer
Continental Shelf Lands Act. The first act gave the states exclusive
rights to resources in the sea bed three miles from their shore-
line—Florida and Louisiana have 10.5 miles—while the Federal
Government was given jurisdiction beyond the three mile limit.
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The decision to significantly accelerate OCS leasing as a result
of the 1973-1974 oil embargo when we were importing only 37 per-
cent of our oil needs, raised many concerns and intensified opposi-
tion to leasing. It took three Congresses, the 93rd, 94th and 95th,
to produce a consensus to the solutions of the problems causing op-
position to OCS leasing. The result was S.9, the 1978 amendments
to the Outer Continental Shelf Lands Act. Upon signing the legisla-
tion into law, P.L. 95-372, President Carter praised Congress for
their work and expressed great hopes that since a consensus had
been reached, we could now move ahead with a positive, safe, or-
derly, accelerated OCS program. Congress bent over backwards
and worked very closely with those opposed to the accelerated leas-
ing to solve the many issues which included:

protection for the marine and coastal environment;

directing the Secretary of Interior to establish and maintain a
productive and periodically revise the 5-year OCS leasing program,;

requiring compliance with state coastal zone management plan;

providing for oil spill liability safety and clean up;

increasing the jurisdiction of the Coast Guard for offshore health
and safety;

establishing preparation of the environmental base line studies;

Eequiring compliance with national ambient air quality stand-
ards;

cancellation of a lease for environmental reasons;

attempts to foster increased bidding competition by requiring
adoption of new bidding systems;

requiring the use of best available and safest technology;

establishing procedures for settling boundary disputes;

establishing a fisherman’s contingency fund to reimburse the
fishermen for damaged gear as a result of OCS activities;

increase CZMA formula grants to states to be used to ameliorate
impacts of offshore operations;

A and the list can go on and on and on. It was quite an extensive
ct.

As a result of the above, it is estimated that industry must now
comply with over 75 different Federal regulations.

The opponents to drilling were given everything by Congress that
they said would solve the problem, but opposition continues. Today,
we face the greatest energy crisis in our history. In 1974 we were
importing 37 percent, today we are importing 57 percent. In addi-
tion, we face a shortage of natural gas which we cannot import to
the degree that we can import oil. We have to produce gas, and to
produce it we have to lease.

Levels of dependence on imports are a threat to consumers,
national defense, education, agriculture, the entire spectrum of our
economy and society.

So what are the hindrances now? Well, the trustees and the pol-
icy board members of the Lincoln Heritage Institute think that the
major hindrance to OCS oil and gas production are drilling bans
and moratoria. The arguments we heard against the program in
the 1970’s and 1980’s are still with us. Opponents begin with the
assumption that OCS oil and gas operations are in fact destructive
of the environment and this is untrue. In all of the 45 plus years
of OCS experience, we are not aware of any evidence that proves
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OCS oil and gas activity—not just drilling—have been irreversibly
destructive of the environment.

According to the Minerals Management Service, the Santa Bar-
bara Channel oil spill was about 80,000 barrels. The natural seep-
age in the southern waters off California exceed that by over
180,000 barrels a year. In fact, the annual natural seepage for oil
accounts for 100 times more oil in marine waters than OCS activi-
ties and average about 1000 barrels a day. It should be also noted
that of the top 50 oil spills in the nation’s waters, they all came
from tankers, not from OCS activities.

Another argument has been that we should save our resources
for the future. Well, we have been facing an energy crisis for many
years now and we still haven’t seen any accelerated production, al-
though we have made progress. It takes at least six to 8 years from
the date of a lease sale to reach production in a frontier area, if
indeed they find resources.

Minerals Management Service, as has already been pointed out,
shows an enormous potential in the outer continental shelf for oil
and gas and it also shows that 78 percent of our oil are in mora-
toria area and my percentages on natural gas do not quite gibe
with the previous witness in those areas.

Finally, an accelerated leasing program not only solves our
energy problem, but can lead to the development of hundreds of
thousands of good-paying jobs with benefits, cut our record levels
of deficit in our balance of payments, increase revenues to states,
local government, Federal Government. You wonder how much
longer we have to go before the American public gets the message
we do have an energy crisis and gets behind some changes to bring
to fruition the potential that the OCS has.

That concludes my statement.

Ms. CUBIN. Thank you.

Mr. Bedell.

[The prepared statement of Mr. Drago follows:]

Statement of C. Grady Drago, Chairman of the Lincoln Heritage Institute

Bringing to Fruition the Oil and Gas Potential of the Outer Continental Shelf

Thank you madam Chairman and members of the committee. My name is Charles
Drago and I am the Chairman of the Lincoln Heritage Institute, a non-profit public
policy corporation. Prior to assuming this position I had retired from Capitol Hill
(1987) after 24 years of employment including serving as professional staff of the
Ad Hoc Select Committee on the Outer Continental Shelf (which reported HR 1614,
the 1978 OCS amendments). Subsequently I served as the Chief Republican Council
of the Select Committee on the Outer Continental Shelf (OCS) which oversaw the
regulatory implementation of PL95-372, the 1978 the Outer Continental Shelf
Lands Act Amendments of 1978.

The offshore oil and gas issue was fascinating and complex from a scientific, engi-
neering, economic, and social viewpoint and with those complexities and challenges
the OCS was as much a new frontier as space.

While the first offshore oil production took place in state waters from a wooden
pier off Summerland, California in 1896, it wasn’t until the late 1940’s that drilling
offshore for oil and gas began to capture the imagination of the American culture.
America has long looked upon the OCS as an area that held perhaps the greatest
promise for domestic energy supplies. Unfortunately, while progress has occurred
and great accomplishments made, the potential of the OCS as a supplier of domestic
oil and gas has yet to been realized.

The U.S. Government’s OCS history began on September 28, 1945 when President
Harry S. Truman proclaimed that the natural resources located in and on the sub-
soil and seabed of the Continental Shelf (1.7 billion acres) were subject to the juris-
diction of the U.S. Government. The Geneva Convention on the Continental shelf
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subsequently upheld the proclamation. This touched off actions and reactions that
are still going on today—states rights, who shares in the revenues, and safety.

In 1947, the U.S. Supreme Court ruled that the Federal government does have
jurisdiction over the submerged lands that lay three miles beyond the mean low
water mark in California. Similar decisions in Texas and Louisiana were made in
1950. These decisions seemed to generate additional controversy, which led to the
creation of the U.S. OQuter Continental oil and program.

In 1953, two new Federal laws were established to deal with the existing prob-
lems and disputes in the offshore leasing program. The first was the 1953 Sub-
merged Lands Act of 1953 which gave states exclusive rights to resources up to
three geographical miles from their coast and confirmed Federal authority of lands
beyond three miles. It was ultimately determined that Florida and Louisiana bound-
aries extended 10.5 miles from their coast.

The second act was the 1953 Outer Continental Shelf Lands Act. It confirmed
Federal jurisdiction over the seabed and its minerals beyond three miles of the state
coast, and established, albeit very general, guidelines for the Department of Interior
in managing the OCS.

The first OCS lease sale took place on October 13, 1954 off the Louisiana coast.
The Department of Interior offered 199 tracts (819 acres) for lease; 90 tracts were
bid on and all were leased. A total of 336 bids were made on the offered tracts, and
the Federal government received $116.4 million in bonuses and $1.2 million in first
year rentals. We were now off and running.

From that initial sale through 1960, there were a total of 869 tracts offered for
sale off the coasts of Florida, Louisiana, and Texas. Three hundred and thirty-three
tracts were leased and the government received a total of $621.9 million in bonuses
and $3.6 million in first year rentals.

Not a very auspicious beginning, but it wouldn’t take long to heat up. The geo-
graphic, physical, economic, and political data gathered during the early years when
the entire OCS was a frontier area was an education for those onshore and those
conducting the drilling.

Other significant events that impacted the OCS program included the first Pacific
OCS well drilled in 1964; oil discovery in Prudhoe Bay Field in Alaska; the first pro-
duction from the California OCS in 1968; and perhaps one of the more significant
occurrence—the platform blowout in the Santa Barbara channel. Needless to say,
this event captured the headlines and was to be a “cause celebre” that was used
to oppose offshore leasing for many years.

Following on the heels of those events was the establishment of the National En-
vironmental Policy Act in 1969; passage of the Clean Air Act in 1970; and in 1972,
the passage of the Marine Mammal Protection Act. More importantly in 1972, the
Coastal Zone Management Act was signed into law, which was destined to have a
major impact on future OCS exploration, development, and production.

However, the catalyst that focused attention on domestic energy production and
the potential of the OCS was the Arab oil embargo of 1973—74. This event dramati-
cally brought home to the American public that even though there had been ade-
quate supplies of oil at reasonable prices, the nation faced a major energy problem.

That embargo occurred when the U.S. had reached the incredible milestone of im-
porting almost 37 percent of its total oil consumption. It was clear that the U.S.
could not let itself remain at the mercy of foreign sources of oil that were beyond
our control. One of the first reactions to the embargo was the launching of Project
Independence, which set a target date of 1980 for complete energy independence for
the U.S. Needless to say, we didn’t make it.

A major part of the efforts to reach energy independence was the establishment
of a significantly accelerated OCS leasing program.

Because of the significant increase in proposed OCS leasing many concerns were
expressed over safety and potential negative impacts. Those raising the alarms in-
cluded environmental organizations, commercial and sport fishing interests, state
and local governments, and local citizen organizations. The threat of an oil spill and
concern that vastly accelerated leasing could wrestle control of waterfront busi-
nesses and real estate from the hands of local communities became one more issue
with which to deal.

These concerns, which were quite vocal, and the fact that the above events and
new environmental laws created a litigious environment, it became clear that a
more orderly and coordinated approach to OCS energy development was needed.

In 1974, the Senate acted quickly to pass S3221 in the 93rd Congress, but the
House failed to act on the legislation and it died. One of the reasons for the Houses
failure to act was that while one Senate Committee had the jurisdiction to deal with
OCS leasing, issues now involved in program were the jurisdiction of at least three
House Standing committees: the House Judiciary Committee, House Merchant Ma-
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rine and Fisheries Committee, and the House Interior and Insular Affairs Com-
mittee. Jurisdiction of the legislation became one more hurdle to overcome.

On April 22, 1975, the House took a historic step by passing House Resolution
412, introduced by Majority Leader Thomas “Tip” O Neal which established the Ad
Hoc Select Committee on the Outer Continental Shelf; the first Ad Hoc Select Com-
mittee created in the House to have legislative authority. HR 6218, the 1975
OCSLAA, was introduced by Representatives John Murphy, Peter Rodino, and
Leanor Sullivan and referred to the Select Committee. The first field hearing held
on this legislative was fittingly, in New Orleans.

H.R. 6218 was a major rewrite of the 1953 act, but because of the many new and
controversial provisions it contained, it met the same fate as S3221 in the previous
Congress and was not sent to the White House. The major controversy leading to
a motion to recommit by Ranking Minority Member Representative Hamilton Fish,
Jr. of New York was the vague authority for the Secretary of Interior to conduct
pre-lease on-structure exploratory drilling on the OCS. The recommit motion carried
and the bill was sent back to conference where it died.

However, the seeds of controversy were already sown because the Department of
Interior implemented by regulation many of the provisions of H.R.6218 and were
proceeding with an active leasing schedule.

This action led to an outcry of public concern, and law suits by states and environ-
mental organizations against lease sales abounded. While almost all of the suits
ended in failure, they all but brought the leasing program to a halt. In addition,
many were concerned that because of public pressure and the onslaught of law suits
the Department of Interior (Dol) might drop many of the new regulations for man-
aging the OCS oil and gas operations.

It became obvious to Congress that if the nation was going to accelerate the explo-
ration and development of oil and gas from the OCS, the need for a legislatively
created, orderly, and safe accelerated OCS energy production program was more im-
portant than ever.

The lure of the OCS was great particularly because it was the one energy pro-
gram that was completely under the control of the U.S. government. The govern-
ment could help reach national energy needs and determine oil and gas production
simply by its leasing schedule.

At the opening of the 95th Congress, January 11, 1977, Congressman John Mur-
phy introduced two pieces of legislation. The first was H.R.1614, The OCS Lands
Act Amendments of 1977. That bill was to establish management policy for oil and
gas development on the OCS, protect the marine and coastal environment, and
amend the 1953 OCSLA. (The companion Senate bill, S.9, was introduced by Sen-
ator Jackson of Washington State.)

The second bill was H. Res. 97, to re-establish the Ad Hoc Select Committee on
the OCS. The Resolution was passed the same day.

On August 29, 1977 after considering 75 amendments to the original legislation
during mark-up, the committee favorably reported the bill to the House. On Feb-
ruary 2, 1978 the House passed the bill as S.9 and sent it to the Senate. The result-
ing conference report, substantially containing the language of the House bill, was
approved by both bodies, and sent to the White House. On September 18, 1978 the
OCS amendments were signed into law by President Carter as PL95-372, the 1978
OCSLAA.

The President had significant praise for the work of Congress. He expressed great
hopes that now that a consensus had been reached, the new law would lead to a
much needed increase in the production of oil and gas since the problems expressed
by those opposing offshore leasing had been dealt with in the bill.

Among the issues dealt with in PL95-372 are:

« protection for the marine, coastal and the human environment;
the Secretary of Interior was to establish, maintain, and periodically revise a
five year leasing program consistent with energy and environmental needs, and
states’ concerns;
required compliance with a states Coastal Zone Management program,;
provided for oil spill safety, liability, and cleanup, and for offshore health and
safety, by giving the Coast Guard increased jurisdiction and authority for off-
shore health and safety;
preparation of environmental base line studies;
compliance with the national ambient air quality standards;
cancellation of a lease for environmental reasons;
provisions to increase competition by providing for the adoption of new bidding
systems;
requirement for the use of Best Available and Safest Technology;
 procedures for settling boundary disputes;
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¢ a fisherman’s contingency fund to compensate commercial fishermen for dam-

aged gear resulting from oil and gas operations;

« increased CSMA formula grants to states to ameliorate potential onshore prob-

lems resulting from an accelerated program; and more.

Regardless of what individuals think about the need for so much Federal involve-
ment, one has to admit that PL95-372 certainly dealt meaningfully with the con-
cerns over expressed problems that resulted in so much opposition to an accelerated
OCS oil and gas program.

So, now with great hope, as expressed by President Carter, the members of the
Ad Hoc Select Committee on the OCS, and the energy industry, the nation was at
last ready to bring the promise of the OCS to fruition. As the cast of Saturday Night
Live would say - NOT

The energy crisis that PL95-372 was established to deal with was nothing but
a precursor of things to come. Some said that rather than an energy production pro-
gram, the new legislation was an environmental program, and energy independence
would not occur by 1980. That great contribution from the OCS would not develop,
nor would another factor in the solution to domestic energy supplies, oil and gas
development in the Alaska National Wildlife Refuge (ANWR).

While we experienced another energy crunch in the early 1980’s, the problems we
face today have once again, as did the 1973-74 energy crisis, brought home to the
American public the fact that the nation is facing an major energy problem. Because
of conflicting public information, the public is not sure where the problem is, what
the full degree of the problem is, or what its cause is.

After every attempt was made to solve the health and safety measures that envi-
ronmentalists claimed was the reason for their opposition, as well as providing the
opportunity to address state issues of impact, opposition continued unabated.

After significant commitments by government to meet the challenge of lessening
our over dependence on foreign nations for our oil supplies, imports have risen from
the high of 37 percent in 1974, to an unprecedented and dangerous 57 percent in
2001. Now however, another factor has been added to the formula - a shortage of
natural gas that we can not import as we do oil. Tankering gas is not the answer,
and pipelines tapping the natural resources of Mexico and Canada have their limita-
tions. A ban on drilling for oil is also a ban on drilling for gas.

We are once again faced with how to accelerate the production of the abundant
energy resources this nation possesses and needs. The nation must develop a
national energy plan that includes a coordinated effort of accelerating production of
energy from onshore Federal and private lands, accelerating OCS oil and gas pro-
duction, and drilling in ANWR.

Environmentalists claim that there is too little oil in ANWR to endanger the pris-
tine Alaska environment and it is not enough oil to fully solve our problem. It is
estimated by the Department of Interior that the targeted area for leasing in ANWR
contains upwards of 16 billion barrels of oil, enough to replace imports from Saudi
Arabia for the next 30 years. The oil supplies of the U.S., still a world leader in
oil production, consists of an average production of 15 barrels per day from over
500,000 wells.

As Representative Don Young of Alaska stated in an article, “The Answer to Our
Energy Problem? Cutting Green Tape” that appears in a recent edition of our publi-
cation the ADDRESS, when speaking of drilling for oil and gas in ANWR, “T'wenty-
plus years of oil production have shattered the (environmental) zealot’s myths. Alas-
ka’s North Slope has produced more than 13 billion barrels of oil since 1977 without
millions of barrels from a pipeline spilling over the tundra” These same zealots pre-
dicted an environmental doomsday in the far north if the Trans Alaska Pipeline was
constructed” It appears the OCS is in a similar situation.

There have been problems with the regulatory maze that has been established to
manage the OCS oil and gas program. Some have determined that there are over
74 separate regulations they must comply with on the OCS. While this regulatory
burden, and the potential for hindrances from regulatory activity can be significant,
it is the opinion of the Lincoln Heritage Institute that the major problem facing ful-
fillment of the potential for OCS oil and gas development are the OCS moratorium
and drilling bans.

The very arguments that environmental zealots used to oppose drilling during
committee hearings on the 1978 OCSLAA are still heard today when OCS drilling
bans are discussed.

One of the fears expressed by environmental groups centered around a govern-
ment study that the Committee was told proved that drill muds devastated marine
life on the ocean floor. Therefore leasing should move slowly. Following the hearing,
the committee was informed by a counsel for the agency that conducted the study
that the conclusions in the study were fallacious since they were based on findings
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that did not exist. The committee eventually was given a copy of that study, and
that counsel was hired as staff.

We heard from numerous environmental and public witnesses that we should not
hold lease sales in the deep water off of the East Coast because industry had not
drilled in deep water and they had not proven they could. We know what happened
to those concerns since industry has successfully conducted operations several times
in waters as deep as 17,000 feet.

However, the greatest opposition to offshore leasing came from those fearing oil
spills from OCS leasing and production activities. Coastal communities were at
times brought to almost hysteria because of their fear of blowouts after viewing and
being told about the Santa Barbara blow-out. They were informed the offshore drill-
i’ng v}vlould devastate the coastal environment, fisheries, marine mammals, birds, and

eaches.

The truth is that the oil spill in the Santa Barbara channel resulting from a blow
on an OCS production platform put less oil in the water (an estimated 80,000 bar-
rels) than does the annual rate of natural seepage that occurs off Southern Cali-
fornia waters. As a matter of fact, natural seepage accounts for 100 times more oil
in the U.S. marine waters than does OCS activities. The average natural seepage
of crude oil on the OCS averages 1,000 barrels daily.

This figure may be increased since new technology is uncovering more natural oil
seepage is the Gulf, oil that had been blamed on drilling platforms. The oil industry
and the Minerals Management Service (MMS) have been very diligent in developing
the capacity to predict, prevent, detect and cleanup oil spills. Last year, the MMS
spent over $5.7 million for this purpose. According to a study by the National Acad-
emy of Sciences, 45 percent of oil in the marine environment comes from tankers
and 2 percent is the result of all OCS drilling and production activity. Of the 50
largest oil spills in U.S. water all came from tankering of oil. This is particularly
pertinent for the North East U.S. because the vast majority of their oil needs, in-
cluding refined products, are imported.

The final argument for delaying or drastically cutting back on domestic energy
production was that we should save our energy resources for an emergency. This
seemed a particularly bogus argument since to bring in a producing well in a fron-
tier area on the OCS could take up to 10 or 12 years and the drilling of up to 12
exploratory wells before finding a reservoir with enough oil or gas to make produc-
tion economically feasible. That is not the type of response national emergencies
need. For instance, today, we could use a significant influx of domestic o1l right
away but it is going to take at least three years before oil from new wells will reach
the consumer.

We have had more than 45 years of experience with offshore oil and gas develop-
ment and more than 22 years of experience under PL95-372. The OCS environment
and scientific and engineering requirements are as mind boggling, technical, and
impressive as putting a rocket into space. Progress and accomplishments by MMS
and industry have been impressive if not miraculous. Information from these accom-
plishments, scientific studies, historical events, and just plain common sense has
caught up the with allegations of the “nay sayers.” It is time that allegations and
unscientific studies be replaced with reality and real scientific evidence. While there
is a potential for danger from OCS oil and gas activities, the scientific, engineering,
and administrative experience that has been gained have ameliorated stated objec-
tions. The Trustees and Policy Board at the Lincoln Heritage Institute see no envi-
ronmental reason why OCS oil and gas development should not move forward, full
steam ahead.

Alternative energy technologies and synthetic fuels can not fill the gap in our
energy shortfall and are a long way from being practical in sufficient supply and
affordable. We can not continue to put ourselves in the position of having to put
our youth in harms way or sacrifice our economy or foreign policy goals because of
our dependence on certain foreign nations for significant portions of our energy.

According to the latest figures from the Minerals Management Service of the De-
partment of Interior, the OCS contains an estimated 50.4 billion barrels oil re-
sources and 239.71 trillion cubic feet of natural gas resources. In addition there are
more than 3.37 billion barrels of estimated oil reserves and over 31 trillion cubic
feet of estimated gas reserves. Under moratoria are an estimated 36.9 billion barrels
of oil, and 55.5 trillion cubic feet of natural gas. This means that over 69 percent
of the oil resources, and over 23 percent of natural gas resources are off limits to
leasing and not available to the American public. Once again, the consumer suffers,
as does national security, and our economy.

The important areas that are under moratoria, or are under drilling bans, are the
Eastern Gulf of Mexico off of the Florida coast, and the OCS off of the coast of Cali-
fornia. While obtaining accurate and like measurements of state consumption and
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production of energy has proven difficult, it is clear that both Florida and California
are net importers of oil and gas. Instead of producing the resources that are located
on their lands, or allowing production of resources on the OCS that belong to all
Americans, they have chosen specific life styles, which is their prerogative, but have
imposed the burdens of their decisions on the rest of the nation. The people of Cali-
fornia are currently paying the price for approving the methods used by the officials
they elected to pursue the lifestyle they selected.

The cost of not allowing our domestic energy companies to pursue the develop-
ment of energy product has also had its direct and indirect negative impacts. The
direct impact 1s obvious - over dependence on imports. Indirectly? Today there is not
one steel fabricator on the West Coast that can build offshore drilling rigs because
of a lack of business. By curtailing offshore drilling, the government has decreased
the need for the drill rigs and the Koreans and Japanese took up the slack. Today,
for the same reasons, there are only one or two fabricators in the Gulf of Mexico.

Because about 60 percent of our oil resources on located on lands controlled by
the Federal government (including the OCS) and leasing has been drastically cut
back across the board, many U.S. oil companies have obligated up to 70 percent of
their exploration and development budget to finding product in foreign countries.
Lets hope they don’t go the way of the offshore rig steel fabricators.

There does not appear to us that there is any legitimate reason to continue with
prohibitions against leasing and drilling on the OCS. The primary consideration in
determining the five year leasing schedule should be the needs of the nation’s peo-
ple, economy, and national security. All of these will be served with a truly acceler-
ated and orderly five year leasing schedule.

By moving ahead with an accelerated OCS, five year leasing schedule offering for
lease all areas of the OCS, (only 2.5 percent of the OCS is under lease while over
25 percent of the rest of the worlds OCS is under lease) we can expect a significant
increase in our domestic oil and gas supplies decreasing the pressure on the con-
sumer and our economy. We would decrease our balance of payments deficit by hun-
dreds of millions of dollars, along with our dependence on oil from the Middle East.
A truly accelerated OCS leasing program could also create up to 300,000 high pay-
ing jobs, and significantly increase revenues to the U.S. Treasury in the form of
lease bonuses and rental fees, as well as increased tax revenues to local, state, and
Federal treasuries.

STATEMENT OF CHARLES BEDELL, MURPHY OIL
CORPORATION

Mr. BEDELL. Madam Chairman, members of the Subcommittee
and of course my own Congressman, Mr. Vitter, good to see you
today, sir.

Mr. VITTER. Good to see you.

Mr. BEDELL. Murphy Exploration and Production Company is a
wholly owned subsidiary based in New Orleans of Murphy Oil Cor-
poration. Our corporate offices are in Eldorado, Arkansas. We are
a vertically integrated company, probably about the smallest in the
world or at least in the United States, but we have operations in
the United States, North Sea, Canada, South America and Malay-
sia. Last year, we spilled less than one-thirty five millionth of 1
percent of the oil that we produced.

I am here today to address constraints on production. I will ex-
plain the map in detail in a few minutes. Constraints on production
of Federal offshore oil and gas reserves have so proliferated until
I think it is proper to say now that they threaten to choke off de-
velopment in the last remaining truly active oil and gas production
area in the United States, the central and western Gulf of Mexico.

The growing use of anti-development legal, legislative, regulatory
and executive actions have eroded our industry’s ability to provide
energy and the chemical feed stocks essential for modern American
life. Commendable attempts in the Bush administration and by
Members of Congress to develop a balanced, workable national
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energy policy cannot succeed unless these constraints are effec-
tively addressed.

Over the years, the constraints on production have grown both
in numbers and complexity. The nature of the constraints being
placed on production vary from moratoriums that others have men-
tioned on OCS activities all over the nation’s coastline, to legal ac-
tions and negative publicity campaigns by special interest groups.

But in recent times, legislative-based constraints, based on the
Coastal Zone Management Act, have emerged as the most threat-
ening. The functioning of the Outer Continental Shelf Lands Act as
a reliable, legal foundation for offshore oil and gas activities is
being undermined by a combination of new Federal CZM regula-
tions, and aggressive attempts to expand the applicability of state
coastal zone plans to Federally permitted activities located off of
another state’s coastal zone. The realities of today’s international
energy situation make it clear that we need to take some action.
No matter how carefully the administration and Congress craft it,
no energy policy, I say again, no energy policy will be able to suc-
ceed unless action is taken to reverse the recent trends in the ad-
ministration of the Coastal Zone Management Act and to ensure
that it will be enforced and put into play in a constructive and uni-
form manner in the future.

Now the Act was passed in 1972, and was modified, of course,
several times over the years, but it was never intended to be an
anti-development law. Congress stated in the findings that are in
the Act that the coastal zone has important industrial uses and
that the value of those need to be protected. It was Congress’ intent
that the coastal states create comprehensive plans for dealing with
potential conflicts between activities and development and not to
create a mechanism for categorically and automatically excluding
an entire industry from existing anywhere near or in a coastal zone
of a state. As some apparently believe now, the Act was not created
for stopping all oil and gas activity.

There are many terms in the Act that show that the intent was
to create a balanced approach. They talk about priority consider-
ation being given to coastal dependent uses and orderly processes
for siting major facilities related to national defense, energy and es-
pecially in areas adjacent to where such development already ex-
ists, and that is what we will get to in that map.

No state CZM program is supposed to be approved by the Sec-
retary of Commerce unless the Secretary first finds that it contains
two provisions which are significant to any discussion of national
energy policy. Each state’s program must include a planning proc-
ess for energy facilities likely to be located in or which may signifi-
cantly affect the coastal zone. And also, the management program
must provide for an adequate consideration of national interest in-
volved in planning for, managing the coastal zone, including the
siting of facilities such as energy facilities, which are of greater
local significance.

Now in the case of energy facilities, the Secretary is directed by
the law to find that the state has given consideration any applica-
ble national or interstate energy plan or program.

Luckily for the nation, the Coastal Zone Management Act, as it
is even now written, has been administered properly by the states
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of Louisiana, Alabama, Mississippi and Texas, and I think looking
at that map you can see that development certainly has gone for-
ward off of those states.

My company’s experience with the Act’s Federal consistency pro-
visions has primarily involved interactions with Louisiana’s pro-
gram. We can state that if all other states would emulate the way
Louisiana administers the Act, the offshore oil and gas industry
would have nothing to fear and the nation’s energy prospects would
be far better than they are.

Unfortunately, this is not the case. The primary source of the
disruptive effect of the Act is the evolution of the idea that the con-
sistency provisions contained in the Coastal Zone Management Act
are there to stop energy activities, which have been made to seem,
at least temporarily, politically unpopular. It was put there to pro-
mote cooperation among the states and to get exchange of data and
information that would allow everyone to go forward without harm-
ing the environment, but also producing the energy that we need.

This is the Lease Sale 181 area that everyone has heard about.
And one of the things that I wanted to point out is right here, is
that line that was spoken of earlier. It is not a geological, geo-
physical line, as Congressman Gibbons can understand, and I think
we all do. It is a line which is created by political and other forces.
There has never been a moratorium in the panhandle part of Flor-
ida, but there has been farther down. As you can see, there are a
number of leases that have been let over here, this is the Destin
Dome project and my company is a partner in that. We have esti-
mates from the government as high as 2.3 trillion cubic feet of nat-
ural gas here, which is not allowed to be produced. We cannot go
forward now. These areas are not quite as big as this field, but
these fields are in production right now.

We have further activities here and in one place 160 miles off
Mobile, Alabama.

Ms. CUBIN. Could I interrupt for a second? Is that black line the
border between Alabama and Florida?

Mr. BEDELL. Right here.

Ms. CUBIN. That is it, okay.

Mr. BEDELL. And this is the lease sale going forward, which we
have heard some discussion of. If the lease sale goes forward, that
is one thing, that is a victory. But it’s not enough if the lease sale
goes forward only to repeat the same thing that has happened with
the Destin Dome project, because the CZM Act is for instance, still
a constraint. It will certainly effect our ability to go forward and
put money on the table to the Federal Government to buy leases
in an area where we know the State of Florida is objecting to the
projects down here (pointing at map), which are much closer to
Louisiana than to Florida.

The major problem with the CZM consistency provision is we are
now seeing the trend that the State of Florida, for instance, wants
to apply its own state coastal zone plan offshore of other states.
That has not been the case in the past. You can see there has been
development that has taken place very close to the Florida/Ala-
bama line and in the past, there was comity between the states
where they would not interfere with projects off the coast of other
states. And now under the 1990 amendments to the Coastal Zone
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Management Act, new regulations and just the political realities of
the day, we are seeing objections being raised, not only to Lease
Sale 181 but there is a pipeline in this area that is being subjected
to criticism by the state, there is a project here 160 miles offshore
the state of Alabama where Florida says that there is not enough
information. That is slowing down the process.

And when you have a situation like that, it does throw in jeop-
ardy, even if the sale goes forward, whether or not there will be
any production. I think what we mean to say is that the sub-
stance—the bottom line of our testimony today, Madam Chairman,
would be to urge your Subcommittee and Mr. Vitter as well, force-
fully to go forward and when Coastal Zone Management Act reau-
thorization bills are introduced in the House this year—they are
now pending, there is one pending in the Senate, S.328—that this
Resources Subcommittee seek to have some sort of sequential refer-
ral or executive or whatever the proper terminology would be, to
make sure that the people who are in charge of energy policy in
the United States Congress have the right to have some say on this
crucial CZM law. If it is not modified and put back to the way it
was before 1990, which was a cooperative, ongoing, positive influ-
ence, then your work on energy policy is going to be invalidated.

Thank you, Madam Chairman, sorry I went over time.

Ms. CUBIN. Oh, no, that is fine. Thank you very much.

Mr. Kelly.

[The prepared statement of Mr. Bedell follows:]

Statement of Charles A. Bedell, Manager, Environment and Government
Affairs, Murphy Exploration and Production Company

Introduction: 1Madam Chairman and Members of the Subcommittee, it is my
pleasure to appear before the Subcommittee today to address constraints on the pro-
duction of the oil and natural gas reserves on Federal submerged lands. Murphy Ex-
ploration and Production Company is a wholly-owned, New Orleans based, sub-
sidiary of Murphy Oil Corporation, of El Dorado, Arkansas. Murphy Exploration and
Production has operations in the United States, the North Sea, Canada, South
America and Malaysia.

Constraints on the production of Federal offshore oil and natural gas reserves
have so proliferated until they now threaten to choke off development in the last
remaining, truly active offshore oil and gas production areas in the United States,
the Central and Western Gulf of Mexico. The growing use of anti-development legal,
legislative, regulatory and executive actions have eroded our industry’s ability to
provide America with the energy and chemical feed stocks necessary for modern life.
The commendable attempts of the Bush Administration and Members of Congress
to develop a balanced, workable national energy policy cannot succeed unless these
constraints are effectively addressed.

Over the years, the constraints on production have grown both in numbers and
in complexity. The nature of the constraints being placed on production vary from
moratoriums on all OCS activities off much of our nation’s coastline to legal actions
and negative publicity campaigns by special interest groups. In recent times, legisla-
tive-based constraints, based on the Coastal Zone Management Act ( CZMA ) have
emerged as the most threatening. Other laws, regulations and executive orders are
also disruptive, but, at this time, the constraints imposed on the orderly develop-
ment of Federal offshore resources by some states through their use of the CZMA
are, by far, the most serious. The functioning of the Outer Continental Shelf Lands
Act as a reliable legal foundation for offshore oil and gas activities is being under-
mined by a combination of new Federal CZM regulations and aggressive attempts
to expand the applicability of a state coastal zone plan to Federally permitted activi-
ties located off another state’s coastal zone. The realities of today’s international
energy situation make it clear that the United States needs a balanced, reliable
energy policy. No matter how carefully the Administration and Congress craft it, no
energy policy will be able to succeed unless action is taken to reverse recent trends
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and insure that the Coastal Zone Management Act is being administered in a con-
structive, uniform manner.

The Coastal Zone Management Act: The Coastal Zone Management Act of 1972
was passed as part of a group of Federal laws which were inspired by the report
of the Stratton Commission and was designed to insure that future development in
coastal areas would take place in an harmonious, orderly, environmentally sound
way. The CZMA was viewed as a temporary catalyst created give coastal states an
incentive to develop comprehensive programs to manage and balance competing
uses of and impacts to their coastal resources. The Act preserved the traditional,
Constitutional balance between Federal and state powers. It originally required that
all Federal activities be consistent to the maximum extent practicable with the poli-
cies and provisions of a state’s approved coastal zone management plan. It was not
intended to be an anti-development law. Congress found that the coastal zone is im-
portant for industrial uses that have “potential value to the present and future well-
being of the Nation”. It was Congress’ intent that Coastal States create comprehen-
sive plans for dealing with potential conflicts between activities and developments
in the coastal zone, not to create a mechanism for automatically excluding an entire
industry from existing anywhere in or near a state’s coastal zone, or, as some now
apparently believe, for stopping any activity merely by claiming that it might give
rise to some adverse affect on some part of the state’s approved CZM Plan.

Congress included in the CZMA it’s finding:—There is a national interest in the
effective management, beneficial use, protection, and development of the coastal
zone [ 16 U.S.C.A. 1451(a) ].” The new law was intended to enhance communications
between Federal agencies responsible for permitting onshore and offshore activities,
including those on Federal submerged lands and in coastal states, so as to minimize
or eliminate conflicts with approved State goals and programs in a timely manner.
Regarding important permitted activities the law provides, among other things:

* Encouragement and financial assistance to states to implement programs—to
achieve wise use of the land and water resources of the coastal zone” which in-
cludes “compatible economic development”.[ 16 U.S.C.A. 1452(2) |;

e “priority consideration being given to coastal-dependent uses and orderly proc-
esses for siting major facilities related to national defense, energy, ... in or adja-
cent to areas where such development already exists,” [16 U.S.C.A. 1452(2)(D)];
and

¢ “the coordination and simplification of procedures in order to ensure expedited
governmental decision-making for the management of coastal resources.” [16
U.S.C.A. 1452(2)(G)].

No state’s CZM management program can be approved unless the Secretary of
Commerce first finds that it contains two provisions which are significant to any
discussion of a national energy policy:

« Each state’s program must include a planning process for energy facilities likely
to be located in, or which may significantly affect, the coastal zone, including
a process for managing the impacts resulting from such facilities [ 16 U.S.C.A.
1455(d)(2)(h)]; and
The management program provides for adequate consideration of the national
interest involved in planning for , and managing the coastal zone, including the
siting of facilities such as energy facilities which are of greater than local sig-
nificance. In the case of energy facilities, the Secretary shall find that the State
has given consideration to any applicable national or interstate energy plan or
program [ 16 U.S.C.A. 1455(d)(8).

It is clear from reading the entire Congressional Findings section of the law that
it was viewed as a positive law designed not only to help identify potential conflicts
but to create a reliable process which would foster Federal-state cooperation in de-
veloping land and water use programs for the coastal zone, including “unified poli-
cies, criteria, standards, methods, and processes for dealing with land and water use
decisions of more than local significance [16 U.S.C.A. 1451(i)].” Under the CZM, per-
mit applicants should be able to have a reasonable expectation that the objective
of the process is to find a way to go forward, not to find an excuse to prevent any
legal activity.

Luckily for the nation, this is precisely the way the Coastal Zone Management
Act has been administered in the States of Louisiana, Alabama, Mississippi and
Texas. My company’s experience with the Act’s state—Federal consistency provisions
has primarily involved interactions with the Louisiana program. Louisiana under-
stands and its program fully implements the Findings and Policy sections of the Act
including 16 U.S.C.A. 1452(G) which calls for the coordination and simplification of
procedures in order to ensure expedited governmental decisionmaking! If all other
coastal states would emulate the way Louisiana administers the Act, the offshore
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oil and gas industry would have nothing to fear and the nation’s energy prospects
would be far better than they are.

Unfortunately, this is not the case. Although Alabama, Mississippi and Texas also
recognize the need to provide for the siting of energy facilities of greater than local
significance and properly administer their Programs, other states do not. The pri-
mary source of the disruptive effect of the Act 1s the evolution of the idea that the
“consistency” provisions contained in the CZMA are there to be used stop energy
activities which have been made to seem politically unpopular. Although the consist-
ency provisions were created to insure Federal-state coordination, some are now
using them in a way which poses a significant threat to the ability of Federal offi-
cials to make balanced, timely and consistent decisions regarding the location and
extent of lease sales and the permitting of specific energy activities and facilities.
Such actions have resulted in diminution of our national energy security, domestic
job loss, and a reduction in royalty revenues to the U.S. Treasury that would other-
wise flow from oil and gas production in the Federal OCS.

We have created a map for the Subcommittee which shows energy developments
which have taken place in the Gulf of Mexico. This map illustrates how the CZMA
works well when interpreted and applied by the States of Alabama, Mississippi,
Louisiana and Texas. However, there is a stark, north-south line at the border of
Florida and Alabama where development stops. This line is not there because of
some geological change which suddenly ends any possibility of any oil and gas explo-
ration and production. In fact, huge oil and natural gas discoveries have been made
in the area just to the west of the line where development have been stopped [ See
Attachment I ]. It is there because the Coastal Zone Management Act is being used
to stop the Minerals Management Service from permitting energy activities east of
that line. Congressional and Administrative moratoria have been imposed to the
east and south, but the area of Florida’s Panhandle has never been under a morato-
rium.

Recent developments threaten to extend this de facto energy “exclusionary zone”
farther west into already highly productive areas of the Gulf of Mexico. The use of
Floating Production and Storage facilities, referred to as FPSQO’s, in deepwater off
the Central and Western Gulf has been challenged. Strong opposition to proceeding
with Lease Sale 181 has surfaced, despite the fact that the lease sale is part of the
MMS’s OCS Lands Act-based 5 Year Leasing Program, the closest thing we have
to an energy policy. Individual exploration, development and pipeline permits for at
least four major projects located in areas up to 160 miles offshore Mobile, Alabama,
are also being delayed and challenged. No longer are CZM consistency challenges
confined to projects off the coast of the state making the objection. No longer is
there any effort by the state claiming potential adverse affects from permitted ac-
tivities to work out a reasonable compromise which would allow the activity to go
forward. Companies attempting to obtain permits for their energy projects find their
state consistency review consists only of impossible to satisfy lists of information de-
mands which deal with many issues that are of little or no apparent real impact
to enforceable state policies or natural resources of the coastal zone. Provisions of
the Act requiring states to make their consistency determinations within 90 days
are not being honored. Time limits within which appeals of state findings that a
proposed activity is inconsistent with that state’s CZM Plan, have gone unheeded
by the Secretary of Commerce. The inconsistent application of the CZM Act is get-
ting more pronounced and more destructive of the goals of the CZM Act as well as
the energy-related objectives of the OCS Lands Act.

Another new source of concern about CZM Act constraints on oil and natural gas
production is the new set of Commerce Department regulations based on the 1990
CZMA amendments. These regulations were put into effect just before the Bush Ad-
ministration was sworn in. The new regulations are complex and, among other
things, highlight a serious controversy about the scope of the geographic area within
which a state can claim the right to subject Federal permit applicants to a CZM
consistency review. Is a state’s consistency jurisdiction limited in scope to it, “en-
forceable state policies” and does that mean that the state’s power is limited geo-
graphically to proposed activities within or offshore that state? Any other interpre-
tation raises fundamental legal questions about the nature and extent of state
power and the prospect of serious conflict between states with no apparent mecha-
nism in place to reconcile potential disagreements. The legislative history of the
1990 CZMA amendments clearly indicates that Congress did not intend to expand
the scope of Federally licensed or permitted activities which are subject to consist-
ency review. In the past, state involvement in consistency decisions for Federally-
permitted, offshore oil and gas activities has been limited to those within the off-
shore projections of the borders of adjoining states. One state did not try to block
a project which was offshore of another state. This is not true any more.
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Another developing, scope-related constraint on offshore energy production is ex-
emplified by recent actions by two different states to subject routine interactions,
such as a suspension of operations, between the Minerals Management Service and
lessees to CZM consistency review. During the life of an average offshore lease,
there are numerous, routine modifications made to facilities and procedures which
involve filing papers with the MMS and the agency responding. There are thousands
of offshore facilities. If each of these transactions requires a CZMA consistency re-
view, it will little time for either the state of Federal agency to do anything else.

Essential Fish Habitat Regulations: The Magnuson—Stevens Act (passed in 1976)
was amended in 1996 by the Sustainable Fisheries Act, which changed the name
of the act to the Magnuson—Stevens Fishery Conservation and Management Act.
This amended act includes provisions under which the National Marine Fisheries
Service (NMFS) of the Department of Commerce was empowered to describe and
then identify Essential Fish Habitat ( EFH ) for each species or group of species
managed under a fishery management plan as well as to establish Fishery Manage-
ment Councils (FMC). The FMC’s were then required, to the extent practicable,
identify and describe any adverse impacts to EFH caused by fishing. This of course
has been extended to non-fishing interests including the oil and gas industry. In
March 1999, the National Marine Fisheries Service (NMFS ) declared the entire
Gulf of Mexico and all adjacent estuaries and wetlands areas of all coastal states
to be “essential fish habitat” ( EFH ) under the Magnuson—Stevens Act. Although
it seems clear that this broadest of all possible definitions of EFH goes far beyond
the intent of Congress, nothing has been done to set aside the agency’s action. The
industry is worried about this regulation because the proposed rule included state-
ments to the effect that oil and gas activities are “inherently harmful”, in spite of
wide recognition of the positive artificial reef role offshore platforms play. The per-
mitting process for some oil and gas activities has now included an EFH review.
Delays have been experienced in the permitting process, especially in obtaining Sec-
tion 404 Corps permits. Time has been wasted and unnecessary costs have been in-
curred by both the government agencies and companies involved. Although the need
for protecting fish habitat arose out of concern for the negative impacts of over-
fishing, not out of concern for harm from energy activities, this regulation remains
as a destabilizing constraint on offshore energy production.

Marine Protected Areas: On May 26, 2000, President Clinton signed Executive
Order 13158, entitled “Marine Protected Areas” (MPA). It was heralded as another
way to protect natural and cultural resources within the marine environment. In
addition to “strengthening and expanding” the Nation’s marine protected areas, EO
13158 directs Federal agencies to “avoid harm” to MPAs or their resources through
activities that they undertake, fund or approve. There are already numerous laws
including the Coastal Zone Management Act; the National Environmental Policy
Act; the Clean Water Act; the Coastal Wetlands Planning, Protection and Restora-
tion Act; the Endangered Species Act; the Marine Protection, Research, and Sanc-
tuaries Act; the National Invasive Species Act; the National Ocean Pollution Plan-
ning Act; and the Shore Protection Act which seem to address issues covered in the
executive order, but the Clinton Administration did not seek Congressional action
to establish the broad initiatives contained in EO 13158. The question for the off-
shore industry is; “What will the use of new concepts and terms under the Executive
Order do to the predictability and reliability of the many processes from lease sales
through the many levels of permitting which must be concluded before we can
produce the energy America needs?” Will the creation of a “system” of MPAs result
in the exclusion of oil and gas related activities from wide areas now being devel-
oped under the OCS Lands Act? The use of the vague term “avoid harm” in the con-
text of the impact of a Federal agency’s or a permittee’s activities on an MPA or
it’s “resources” seems to hold the promise of more delays and uncertainty for off-
shore companies and for the ability of any national energy policy to succeed.

Conclusion: Murphy Exploration and Production Company supports the true prin-
ciples of the Coastal Zone Management Act and recognizes the benefits the Act has
had over the years. However, some of the changes made to the Act in 1990 in re-
sponse to the political and economic and energy supply realities of that time are not
working in 2001. For America to develop and implement a successful energy policy
many laws, regulations and executive orders, including moratoria on offshore devel-
opment, will have to be re-examined and refined. It is imperative that those Con-
gressional Committees charged with responsibility for energy issues take an active
part in the review of these other laws, regulations and executive orders.

We hope that the serious questions raised in our testimony about the functioning
of the Coastal Zone Management Act and the negative impacts of the Act on Amer-
ica’s ability to have a successful energy policy will move the Members of the Sub-
committee to urge that the Resources Committee be given some degree of concurrent
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or consecutive jurisdiction over CZMA reauthorization bills submitted during this
Session of Congress.

ATTACHMENT I
CUMMULATIVE
FIELD NAME AREA AMOUNTS OF OIL - DATE

MP 265 Field MP 243, 244, 265 930 MBO 6/38 - 5/98
47 BCF )

ATLANTIS/ M.P. 280, 281 3.6 MMBO 1799 - 8/00

NAUTILUS 44 BCF

NEMO/CHINOOK MP. 279, 283, 284 349 MBO 12/98 - 8/00
9 BCF

INGRID M.P. 261 535 MBO 11/97 - 7/00
22 BCF

PABST M.P. 249, 259, 260 33 MBO 12/94 - 8/00

VK. 692, 693, 694 140 BCF

MICHELOB M.P. 224, 225, 249 822 MBO 3796 - 8/00
84.58 BCF

M.P. 223 FIELD MP. 222, 233, 250 2.5 MMBO 6/96 - 800
143 BCF

BUD MP. 251,252 91 MBO 7192 - 8700
120 BCF

BUSCH M.P. 255, V.X. 698 94 MBO 12/94 - 8/00
106 BCF

PETRONIUS VK. 786 678 MBO 7700 - 8700
48 BCF

TAHOE VK. 783, 784, 827 5.4 MMBO 5/91 - 8/00
217 BCF

NEPTUNE VXK. 825, 826, 869 26.5 MMBO 3/97 - 7102
26 BCF

MARLIN VX. 871,915 18 MBO 11/99 (MECH. PROB.)
26 BCF

NILE VK. 0l4 NO PRODUCTION

RAM-POWELL VK911, 912,956,957 | 32 MMBO /97 - 800
189 BCF

VIRGO VK. 823 373 MBO 11799 - 6/00
7.6 BCF

SPIRIT VK. 736,779,780, 824 | 2.1 MMBO 9/98 - 8/00
91 BCD

TORTOISE VK. 864 | NO PRODUCTION

(OUDINOT)

PHARLAP VX 816,817, 818, 861 | 136 MBO (12/95 - 8/00
88 BCF
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STATEMENT OF PAUL KELLY, SENIOR VICE PRESIDENT,
SPECIAL PROJECTS, ROWAN COMPANIES, INC.

Mr. KELLY. Thank you very much, Madam Chairwoman.

First let me note personally that in a prior life, I was a member
of the official delegation of the State of Texas to the Interstate Oil
and Gas Compact Commission and in several meetings I remember
your work with the Commission. It is good to be back with you
today working on Federal matters.

I am here to talk about a different kind of infrastructure and
that relates to the industry infrastructure necessary to meet a 30
Tef natural gas market envisioned in 10 years. Rowan Companies
is a diversified oil service/supply company based on Houston. We
currently own and operate 23 mobile offshore drilling rigs which
work under contract to major and independent oil companies.
Twenty-two of these units are located in the Gulf of Mexico, while
one is operating on the Scotian shelf off the east coast of Canada.

Incidentally, we were a participant as the contractor of choice of
a recent new discovery south of the Sable Offshore Energy Project
which was made by Pan-Canadian as the operator and its partners,
Marathon and Murphy, who are here today. That is another inter-
esting natural gas discovery that may provide additional natural
gas to the northeastern United States.

Rowan also constructs offshore rigs and we have another two,
what we call, advanced Gorilla Class jack up rigs under construc-
tion at our shipyard in Vicksburg, Mississippi. As the name “Go-
rilla” implies, these are $200 million drilling rigs that stand the
height of a 60-story office building. And while you have heard
much today about deepwater drilling, we are a pioneer in the de-
velopment of new technology and rigs for advanced drilling on the
shelf into some of these new deep gas structures that we have been
talking about.

Our rig construction company, LeTourneau Inc., has built over
one-third of the world fleet of jack up rigs. We also operate six
deepwater anchor handling tug supply vessels and a fleet of over
100 helicopters, which is divided evenly between the Gulf of Mexico
and Alaska. That division conducts its business under the name of
Era Aviation, Inc. We have also recently gone into the parking lot
business in Louisiana. The reason for that is that we have two
major helicopter facilities located in Port Fourchon, which you
heard about earlier, and also Venice. The high volume of activity
in the central Gulf of Mexico today has required us to build a
1,000-car parking lot at one of these facilities to hold the cars of
the workers who are traveling offshore every day.

There has been much discussion about the infrastructure re-
quirements of the nation in meeting the 30 Tecf gas market pro-
jected by several organizations, including the National Petroleum
Council (NPC). The U.S. drilling fleet must expand to undertake
the dramatic increase in activity that will be required to produce
the additional supply to meet this demand. The total number of oil
and gas wells drilled per year, including dry holes on land and off-
shore will have to double from approximately 24,000 in 1998 to
over 48,000 wells by 2015. And even taking into account antici-
pated improvements in drilling efficiencies, approximately 2,300 ac-
tive rigs will be needed to achieve this level of drilling. This
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represents an 80 percent increase over the 1,300 average active rig
count estimated for this year.

As the NPC study indicates, 33 percent of the seven trillion cubic
feet of additional gas supply required to meet demand in 2010 is
expected to come from the Gulf of Mexico. This is a tall order and
involves many challenges, not the least of which is infrastructure
requirements. And as I have indicated, rig availability, which is
crucial to exploration and development, will be a significant chal-
lenge for the industry.

The oilfield supply and services sectors have been hit particularly
hard by the boom and bust cycles. Very few new onshore drilling
rigs have been built since the mid-1980’s, and if the 5 percent per
year historical attrition rate continues, most of the existing 1,700
onshore rigs will be retired by 2015, and a total of almost 1,900 on-
shore rigs will have to be built. Additions to the offshore fleet will
also be needed and are projected to include 10 new deepwater drill-
ing rigs, 32 platform rigs and 30 jack-up rigs and barges. Exhibit
1 of my testimony presents a good overview of the status of the off-
shore drilling fleet.

It should be noted also that the cost of offshore rigs is substan-
tially different from land rigs. To build a new land rig today costs
anywhere from $10 million to $20 million compared to an offshore
rig which can cost anywhere from $110 million to $400 million.

Exhibit 2 shows the cost of all the new mobile offshore drilling
rigs constructed throughout the period 1996 to 2001, our most re-
cent building cycle. We built around $13 billion worth of new mo-
bile rigs for the world market. This last rig building cycle resulted
in the delivery of state-of-the-art new equipment, the likes of which
drilling contractors only dreamed of a decade ago. Indeed, it had
been a decade since the conclusion of the last building cycle and
as the new builds were delivered, the stark realization set in that
most of the drilling contractors and shipyards had under-estimated
what it would cost to build these new ultra-modern rigs.

Between 1996 and present, a total of 45 new drilling rigs were
delivered. Only seven of those were delivered on budget. The aver-
age cost overrun on the remaining 38 rigs approached 30 percent.
There have also been significant delays in deliveries from the ship-
yards which have resulted in contract disputes between contractors
and both their shipyards and their oil company customers. One
major shipyard on the Gulf coast has recently announced they are
going into bankruptcy. These disputes, along with the cost over-
runs, have caused drilling contractors to take a much more judi-
cious approach to new rig construction. Prices and rates charged
must go up, and thus, it will be challenging to face the next build-
ing cycle and meet the NPC call for another 70 new offshore rigs.

I can repeat the same story in the offshore supply vessel and
aviation sectors, which face similar challenges. Both have aging
fleets and the cost of replacements and new technology will be
much higher.

The next wave of rig construction must come, however, if for no
other reason than 130 jack up and semi-submersible rigs are now
more than 25 years old. Attrition is taking its toll. I am confident
the market will find a way to respond if the demand is there. It
may not happen in the short term, but it will happen eventually.
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In the meantime, we have 192 mobile offshore drilling rigs work-
ing in the Gulf of Mexico as we speak, the highest number in 20
years. If platform rigs are added, the total number of rigs currently
drilling offshore is well over 200. While we have not yet seen a sig-
nificant production response from this high level of activity, largely
because of increasing decline rates in the Gulf, I am reasonably
confident that we should soon see a step up in net oil and gas pro-
duction.

Another significant concern and challenge to the industry is the
future availability of skilled workers at all levels to produce the in-
crease in supply and construct the necessary infrastructure. Com-
pany consolidations and volatile fluctuations in oil prices have re-
sulted in cuts in exploration and production budgets, and layoffs at
all levels in the E&P sector and in the service/supply sector. Ap-
proximately half a million jobs have been eliminated from the in-
dustry since the early 1980’s, with over 40,000 job cuts occurring
in the producing sector alone with the collapse of oil prices in 1998
and 1999.

We need to do more to attract young people into our industry. We
need to attract more people for enrollment in the energy-related
college curricula and we need to pay better. Higher wage scales are
a must to attract workers back into the industry.

Likewise, there is a significant need for capital and improved fi-
nancial performance on the part of the companies in the industry,
which have often delivered returns lower than the average reported
for the Standard and Poor’s 500 companies. It is estimated in the
NPC report that almost $1.5 trillion will be required to fund the
industry through 2015 to meet anticipated natural gas demand.

As a contractor, we do see some encouraging signs. Our cus-
tomers have spent the better part of the last 2 years paying debt,
improving their balance sheets and trying to get themselves back
into better financial condition in order to improve their financial
ratings. We now see them spending money on exploration and pro-
duction. Those expenditures have increased this year by over 20
percent and all indication are that they will increase by at least the
same amount in 2002.

As far as Rowan is concerned, we are moving ahead to respond
to this increase in gas demand. We have one new $200 million jack
up rig scheduled for delivery late this year and another similar
unit due in 2003. An analysis of the purchase orders for these two
U.S. built, U.S. flagged vessels shows components ordered from
suppliers in 37 American states and seven foreign countries. Nei-
ther rig has a contract at this time, but we are confident they will
when they are delivered.

I think I will stop there, Madam Chairwoman, and leave the rest
of my comments for any questions which members of the Sub-
committee may have. Thank you.

Ms. CUBIN. Thank you.

Mr. Schoeffler.

[The prepared statement of Mr. Kelly follows:]

Statement of Paul L. Kelly, Senior Vice President, Rowan Companies, Inc.

Madam Chairwoman and members of the Subcommittee, I am Paul Kelly, Senior
Vice President of Rowan Companies, Inc., a diversified oil service/supply company
based in Houston, Texas. Rowan currently owns and operates 23 mobile offshore
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drilling rigs under contract to major and independent oil companies. Twenty two of
these units are located in the Gulf of Mexico while one is operating on the Scotian
Shelf off the East Coast of Canada. Rowan also constructs offshore rigs and we have
another two advanced “Gorilla” class jack-up rigs under construction at our shipyard
in Vicksburg, Mississippi. The company’s LeTourneau division has built over one-
third of the world fleet of jack-up rigs. We also own and operate six deepwater an-
chor handling/ tug/supply vessels and a fleet of over 100 helicopters which is divided
evenly between the Gulf of Mexico and Alaska. That division conducts its business
under the name of Era Aviation, Inc.

Let me add my welcome to the Gulf of Mexico region where one-fourth of Amer-
ica’s natural gas supply is produced and about one fifth of our oil.

Rig Availability

There has been much discussion about the infrastructure requirements of the na-
tion in meeting the 30 trillion cubic feet (tcf) natural gas demand projected by sev-
eral organizations including the National Petroleum Council (NPC) and the Depart-
ment of Energy’s Energy Information agency ( EIA) at the end of this decade.

The U.S. drilling fleet must expand to undertake the dramatic increase in activity
that will be required to produce the additional supply needed to meet this demand.
The total number of oil and gas wells drilled per year (including dry holes) on land
and offshore will have to double from approximately 24,000 in 1998 to over 48,000
by 2015. Even taking into account anticipated improvements in drilling efficiencies,
approximately 2,300 active rigs (over 2,100 land rigs and 180 offshore) will be need-
ed to achieve this level of drilling. This represents an 80 percent increase over the
1,300 average active rig count estimated for this year.

As the NPC study indicates, 33 percent of the 7 tcf of additional gas supply re-
quired to meet demand in 2010 is expected to come from the Gulf of Mexico. This
is a tall order and involves many challenges, not the least of which is infrastructure
requirements. Rig availability, which is crucial to exploration and development, will
be a significant challenge for the industry.

The oilfield supply and services sectors have been hit particularly hard by the
boom and bust cycles. Very few new onshore drilling rigs have been built since the
mid-1980’s. If the five percent per year historical attrition rate continues, most of
the existing 1,700 onshore rigs will be retired by 2015 and a total of almost 1,900
onshore rigs would have to be built. Additions to the offshore fleet will also be need-
ed and are projected to include 10 deepwater drilling rigs, 32 platform rigs, and 30
jack-up rigs and barges. Exhibit 1 presents a good overview of the status of the off-
shore drilling rig fleet. Although the number of new offshore rigs is smaller than
the number of rigs needed on land, the average cost of each offshore rig is signifi-
cantly higher than that of onshore rigs. Depending on its horsepower and drilling
depth capacity, a new onshore rig will cost from $10 million to $20 million compared
to an offshore rig which can cost anywhere from $110 million to $400 million.

Exhibit 2 shows the costs of all the new mobile offshore drilling rigs constructed
throughout the period 1996 to 2001. This most recent offshore drilling rig building
cycle, which began in 1996, resulted in the delivery of state-of-the-art new equip-
ment, the likes of which drilling contractors only dreamed of a decade ago. Indeed
it had been a decade since the conclusion of the last building cycle and, as the
newbuilds were delivered, the stark realization set in that most of the drilling con-
tractors and shipyards underestimated what it would cost to build these new, ultra-
modern drilling rigs. Between 1996 and present, a total of 45 new drilling rigs (ex-
cluding barges and tenders) were delivered. Only seven of these rigs were delivered
on budget. The average cost overrun on the remaining 38 rigs approached 30 per-
cent. There have also been significant delays in deliveries from the shipyards which
have resulted in contract disputes between contractors and both their shipyards and
their oil company customers. One major shipyard on the Gulf Coast has recently
gone into bankruptcy. These disputes, along with the cost overruns, have caused
drilling contractors to take a much more judicious approach to new rig construction.
Prices and rates charged must go up, and, thus, it will be challenging to face the
next building cycle and meet the NPC call for another 70 new offshore rigs.

The offshore supply vessel and aviation sectors face similar challenges. Both have
aging fleets and the cost of replacement and new technology will be higher. The next
wave of rig construction must come, however, if for no other reason that 130 jack-
up and semi-submergible rigs are now more than 25 years old. Attrition is taking
its toll. I am confident the market will find a way to respond if the demand is there.
It may not happen in the short term, but it will happen eventually. In the mean-
time, we have 192 mobile offshore drilling rigs working in the Gulf of Mexico as we
speak, the highest number in 20 years. If platform rigs are added, the total number
of rigs currently drilling oil and gas wells offshore is well over 200. While we have
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not yet seen a significant production response from this high level of activity, largely
because of increasing decline rates in the Gulf, I am reasonably confident that we
should soon see a step up in net oil and gas production.

Skilled Workers

A significant concern of the industry is the future availability of skilled workers
at all levels to produce the increase supply and construct the necessary infrastruc-
ture. Company consolidations and volatile fluctuations in oil prices have resulted in
cuts in exploration and production budgets, leading to layoffs at all levels in explo-
ration and production companies and in service / supply companies. Approximately
500,000 jobs have been eliminated from the industry since the early 1980’s with
over 40,000 job cuts occurring in the producing sector alone in 1998 and 1999. Si-
multaneous reduction in industry hiring rates in the last 20 years has resulted in
a disproportionate percentage of the workforce reaching retirement age in the next
decade, an average of 40% in a sampling of major producers.

Furthermore, the next generation of workers is not choosing to enter the industry,
as indicated by the significant decrease in enrollment in some energy-related college
curricula since the mid-1980’s. The oilfield service / supply sector faces a similar
situation as many laborers and supervisory personnel have left the industry in
search of more stable work. Higher wage scales are a must to attract workers back
into the industry.

Need for Capital and Improved Financial Performance

Adequate financial performance must be demonstrated in order to compete for
and attract the investments required to meet the growing demand. Companies will
need to balance short-term performance demands with long-term planning to
achieve the needed growth. According to the NPC report, almost $1.5 trillion ($1998)
will be required to fund the industry through 2015 to meet anticipated demand.
This amount includes over $700 billion for operating expenses and an estimated
$781 billion for capital investments. Approximately $658 billion of capital is pro-
jected to be spent for oil and gas supply development and about $123 billion for
transmission, storage and distribution infrastructure expansion. This equates to an
average annual increase in capital expenditures form $34 billion per year between
1990 and 1998 to $46 billion between 1999 and 2015. Many of these expenditures
will involve higher risk projects-such as large deepwater projects in the Gulf of Mex-
ico, each of which can easily exceed $1 billion. While much of the required capital
will come from reinvested cash flow, capital from outside the industry is essential
to continued growth. To achieve this level of capital investment, industry must be
able to compete with other investment opportunities. This poses a challenge to all
sectors of the industry, many of which have historically delivered returns lower than
the average reported for Standard and Poors 500 companies.

Industry Response and Conclusion

The 1998-1999 downturn hit the industry hard. The past two years have been
spent paying down debt and improving balance sheets. Our view as a contractor is
that oil and gas companies have now recovered financially to the point where they
are using cash flow from higher oil and gas prices to invest in exploration and devel-
opment. Their capital expenditures this year have increased over 20 percent, and
all indications are that they will increase again by at least that amount in 2002.
Rowan has a new $200 million jack-up rig scheduled for delivery late this year and
another similar unit due in 2003. An analysis of the purchase orders for these two
U.S. built, U.S. flag vessels shows components ordered from suppliers in 37 Amer-
ican states and seven foreign countries. Neither rig has a contract at this time but
we are confident they will when delivered. Rowan is responding to the market by
entering the business of constructing land rigs and components such as mud pumps,
draw works and cumulators. We are also participating in the Gulf of Mexico deep-
water frontier with our recent acquisition of some of the most technically advanced
high horsepower offshore supply vessels. Finally, we have introduced larger 19 pas-
senger helicopters into the Gulf for those long trips to deepwater locations offshore.
Providing billions of dollars in new infrastructure for offshore oil and gas develop-
ment cannot occur overnight. I am confident, however, that America’s industry is
beginning to respond and that it will rise to meet the many challenges we have be-
fore us.

Thank you very much for your attention. I will be glad to answer any questions
members of the Subcommittee may have.
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EXHIBIT I

NUMBER OF RIGS

1997

Offshore Drilling Rig Fleet

e ks

CURRENT AND ON-
ORDER OFFSHORE
FLEET NET OF
ATTRITION

T Mowo T Non_ﬂ.w R 7

. EXTENDED VIEW

2010

» 72 additional offshore rigs will be needed

» Additions may be from reactivations
relocations.

2

new construction or

» Availability of skilled workers is also a concern.

Source: NPC




EXHIBIT II

Owner

Jaeck-ups
Chiles Offshore
Chiles Offshore
Chiles Offshore
Chiles Otfshore
Chiles Offshore
ENSCO
FELS/ENSCO
Maersk Drilling
Maecsk Drilling
Rowan

Rowan

Rowan

Rowan

Santa Fe

Santa Fe

Sama Fe

Sant Fe

TFrans Sedeo

Semis

Arnethyst
Finaccial

ENSCO
Maeesk Drifling
Marne Drig
Maoss Arctic r.
NIOC

Ocean Rig
Qcean Rig

+ Qcean Rig

¥ Ocean Rig
R&B Faleon
R&B Falcoa
Smiedvig

Stena Driffing.
Trans Sedeo
Traas Sedeo
Trans Sedeo

Drillships
Glohai Marine
Globat Marine
Navis ASA
PridefSonangal
Pride/Sonangol
R&B Fatcon
R&8B/Conorw
R&R/Conoco
R&H Faleon
R&B Faleon
Smudvig
Saipem

Trans Sedeo
Trans Sedeo
Trans Sedeo

rig name

Chiles Columbus
Chiles Discovery
Chiles Magettan
Chiles Galileo
Chiles Coronado
ENSCO (D1
ENSCO 192
Maersk tbn
Maersk tbr
Rowan Gorilla V
Rowan Guritia V1
Rowan Gorfita V11
Rowan Gorilli V11
Galasy It

Gataxy 1

Santa Fe thn
Santa Fe tbn
Gurtulush

Amethyst 4
Amethyst ¥
Pride Brazil
Pride Carlos Walter
ENSCO 7500
Miersk ton
Marioe 700
Moss Sirius
thn
Leiv Bisiksson
Eirik Raude
0 2000-3

0 90004
Drepavater Nugtilus
Deepwater Hurizen
West Venture
Stenn Don
Sedeo Encray
Sedeo Express
Cajun Express

Glomar CR Luigs
Glomar Jack Rvan
Navis Explorer
Pride Aftica

Pride Angola
Decpwater Expuilition
Deepwater Pathlinder
Deepwater Frontier
Degpwater Millennium
Decpwater Discovery
Veest Navion

Saipem 10.000
Discoverer Enterprise
Discoverer Spitlt
Discoverer Devp Seas

Tender drilling units

Smadvie

Keppel/Smedvig ~ West Alliance

# dalivered

West Mcnang
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Newbuildings 1996 - 2001

design

Super 116

KFELS Mod VB
Suger 116

KFELS Mod VB
Super 116

KFELS Mod V
KFELS Mod V
CI70-130-MC
CI70-150-MC
LT Super Gorilta
LT Super Gorills
LeT Super Gorilla
Super Guritla XL
KFELS Mod Vi-G
KPELS Mot ¥1-G
F&G JU 2000
F&G JU 2000
KFELS CS Mod v

Amethyst
Amethyst
Amethyst
Amethyst
ENSCO 750
DSS-20-LAS-M
Bingo 8000

850

VA 4000 M
Bingo 5000
Bingo 9000
Eingo 2000
Bingo 9000
R&Bishikawnhna
R&B/Ishikawajima
ME 4500 DP
8-30

Express 2000
Express 2000
Express 2000

Glomar 43
Glomar 436
Navis

Gusto 10,000
Gusto 10,000
Arctic DP
R&B DFS.3
R&B DPS-3
R&B DP5-3
R&B DPS-3
MST tanker
DPS-3
Alramax/Sonat
Altaman/Sonat
Adramax/Sonat

Pelaut semi

* enhanced Pelaut

SOURCE: BASSOE OFFSHORE

water
depth ft

360
350
375
330
330
350
350
492
492
408
408
408
350
360
360
400
400
350

26,300
8.000
8.000
4.900
L6460
7.500
6.300
8.500

9.000
8.008
19.660
16.000
10.000
9.830
16.000
10.000
10.000
10.000
8.200
10.000
10.000
330
10.000

800
6.000

year
ordered

1997
2000
1997
00
1997
1998
2000
2660
2001
1996
1996
996
2000
1997
997
2001
2001
1998

1997
1598
1998
1998
1998
2001
1996
2000
2001
1996
1997
1997
1997
1597
1998
1957
1998
1997
1997
1998

1998
1998
1997
1997
1998
1996
1996
1997
1987
1998
1997
1998
199&
1698
1908

1998
2000

yard

AMFELS, USA
FEL Singapore
AMFELS, USA
AMFELS. USA
TDi-Halter, USA
FEL Singapore
FEL Singapore
lyundai , Korea

LeT. Vicksburg
FEL Singapore
FEL Singapore
PPL. Singapore
PPL, Singapore
Caspian SC/FELS

FGO. USA
FGO. USA
Dnewoo, Korea
Dagwoo, Korea
TD-Hakter, USA
FELS/ICSC
Kvaerner +HAM
Vyborg, Russia
Sadra, Neka
Datian, FGO o8
Dalian. FGO 12708
{ Dalian China to
thuli fevel onty
Hyundat, Korea
Hyundai. Korea
Hitachi, Japan

DN, France
PPL. Singapore

Harland & Wollf
H&WoltFNewpark
Sumsung. Lores
Hyundai. Korea
Hyundai. Korea
Kepped, Shagapore
Samsung, Korea

Samsung, Korea
Samsung, Kores
Samsung. Korea
Samsung. Korea
Astano and Ingalls
{Astano and Aker
IMarine, ¢ Christi

Keppel. Singapare
Keppel. Singapore

contract/ comments

working in the USG for Sheil
ordered speculatively
working in the USG for Sheli
srdered spectlatively
working in the USG, Chevron
Built on spee. contact in UK.
speculative newbuild

ordered specalatively

ordered speculatively

ordered on spec now working
s eoniract

o cenuract

ordercd speculatively

Mobit Canada 3 years
Amoco and BG UK 3 ves
ardered specuiatively

ordered speculatively

Agip. Elf and Mobil

Petrobeas 6 yrs, poss cancel
Petsobras 8 vrs, poss cancel
Petrobras 5 yis

Petrobras 5 yrs

Burlington USG + 3 years
Exxon Azcrbaifan J vears
Exxon {except N Seay 5 ws
no conicaet. barcdeck
ordered tor use in Caspian
D comract

0 contract

1o contract, baredeek 3/9U
70 conyract. bareduck 1199
Sl US Gulll 3 years
Vastar. Gall. 3 years

M Hydro 5 yrs+7x1 opts
Stawdt 5 10 20 years
Texaco USG 3 years

EIf Angotfa 3 vrs cancelled
Marathon USG 5 years

BHP 30 maths+EIf 6 mnths

Exxon 3 vesrs

spec built. contract from Jul-00

EN Angola 3 years

EIf. Angola 310 3 yeacs

Petrobins 6 yoars

Conoce USG 3 yemrs

Conoce ete NZ+US § years

Statoil (US) 1+ years

Texaco 3 yews

Statoil Norway | vear

Agip Syrs. + 2x[ yropts

BP Amaco USG 3103 ¥rs
ws+3 yrs opis

Chevron USG Syre+3 yropt

Sheif Brunei 5 years
speculative newboild

price
Sm

3

110
38

i
10
143
1340
230
230
185
22t
190
210
134
174
123

ready

*
Q22002
*
Q22002
*

*
Qioz
mid-02
Dec-02
*

#
end-D1
Q32003
*

*
Q22003
Q2 2004
*

03 2003
*

QU2 62
Q12004
Mar-01 "
Jun-01
tha

tha.

*

*

*
Apr-t
Mar-01
Q2 2001
Mar-01

Ao d Rk H ok ke e K K R

* N
Q4-2001
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STATEMENT OF HAROLD SCHOEFFLER, SIERRA CLUB

Mr. SCHOEFFLER. Thank you for the opportunity to address this
Committee on a topic that is vital to Louisiana and the nation.
Other states at this time may have an opportunity to approve or
disapprove the expansion of offshore drilling in Federal waters
throughout this country. Louisiana was never afforded that oppor-
tunity. Starting off as a small, seemingly inconsequential activity,
it has become a major contributor to this nation’s energy resources
and the national treasury.

We have a three-way partnership between the Federal Govern-
ment, oil industry and the host state in the development of offshore
mineral resources. I would like to make comments on the host
state’s role in this partnership. First of all, that state receives no
compensation for the very necessary contributions it makes to the
offshore oil and gas recovery. A list of what host states provide,
which would include Louisiana, are as follows:

I would like to mention that in your home state, looking at the
Minerals Management report for the year 2002, you all received
about $270 million in oil fees, you received another $200 million in
your water recovery program, which stays in your state. Only 10
percent of the royalties actually go into the Federal treasury.
th. CUBIN. It is not fair. I like the money, but it is not fair
that—

Mr. SCHOEFFLER. Right, absolutely. And I am going to go
through that.

The ports, Louisiana has about 15 of them that provide docking,
loading facilities for tugs, crew boats, barges, supply vessels, heli-
copters that haul people, food, generators, fuel, fresh water and an
endless list of other materials needed to support drilling production
activities. these ports are funded with local property taxes and with
a state tax, five cents per gallon gasoline tax statewide.

Fabrication yards where the tugs, crew boats, barges, platforms
are built, painted, sandblasted and maintained. Many of these are
on private property but many are also on properties developed in
the ports by Louisiana tax dollars.

Service facility yards. An endless array of pipe yards, equipment
rental facilities, heliports, helicopter maintenance facilities and a
long list of other service connected facilities. In Lafayette which is
Lafayette Parish, which is the central coast of Louisiana, about 40
miles from the coast, there are 67 pipe yards. One of the major
problems with pipe yards is that for a long time we did not know
when we cleaned pipes that what we are taking out of these pipes
was radium 225, radium 228, a highly radioactive material. All
these 67 sites are highly contaminated with radioactive material.
We do not know what the hell to do with that yet.

Waste. All coming ashore in Louisiana. that waste is derived
from drill cuttings, drilling fluids, domestic waste from the 29,000
people who live on Louisiana offshore platforms, and that number
is based on Minerals Management Service environmental impact
studies. Waste from other states like Alabama whose regulations
are much stricter than Louisiana will find its way to Louisiana’s
unregulated, “non-toxic” oilfield waste sites. As Federal regulations
on waste disposal become strict, it guarantees that the additional
waste generated will find its way to Louisiana’s non-regulated,
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non-toxic waste sites. We are just dealing with an incinerator of oil-
field waste that will be located in the coastal community port of
Intracostal City, Louisiana, would burn 500 tons per day of oilfield
waste that would not be regulated by the EPA or our Department
of Environmental Quality because it is all non-toxic, whatever that
means. It is politically non-toxic; scientifically quite toxic.

Shoreline processing facilities include refineries, carbon black
plants, gas processing plants, petrochemical facilities and others
with the state providing infrastructure to support their existence.
We provide free water for all these—you being from Wyoming. We
have no water policy whatever in this state. You can take any from
the ground, from the lakes, from the rivers, all you want, any size,
any quantity and of course that supports the refineries and a lot
of other oil and gas activities.

Transportation of product. Pipelines, tank yards, canals, roads,
bridges, all of which takes an enormous toll on coastal marsh loss
and the related fisheries loss. We have 9000 miles of OCS pipelines
with more to come that crosses our coastal zone. We have 42,000
miles across the state and the coastal zone is 9000 miles. Each mile
of pipeline, according to the Minerals Management Service environ-
mental impact studies, we lose 89 acres of marsh. Of course, that
affects shrimping fisheries and people say well I do not see how it
affects shrimping, but when you look at the licenses sold in a 10-
year period, Louisiana shrimping licenses in 1985 numbered
38,300, these are commercial shrimping licenses. And in 1995, de-
clined to 10,200. So marshland loss certainly does contribute to
some basic economic activities in the loss of those activities.

Education for offshore workers. The State of Louisiana, through
vo-tech schools, colleges and high schools provides training pro-
grams for offshore mineral extraction and related support activi-
ties.

Emergency services. The State of Louisiana through state agen-
cies provides hospitals, sheriffs’ departments, fire departments,
coroner’s offices and a long list of emergency services that is abso-
lutely required by this industry. It involves wrecks on the roads
and helicopter crashes and boat sinkings and you name it.

In conclusion, this is a short list of what the host states, espe-
cially Louisiana, provide the Federal offshore drilling program. We
have 5500 platforms offshore worldwide with over 4000 of them in
Louisiana Federal waters. That number is changing constantly as
we move them. It takes an enormous infrastructure to support the
29,000 people who live and work on them.

According to Minerals Management Service figures recently re-
leased, there are proven reserves of over 54 billion barrels of oil
and 293 trillion cubic feet of gas in Louisiana Federal waters in the
Gulf of Mexico. This country needs that energy. The infrastructure
to recover that energy is in place.

We do need to compensate the host states for all the services
needed to support this effort. These services are, for the most part,
funded by state and local government. And when that occurs, that
is tax dollars that do not reach our schools, colleges, roads, bridges,
hospitals and other needs. For Louisiana, this is a monumental
drain on its resources. It has given us one of the worse educational
programs in the nation. With poor education comes obvious eco-
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nomic partners—poverty; high crime and incarceration rate, the
highest in the country; low quality of life and other problems. It is
high time that the Federal Government and the Minerals Manage-
ment Service program recognize its dependence on the host state
for vital services and that those services be made part of a plan for
total compensation—past, present and future. We could call it the
Louisiana Royalty Relief Act.

Thank you.

[The prepared statement of Mr. Schoeffler follows:]

Statement of Harold James Schoeffler, Conservation Chair, Delta Chapter
Sierra Club, Lafayette, Louisiana

Thank you for the opportunity to address this committee on a topic that is vital
to Louisiana and the nation. Other states at this time may have an opportunity to
approve or disapprove the expansion of offshore drilling in Federal waters through-
out the country. Louisiana was never afforded this opportunity. Starting off as a
small seemingly inconsequential activity, it has become a major contributor to this
nation’s energy resources and the national treasury.

We have a three-way partnership between the Federal Government, oil industry
and the host state in the development of offshore mineral resources. I would like
to make comments on the host states’ role in this partnership. First of all that state
receives no compensation for the very necessary contributions it makes to the off-
shore oil and gas recovery. A list of what other states provide, which would include
Louisiana, are as follows:

* PORTS—Louisiana has about 15 of them that provides docking, loading facili-
ties for tugs, crew-boats, barges, supply vessels that haul people, food, genera-
tors, fuel, fresh water and an endless list of other materials needed to support
drilling production activities. These ports are funded with local and state taxes,
including a 5 cent per gallon gasoline tax statewide.

FABRICATION YARDS—where the tugs, crew-boats, barges, platforms are
built, painted, sandblasted and maintained

SERVICE FACILITY YARDS—An endless array of pipe yards, equipment rental
facilities, heliports, helicopter maintenance, and a long list of other service con-
nected service facilities.

WASTE—AIl coming ashore in Louisiana. That waste is derived from drill
cuttings, drilling fluids, domestic waste from the 29,000 people who live on the
Louisiana offshore platforms. Waste from other states like Alabama whose reg-
ulations are much stricter than Louisiana will find its way into Louisiana’s un-
regulated quote “non-toxic” oilfield waste sites. As Federal offshore regulations
on waste disposal becomes more strict, it guarantees that the additional waste
generated will find its way to Louisiana’s non-regulated, non-toxic waste sites.
SHORELINE PROCESSING FACILITIES—Include refineries, carbon black
plants, gas processing plants, petrochemical facilities and others with the state
providing infrastructure to support their existence.

TRANSPORTATION OF PRODUCT—Pipelines, tank-yards, canals, roads,
bridges, all of which takes an enormous toll on coastal marsh loss and the re-
lated fisheries loss. We have 9,000 miles of OCS pipelines with more to come.
Each mile of pipeline we lose 89 acres of marsh. Louisiana shrimping licences
in 1985 numbered 38,300 and in 1995 declined to 10,200.

« EDUCATION FOR OFFSHORE WORKERS—The State of Louisiana through
vo-tech schools, colleges and high schools provides training programs for off
shore mineral extraction and related support activities.

« EMERGENCY SERVICES—The state of Louisiana through state agencies pro-
vides hospitals, sheriffs departments, fire departments, coroner’s offices a long
list of emergency services that is absolutely required by this industry.

In conclusion this is a short list of what the host states, especially Louisiana, pro-
vides the Federal offshore drilling program. We have a 5,500 platforms offshore
worldwide with over 4,000 in Louisiana Federal waters. It takes an enormous infra-
structure to support the 29,000 people who live and work on them.

According to mineral management figures recently released there are proven re-
serves of over 54 billion barrels of oil and 293 trillion cubic feet of gas in Louisiana
Federal waters in the Gulf of Mexico. This country needs that energy. The infra-
structure to recover that energy is in place.

We do need to compensate the host states for all the services needed to support
this effort. These services are for the most part funded by state and local govern-
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ment, and when that occurs that is tax dollars that does not reach our schools, col-
leges, roads, bridges, hospitals and other needs. For Louisiana this is a monumental
drain on its resources. It has given us one of the worse educational programs in the
nation. With poor education comes some obvious economic partners—poverty, high
crime and incarceration rate, low quality of life and other problems. It is high time
that the Federal Government and the minerals management program recognize its
dependence on the host state for vital services, and that those services be made a
part of a plan for total compensation - past, present, and future.

Ms. CuBIN. Thank you.

This has been a great hearing. The testimony from all of the wit-
nesses has been great because rarely do you have a hearing where
you agree with what every witness has said, and Mr. Schoeffler, I
really am committed to trying to help the Louisiana delegation to
do something about this. I knew it was not fair, but I had no idea
the extent to which Louisiana has carried the burden for the rest
of the country.

Mr. SCHOEFFLER. I am part of the Teachers of America program
and I serve on the board and there are 2000 Teachers of America
volunteers around the country and 350 of them are in Louisiana.
We have a parish north of us that has about 800 teachers, 500 of
them are not college graduates and they use those teachers because
they cost a lot less.

Ms. CuBIN. Well, something needs to be done and I expect that
it will be.

A couple of points I wanted to make—if I could only find my
notes. The jurisdiction of this Committee really is not to establish
energy policy. The jurisdiction of this Committee has to do with ac-
cess to the minerals. We have jurisdiction over MMS and other
agencies, but certainly we play a big role, because one of the big-
gest problems—and today I have learned some other big prob-
lems—but one of the biggest problems is access, which you know,
and it is the same thing on the land as well.

One of the things that Representative Skeen from New Mexico
and I were able to get amended onto the Energy Act of 2001 is a
requirement of the USGS to establish and plot on a map, if you
will, the reserves of oil and gas under the lower 48 states and the
outer continental shelf. And then on top of that, do overlays of
things that inhibit or restrict access to those minerals. So there
would be one overlay, for example, of the Endangered Species Act,
another overlay of national forests and parks, just, you know, one
on top of the other, so we could actually see what is keeping us off
of the Federal lands where the energy that we need is. So I think
that will be helpful to everyone, not only to extract the mineral,
but once you have all of these prohibitions in place, to see why we
cannot have pipelines. You know there are places where absolutely
there should not be drilling and there should not be pipelines,
there should not be power plants. But we also know absolutely that
there are areas that are restricted that ought not to be, especially
in view of the situation we find ourselves in with energy right now.

Another thing that I should have said earlier and I did not say,
was that we have been talking about production of more energy, oil
and gas in this particular case, but I do not want anyone to leave
with the idea that we do not believe that renewable energy sup-
plies are very important and that we need to invest in that and
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that we also need to invest in efficiency, in conservation and in
technology to help us use the energy sources that we have. I
want—Dbecause we have not focused on that in this hearing, I just
want everyone to know that that is considered to be a hugely im-
portant part of any energy policy that goes forward.

A quick question. Louisiana owns the water in Louisiana, right?

Mr. SCHOEFFLER. That is a very good question. We are fighting
that battle right now. I think we do, by the 1953 Submerged Lands
Act, yes, we do.

Ms. CUBIN. Yeah, we always fight over water in the west.

Mr. SCHOEFFLER. Right. Yes, we own the water.

Ms. CUBIN. And so you need to get on your state legislature to
do something.

Mr. SCHOEFFLER. We are doing our best. We have pending legis-
lation right now. The big concern is that maybe Florida will take
it to solve their water problem down in the Everglades. They could
run a pipe through the Mississippi very easy and do that.

Ms. CUBIN. Another thing that I wanted to clarify from your tes-
timony, Mr. Vitter said here today and Mr. Cooksey has told me
in the past, that some of the best fishing that there is in Louisiana
is out by the platforms. And you know, he has told me about the
size of the shrimp and all that stuff.

Was your testimony in relation—when you were talking about di-
minished supplies of fish, were you talking about because of pipe-
lines or what?

Mr. SCHOEFFLER. No, the loss of the marshes has an enormous
impact on commercial fisheries because the shrimp and red fish
and speckled trout depend—at one time or another in their life
cycle they live in the marshes. In juvenile stages they go into the
marshes and they eat the material or decaying vegetation and then
at maturity, they come out. So if they cannot access those marshes
or if the marshes are gone—when we talk about wetlands loss in
Louisiana, we are not talking about turning it into a corn field, as
it occurs maybe in Michigan, what we are talking about is vege-
tated marshes—mass amount of vegetation, typically 270 varieties
of plant will grow in a health marsh and it turns to open water,
it becomes the bay, it becomes part of the Gulf, and we lose that
and we lose all the productivity, the ability to take care of juvenile
shrimp, juvenile crab. He is correct about the fishing though. I
have fished in the Gulf all my life, I am 61, I fished in the Gulf
when we did not have oil rigs and putting oil rigs out there has
made a tremendous difference. It is much easier to find the fish.
This week I fished out there twice and the fishing is fabulous, that
is where we fish.

Mr. BEDELL. Madam Chairman, here are pictorial representa-
tions if you would like.

Ms. CUBIN. Well, Congressman Cooksey has brought me some of
that stuff, but he has never brought me anything—

Mr. BEDELL. And LSU did some studies, Madam Chairman,
there have been a number of studies done that show that the popu-
lations around the platforms are not simply the result of migration
of existing stocks of fishes, that in fact, the existence of the plat-
forms has added its own stocks to the red fish, red snapper and all
the rest of them.
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Mr. SCHOEFFLER. It is kind of irritating to me in Louisiana that
when they finish with the platforms and they dismantle them, they
have a rigs to reef program and Florida is crying to get our rigs
as they are dismantled.

[Laughter.]

Ms. CUBIN. Right.

Mr. SCHOEFFLER. That is terrible.

Ms. CUBIN. Well, it is the same thing with California, wanting,
you know, to build their plants in Nevada.

Mr. Bedell, you referred to the boom and bust cycle of the energy
industry and believe me, being from Wyoming and largely depend-
ent on energy for our economy, I understand that boom and bust
cycle. And I do not know whether this is actually a proposal or
whether this is in law, but allowing, during low price periods, al-
lowing companies to forego royalty payments and make capital in-
vestments so that the industry does not come to a screeching halt.
Comment on that for me.

Mr. BEDELL. Madam Chairwoman, that would be a creative way
of approaching the problem. The fact that we participate in lease
sale today, we spend say, $14 million on a block and we start doing
seismic work—more seismic work than we did before we decided
how much to bid, that is. If we won the lease, then we will start
planning structures. It can be an expensive process, as the other
witnesses have referred to, of between six and 10 years in a fron-
tier area where there is no infrastructure or maybe three to 5 years
in another area where you have existing infrastructure where we
do try to tie into existing pipelines. We do not try to lay a whole
new pipeline where another one exists. Where say production has
gone down so that now there is capacity in that line, we will have
a new discovery and we will lay over to that line rather than do
a whole new line. But anyway, we do not know always what prod-
uct that we will find—if we find what it will sell for and we may
have to spend—my company has spent 20 to $30 million on one
well—before we find out. So there need to be incentives that can
get a smaller company involved. There has been really, I think, ex-
cellent testimony earlier to that effect.

There are provisions of law where the MMS can vary the royal-
ties. It is very difficult politically to do that kind of thing in some
cases, I think, to be very realistic about it. And if you have a situa-
tion where we have some budget surplus, maybe it is a good time
to think about allowing some more flexibility. But it could be dif-
ficult with the Budget Act and having to see if they cut this income
out where are they going to get that to be augmented from. You
are much more familiar with the functioning of that process than
we are. But I think what you mentioned would be a good way to
do it. It would be of help, I think.

Ms. CUBIN. You know, we can rely on a stable supply of food and,
of course, the farmers cannot necessarily rely on good prices. They
have really been suffering and our government policies have been
very detrimental to the industry. But I do not see why we cannot
do some creative thinking and have a reliable source of energy as
well. I really think if we start thinking out of the box and quit with
the politics and, you know, the 30-second sound bits of destroying
the environment, that we all really could get a lot further.



102

Mr. Drago, would you elaborate for me a little bit on how Con-
gress intended the states to be involved in the OCS planning proc-
ess when the 1978 amendments were passed?

Mr. DRAGO. In the planning process through the Coastal Zone
Management Plan?

Ms. CuBIN. That’s correct.

Mr. DrRAGO. All of the issues that were raised at—and the con-
cerns and fears, some substantiated, some not, of the impact on the
Outer Continental Shelf, there were provisions in the Act to deal
with those. Congress established a 5-year leasing program which
would spread these lease sales out over a period of time, that the
states could see where—and the oil companies could see where they
were going. Any problems that they saw coming from this could be
dealt with during that 5-year period. The Coastal Zone Manage-
ment Act potentially was the best tool to deal with that, but as has
been pointed out, I think the hand has been overplayed a little bit.
It has been used in some instances as a hinderance to development.
You cannot say their concerns are not genuine, they obviously are.
But it is like your state, one of my policy board members is one
of the biggest wildcatters up in Wyoming. He is having problems
with permitting.

Ms. CUBIN. Who is that?

Mr. DrRAGO. Charlie Lazer. He cannot get a permit. I know you
have dealt with this in other committees. But this question of how
we solve our problems with OCS leasing we thought were answered
in the OCS Lands Act, the Members provided everything that they
thought was needed to make this program work. President Carter
was very impressed with it and he thought we were going to move
right forward. To be very honest, a lot of the things that I have
heard today are the same type of problems we heard back then.
The Coastal Zone Management Plan can work if there is good faith
on both sides.

Ms. CUBIN. Right.

Mr. DrAGO. I think that is the important part. The other thing
is that there are a lot of concerns for the impact of oil and gas oper-
ations on shore. There was concern by the members of those com-
mittees, and these were people that were representing on-shore
and off-shore oil states -- John Breaux was a member of the com-
mittee; Morris Udall was a member of the committee. It wasn’t just
off-shore coastal states. One of the problems that we found was
when people started talking about the impact of off-shore activities
on-shore and a loss of land, it was very difficult to determine what
damage was coming from leasing within state waters and leasing
on the outer continental shelf. Pointing a finger of blame some-
times is a real waste of time, but if you cannot get down to what
the cause is, it is very difficult to come up with a solution. I think
that hedging on what real causes are prevents us from finding real
solutions. Problems are not being treated with hard scientific data,
and if they were, I think a lot more answers would be a lot more
obvious.

Ms. CUBIN. Mr. Kelly, did you want to respond?

Mr. KELLY. Yes, Madam Chairwoman. I was involved in the evo-
lution of the OCS Lands Act amendments back in 1978 as well,
back when I had a lot more hair and it was brown.
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Mr. DRAGO. So was mine.

[Laughter.]

Mr. KELLY. I think there was a lot of goodwill that surrounded
the enactment of the amendments and a number of the stake-
holders came together and made compromises. Section 18 of the
OCS Lands Act that deals with the interaction of the state gov-
ernors with the Federal activity is generous in the sense of giving
governors in the states a lot of opportunity to comment on the proc-
ess, but in the end there must be a decision maker and the law
provides that that is the Secretary of the Interior. There was sig-
nificant litigation in the late 1970’s and early 1980’s when no mat-
ter what the Federal Government did with the states, for states
like a California or Florida, it was never enough. So they went to
court. It is interesting that none of the states ever won litigation
to block an offshore lease sale because the courts ended up stating
that where Federal lands outside the territorial limits of the states
are involved and the benefits of those Federal lands are to go to
the citizens of all 50 states, therefore, Federal interests are para-
mount. Further, as along as the Secretary of Interior uses a stand-
ard of judgment that was defined by the court as being reasonable,
Federal interests should be upheld. Only then did the states go to
Congress and start using the appropriations process to block the
activity. That is the problem. I think in the era of trying to diver-
sify and pay more attention to Federalism, Congress has gone back
and given more of that power back to the states, even though the
law said it was not necessary.

Ms. CUBIN. Thank you. Go ahead.

Mr. BEDELL. There was also a provision in the Act that formally
set down—I think it was Section 301—but anyway, it was the in-
formation exchange between the Federal Government and the
states similar to what is in the Coastal Zone Management Act, but
it was within the OCS Lands Act. That was one of the impetus for
putting together that Act and for getting the ad hoc Select Com-
mittee together. It was that states had complained that they
weren’t getting enough information. So, you know, it’s deja vu all
over again, as Yogi Berra would say. We still have that same prob-
lem unfortunately today despite the fact that the OCS Lands Act
and the Coastal Zone Management Act—in my testimony I rattled
off a bunch of the different statues that exist—are there. Some-
times this seems to confuse matters. We are not sure which act
governs what.

Ms. CUBIN. Right.

Mr. BEDELL. I was interested in your comment about the provi-
sion you had put in the law trying to come to grips with that, at
least on shore. There’s a need to put together something that would
show which laws apply to what extent and then try to figure out
where you go from there.

Ms. CUBIN. How do you untangle it. Well it is—does apply to
OCS—oh, it doesn’t. Excuse me, it is just the lower 48.

One more question, Jim. This is yours, Mr. Bedell. The map, 181
is 213 miles from Tampa, 108 miles -- is 108 miles the closest it
comes to Florida?

Mr. BEDELL. Well it depends, Madam Chairwoman, on how you
define close to Florida. In the traditional sense, again it was where
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they had the state boundaries and in the OCS Lands Act it recog-
nizes those are projected offshore—you know, straight off shore,
perpendicular to the shore or whatever. So “off of Florida” would
be from the Florida-Alabama border to the east. That is just one
of the problems we have.

Ms. CUBIN. Okay, that was what I was going to ask.

Mr. BEDELL. But as you can see, a lot of this lease sale was de-
signed specifically to meet all of the objections that Florida had at
the time this was being put together. In other words, this line right
here is 100 miles off shore of Florida. This Alabama one is 15 miles
off shore. So, (pointing at map) three, five, 15 miles off shore. And
then this development had already been had here. There were ex-
tensive negotiations with the military. As an ex-pilot, Congress-
man, I am sure you would be concerned about the fact that we
want the military to be able to go ahead and be able to test weap-
ons and that sort of thing out of Florida. Along the coast there is
a very active testing center at Eglin Air Force Base. These areas
(pointing at map) were negotiated for controls on development of
those leases so that they would not interfere with the military’s
mission.

Mr. KELLY. One suggestion has been made that one way to com-
promise with Florida might be to eliminate some of the acreage in
the stem. The irony in that is that that’s the gas prone part of the
leases.

Ms. CUBIN. Right.

Mr. KeELLY. And if we are all interested in increasing our supply
of environmentally friendly fuel, why would we do that? That is
where the risk is the lowest.

Mr. BEDELL. And Madam Chairwoman, there is a pipeline project
now being proposed, that has gotten through FERC, which goes
from Mobile Bay right through here (pointing at map) —which they
wouldn’t allow us to produce—all the way over to Florida. This
pipeline would have its—it is similar to your situation in Nevada
with California, the compressor stations would be in Alabama, and
put the Mobile area in jeopardy in becoming a nonattainment area
for the benefit of clean air in Florida where they are converting
their powerplants to natural gas.

Ms. CUBIN. I understand. I saw that look on your face.

Mr. Gibbons.

Mr. GiBBONS. Thank you, Madam Chairwoman. Believe me, it is
an interesting, complex problem that we are hearing from today
about this. One of the things that I'm interested in—of course,
MMS believes that, I think, 50 percent of undeveloped oil and gas
reserves lie in the outer continental shelf. Mr. Drago, your concern
is, of course, that OCS is a Federal lease problem. What changes
would you look at, what would you recommend in the OCS lease
problems? What changes would you make for that 2002-2007 time
frame for --

Mr. DRAGO. The only -- excuse me. The only changes I would rec-
ommend is basically what I talked about in my testimony and that
is to open that area up to leasing. Natural gas production is cru-
cial. We cannot import that like we do oil. We have to produce it.
To produce it, we have to lease so that we can drill for it. And that
is the only significant thing I can see that the government can do,
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take a closer look at these things and make their judgments on
science. Is there danger? Yes. Can it be ameliorated and has it
been? Yes. There is no reason not to—look at the money the gov-
ernment of states and local communities gets from OCS activities.

Mr. GiBBONS. Let me address my question over here to Dr. Hare,
because I know that your are somewhat skeptical of the fact that
the great reliance on deep-water production out there in the Gulf
is going to sustain our natural gas demands. Let me ask you, what
could we do—what recommendations would you make to keep the
Gulf from peaking in that time frame from 2002 to 2003 if, in fact,
the supplies are not there?

Mr. HARE. Well I think one thing that you could do, we have
heard the word competition mentioned a lot. If you just have a few
of the super majors doing the exploration, their economic cutoff of
what they are going to explore for is going to have a real high
threshold value. If you can bring more of the large independents
or midsized independents into the business, they will hunt for
smaller deposits and they will find economic ways to develop them.

Mr. GIBBONS. Mr. Kelly.

Mr. KeLLY. I think that one very creative initiative that the Min-
erals Management Service has come up with is this new deep drill-
ing royalty incentive on the shelf. We have talked today a lot about
deep-water royalty relief. This is a new idea that would provide a
royalty suspension on wells drilled 15,000 feet or deeper on the
shelf. It does have a floor price, in that the benefit only kicks in
if natural gas is $3.50 or lower. I do not know how many others
would agree with me, but we may never see $3.50 gas again. I
think we could really see some deep drilling on the shelf in the
Gulf if the floor price were moved to say $5.00. That might be
worth considering. One way to address the gas supply problem is
to encourage deeper drilling. As the NPC report says, if we are
going to find more gas, we have got to drill deeper both on shore
and off shore. I think this would really help because—and it can
be justified in terms of fairness, because in order to drill 15,000 to
20,000 foot wells, we have to have bigger rigs, higher horsepower,
and more technologically advanced equipment to deal with high
temperatures, high pressures, and hydrogen and sulphur com-
pounds that corrode materials at those depths. So it is going to be
a risky and expensive business for the companies that venture into
it.

There are a lot of structures out there that look prospective at
those depths. One of the interesting things is that there seem to
be more of them off Texas in Federal waters than Louisiana. So we
might see a little bit of the work getting spread out into the west-
ern Gulf. I think the lease sale that is scheduled for this August
for the western Gulf—number 180, will be very interesting in this
respect, to see how the companies respond with this new incentive
in place. But I think the incentive could be enhanced greatly if the
base were increased from $3.50 to $5.00.

Mr. GiBBONS. Mr. Drago.

Mr. DRAGO. One of the things that has happened onshore and off
the overthrust area, we did not know the oil was there. As soon as
they found it, the increase in estimates went through the roof and
there was more drilling and more oil and more estimated resources.
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We are looking at areas on the outer continental shelf in this area,
for instance, the west coast of Florida, that has enormous potential
right now. What is it, 236 trillion cubic feet of gas? I think that’s
right. That is a lot of gas. If they go in there and drill, they are
going to find that the estimated resources are higher. They will be
able to take a look at the —what am I thinking of—structures that
they are drilling in, where do they go. And I think we will find in
the years to come once we start leasing in there, that we are going
to have a lot more resource potential out there and be able to solve
a lot of the problems that this country has.

Mr. GIBBONS. That seems to be the common sentiment, that we
have actually got to get out there and drill it before you can say
there is X amount there to begin with and whether it is oil and gas
or whether it is in mining or any other, it takes some type of explo-
ration to be able to pin that down.

I always find it amazing when I hear people rail against explo-
ration, to say there is not enough there for you to be interested in,
it is only a small amount, like 6 months supply for the United
States, not worth going after. But as soon as you start exploring
it and putting that first line down, you find out that it is vastly
more than you anticipated.

Mr. HARE. Exactly. And I have trouble, when we have a resource
estimate that is a distribution on a probability curve and we usu-
ally pick the mean figure off and say okay, it could be this size,
why would we not want to go out and do some kind of exploration
to assure ourselves that it is either there or it is not there. To me,
that seems to be the essence of it.

Mr. GIBBONS. Let me ask a question real quick. I know our time,
Madam Chairwoman, is expiring rapidly here, but Mr. Schoeffler
brought up the issue about skilled labor force drop off. What are
each of your companies—and let me say I do not know that the
AAPG can come up with that, but—

Mr. HARE. I do have an opinion.

Mr. GiBBONS. Well, what are your companies doing to partner
with educational institutions, et cetera, to help ensure that we
have both educated and skilled labor forces?

Mr. HARE. Well, I am a person that was formerly the chief geolo-
gist for Vastar Resources and of course we were acquired, when BP
acquired Arco, they ultimately got us, and so there was a lot of tal-
ent that had to disperse elsewhere. Most of the really good talent
became employed by smaller companies or whatever, but the NPC
study that was published in December 1999 pointed out there were
750,000 jobs lost in the oil and gas business, and a lot of those
were in these very, very technical fields. So that is something that
if we are going to be able to reach that goal of being able to
produce 30 Tef in 2010, only 25 of which is going to be coming from
the U.S., we have to have those geological and geophysical and en-
gineering professionals who are ready to go.

Mr. GIBBONS. Let me just go down the line, whoever wants to
start.

Mr. BEDELL. My company designed and built the first jack up
drilling rig that has now been donated, it is not working offshore
any more, and we do not have a drilling company any more, but
that has been donated and is now a training facility in south
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Louisiana. We donated our former drilling building to the Univer-
sity of New Orleans, which is about an 11-12 story building down-
town that is now a UNO technology center... sort of a—a place
where new businesses are stimulated, there are some state offices
and things in there.

We are trying to work on educational things, and we are con-
cerned. I think the average age of our offshore work force is over
40 years old now. We try to keep people, we do not want to push
people out the door, but getting recruitment of new people coming
in is becoming increasingly difficult. The class sizes in universities
of petroleum engineers, geologists, others, have gone down and
these things are outside of our control. This boom and bust cycle
is certainly nothing of our making, I do not think, and it is very
difficult to deal with. We do what we can, we have programs where
you incentivize people to stay around and not leave, you give them
bonuses for every year they stay and this kind of thing. That has
worked with engineers in our company, but again, we are not get-
ting encouragement. If we cannot expand in the U.S., we can go
overseas, but that is not hiring American workers.

Mr. GiBBONS. Of course every time you raise salaries to attract
more employees, you have to add that to the cost of the product
that you produce, which ripples across the country as a price in-
crease and then you get criticized for gouging.

Mr. BEDELL. Right now the facts are that there were something
like seven ammonia plants in the state of Louisiana producing am-
monia which of course goes into fertilizer. And a number of these,
more than half of them, I believe, at some point with the high gas
prices, natural gas is the source of amonia, had to shut down oper-
ations. Now there is going to be a ripple effect of that when the
farmers go to buy their fertilizer this spring or have already done
so, I cannot but believe that there is going to be some bad effect
there, not only on our employment here and our ability to deal with
our problems in this state, but it is going to have a ripple effect.

Mr. GIBBONS. Mr. Kelly.

Mr. KeELLY. Our company, Rowan, has taken somewhat of a
unique approach in that we have never had a layoff of employees
in the company. What we have done to deal with these boom and
bust cycles is that during the boom cycle, we husband our cash and
set a certain amount aside to deal with the next downturn. When
the downturn comes, we do not lay out employees off, but we keep
them. They do a lot of maintenance work on the rigs. We also in-
volve them, to some extent, in rig construction, because likewise,
we use the cash that we husbanded during the boom cycle to build
equipment during the down cycle. This makes us very unique in
our industry, but our feeling is that is the time to get good prices.
When the down cycle comes, materials get cheaper. So we have his-
torically built new equipment during the down cycle to be prepared
for the up cycle.

Now in addition to that, we have a summer internship program
where for many years, we have hired approximately 50 to 75 col-
lege students involved in engineering and the geosciences in the
universities to work offshore. Most of these interns come from
around the Gulf coast, but we have had students from New Eng-
land and California as well. They work on the rigs for the summer,
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they make good money as roustabouts and roughnecks, and we try
to get them interested in the energy business. And it has been ex-
traordinary how many have come back to come to work for Rowan
or they have gone to work for other companies that are our cus-
tomers. So it has paid off and this summer we are really boosting
that program. We will probably have as many as 120 or 125 in-
terns working in the Gulf of Mexico this year.

We also have active training programs. We tend to hire from the
bottom and let the cream rise to the top, as they say. A lot of these
students come in like these interns and it has paid off for us quite
successfully.

Mr. GiBBONS. Thank you.

Mr. DRAGO. Can I say something else?

Ms. CUBIN. Yes, Mr. Drago.

Mr. DRAGO. Your point about opponents to drilling in ANWR,
claiming ANWR does not have large enough reserves to produce,
because all it would give us is 40 days of oil and therefore is not
worth producing. I would like to point out that there are over
500,000 producing wells in this nation that produce all of our oil,
averaging about 15 barrels of oil a day. That is pretty small pro-
duction but that is where our oil comes from.

Ms. CuBIN. Well, I would like to thank the panel for their valu-
able testimony and the answers to the questions.

The hearing record will remain open for 10 days so anyone who
has any supplemental information they would like to submit, that
would be great. And also, if we could ask, I think there might be
a few questions that we did not have time to get to and if you could
answer those for us in writing, we would appreciate it.

Hearing no other business in front of the Committee, the Sub-
committee is now adjourned.

[Whereupon, at 5:45 p.m., the Subcommittee was adjourned.]
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