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OVERSIGHT HEARING ON “OFFSHORE
DRILLING: INDUSTRY PERSPECTIVES”

Wednesday, February 25, 2009
U.S. House of Representatives
Committee on Natural Resources
Washington, D.C.

The Committee met, pursuant to call, at 10:03 a.m. in Room
1324, Longworth House Office Building, Hon. Nick J. Rahall, II,
[Chairman of the Committee] presiding.

Present: Representatives Rahall, Hastings, Napolitano, Holt,
Costa, Boren, Heinrich, DeFazio, Hinchey, DeGette, Capps, Inslee,
Sarbanes, Shea-Porter, Tsongas, Kratovil, Duncan, Brown,
McMorris Rodgers, Gohmert, Bishop, Lamborn, Smith, Fleming,
Coffman, Chaffetz and Lummis.

STATEMENT OF THE HONORABLE NICK J. RAHALL, II, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF WEST
VIRGINIA

The CHAIRMAN. The Committee on Natural Resources will come
to order, please. The Committee is meeting today as part of a series
of oversight hearings aimed at examining the nation’s current off-
shore drilling policy, with the intention of determining where we
need to go next. Two weeks ago, Ted Danson, Philippe Cousteau
and others provided testimony to the Committee, predominantly in
opposition to expanded drilling on the Outer Continental Shelf.

Yesterday, representatives of coastal states reminded us that
there are more than simply pro-and-con sides to this issue. Today,
rounding out the debate, we will hear from some of the titans of
America’s oil and gas industry. As I have stated repeatedly, I am
not opposed to new drilling. The transition to greater reliance on
alternative sources of energy will not happen overnight, and fossil
fuels—oil and gas, and coal—will continue to be major assets in
America’s energy portfolio for the foreseeable future.

But, as was made so very clear yesterday, offshore energy devel-
opment is a complex, multisided issue. The American people de-
serve to understand the risks and benefits that expanded drilling
on the OCS will bring. There are clear benefits to offshore drilling,
including jobs, tax and royalty income, and money that we keep
right here at home instead of sending it overseas.

But the amount of additional oil that we could drill offshore is
a drop in the bucket of what we would need to sustain our economy
and meet our energy needs. Even the American Petroleum
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Institute’s most optimistic projections, a best-case scenario extrapo-
lation requiring that the entire OCS be made available, would in
2030—in 2030—provide no more than five percent of our total daily
energy needs, and displace only eight percent of our oil imports.

These are large volumes of oil, to be sure, but they comprise less
than half the impact of the increase in fuel efficiency standards
that Congress passed just over a year ago. Last year’s heated
election-year rhetoric on this topic was not the most productive way
to move forward. I believe these hearings are a vast improvement,
and I am confident that we all can work together toward a respon-
sible energy policy that meets America’s needs, reduces our de-
pendence on imports, and protects America’s important ocean
resources.

I look forward to working with Members on both sides of the
aisle to ensure a clean and productive future for America’s oceans,
and I want to thank Members on both sides of the aisle who have
been very attentive to these hearings, and have been very produc-
tive in their questions and comments. I thank in particular the wit-
nesses we have before us today. Some have come a long way and
taken a tremendous amount of time out of their busy schedules,
and our Committee deeply appreciates your presence.

With that, I will now recognize our Ranking Member, Mr.
Hastings.

[The prepared statement of Mr. Rahall follows:]

Statement of The Honorable Nick J. Rahall, IT, Chairman,
Committee on Natural Resources

We are meeting today as part of a series of Committee oversight hearings aimed
at examining the Nation’s current offshore drilling policy with the intention of de-
termining where we need to go next.

Two weeks ago, Ted Danson, Philippe Cousteau and others provided testimony to
the Committee predominantly in opposition to expanded drilling on the Outer Conti-
nental Shelf. Yesterday, representatives of coastal States reminded us that there are
more than simply pro and con sides to this issue. Today, rounding out the debate,
we will hear from some of the titans of America’s oil and gas industry.

As T have stated repeatedly, I am not opposed to new drilling. The transition to
greater reliance on alternative sources of energy will not happen overnight. And fos-
sil fuels—oil and gas, and coal—will continue to be major assets in America’s energy
portfolio for the foreseeable future. But, as was made so very clear yesterday, off-
shore energy development is a complex, multi-sided issue. The American people de-
serve to understand the risks and benefits that expanded drilling on the OCS will
bring.

There are clear benefits to offshore drilling—including jobs, tax and royalty in-
come, and money that we keep here at home instead of sending it overseas.

But the amount of additional oil that we could drill offshore is a drop in the buck-
et of what we need to sustain our economy and meet our energy needs. Even the
American Petroleum Institute’s most optimistic projections—a best-case scenario ex-
trapolation, requiring that the entire OCS be made available—would, in 2030, pro-
vide no more than 5% of our total daily energy needs, and displace only 8% of our
oil imports. These are large volumes of oil, to be sure, but they comprise less than
half the impact of the increase in fuel efficiency standards that Congress passed just
over a year ago.

Last year’s heated election-year rhetoric on this topic was not the most productive
way to move forward. I believe these hearings are a vast improvement, and I am
confident that we all can work together toward a responsible energy policy that
meets America’s needs, reduces our dependence on imports and protects important
ocean resources.

I look forward to working with Members on both sides of the aisle to ensure a
clean and productive future for America’s oceans. I thank the witnesses for coming
today,kand I now recognize our Ranking Member, Mr. Hastings, for his opening
remarks.
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STATEMENT OF THE HONORABLE DOC HASTINGS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
WASHINGTON

Mr. HASTINGS. Thank you, Mr. Chairman. I want to thank you
today for calling today’s hearing. As you mentioned, this is the
third hearing focusing on how to address solutions for developing
our OCS resources. Today, we will finally hear from individuals
who are actively developing oil and gas resources.

Unfortunately, due to restrictions kept in place by this Congress
for nearly a generation, most of the development in the U.S. has
been restricted to just a few areas. I hope that today we can hear
from the representatives before us about what they believe are the
resources available in the OCS, how much investment and job cre-
ation they foresee from expanded OCS development, and how best
Congress could best put in place rules to make OCS development
occur.

One of the largest questions facing Congress is what resources
are really available in the OCS? While a 2007 MMS inventory
report shows that there are billions of barrels of oil available in the
OCS, the real question is how to responsibly develop those re-
sources. Estimates in the Atlantic Ocean, last surveyed in the
1970s, currently show 3.8 billion barrels of oil and 37 trillion cubic
feet of natural gas.

I have been told that if the estimates were to expand in the same
fashion in the Atlantic that the Gulf of Mexico resources have ex-
panded since the 1970s, then we could have more than 18 billion
barrels of oil and 89 trillion cubic feet of gas in the Atlantic Ocean
alone. These resources are a significant source of American energy
development, and a tremendous opportunity to help free us from
foreign and imported oil and natural gas.

I hope that the witnesses today will give us some sense of what
they know of the resources in the areas formerly under the Con-
gressional moratorium. I am particularly interested in what areas
they believe are the most productive for the development, and thus,
their willingness to commit billions of their company dollars into
exploration and research in finding the resources in the OCS.

At a time when Congress is spending hundreds of billions to
stimulate the economy, we have before us companies that are pre-
pared to spend billions of their own dollars to bring much-needed
job creation and infrastructure to our shores. The only hurdle to
those billions in investment has been access, which until recently
has been blocked by the Federal Government.

Although Congress acted last year to lift the moratorium on OCS
development, it will require action by the Department of the
Interior to produce a plan for that development before any of our
resources can be produced. Sadly, the Secretary of the Interior de-
cided to delay the plan for new leasing and exploration on the OCS.
The true effect of Secretary Salazar’s six-month delay is, in fact, a
reinstatement of a ban on drilling.

Make no mistake, this action has precisely the same result as a
moratorium, so let us call it what it truly is—a moratorium, not
a delay. Last August, the Minerals Management Service published
a draft proposal plan based on lifting the Presidential moratorium.
That was last August. That draft plan was the first step in a long
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process of getting to OCS development, a process which includes re-
source assessments, impact reviews, environmental impact state-
ments and multiple options for public comments.

All this must be in place before we can allow companies access
to developing our resources, which will create jobs and make the
U.S. less dependent on foreign-controlled oil. The need to move for-
ward with the planning process is more important than ever be-
cau}s;e the development of these resources simply won’t occur over-
night.

The process of leasing, finding and producing in the OCS, par-
ticularly deepwater OCS, is one of the most challenging techno-
logical achievements in the world. The exploration and develop-
ment process, and permitting, has meant that it often can take up
to 10 years to develop a lease in the OCS. Now that we have new
areas open, I would like to know what areas could be produced
sooner than 10 years.

In addition, I hope for suggestions on how we could shorten the
time it takes to bring needed energy resources on line for the
American consumer. Last year, the House repeatedly considered
legislation based on the premise that companies were taking too
long in the nonproducing or expiration period of their leases, and
should instead be punished for not producing faster.

I hope that we can examine what we could do to help speed the
process along so that, when we begin to act on OCS development,
we can see the end of the tunnel in the production of these re-
sources. In addition, I hope that my colleagues who have not been
as familiar with the lengthy process will hear firsthand of the dif-
ficult procedures that must be followed before production can occur.

Finally, Mr. Chairman, I know that I have said it before, but
OCS development isn’t just about energy. It is also about creating
new American manufacturing jobs and building the infrastructure
to harness this energy. Offshore drilling has the potential to create
millions of high paying jobs throughout each development phase,
from exploration and platform investments to production and refin-
ing.
Studies have shown that it would have the spillover effect of cre-
ating thousands of jobs across the country in other industries asso-
ciated with offshore oil and gas production. America is too depend-
ent on foreign nations for energy supplies.

We can, and should, determine the most responsible way to de-
velop our OCS resources, and I hope that the witnesses today will
help us determine the best course of action to accomplish that goal.
So, Mr. Chairman, I look forward to hearing from our witnesses
today.

[The prepared statement of Mr. Hastings follows:]

Statement of The Honorable Doc Hastings, Ranking Member,
Committee on Natural Resources

Mr. Chairman, I want to thank you for calling today’s hearing. This is the third
hearing focusing on how to address solutions for developing our OCS resources.
Today we will finally hear from individuals who are actively developing oil and gas
resources. Unfortunately, due to restrictions kept in place by this Congress for near-
ly a generation most of the development in the U.S. has been restricted to just a
few small areas.

I hope that today we can here from the representatives before us about what they
believe are the resources available in the OCS, how much investment and job cre-
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ation they foresee from expanded OCS development and how best Congress could
put in place rules to make OCS development occur.

RESOURCES

One of the largest questions facing Congress is what resources are really available
in the OCS. While a 2007 MMS inventory report showed that there are billions of
barrels of oil available in the OCS, the real question is how to responsibly develop
those resources.

Estimates in the Atlantic Ocean, last surveyed in the 1970’s, currently show 3.8
billion barrels of oil and 37 Trillion Cubic feet of natural gas. I have been told that
if the estimates were to expand in the same fashion that Gulf of Mexico resources
have expanded since the 1970’s, then we would have more than 18 billion barrels
of oil and 89 Tcf of gas in the Atlantic Ocean alone. These resources are a signifi-
cant source of American energy development and a tremendous opportunity to free
us from foreign oil and imported natural gas.

I hope that the witnesses today can give us some sense of what they know of the
resources in the areas formerly under Congressional Moratoria. I am particularly
interested in what areas they believe are the most productive for development and
their willingness to commit billions of their companies’ dollars into exploration and
research in finding the resources in the OCS.

INVESTMENT

At a time when Congress is spending hundreds of billions to stimulate the econ-
omy, we have before us companies that are prepared to spend billions of their own
dollars to bring much needed job creation and infrastructure to our shores. The only
hurdle to those billions in investments has been access, which until recently has
been blocked by the federal government.

Although Congress acted last year to lift the moratoria on OCS development, it
will require action by the Department of Interior to produce a plan for that develop-
ment before any of our resources can be produced. Sadly, the Secretary of the
Interior decided to delay the plan for new leasing and exploration on the Outer Con-
tinental Shelf.

The true effect of Secretary Salazar’s six month delay is a reinstatement of a ban
on drilling. Make no mistake; this action has precisely the same result as a morato-
rium. So let us call it what it truly is, a moratorium, not a delay.

Last August, the Minerals Management service published a Draft Proposal Plan
based on the lifting of the Presidential moratoria. That DRAFT plan was the first
step in a long process of getting to OCS development, a process which includes re-
source assessments, impact reviews, environmental impact statements and multiple
options for public comments.

All this must be in place before we can allow companies access to developing our
resources, which will stimulate the economy, create jobs and make the U.S. less de-
pendent on foreign controlled oil.

TIMELY PRODUCTION

The need to more forward with the planning process is more important than ever
because the development of these resources won’t simply occur overnight. The proc-
ess of leasing, finding, and producing in the OCS, particularly deep water OCS, is
one of the most challenging technological achievements in the world.

The exploration and development—process and permitting—has meant that it
often can take 10 years to develop a lease in the OCS. Now that we have new areas
opened, I want to know what areas could be produced sooner than 10 years. In addi-
tion, I hope for suggestions on how we could shorten the time it takes to bring need-
ed energy resources online for the American consumer.

Last year, the House repeatedly considered legislation based on the premise that
companies were spending too long in the non-producing, or exploration, period of
their leases and should instead be punished for not producing faster. I hope that
we can examine what we could do to help speed the process along so that when we
begin to act on OCS development, we can see the end of the tunnel in the produc-
tion of those resources.

In addition, I hope that my colleagues who may not be as familiar with the
lengthy process will hear firsthand of the difficult procedures that must be followed
before production can occur.

JOBS—CLOSING

Finally, Mr. Chairman I know I have said it before but OCS development isn’t
just about energy, it is also about creating new American manufacturing jobs and
building the infrastructure to harness this energy. Offshore drilling has the poten-
tial to create millions of high-paying jobs throughout each development phase—from
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exploration and platform investments, to production and refining. Studies have
shown it would also have spill-over effects, creating thousands of jobs across the
country in other industries associated with offshore oil and gas production.

America is too dependent on foreign nations for our energy supplies. We can and
should determine the most responsible way to develop our OCS resources and I hope
that the witnesses today will help us determine the best course of action to accom-
plish that goal.

I look forward to hearing from our witnesses.

The CHAIRMAN. Thank you, Mr. Hastings. Let us move on with
our panel composed of the following individuals: Mr. Marvin E.
Odum, the President of Shell Oil Company; Mr. Lamar McKay, the
Chairman and President of BP America; Mr. J. Larry Nichols, the
Chairman and CEO at Devon Energy Corporation, testifying on be-
half of the American Petroleum Institute; Mr. Tim Cejka, the Presi-
dent of ExxonMobil Exploration Company; Mr. Gary P. Luquette,
the President of Chevron North America Exploration and Produc-
tion Company; and Karen A. Harbert, the President and CEO, In-
stitute for 21st Century Energy, U.S. Chamber of Commerce.

Lady and gentlemen, we welcome you to the Committee, and
again, appreciate your taking the time to be with us today, and
look forward to hearing your expertise and your testimony. We do
have your prepared testimony. It will be made part of the record
as if actually read. You may proceed as you wish, and in the order
that I announced, under the five-minute rule.

STATEMENT OF MARVIN E. ODUM, PRESIDENT,
SHELL OIL COMPANY

Mr. OpuM. Thank you. Chairman Rahall, Ranking Member
Hastings and Committee Members, thank you for the opportunity
to be here today to talk about the critical role of the OCS in Amer-
ica’s energy future. I would like to just briefly summarize my writ-
ten testimony which has been submitted for the record. I commend
the Committee. With all Americans concerned about jobs and the
economy, I think this hearing is very timely.

A comprehensive energy policy is critical to our economic recov-
ery. As President Obama said last night, we must invest in energy
to reduce our dependence on foreign oil. I am hopeful that Congress
and the Administration will develop an energy and environment
plan that addresses today’s realities. Let me highlight just a few
of those, as I see them.

First, I am concerned that our country has been lulled once again
into complacency by the drop in the price of oil. Oil is now trading
in the $30s, down from the $140 range that we saw just last sum-
mer, but the energy challenge that dominated the headlines and
gripped households has not vanished. It is simply hidden by the
current economic slowdown.

When the economy recovers, the energy challenge will return,
and I believe it will return with a vengeance. I urge Congress
needs to anticipate this and act now. Second, I am concerned that
the debate will default to the same all-or-nothing choices—either
alternative energy and conservation, or fossil fuels. Such a dead-
lock will not lead to forward progress.

The facts are clear. Growing global demand dictates that all
sources of energy and efficiency will be needed to fuel economic
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growth. Yes, policies are needed that will lead to the commer-
cialization of green energy sources, but we must be realistic. The
transition to this future will take time, even under the most opti-
mistic circumstances.

This is not about a tradeoff. It is about a transition, and the re-
ality is that fossil fuels will be a major source of energy for the
coming decades. The economic benefits of new oil and gas produc-
tion simply cannot be overlooked, especially in the difficult cir-
cumstances that we face today. Producing more of our own energy
will create jobs and fuel economic recovery. It will keep investment
dollars here rather than exporting trillions of dollars to pay for im-
ported oil. It will increase energy security, and it will generate sig-
nificant new revenues for Federal, state and local governments.

Offshore development is a critical part of a comprehensive U.S.
energy policy. Our nation should not return to a blanket morato-
rium. A moratorium, in my mind, is neither a strategy, nor a solu-
tion. Mr. Chairman, I do not support carte blanche offshore drill-
ing. I agree with the need to address import issues, such as marine
sanctuaries, “no go” areas, ecosystems and the management around
those, states’ rights and revenue sharing.

I welcome the opportunity to work with you and Secretary
Salazar on how these concepts can work, and how we best imple-
ment them. Access in the OCS is about more than just holding a
lease sale. A case in point is Shell’s experience in Alaska, where
we are experiencing what I would call a de facto moratorium. I
think this is important because it could be an indicator of what we
may see as we open other areas for exploration and production.

The Alaska OCS is open for leasing. The resource potential is
enormous. Shell paid the Federal Treasury over $2 billion for
leases and has made additional investments, of course, to prepare
for the exploration for oil and gas. Despite several years of effort,
we have yet to be able to drill a single exploratory well.

We have learned firsthand several aspects of our regulatory and
legal system need to be addressed as we look at opening new areas.
The new Administration, I know, is working for better government.
In that spirit, what I am asking for is an efficient, well-resourced
and coordinated regulatory process that functions in a timely man-
ner.

Mr. Chairman, keeping 85 percent of our OCS off-limits while
trillions of dollars to import our energy needs go offshore is not
sound policy. We have the technology, we have the expertise, and
the OCS can be explored and developed safely and responsibly to
the great long-term benefit of this nation. Thank you, and I look
forward to addressing your questions.

[The prepared statement of Mr. Odum follows:]

Statement of Marvin E. Odum, President, Shell Oil Company

Mr. Chairman and members of the Committee,

Thank you for the opportunity to testify before the Committee. I would like to
thank Chairman Rahall for having this series of hearings to examine the OCS and
the role it can play in helping America meet the energy challenge, and for inviting
me to participate in this hearing regarding the energy industry’s perspective on the
future of the U.S. Outer Continental Shelf.

These hearings are timely as a new Congress and a new Administration work to
address the global economic recession, and our energy and climate challenges. I
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believe that all of these challenges—the economy, energy and climate change—
should be addressed holistically.

Shell’s testimony today about our perspectives on the U.S. OCS will focus on the

following points:

e In order to meet the energy challenge, the U.S. needs access to more domestic
oil and gas and the U.S. OCS offers a tremendous resource, much of which is
untapped. The OCS is a critical part of the solution.

e Our experience in the Gulf of Mexico and elsewhere shows that we can produce
oil and gas safely and efficiently, and our technology is helping us produce more
with a smaller environmental footprint.

e Access to more OCS energy will help fuel the economy and provide additional
stimulus to the economic recovery. It will mean jobs and benefits to the local
community and revenues to the federal treasury. We will need more OCS oil
and gas to transition to the renewable fuels of the future.

e In order to effectively access new areas, such as the Alaska OCS, we need to
fix the regulatory system to make government work better. Federal agencies
need to work together and be adequately funded. With this and a productive
partnership between government, industries and other stakeholders, we can ad-
dress concerns about adequate safeguards for communities and ecosystems.

About Shell

Before we address these points, I would like to provide a little background about
Shell. We are an integrated oil and gas company, dedicated to meeting ever-growing
energy demands efficiently and responsibly. Shell puts safety, sustainability, the
global search for viable new energy sources and innovative technologies at the heart
of how we do business.

We have a robust portfolio in North America that consists of offshore and onshore
exploration and production, unconventional resource development, oil products man-
ufacturing and distribution, chemicals, LNG, hydrogen and renewables, including
wind and biofuels.

In 2009, we expect to invest between $31 and $32 billion worldwide to develop
a broad portfolio of energies.

Three Hard Truths

At Shell, our commitment to exploring for and developing new energy resources
stems from our recognition of Three Hard Truths:

e First, global demand for energy has been accelerating and, when global econo-
mies recover, will continue to accelerate as emerging nations grow and their
citizens acquire more buying power.

e Second, given this growth, existing and developing energy sources will struggle
to keep up with demand and oil and gas resources will be needed for decades
to come.

e Third, increased energy use will mean increased stress on the environment—
a factor which must be addressed.

There has always been tension in the global energy system, but those strains are
becoming more acute as the world grapples with these realities. Although the recent
economic slowdown has tempered energy demand, this is only a temporary situa-
tion. When global economies revive and grow—especially those in China, India and
other parts of the developing world—we will once again see accelerating energy de-
mand. World energy demand is projected to increase by roughly 50 percent over the
next 20 years and could double by 2050. To address this demand, we will need hy-
drocarbons, alternatives/renewables and significant progress in efficiency.

The United States imports more petroleum than it should and the cost is enor-
mous. According to the EIA:

e More than 12 million barrels per day are imported, nearly 60 percent of our

consumption.

e Imports cost the U.S. more than $600 billion last year.

e The U.S. could produce more of our own resources, rather than having others
produce theirs for us.

The choice is clear. We can continue to import increasing volumes of oil and gas,
or we can develop more of our own domestic resources. Producing more oil and gas
in our own country is a “no lose” proposition. It provides real economic and security
benefits. With increased domestic production, less money is exported from the US,
more money is invested in the U.S. and federal revenues increase through royalties
and taxes. This can be done in a way that provides appropriate environmental pro-
tections based on solid science and an understanding of ecosystems and the impact
of oil and gas activities on them.
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As we move to meet the nation’s energy needs, we recognize that environmental
challenges, both changes in terms of climate change and local pollution, are increas-
ing. We need to embrace policies that address not only the global energy challenge
but also these environmental challenges. We can sum it up in five words: More En-
ergy—Carbon Dioxide Solutions. Shell supports a cap and trade program to address

2.

The United States needs a national climate change policy that is built within the
context of energy demand—realistically recognizing the amount of energy that will
be required to grow the economy. Human ingenuity combined with business acumen
and political will has helped us clean up rivers, improve air quality, and make acid
rain in the U.S. history. It is the same human ingenuity that will solve the climate
piece of the challenges we face.

Fundamentally, it comes down to government taking its role in defining a frame-
work. We need to create a viable, efficient and workable market; and free enterprise
will innovate and solve this problem. The energy industry has a key role to play,
including working on carbon capture and storage technology solutions. Currently,
this technology is too expensive and our country lacks a regulatory framework to
enable this technology.

Renewables and energy efficiency will play a greater role as well. Shell is invest-
ing heavily in sustainable next generation biofuels, including woodchips, biomass
waste, and algae. We are testing new solar technologies and have a wind business
in Ngrﬁh America. Shell foresees strong future growth for alternative energy forms
paced by:

o the speed of technological development,

e public and private investment capacity,

e government policies, and

o the affordability of energy supply.

Developing effective policies to address our energy and climate challenges can
only be possible through joint, concerted efforts between governments, industry, con-
sumers and other important stakeholders.

Economic Benefits

Shell believes that addressing the Energy Challenge head-on will result in jobs
and economic benefits to the nation that can help us recover from the current finan-
cial crisis.

e The oil and gas industry is one of America’s largest employers, with employees

in all 50 states.

e The industry has some of the highest paying jobs in the US, about two times

the national average.

e Domestic OCS oil and gas activities support other industries as well as local

economies across the nation.

e The oil and gas industry makes a significant contribution to the Federal treas-

ury and more access will mean more revenue.

e The more energy we produce in the US, the less we will need to import from

other countries.

According to the U.S. Minerals Management Service (MMS) revenues from the
OCS leasing program are the second largest federal revenue source behind the U.S.
Treasury Department. MMS collected and distributed a record $23.4 billion to state,
American Indian and federal accounts from onshore and offshore energy production
in 2008.

Employment in the energy sector can and will have a positive impact in pushing
economic recovery. A recent study commissioned by the American Petroleum Insti-
tute showed that a substantial number of new jobs would result from making new
areas available for oil and gas leasing. Oil and gas activities are an excellent source
of employment. The industry directly employs about two million people at an aver-
age salary of $93,000 per year and there are an additional four million jobs indi-
rectly related to oil and gas activities.

Future OCS activities would produce more federal revenues. According to a study
recently released by ICF International, development of America’s oil and natural gas
resources that have been kept off-limits (both offshore and onshore) could generate
more than $1.7 trillion in government revenue, create thousands of new jobs and
enhance our nation’s energy security.

A growing oil and gas sector has a positive impact on many other sectors of the
economy. A few of the many industries that would benefit directly and indirectly
from a growing oil and gas sector include iron and steel, aviation, electronics, agri-
culture, construction, chemicals, plastics, marine vessels, telecommunications, man-
ufacturing, trucking and transportation. Most of these industries have expressed
their support for expanded access to the OCS.
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Our industry does not need funds from the stimulus package in order to create
jobs and economic growth—we need access to new oil and gas resources.

OCS Experience: Gulf of Mexico

While Shell is committed to addressing the many facets of the energy challenge,
the focus of this testimony will address the topic of the hearing “Industry Perspec-
tives on the Outer Continental Shelf.” Our experience in the Gulf of Mexico has
shown us that:

e We can drill safely and efficiently with an ever-decreasing environmental foot-

print.

e Technology enables us to find and produce oil and gas further from shore and

at greater depths.

e It can take years to develop the technology and innovations that can result in

a commercial project.

e The 10-Year Lease Term is key to enabling us to explore deeper and more chal-

lenging areas.

We have been exploring the Gulf of Mexico safely and efficiently for decades. Dur-
ing that time we have developed a host of new technologies that have enabled us
to find and produce oil and gas in ever-deeper waters, more than 8,000 feet, and
at greater depths below the sea floor. At the same time, advances in subsea equip-
ment and technology allow us to produce more oil and gas, from fields and wells
scattered over a wider area, through sea floor pipeline tiebacks to a single platform.
In practice, the number of producing wells one platform can handle is limited only
by onboard processing capacity. All of this significantly minimizes the environ-
mental footprint.

For example, our Mars tension leg platform produces about 140,000 barrels of oil
and 165 million cubic feet of natural gas every day. It produces from 34 wells: 24
direct to the platform and another 10 remote wells producing through subsea equip-
ment then feeding through single dedicated pipes up into Mars’ processing and ex-
port systems. By itself, the Mars platform accounts for about 3 percent of all U.S.
crude production and 1 percent of the nation’s total daily consumption.

The Gulf of Mexico remains a significant petroleum province and we expect to
achieve further success through continued sound geological work, combined with
leading-edge technology. Shell is one of the leading deepwater producers in the Gulf.
Shell-operated total gross production in the Gulf averages more than 500,000 bar-
rels of oil equivalent every day.

We believe that the Gulf of Mexico, and indeed the U.S. OCS, has a bright future.
But in order for this domestic resource base to continue to make its contribution
to the U.S. economy, we will need more running room through access to new areas
in the Gulf, Alaska and elsewhere.

Environmental Record

Shell’s record of preventing and minimizing oil spills in offshore drilling and pro-
duction operations is excellent. Shell has had no significant offshore well blowouts
in more than 30 years and no significant platform spills in more than 25 years—
worldwide.

That record is reflected widely across industry due to advances in technology,
such as subsea wellheads, control valves and robotics and diligent operations. Ac-
cording to the National Academy of Sciences less than 1% of hydrocarbon pollution
in all U.S. waters now comes from drilling and extraction, while natural oil seeps
contribute 63%. As a description of how diligently this is tracked and reported, Shell
routinely tracks and reports oil spills of less than a tablespoon.

There has been much discussion about oil spills associated with strong hurricane
activity in the Gulf of Mexico in recent years. As a result of Katrina in 2005, one
of the strongest hurricanes recorded in history, Shell lost no oil from any Gulf of
Mexico wells. We did spill 325 barrels of crude oil from a damaged oil storage tank
on one platform. Wind and wave action dispersed it at sea. This was the only spill
from our offshore assets that is directly attributable to this storm. Our Mars plat-
form was severely damaged, but held fast in 200+ mph winds and 120-foot waves.

As a result of Hurricane Ike in 2008, it is estimated that Shell spilled 59.5 barrels
of oil from a heavily damaged Pipeline Crossover Platform. This estimate was made
after underwater inspection and again, the oil was dispersed by the elements during
the hurricane. In all of 2008 Shell had about two-thirds of a barrel (about 28 gal-
lons) spilled from all of our offshore drilling and production assets combined.

In 2007 there were 38 spills from our drilling and producing assets totaling only
217.24 gallons (less than 1/3 barrel). In 2006 the total spill volume was less than one-
and-a half barrels (<63 gallons). These totals include all reportable spills down to
drops of oil capable of producing mere sheen on the water.
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There has never been an oil spill caused by a well blowout from offshore explo-
ration and production in state or federal waters off Alaska or Canada—over 110
wells have been drilled.

Diligent Development of Leases

There has been much talk in recent months about oil companies not developing
the leases they already have. There are some who are making a case that this is
a justification for not offering new areas for oil and gas development. While the “use
it or lose it” concept makes a catchy “bumper-sticker” slogan, the arguments that
are being made to support it are not grounded in reality. In fact, we evaluate all
of our leases. Prior to drilling there are a number of activities that are taken on
our leases as part of our overall exploration program. These activities include, but
are not limited to, geological model building, seismic acquisition and processing and
reservoir analysis. The fact is, most are obtained in the exploration phase and the
vast majority will not result in the finding of commercial quantities of oil and gas.
This is one of the key commercial risks inherent in this business.

Lease expirations and delay rental payments are a key component of the offshore
leasing program. The 5- and 10-year primary terms, during which lessees must
make additional “delay rental payments” in the event that they do not conduct oper-
ations on a lease, provide the lessees with the necessary time to internally “develop”
a lease before actual operations take place on the lease. At the end of a primary
term, a lessee can no longer maintain the lease by making delay rental payments.
At that point, it must have conducted operations in order to maintain the lease be-
yond the primary term. Thus, the MMS already has a “use it or lose it” system in
place. Shell is a strong proponent of this system.

When we find commercial quantities, we develop them. If we determine that a
lease is not prospective, we return it to the government. In fact, last December we
relinquished 19 lease blocks in the Beaufort Sea to the Federal government when
we determined that they were not prospective.

Shell holds 400 federal offshore leases in the Gulf and about a quarter of them
(96) are producing. More than 80% are in deep and ultra-deep water. Shell will con-
tinue to be an industry leader in the Deepwater Gulf of Mexico, a frontier we pio-
neered more than a decade ago. In the past five years, we have produced nearly
one billion barrels of oil in the Gulf.

Shell has been a leader in finding oil and gas in greater depths in the Gulf of
Mexico. The 10-year lease term has been essential to allowing the development of
deepwater oil and gas leases where new technology is needed in order to economi-
cally find and produce commercial quantities of hydrocarbons. A case in point is the
Perdido Development Project, a world-class project Shell and other participants are
undertaking in 7800 feet of water and about 200 miles south of Galveston, Texas.

The project includes four discoveries on 10 leases in a 30-mile area. The first
leases were acquired in 1996. At the time Shell acquired these leases, the deepest
projects in the Gulf of Mexico were in about 3,000 feet of water. We did not have
the technology to develop oil and gas resources in 7,800 feet of water depth, but we
did have faith in our ability to develop new technology that would enable commer-
cial development under the lease terms we were granted by the federal government.

Around the turn of the decade Perdido is expected to yield 100,000 barrels of oil
per day and 200 million cubic feet of natural gas per day. It will be the deepest
offshore oil development in the world, as well as the deepest drilling and production
facility and the deepest subsea well (at Tobago in 9627 feet of water). I have at-
tached a recent Popular Science magazine article entitled “The World’s Deepest Oil
Well” that does a good job of explaining the technical feats involved in bringing
Perdido on line.

Shell is involved in a number of near-field exploration projects where we are able
to bring leases to the production phase relatively quickly because they are near ex-
isting development projects.

The Deimos field, in 3,000 feet of water, 130 miles south of New Orleans, pro-
duces oil and gas from three wells tied back to Shell’s Mars platform four miles
away. Deimos is a prime example of existing infrastructure—a big platform, proc-
essing equipment and export pipelines—expediting the delivery of energy to market.
The project moved from the go-ahead at final investment decision to first oil produc-
tion in just 15 months. Stand-alone development would have taken at least seven
years.

The Gulf of Mexico oil and gas leasing program has been extremely successful for
more than 50 years, aruably one of the most successful leasing programs in the
world. This success is based on the maintenance of a system that provides balance,
certainty and continuity to both the companies that purchase leases and the govern-
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ment and taxpayers who benefit from it. The current system provides stable lease
terms for the government and oil and gas companies.

OCS Experience in Alaska: A de facto Moratorium

In 2005, Shell was awarded leases in the Alaska OCS and we have acquired addi-
tional OCS acreage in subsequent federal lease sales. Our experience in Alaska has
shown that:

e The area potentially has tremendous offshore energy resources that could pro-

vide a substantial benefit to the country.

e Despite being issued these leases, Shell has been unable to drill exploration

wells due to legal challenges.

e The current regulatory system can be inefficient and hinder development of re-

sources in new areas.

According to MMS, Alaska’s OCS has enormous oil and gas potential with an esti-
mated 25 billion barrels of oil and 122 trillion cubic feet of natural gas. Development
of these resources will benefit the nation and the state of Alaska, both economically
and as a bridge to future fuels. Shell has made a significant investment to explore
and develop these resources in a responsible way but has not yet been allowed to
take the first step. Litigation against the government has resulted in a de facto mor-
atorium for the Alaska OCS.

Exploring for oil and gas offshore Alaska is not new. In the 1980s, Shell acquired
federal leases and drilled seven exploratory wells in the Beaufort Sea. Although we
found oil and gas, production from these wells was not economically viable at that
time. To date there have been a total of 30 wells drilled in the Beaufort Sea and
five wells drilled in the Chukchi. There have been over 110 wells drilled in the Ca-
nadian and U.S. Arctic waters.

Shell returned to Alaska in 2005 and has participated in several Federal lease
sales. We have paid the Federal Treasury nearly over $2 billion for the right to
lease the acreage. We currently have 434 leases in the Beaufort Sea and the
Chukchi Sea. We have invested heavily in equipment, support vessels, baseline
studies, and workforce training in order to take the first step to explore for oil and
natural gas. We have assembled what is arguably the most environmentally sen-
sitive and thoroughly responsible exploration plan in history.

However, as mentioned earlier, we have yet to drill a single exploration well.
There are many lawsuits challenging Federal government actions in the Alaska
OCS. Only one court in one lawsuit has issued a ruling that stops the work. In
2007, the U.S. 9th Circuit Court of Appeals issued an injunction against the permit
MMS issued approving Shell’s plan of exploration. This injunction effectively
blocked our exploratory work in both the 2007 season and the 2008 season. After
nearly 16 months, in December 2008, the court ruled and ordered the MMS to va-
cate its approval of our Beaufort Sea Plan of Exploration pending further environ-
mental studies.

Let me stress that I fully support the permitting work and the regulatory require-
ments that Congress has put in place to protect the environment. And I am not sug-
gesting that this process become a rubber stamp—quite the opposite. My objective
is to have a valid process that leads to a timely decision. Endless delays and ineffi-
ciencies should not be tolerated because it is a waste of effort and money for all con-
cerned, Shell and the government and the taxpayer. Congress should consider legis-
lative solutions that would, for example, require legal challenges to federal permits
to be resolved in a reasonable timeframe. It should ensure that federal agencies are
adequately funded so that environmental studies and other requirements can be
performed on time. Finally, Congress should consider establishing an a pilot office
in Alaska to coordinate the regulatory activities of all the federal agencies that ad-
dress energy activities in Alaska can share resources and work together on studies,
permits and other activities regarding these projects.

All of this uncertainty in Alaska is keeping an important resource from the Amer-
ican people and is keeping benefits from the citizens of Alaska. Let remember that
a successful OCS program in Alaska will:

e Create thousands of jobs in Alaskan and outside Alaska.

e Generate billions of dollars of direct revenues to the Federal treasury as well

as to the state and local communities.

e Extend the life of the Trans Alaska Pipeline System—a valuable resource to

Alaska and the nation.

e Improve the economic justification for the Alaska Gas Pipeline project.

We understand that we need to protect the environment and Arctic ecosystem.
Shell is ready to move forward with an exploration program that does just that. We
also need to remember that the potential energy security benefits of the Alaska OCS
are great. I urge Congress to examine the issues raised here—the regulatory process
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and litigation—that currently hinder exploration in the Alaska OCS. The same
issues will arise if and when other OCS areas are opened. It is imperative that we
address them now and address President Obama’s goal of making government work.

Key Policies Going Forward

Shell believes that there remains enormous energy potential on the OCS. Devel-
oping those resources can have a substantial impact on the U.S. economy and jobs,
energy security, federal revenues and coastal states and communities. Properly ex-
panding our oil and gas development on the OCS requires policy that:

o Recognizes the resource potential and impact on the U.S. economic recovery.

e Provides access to new areas on the OCS.

e Provides adequate environmental and community safeguards.

o Extends OCS revenue sharing beyond the four Gulf of Mexico coastal states.

According to the U.S. Minerals Management Service, there are 466 trillion cubic
feet of natural gas and more than 96 billion barrels of oil yet to be discovered on
the Outer Continental Shelf, including Alaska. To put that in perspective, that is
enough natural gas to heat 100 million homes for 60 years and enough oil to fuel
85 million cars for 35 years. If we are going to utilize this resource and make it
work for the American people, we need for government to take action.

Until last year, most offshore areas in the U.S. were restricted by Congressional
withdrawal. Given the sustained high energy demand in the U.S. and globally, ac-
cess to these resources under the long-respected government lease planning program
is imperative. While I believe that much can be accomplished through that process,
other issues like the need to address the regulatory system and its vulnerability to
litigation requires more scrutiny.

Shell would like to work with Congress and regulatory agencies to enable proper
exploration and development in the OCS in areas including:

e Marine Sanctuaries and No-Go Areas

e Ecosystem Based Management

e OCS Revenue Sharing

o State’s Rights Issues

I would like to emphasize that states and communities adjacent to offshore devel-
opment will have infrastructure needs such as roads, housing and schools for work-
ers and their families, enhanced sea port and air terminal facilities, greater de-
mands for basic public services and other expenses common to economic growth. For
that reason we encourage Congress to extend the revenue sharing made available
to four Gulf of Mexico states through the Gulf of Mexico Energy Security Act to
other states and coastal communities that have oil and gas leasing off their coasts.
Providing revenue sharing to states and local communities with future oil and gas
production off their coasts would not take money out of the federal treasury. It
would bring new money into the federal treasury and provide an incentive for states
and local communities to support such activities.

We encourage a healthy discussion of these issues through the 5-Year Planning
process and through informative hearings like those that are being held in this
Committee. Ultimately, the government needs to decide what areas need to be made
available for leasing and under what conditions. Those decisions need to be based
on science and we need to act quickly and decisively so that we can begin developing
these new energy sources that will enable us to meet the energy challenge and cre-
ate new jobs and revenues for the American people.

For too many years the energy and environmental debate has been framed as an
“either-or” and “us-against-them” proposition. It is wrong to frame the OCS issue
in this way. It is not a trade-off between energy and economic value versus the envi-
ronment. It is counter-productive to pose it as these false choices. We need to come
together around the facts, reject the myths and move forward on solutions that will
fuel the economic growth.

[NOTE: The Popular Science magazine article entitled “The World’s Deepest Oil
Well” has been retained in the Committee’s official files.]

The CHAIRMAN. Thank you, Mr. Odum. Mr. McKay?
STATEMENT OF LAMAR McKAY, CHAIRMAN AND PRESIDENT,
BP AMERICA

Mr. McKaAy. Chairman Rahall, Ranking Member Hastings, Mem-
bers of the Committee, good morning. My name is Lamar McKay,
and I represent more than 33,000 people working for BP in the
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United States. BP is the country’s leading producer of oil and nat-
ural gas, and the largest investor in U.S. energy development. Our
more than 13,000 service stations, most of them locally owned and
operated, are a familiar part of the American landscape.

We are here today to support an important part of America’s
energy plan: opening the Outer Continental Shelf, opening that
shelf for evaluation and exploration. This strategic policy decision
will allow the industry to invest tens of billions of dollars to create
jobs for the American people, to diversify and expand the nation’s
energy supply, to generate new revenues for Federal and state gov-
ernments, and do it while preserving the natural environment that
we all enjoy.

We also understand the desire for greater efforts toward effi-
ciency and energy conservation, for higher mileage automobiles,
and the need to develop low-carbon fuel for transportation. BP sup-
ports these efforts. We were the first energy company to recognize
the need to tackle climate change, and we are active in the effort
to meet the world’s growing demand for sustainable, environ-
mentally responsible energy.

In alternatives, we are investing $8 billion over 10 years in solar,
wind and biofuels development. At the same time, we must face
certain realities. When the current economic downturn ends, the
nation’s energy demands will increase once more. Even with major
investments in efficiency and new energy sources, the Energy De-
partment projects the U.S. will rely on fossil fuels for its primary
energy needs for decades to come.

Where will those fuels come from? As domestic U.S. energy pro-
duction has lagged in recent years, oil imports have risen. We now
depend on imported oil for about 65 percent of America’s needs. Al-
most alone among the producing nations of the world, the U.S. has
heretofore decided not to fully develop its domestic hydrocarbon en-
dowment. A commitment by Congress to such development is one
of the surest ways of diversifying, securing and enhancing the na-
tion’s energy supply.

Some of the most potentially promising areas for exploration lie
off our shores in the OCS. Estimates of the amount of oil and nat-
ural gas recoverable from closed areas vary. The Interior Depart-
ment estimates that there may be as many as 30 billion barrels of
oil-equivalent recoverable reserves utilizing today’s technology.
There might be more. There might be less. We can’t know unless
we evaluate and explore.

Conducting low-density seismic surveys and evaluations of the
entire OCS is an indispensable first step to identifying areas that
might be suitable for eventual production. This will allow more fo-
cused, higher-density seismic surveys to be carried out in the most
promising areas. We also support revenue sharing with coastal
states. Such arrangements have been put in place recently in Lou-
isiana, Texas, Mississippi and Alabama.

Opening up new areas would also benefit the Nation as a whole.
Royalties from onshore and offshore energy production to Federal
and state governments, as well as American Indian tribes, totaled
$23.4 billion in 2008. Given similar oil prices, those numbers would
likely increase significantly if the OCS were opened for further de-
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velopment. It would also create a substantial number of good-pay-
ing American jobs.

We know that 21,000 jobs in Louisiana, with a payroll of $1.2 bil-
lion, depend directly on OCS oil and gas production offshore that
state’s Gulf Coast. Many more jobs, of course, are indirectly tied to
such activity. BP supports an all-of-the-above energy strategy with
investments across the board in fossil fuels, as well as low-carbon
alternatives, but limiting or taxing one form of energy production
while subsidizing another is unlikely to result in a net gain for the
nation’s energy supply.

BP is serious about bringing new sources of oil and gas to the
U.S. market. We are also serious about building a sustainable,
profitable, renewable energy business, one capable of delivering the
clean, affordable energy consumers want. My company is ready to
work to address the energy and environmental needs of this nation
through a bipartisan and comprehensive energy policy. Thank you.

[The prepared statement of Mr. McKay follows:]

Statement of Lamar McKay, Chairman & President,
BP America

My name is Lamar McKay and I am the Chairman and President of BP America.

BP appreciates the opportunity to appear before this panel and present our views
on exploring for potential new sources of oil and natural gas in areas of the federal
Outer Continental Shelf (OCS). The needs of our country require that we explore
for new domestic sources of energy that are secure and reliable in good times and
in tough times.

I represent the 33,000 employees at BP working in the United States. We are not
only the largest oil and gas producer in the United States, but also the company
that invests in the most diverse energy portfolio in the industry. Since 2004, we
have invested more than $34 billion in the U.S. to increase existing energy sources,
extend energy supplies and develop new low-carbon technologies.

BP’s investments stretch from the Gulf of Mexico to the North Slope of Alaska
and from the East Coast to the Midwest and the West Coast. Our over 13,000 serv-
ice stations—most of them locally owned and operated—are a familiar part of the
American landscape.

The company’s major spending programs also touch every major segment of the
energy industry, from exploration and production of oil and natural gas through re-
fining and distribution of fuel products, as well as renewables.

By heavily investing in a diverse range of energy sources—from traditional oil and
natural gas production to renewable energy including biofuels, solar, wind and hy-
drogen power—BP is helping meet America’s energy needs today while moving to-
wards a more secure energy future.

In 2008, BP’s U.S. production of liquid hydrocarbons was 538,000 bpd, about 10
percent of U.S. domestic production and the largest of any single producer. Our gas
production was over 2 Befd.

BP’s solar business has been in operation for over 30 years and last year had
sales of 162 MW globally. This represents an increase of 29% over 2007 and expecta-
tions are there will be significant growth through 2009.

We are major investors in wind generation and have amassed a land portfolio ca-
pable of potentially supporting up to 20,000 megawatts (MW) of wind generation,
one of the largest positions in the country. As of year-end 2008, BP and its partners
had 1,000 MW of wind generation on-line and expect to have an installed capacity
of approximately 2,000 MW of wind power by the end of 2010.

We are one of the largest blenders and marketers of biofuels in the nation. Last
year, BP blended over 1 billion gallons of ethanol with gasoline. We are under-
writing cutting-edge research—investing more than $500 million over the next 10
years—in the search for a new generation of biofuels. We believe these will contain
more energy, have less impact on the environment, and will not reduce the supply
or increase the cost of food.

Overall, we support an energy policy that promotes the development of both tradi-
tional and non-traditional sources of energy, as well as conservation and efficiency.
At the same time, our approach has been shaped by some stark realities about
America’s energy outlook.
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Stark Realities

The relatively low oil and gasoline prices American consumers are now enjoying
masks the fact that our country faces tremendous energy challenges. Years of con-
tradictory public policies, poor market dynamics and company decisions have com-
bined to limit access to resources, discourage development and constrain new invest-
ment. No company or industry on its own is large enough or powerful enough to
change the conditions that brought us here. But energy companies, policymakers
and consumers together have roles to play in creating a new energy future for our
country.

This relationship must be shaped by the recognition that the U.S. economy needs
both to better conserve energy and to produce more energy of every type to meet
future growth. We need to invest in conventional oil and gas. We also need to invest
in renewables to begin the transition to a lower-carbon future. However, we must
all understand that this future is many years away and that these new energy
sources will not make a large contribution to total U.S. energy supply for many
years.

This view is reflected in a 2007 study issued by The National Petroleum Council—
Facing the Hard Truths About Energy. I have integrated its observations and con-
clusions below and added emphasis as necessary:

There is no single, easy solution to the global challenges ahead. Given the
massive scale of the global energy system and the long lead-times necessary
to make material changes, actions must be initiated now and sustained over
the long term. Quer the next 25 years, the U.S. and the world face hard
truths about the global energy future:

e Coal, oil, and natural gas will remain indispensable to meeting total projected
energy demand growth.

e The world is not running out of energy resources, but there are accumulating
risks to continuing expansion of oil and natural gas production from the conven-
tional sources relied upon historically. These risks create significant challenges
to meeting projected total energy demand.

e To mitigate these risks, expansion of all economic energy sources will be re-
quired, including coal, nuclear, biomass, other renewables, and unconventional
oil and natural gas. Each of these sources faces significant challenges including
safety, environmental, political, or economic hurdles, and imposes infrastructure
requirements for development and delivery.

The benign energy environment we are now experiencing may not last. Growth
in the demand for energy will resume when our economy starts growing again. The
U.S. Energy Information Administration (EIA) projects that energy demand will in-
crease 11 percent by 2030. If anticipated U.S. needs are combined with those of the
rest of the world, at growth rates of three percent, EIA projects that a 35 percent
expansion in global oil production will be needed. That equates to an additional 30
million barrels of oil every day.

Finding that oil will be neither simple nor cheap. The era of “easy oil” may be
over. New supplies are harder to find, more difficult and more expensive to extract,
and are often located in politically unstable parts of the world. Wherever they come
from, bringing new supplies to fuel our homes, businesses and transportation needs
will require the investment of hundreds of billions of dollars.

Let me take the opportunity to put to rest a major energy myth, namely that
there is no more energy to be found here in the US.

In fact, the United States is a sleeping giant when it comes to energy.

e We have a 100-year supply of coal. There is little doubt that, with “clean coal”
and carbon capture technology, we could be using a lot more coal in the coming
decades to heat our homes and recharge our electric cars.

o We have huge deposits of oil shale in many of our Western states.

e We have the potential to generate much more safe, clean, reliable electricity via
nuclear energy than we are doing today.

But until technologies such as clean coal, carbon capture and renewable sources
can come on line in a major way, far and away the greatest potential source of new
domestic energy supply is the oil and natural gas that lies off our shores.

Here in the US, we have deliberately constrained our own supply by limiting ac-
cess to promising areas for leasing, exploration and development. American domes-
tic oil production has fallen by around 4 million barrels per day since 1985. At the
same time, demand has risen by roughly similar amounts, so the gap must be filled
by imports.

And when world demand rises—as it did recently, particularly in China and
India—it makes those imports more expensive. That accounts in part for the dra-
matic rise in oil prices we experienced last summer.



17

A more secure and reliable source of energy closer to home is also essential to
our country’s long-term economic and energy well-being. As we have seen repeatedly
since the first oil shock in 1973, wildly spiking and plunging oil prices kill jobs.
Energy drives economic growth but few businesses—as we are seeing now—are will-
ing to make investments in an atmosphere of great uncertainty.

The slowing of investment—the number of operating U.S. oil rigs has fallen to
1399, the lowest number since July 2005—presents a real risk to our economy.
Prices could rise once again when the recovery occurs because investment may not
be sufficient to offset the natural decline in the resource base. The challenge for all
of us is to not allow this cyclical decline to create a structural loss in capacity. We
must continue to invest in new technology and infrastructure development at the
bottom of the cycle to provide continued access to supplies.

Areas of the OCS that have historically been off-limits to exploration can and
should play a substantial role in closing this supply gap as well as securing our eco-
nomic future. It is not the entire answer to the energy challenge we face, by any
means, but the U.S. can’t fashion an answer to its energy challenge without it.

A Department of the Interior study estimates the amount of oil to be found in
areas that have been off-limits to exploration at 17.8 billion barrels. That’s equal
to 30 years of U.S. imports from Saudi Arabia. The same study put natural gas re-
serves at 76 trillion cubic feet, or enough to meet America’s requirements for over
10 years.

These are DOI estimates. There could be more. There could also be less. We can’t
know unless we are given the opportunity to lease and explore.

The journey from access to production is a long one. A tremendous amount of
preparation as well as infrastructure, both onshore and offshore, is required for suc-
cessful development.

That’s why we support a thoughtful and deliberate approach to this issue. As a
first step, we propose the acquisition of new regional 2D seismic data in the OCS
in order to identify the most prospective regions. From there, closely spaced 2D or
3D seismic data can be acquired to identify the best prospects in each area. Such
surveys are costly and complex to plan and implement, but vastly increase the infor-
mation content. This “virtual drilling” protects the environment by providing greater
accuracy in mapping deposits and reduces the need for drilling exploratory wells.BP
In the Gulf of Mexico

The track record of BP and the industry generally in the Western and Central
Gulf of Mexico (GOM) demonstrates that when areas are opened, they can be leased,
e})l(ploret%dand developed to the highest environmental and operational standards in
the world.

Our investments in the Gulf of Mexico are a remarkable American success story.
Since 1985, oil production from the deepwater Gulf has increased 15-fold, from
58,000 to 870,000 barrels per day, or more than one in six barrels of oil produced
in the US. It’s also more than all the oil the U.S. imported on an average day from
Angola, Indonesia, Kuwait, Libya, and Russia combined in 2007.1

We operate in water depths that exceed 1 1/2 miles—more than six Empire State
Buildings stacked one on top of another—and well depths as great as 30,000 ft—
the normal cruising altitude of a commercial passenger jet.

Further, we have had to cope with operating temperatures and pressures greater
than any we have ever experienced. For example, a typical military fighter jet is
capable of operating in an 8 G environment, while oil and gas drilling tools regu-
larly experience forces in excess of 200 Gs. Despite these challenges, industry re-
sponded to government encouragement to invest, explore and develop the deepwater
resource base.

The dramatic rise in deep-water production in the GOM also demonstrates an ele-
mental truth about our business: the more we know, the more we can produce. As
knowledge and technology advances, deposits once thought to be beyond reach or
uneconomical to extract eventually become viable.

Diligent Development of Leases

I'd like to address an issue that has received a great deal of attention by some
in Washington. The notion that the industry does not diligently develop the oil and
gas leases it currently holds. For BP, this misperception is troubling as the leases
we hold represent the future potential for oil and gas production—that is our busi-
ness.

Companies spend millions to acquire leases with very little knowledge of their re-
source potential. I wish it were not so, but every lease does not contain oil and nat-
ural gas in commercial quantities. But, in order to determine that, we undertake

1EIA, “US Imports By Country of Origin,” Annual Thousand Barrels per Day.
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extensive geologic evaluations that extend over many years. It is through this proc-
ess that we develop the understanding, confidence and technology to drill and de-
velop a resource. The chart on page 18 graphically displays this lease maturation
process overlaid by a typical development timeline.

The dollars we invest in this process are similar to venture capital for our com-
pany. We have an obligation to not only our shareholders but also to the U.S. to
spend them wisely.

I am sure you would agree that all agricultural lands are not created equal—that
is the expectation you can get the same yield of corn in the Arizona desert as you
can in the heartland of the Midwest. So it goes with oil and gas leases. As the U.S.
Department of Interior points out, a lease does not guarantee the discovery of oil
and gas. Well success rates for onshore leases are about 10% for new areas. While
success rates on deepwater offshore leases are about 20%.

The industry has had great success in the 15% of the OCS that is currently avail-
able for development. Since 1995, more than 750 new exploration wells have been
drilled, yielding over 100 announced discoveries, much of which used technologies
only dreamed of as little as two decades ago. As a result of these efforts, 7 of the
top 20 U.S. oil fields are in the deep water of the Federal OCS. Since 1995, natural
gas and oil produced from the deepwater have expanded by 620 and 535 percent,
respectively.

By evaluating the potential of the remaining 85% and undertaking responsible de-
velopment, we believe this success can be replicated.

The Role of Technology

The energy industry isn’t usually classified as a high-tech business, but it truly
is. This technology has been instrumental in protecting the environment. Today’s
offshore oil drilling technology bears about as much resemblance to what was avail-
able in the 1960s as a rotary dial telephone does to an iPhone.

I have already mentioned improved seismic imaging, which allows us to locate
and map deep oil and gas deposits with vastly greater accuracy and less environ-
mental disturbance per barrel of oil produced. But there is much more.

For example:

e With directional and extended reach drilling, we can connect multiple wells to

a single platform located miles offshore, thus reducing or even eliminating the
visual “footprint” of permanent energy operations;

e All offshore wells have downhole flow control valves that shut down the well
automatically if damage to the surface valves is detected;

e Blowout preventer (BOP) technology has improved tremendously since early off-
shore drilling in the 1960’s, and includes redundant systems and controls.

e New and improved well control techniques maintain constant control of the
fluids in the well. Sensors continually monitor the subsurface and sea bed con-
ditions for sudden changes in well pressure.

e We run emergency drills regularly, and all of our platforms have contingency
plans that identify procedures, response equipment and key personnel needed
for coping with oil outside containment. Also, since Congress passed the Oil Pol-
lution Act of 1990, vastly greater resources are now in place to cope with “worst
case” discharges.

The amount of oil introduced into the marine environment by oil and gas oper-
ations has fallen dramatically since the early 1970s. In fact, between 1991 and 1999,
35 times more oil was introduced into North American waters by recreational boat-
ers than by offshore oil operations. 2

A study by the National Academy of Sciences found that, worldwide, the amount
of oil introduced into the marine environment had fallen by 80 percent. Offshore oil
production accounted for just four percent of that total, even as such production in-
creased 204 percent in the same period.

Looking specifically at the OCS, around 1.4 million barrels of oil per day are
pumped from the OCS. According to MMS data, since 1980, less than .001 percent,
or one one-thousandth of one percent, has escaped containment.

Loss of oil from tankers has also become far less likely than in earlier decades,
thanks to the advent of double-hulls and other safety measures. Nevertheless, be-
tween 1971 and 2000, more oil was released into U.S. waters as a result of tanker
operations (45 percent) than from OCS drilling (two percent). In the absence of in-
creased domestic production, the U.S. will have little choice but to increase the
amount of oil it receives from other sources via tankers.

20Qil in the Sea III, Committee on Oil in the Sea: Inputs, Fates, and Effects, National Re-
search Council; Table 2-2 Average, Annual Releases (1990-1999) of Petroleum by Source (in
thousands of tonne).
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For those who continue to question the safety of offshore energy operations, I can
only point to our record in the GOM. Hurricanes Katrina, Rita, Ike and Gustav
caused serious damage to oil rigs and pipelines throughout the area and shut many
of them down for a time. But our personnel and safety systems were up to the chal-
lenge. There were no instances of significant oil leakage or spills.

Our technology will only improve as we go forward. At the same time, it makes
strategic sense to diversify our offshore production activities away from areas sub-
ject to regular severe weather events such as the GOM. When domestic supply
comes from a variety of areas, geographically speaking, those vulnerabilities can be
minimized or reduced significantly.

The Role of Policy

As we look to the future, the U.S. investment climate remains challenging. Gov-
ernment policy can both be a vital enabler of new development or an unfortunate
impediment to much needed investment. Over the last several years, numerous ef-
forts have unnecessarily burdened viable and critical infrastructure projects; prom-
ising development areas remain out of reach; existing manufacturing operations
have been challenged in their efforts to upgrade and expand; and new taxes have
been proposed that will discourage future energy resource development. Further-
more, these stumbling blocks exist across the energy profile, and are not just con-
fined to oil and gas activities.

Support for Renewables

Emblematic of these gaps are policy discussions concerning how to support and
fund the development of new energy resources like wind, solar and biofuels. Not sur-
prisingly, policymakers and consumers generally support efforts that promote the
development of renewable energy. As reflected in our investment portfolio, BP con-
curs with this sentiment. However, there is significant divergence of opinion regard-
ing the question of how to fund the necessary financial incentives.

BP supports transitional incentives for wind, solar, and biofuels. They are an im-
portant part of why the U.S. has been so successful in developing its renewable
energy sector, but we cannot support taxes that discourage efforts to bring on other
much needed energy sources (oil and gas production). This is not a recipe for in-
creasing America’s total energy production.

Biofuels

Similar policy concerns exist in the area of biofuels. EISA of 2007 created signifi-
cant opportunities to develop and grow the contribution of biofuels to the transpor-
tation fuels market. BP believes that biofuels may be able to attain penetration
rates of 20% or more by 2030 thus playing a significant role in meeting future trans-
portation needs. However, the legislation has created challenges that could in the
end create market distortions, supply disruptions and higher consumer prices if not
adequately addressed.

The implementation timetable of the RFS program is very aggressive, creating a
risk to delivery of fuel in sufficient quantities to the markets where it is needed.
Congress, while mandating biofuels blending, did not adequately assess whether the
market was prepared to accommodate the huge storage, transportation and delivery
infrastructure requirements necessary to get the product to the consumer. In add:i-
tion, given the recent economic downturn and reduction in gasoline demand, man-
dated blending levels are expected to outstrip the ability of the market to absorb
the volumes as early as 2010, potentially threatening the integrity of the program.

BP supports accelerating research to test, evaluate and approve the use of higher
biofuel blends. Further, we support efforts to transition incentives away from first
generation biofuels to support the research, development and deployment of ad-
vanced non-food feedstocks, conversion technologies and fuel molecules. Similarly,
policymakers should explore how trade policy can be improved to stimulate greater
worldwide biofuels production and supply options for the US.

Climate policy

Our nation faces difficult choices as we take steps to foster economic growth, en-
sure our nation’s energy security and protect the environment. Chief among these
environmental concerns is that of global climate change.

BP has long advocated for the creation of a single, mandatory U.S. greenhouse
gas emissions registry and a market-based price for carbon. Market-based programs
deliver the greatest and fastest reductions at the least cost. Just as important, they
create a level playing field, meaning that everyone must be part of the solution and
first movers aren’t placed at competitive disadvantage.

The fact that Congress has not yet addressed national climate policy has not de-
terred some from trying to impose requirements as if a national policy existed.
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During the last Congress, legislation was adopted to discourage development of
Canadian oil sands—the single largest oil resource base outside of Saudi Arabia. Ad-
ditionally, a bill was introduced to prevent the U.S. from utilizing its world leading
resource position in coal for power generation. Similarly, efforts continue to either
allow or encourage state or local jurisdictions to try and impose CO; reduction tar-
gets on individual projects in order to make them uncompetitive and further dis-
courage resource development.

Why do I mention these examples? They clearly represent efforts to limit energy
development opportunities that would enhance U.S. energy security, economic devel-
opment and environmental protection. And, in the absence of a national climate pol-
icy, these approaches will proliferate and likely result in a piecemeal regulatory ap-
proach that will stifle investment of all kinds.

We believe Congress needs to adopt a national climate policy that establishes a
price for carbon. This policy mechanism will allow companies to make better invest-
ment decisions and consumers more informed behavioral choices. To do otherwise
stifles the very technology breakthroughs and developments Congress supports.

Energy Security

Over the years, U.S. policy has, in effect, encouraged oil and gas providers to look
beyond the U.S. border to meet growing U.S. energy demands, yet policymakers
often question our reliance on foreign oil imports. Policymakers have also implored
OPEC to produce and develop its own oil resources in order to reduce crude oil
prices in the US.

The U.S. should strive to more fully develop its own resource base—to make a
greater contribution to world oil supply—otherwise we will increasingly rely on im-
ported energy to meet the needs of our growing economy.

The U.S. experience in the deepwater Gulf of Mexico is instructive in evaluating
the role of policy. The development of the deepwater GOM was no accident or coinci-
dence. Positive federal policies, including the Deepwater Royalty Relief Act of 1995,
were instrumental in bringing the deepwater GOM online. Since its passage, GOM
deepwater production has increased 15-fold to nearly 900,000 barrels/day.

Federal and State Governments Will Benefit

Increasing access to the OCS represents a potential highlight on the energy hori-
zon—enabling job creation, generating much needed revenues for local, state and
federal governments, improving the nation’s energy security, reducing the transfer
of wealth and expanding the manufacturing sector.

Our industry directly employs 1.8 million Americans, with at least another four
million indirect jobs supporting the industry. And these are good-paying jobs. Oil
and natural gas exploration and production wages in 2006 were more than double
the national average.3 These employees are covered by comprehensive health care
for which the industry pays billions. America lost nearly 600,000 jobs last month
alone. We can and need to keep America’s energy industry working to deliver energy
security for all of us.

Royalties paid to the federal government by our industry are among its largest
single sources of revenue. In FY 2008, the Interior Department disbursed to the fed-
eral government, state treasuries and American Indian tribes a record $23.4 billion
from both onshore and offshore energy production, including over $10 billion in
bonus bids alone to acquire leases. These revenues, of course, benefit all Americans.

On the state level, BP believes that a revenue sharing program, similar to that
which is now in place under the Gulf of Mexico Energy Security Act of 2006 for Lou-
isiana and other Gulf Coast energy producing states, is fundamental to the success
of a long term OCS leasing and development program.

Last November, the MMS announced it was disbursing $2.59 billion to 35 states
as their share of federal revenues collected from energy production within their bor-
ders, including oil and gas drilling off their shores. Alabama received $15.8 million;
Texas $21.6 million; Louisiana $49.5 million, and California $103.4 million.

Virginia, by contrast, received just $227,154.44; Florida and South Carolina did
far less well than that, receiving just $6,298 and $277.50 respectively. North Caro-
lina received nothing. At a time when states are facing record budget shortfalls,
these are revenues that could be augmented significantly under an expanded OCS
access program. 4

3Numbers drawn from Energizing America: Facts for Addressing Energy Policy, p. 30; API,
1/18/09.

4“Interior’s Minerals Management Service Disburses Record $23.4 Billion in FY 2008,” press
release, DOI, 11/20/08.
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We believe that coastal economies at the local, state and regional level will see
significant, positive benefits from increased OCS access. While it is impossible to
know with precision, we can examine the experience of other states. In Louisiana,
for instance, 21,000 jobs with an estimated payroll of $1.2 billion depend directly
on oil and gas production on the OCS.5

An appropriately structured revenue sharing program designed to benefit coastal
communities should provide funds to help mitigate any real or perceived impacts
from development. With proper planning, these communities, working with industry
and government, can learn and benefit from past experiences and best practices
from other jurisdictions.

According to an ICF International study, developing America’s domestic oil and
natural gas resources in areas where leasing has been prohibited could generate a
total of more than $1.7 trillion in government revenue, create over 160,000 new jobs
and significantly boost domestic petroleum production.

The ICF study also suggests that opening offshore and onshore areas would lift
U.S. crude oil production by as much as two million barrels per day in 2030, offset-
ting nearly a fifth of the nation’s imports. Natural gas production could increase by
5.34 billion cubic feet per day, or the equivalent of 61 percent of the expected nat-
ural gas imports in 2030.

Time Frames and the Need for Informed Choices

It has been said that allowing increased oil and gas exploration off America’s
shores isn’t worth it, since it will take years before any newly discovered energy
starts reaching American consumers. The same can be said for new wind projects
as well, however. The reality is that energy projects of scale require significant lead-
time to plan, permit, litigate, procure and construct.

One of the things you learn quickly in the energy business is that nothing hap-
pens quickly. Ours is an industry that has no choice but to take the long view. Oil
used to heat Americans’ homes and power their automobiles today is available as
the result of decisions taken by policymakers and business leaders years or even
decades ago. The sooner we start, the sooner the American people will start seeing
the benefits.

The United States has one of the world’s most restrictive policies when it comes
to accessing resources on its Outer Continental Shelf. In an increasingly globalized
world economy, this serves only to increase dependence of the US—and increasingly
places our energy future in the hands of others. In recent years, we have witnessed
American officials requesting oil producing nations to boost output for our benefit.

There are no silver bullets or magic formulas when it comes to energy. Our nation
requires a comprehensive “all-of-the-above” approach to energy.

We must be realistic. Exploration alone will not solve our energy dilemma. Like-
wise, conservation and efficiency efforts without increased production are a recipe
for ongoing scarcity and economic decline.

Until we can bring new, renewable energy sources online in a big way in the dec-
ades to come, safe, environmentally-conscious oil and gas production off our shores
holds the best prospect for providing our nation’s economy with the growing and se-
cure energy supply it needs.

BP stands ready to work with Congress to develop the policy measures necessary
to make this happen.

The CHAIRMAN. Mr. Nichols?

5Louisiana Mid-Continent Oil and Gas Association website.
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STATEMENT OF J. LARRY NICHOLS, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, DEVON ENERGY CORPORATION,
TESTIFYING ON BEHALF OF THE AMERICAN PETROLEUM
INSTITUTE

Mr. NicHOLS. Thank you, Mr. Chairman. I am Larry Nichols,
Chairman and CEO of Devon Energy Corporation, and also Chair-
man of the American Petroleum Institute. Devon is the largest U.S.
independent natural gas and oil producer in the United States.
That means our sole focus is on exploration and production, and
not downstream activities.

The API is, of course, the largest trade association representing
our industry—with over 400 companies in all aspects of the U.S.
natural gas and oil industry, including exploration and production,
but also refining, marketing, transportation, as well as the service
companies that support our industry.

This core sample that I am holding here today is an example of
why I am excited about the offshore, and the potential that the off-
shore has for the economic foundation for our industry, even as we
move forward on alternate energy sources, and as we move forward
on improved energy efficiency. This core, this rock, is from a dis-
covery well that was drilled some three-and-a-half miles deep,
about 18,000 feet, offshore New Jersey in 1979, 30 years ago.

That well was drilled before the embargoes were put in place, the
moratorium were put in place. It is a dramatic reminder of the
time that we have already lost in exploring for energy resources
that were put under the moratorium. It is also a reminder that
drilling, even in those days, was done safely.

Developing the untapped natural resources off our coast can help
put our nation on the road to economic recovery, provide jobs, high-
er income, economic growth, greater governmental revenues and
global competitiveness. As my predecessors have said here, when
our nation recovers from this crisis, which it will, we need to be
prepared to meet its increased demand for energy. That is where
the offshore continental shelf can play a big role.

The Energy Information Administration estimates that natural
gas and oil will continue to meet more than half of our energy our
country needs in 2030. Such a demand will be there even with a
new climate policy, and in the case of clean-burning natural gas,
our cleanest burning fuel, that demand can even be higher. Much
of that energy demand can be found offshore. The size of those off-
shore resources may, in fact, be much larger than even the most
robust estimates that we may have today.

That is because the more we explore, the more we know. One
thing is clear. It is a fallacy to claim that most of our offshore re-
sources have already been discovered and already been leased. Ob-
viously, the best data we have is in areas that we have already ex-
plored and drilled. What we do not know is what is really out there
in the previous moratoria area, and we cannot know that until we
have an active and ongoing exploration program, but we can make
estimates.

The United States Department of the Interior has estimated that
the Atlantic and Pacific offshore continental coasts contain 55 tril-
lion cubic feet of gas and 14.3 billion barrels of oil. The eastern
Gulf of Mexico, they estimate, contains 21.5 trillion cubic feet of
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gas and 3.7 billion barrels of oil. That is a lot of resources for this
country.

In fact, our experience in the western half of the Gulf of Mexico,
the one area offshore where we have been allowed to drill, illus-
trates how these estimates can be extremely low. If you look at the
original estimates that were made for the Gulf of Mexico in the
western half, we have already produced three-times those esti-
mates, and the wells we have that are now producing have another
five-times, so we are now sitting today at eight times the original
estimate for the western part of the Gulf of Mexico.

In fact, in the eastern part of the Gulf of Mexico where the mora-
toria is in place, there are trillions of cubic feet of gas that have
already been discovered. Those wells were not allowed to be com-
pleted, despite the fact that there is a pipeline that goes right by
some of those fields—pipelines that could carry that gas to Florida
very, very quickly, and gas that would probably expand in capacity
as additional fields along that pipeline were developed.

But let me come back to this core sample. Advanced technology
has revolutionized the exploration process for natural gas and oil
in this country. Today we have tools that we did not have 10, and
20 and 30 years ago. One only needs to look at the Barnett Shale,
which today is the largest gas field in the United States. Ten years
ago, we did not have the technology to do it.

We hope the moratorium will remain lifted. We hope we will
allow an expeditious process for the Minerals Management Service.
The ICF, a recent engineering study—and this was a report done
by the API—has shown that our natural gas resources will produce
160,000 new jobs and $1.7 trillion in governmental revenue. That
is a lot of jobs and a lot of revenue that this nation desperately
needs.

We look forward to working with this Committee to try and
produce a rational policy that will allow the development of those
resources. Thank you.

[The prepared statement of Mr. Nichols follows:]

Statement of J. Larry Nichols, API Chairman,
on behalf of the American Petroleum Institute

I am J. Larry Nichols, Chairman and Chief Executive Officer of Devon Energy
Corporation and Chairman of the American Petroleum Institute.

Devon Energy is the largest U.S. “independent” or natural gas and oil exploration-
and-production company. That means that our sole focus is on finding and pro-
ducing these energy sources—not refining and marketing. Most recently, our search
for hydrocarbons has extended to the deepest offshore waters.

API represents nearly 400 companies involved in all aspects of the U.S. natural
gas and oil industry, including exploration and production, refining, marketing and
transportation, as well as the service companies that support the industry. We wel-
come this opportunity to present the industry’s views on the role of offshore natural
gas and oil development in meeting the nation’s economic and energy needs.

In addition to API, this statement is supported by the American Exploration &
Production Council, Independent Petroleum Association of America, International
Association of Drilling Contractors, National Ocean Industries Association, Petro-
leum Equipment Suppliers Association, and the U.S. Oil & Gas Association.

L. Introduction

Developing the untapped resources of natural gas and oil off our coasts can help
put our nation on the road to economic recovery, providing jobs, higher incomes, eco-
nomic growth, greater government revenues and global competitiveness. The eco-
nomic downturn has significantly reduced energy demand in recent months, and
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some companies have reduced drilling accordingly. However, when our nation recov-
ers from this crisis, we need to be prepared to meet its increased demand for energy.

The Outer Continental Shelf (OCS) has a central role to play in meeting our eco-
nomic and energy needs. The OCS contains vast, untapped resources of natural gas
and oil that can keep our economy strong and provide jobs, higher incomes, eco-
nomic growth, and global competitiveness. The U.S. natural gas and oil industry’s
advanced technology has enabled it to find and develop natural gas and oil in re-
mote, previously inaccessible offshore areas in an efficient and environmentally safe
way.

Our approach to offshore natural gas and oil development—and to all domestic
energy development—must be based on the economic and energy realities facing our
nation. Every respected energy study on future demand comes to the same conclu-
sion about the next several decades: we need all the energy we can produce in an
environmentally responsible manner. U.S. energy policy needs to encourage develop-
ment of all domestic energy sources: natural gas, oil, and alternatives like solar,
wind and geothermal. We cannot afford to focus on just one energy source, to the
exclusions of others. Nor can we depend upon sources that are neither fully devel-
oped nor ready to compete in the energy marketplace.

The Energy Information Administration (EIA) estimates that total U.S. energy
consumption will grow by 11 percent between 2007 and 2030. Although the share
of non-fossil fuels is growing rapidly, natural gas and oil will continue to play lead-
ing roles through 2030. EIA estimates that natural gas and oil will continue to meet
over half of U.S. energy consumption in 2030. Such demand will be there even with
any new climate policy—and in the case of clean-burning natural gas, demand may
even be much greater than projected. Natural gas is a major component in efforts
to address climate change. Demand for natural gas in recent years has been driven
by its clean-burning nature, making it an ideal means of reducing greenhouse gas
emissions. It is one of the few lower-emission power generation sources available.

EIA also estimates that just 6 percent of the nation’s energy needs were supplied
by renewables—including ethanol, hydropower, and biomass—in 2007, with their
share expected to grow rapidly. Despite their rapid growth and because they are
starting from such a small base, EIA estimates that renewables will supply only
about 10 percent of the nation’s energy needs by 2030.

Much of the domestic energy we need can be found offshore. All areas of the Outer
Continental Shelf (OCS) should be available for leasing and development of natural
gas and oil resources. We are delighted that moratoria have been lifted from most
of our coasts and hope there will be similar action in the Eastern Gulf of Mexico.

In those areas now technically open, we urge expeditious—not further delayed—
consideration of the Minerals Management Service’s (MMS) Five-Year Leasing Pro-
gram so that opportunities can be anticipated by companies like ours. That will en-
courage private investment in the geosciences that companies and the MMS needs
in order to better estimate the extent of our offshore resources in previous moratoria
areas.

Our nation is at a historic turning point for our country and its energy needs. We
have a rare opportunity to significantly change our direction on energy and adopt
policies that will help put America on the road to economic recovery. Record high
gasoline prices in 2008 focused public attention on energy in a way not seen since
the 1970s. Energy was a major issue during the presidential campaign. Public atti-
tudes have changed dramatically. Polls have repeatedly shown strong support for
increased domestic energy development.

For example, in a poll this month, 61 percent of Americans said they supported
greater access to offshore oil and natural gas resources; only 26 percent of those
polled were against greater access. Exit polls in last November’s election showed
that two-thirds of voters supported offshore drilling in areas where it was banned.

II. General Offshore Issues

Offshore Potential

Offshore natural gas and oil resources are potentially vast. The size of offshore
resources may, in fact, be much larger than even the most robust estimates we have
today. That’s because the more we explore, the more we know.

One thing is clear: It is a fallacy to claim that most of our offshore resources are
in areas already leased. While the only good data we have on discovered and esti-
mated resources is, obviously, in areas in which robust exploration has been al-
lowed, we do not know what is in the previous moratoria areas until we have active
and ongoing exploration programs there so that we and the Minerals Management
Service (MMS) can learn from the results.

However, according to the MMS, the previous moratoria areas in the Atlantic and
Pacific OCS contain an estimated undiscovered technically recoverable 55.3 trillion
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cubic feet of natural gas and 14.3 billion barrels of oil. In addition, most of the East-
ern Gulf of Mexico remains off-limits, preventing development of an estimated un-
discovered technically recoverable 21.5 trillion cubic feet of natural gas and 3.7 bil-
lion barrels of oil. According to MMS, there are multiple known fields with discov-
ered natural gas and oil resources in the Eastern Gulf. For example, the Destin
Dome, a discovery located 25 miles from shore off Pensacola, Florida, could produce
anywhere from 110 billion to 165 billion cubic feet of natural gas a year for the next
20 years, according to exploration plans filed with the agency.

Our experience in the one area on the lower 48 offshore where we have been al-
lowed to drill consistently illustrates how these estimates could be extremely low.
In the Gulf of Mexico, we have now produced three times the early resource esti-
mates—and the estimates now are that we have five times more. (See attached
graph, The More We Explore, The More We Know.)

In another example, we don’t have to rely on estimates to show how much natural
gas we are foregoing because of policy rather than geology. In the Eastern Gulf of
Mexico, there are trillions of cubic feet of discovered gas now locked away by drilling
bans still in effect. This gas is along a pipeline that could be carrying more supply
for Florida consumers immediately if production had been allowed. Even more im-
portant is the fact that additional drilling could see even more supply within a very
few years. (See attached map, Jurassic Norphlet Trend Eastern Gulf of Mexico.)

Federal lands, including offshore areas, hold enough undiscovered recoverable
natural gas to heat 60 million households for 160 years. They also hold enough un-
discovered recoverable oil to produce gasoline for 65 million cars for 60 years.

Moreover, a recent ICF International study commissioned by API shows that de-
veloping the offshore areas that had been subject to Congressional moratoria, as
well as the resources in Alaska’s Arctic National Wildlife Refuge and a small portion
of currently unavailable federal lands in the Rockies, could increase U.S. crude oil
production by as much as 2 million barrels per day in 2030, offsetting nearly a fifth
of the nation’s oil imports. Natural gas production could increase by 5.34 billion
cubic feet per day, or the equivalent of 61 percent of the expected natural gas im-
ports in 2030.

Congress should not re-impose the moratoria or place other obstacles to the devel-
(é})li}ent of offshore resources. It should also open the off-limits areas of the Eastern

ulf.

Economic Benefits of Offshore Development

The ICF International study underscores how offshore natural gas and oil devel-
opment benefits the economy. The study found that development of natural gas and
oil resources that have been kept off-limits by Congress for decades, both offshore
and onshore, could create more than 160,000 new jobs in 2030. Those new jobs
would be in addition to the approximately 6 million jobs the U.S. natural gas and
oil industry already supports—1.8 million people directly employed by the industry
and more than 4 million jobs indirectly tied to the industry. Many of these jobs are
the “green jobs” our society desires. Moreover, the average salary of exploration and
production jobs is more than twice the national average.

Increased natural gas and oil development not only creates more jobs and pro-
vides more energy, it also generates significant government revenues. In fact, in No-
vember 2008, the Department of the Interior reported that it accrued a record $23.4
billion from 2008 energy production—double the previous year’s revenue.

The ICF study found that development of offshore and onshore areas that had
been kept off-limits to development for decades could generate more than $1.7 tril-
lion in government revenues that would help support vital programs and reduce
pressure on American taxpayers. Moreover, these revenues could help fund govern-
ment energy research and development of alternative energy sources. In addition,
these revenues are particularly needed by states and communities facing budget
shortfalls. These governments are being forced to lay off teachers, reduce police pro-
tection, limit repair of roads and bridges, and cut back on other important pro-
grams.

The ICF study also estimated that development of all U.S. natural gas and oil re-
sources on federal lands could produce more than $4 trillion in revenues over the
life of the resources.

Industry Technology

Advanced technology has revolutionized the exploration and development process
for natural gas and oil, increasing the safety and efficiency of offshore operations
and helping shape the offshore industry’s outstanding offshore environmental
record. There is a very good chance we will advance our knowledge of offshore areas
and make new discoveries if we are allowed to employ highly sophisticated and
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leading-edge advances such as 3D and 4D seismic technology and subsea production
systems. Today’s tools did not exist 30 years ago when the industry was drilling
wells in the Atlantic and Pacific.

3D seismic survey technology improves the industry’s ability to locate potential
natural gas and oil resources with greater accuracy. Seismic surveys send high-en-
ergy sound waves into the ground and reflect information on underground rock lay-
ers back to the surface. Since sound travels at different speeds as it passes through
various types of rocks, computers can use the seismic data to create a 3-D map of
what lies below the surface. This is especially helpful as engineers plan the most
efficient way to produce resources from a reservoir. More precision in locating these
resources facilitates field development and the location of drilling sites and produc-
tion facilities. These steps can help to reduce a project’s environmental footprint.

Geophysicists and engineers also use 4-D seismic technology, which adds the di-
mension of time to the survey process. By combining several 3-D seismic surveys
taken as the field is producing over time and arranging them in a sequence, they
can create images that show where gas or oil deposits may remain. By using 4-D
models, engineers and geologists can gauge how many wells a reservoir might need
and where to place them. The “virtual drilling” can help protect the environment
by reducing the number of wells for exploration and production while maximizing
the ultimate recovery of natural gas and oil from the field.

The search for resources deep below the ocean has spurred additional techno-
logical innovation, including the ability to produce and transport these resources
using equipment installed on the ocean floor and, thus, not visible from shore.
Subsea production systems include a series of gathering lines that connect the pro-
duction from multiple wells into a single processing hub, allowing the production
from the wells to be transported to a platform, where the natural gas, oil and pro-
duced water are separated for transport to shore through pipelines.

The equipment on the seafloor is maintained using robots, known as Remote Op-
erating Vehicles (ROVs), which are tethered to a vessel. ROVs serve as eyes under-
water for these operations, and are designed to connect to the subsea equipment.
These systems are being deployed at depths of nearly 10,000 feet of water in the
Gulf of Mexico, where deepwater development plays a significant role in current and
future energy production.

Just as we had no clue only a decade or so ago that the Barnett Shale in Texas
would become the most prolific onshore natural gas play in the nation, we don’t
know what we don’t know about much of the offshore that has been under moratoria
until we begin applying our new technology.

What we can say with certainty is that we can “see” better beneath the seabed,
design better wells, and more efficiently and safely produce oil and natural gas than
ever before if given the chance.

Offshore Environmental Record

The U.S. natural gas and oil industry has an outstanding offshore environmental
record. According to the Minerals Management Service, offshore leases produce
about 1.4 million barrels of oil per day. MMS calculates that since 1980 less than
0.001 percent of the oil produced in federal waters offshore has been spilled.

The environmental and safety performance of offshore production facilities was se-
verely tested when Hurricanes Katrina and Rita roared through the heart of the
Gulf of Mexico in 2005. Some 3,000 offshore platforms were in the direct path of
the hurricanes. Some experienced five to six hours of sustained winds of 170 miles
per hour with gusts of 200 miles per hour. Production was shut-in and some plat-
forms destroyed. However, platforms were evacuated and production restarted with-
out any loss of life. No significant spills were reported from production activities,
according to the Minerals Management Service and Coast Guard, and not even a
small spill reached shore.

Advanced technology allows our companies to explore safely while protecting our
oceans. Specialized equipment, such as blowout preventers and subsurface safety
valves, safeguard ocean waters. Moreover, industry standards are designed to en-
sure that both the design of the platform and the equipment protect the ocean wa-
terg. These design standards were strengthened again following Hurricanes Katrina
and Rita.

The industry’s offshore operations are among the most heavily regulated endeav-
ors in the United States. Companies operating in federal offshore waters must ob-
tain 17 major permits and must follow 90 sets of federal regulations. Federal agen-
cies, including MMS and the Coast Guard, perform numerous drills and inspections
throughout the year to test company responses to appropriate situations. Between
2000 and 2007, the number of spill drills and exercises has increased from 669 to
1,584.
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Other Countries Are Developing Their Domestic Resources

Other countries are working pro-actively to develop their domestic natural gas
and oil resources. Instead of placing areas off-limits to natural gas and oil develop-
ment, these countries are moving ahead with development and some are offering in-
centives to encourage projects. Recent examples include:

e Argentina: Oil companies plan to spend $300 million in oil and natural gas ex-
ploration in 2009 under the terms of two incentives programs which offer tax
discounts and higher prices on sales of new output of natural gas and oil.

e Indonesia: The state oil firm Pertamina plans to invest 19 trillion rupiah
($1.74 billion) in 2009, against 17 trillion rupiah in 2008. Indonesia has been
offering new exploration rights and financial incentives for oil fields in a bid to
step a steady decline in production.

e Ireland: The government has sought to develop Ireland’s energy sector by at-
tracting oil exploration companies with financial incentives and a recent series
of offshore licensing rounds.

e Pakistan: The Pakistan Economic Coordination Council approved a 2009 petro-
leum policy envisaging incentives for natural gas and oil exploration. The bid-
ding process for new gas fields has been revised; the entire bidding process
would now be completed in two to three months.

e United Kingdom: The government proposed tax changes and incentives to
help boost the recovery of the UK’s remaining natural gas and oil reserves and
slow the decline in output. The proposals include a value allowance to encour-
age marginal field development and changes to reduce or eliminate taxes on the
change of use of North Sea infrastructure.

II1. API Views on Specific Offshore Issues

Five-Year Plan

We were very disappointed by Secretary of the Interior Salazar’s decision to delay
the OCS Five-Year plan process, which was designed to address the critical energy
concerns facing our nation. The draft plan already received more than 152,000 com-
ments—a record number—from states, environmental groups, industry, labor groups
and members of the public—with 87,000 or 57 percent of those comments supporting
expanded and expeditious development. The Secretary’s decision overlooks the fact
that more than two-thirds of the American people in polls have supported tapping
our vast domestic resources for the benefit of the nation.

Secretary Salazar’s announcement means that development of U.S. offshore re-
sources could be stalled, depriving the nation of tens of thousands of new jobs, bil-
lions of dollars in revenues to federal, state and local governments, and greater
energy security. We share Secretary Salazar’s view that the nation needs a com-
prehensive energy policy that includes developing alternative energy sources. How-
ever, we should also be moving as quickly as possible to develop more of our offshore
natural gas and oil resources to benefit all Americans.

Orderly development of offshore natural gas and oil resources under a predictable
Five-Year Leasing Program, as mandated by Congress in the Outer Continental
Shelf Lands Act, provides an effective, efficient mechanism for balancing the na-
tional interest objectives of identifying and developing OCS oil and natural gas re-
sources in a timely manner, while protecting valuable coastal and marine natural
resources.

Reliable, predictable and orderly continuation of an area-wide leasing and devel-
opment schedule for the OCS, which equitably shares benefits of development and
minimal environmental risks among the various OCS regions, is necessary to ensure
the continued investment needed to meet the nation’s natural gas and oil needs. It
is also important to avoid such misguided actions as underfunding the offices that
prepare environmental studies, management plans and drilling plans.

State Involvement

API believes that all federal OCS acreage should be available for leasing. States
currently participate through the OCS Lands Act, the Five-Year Plan process, the
Coastal Zone Management Act, and the National Environmental Policy Act (NEPA)
process in decisions involving leasing and natural gas and oil development. These
laws provide states with a real hand in decision-making, particularly through the
Coastal Zone Management Act, which allows a state to block offshore activities that
are inconsistent with its coastal zone management plan. That block can be removed
only by the federal government through an arduous appeals process, which can be
followed by litigation if the state disagrees with the federal government’s decision.
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Revenue-sharing

API recognizes the legitimate stake that states have, both onshore and offshore,
in receiving direct compensation from the federal minerals program. We support fed-
eral revenue-sharing with states that support leasing, exploration and development
activities off their coasts and within their borders provided that current royalties,
bonus bids and rentals are not affected; current regulatory schemes don’t change;
additional regulatory burdens are not placed on industry; and opportunities for de-
velopment are not affected. We support efforts to improve the federal OCS revenue-
sharing program provided it is established only for coastal states that allow develop-
ment off their coast and encourages states to open offshore lands for development.

Buffer Zones

All areas of the OCS should be available without buffer zones, since these areas
can be developed in an environmentally safe manner with a minimal impact on
coastal communities. Placing arbitrary limits on offshore leasing close to the coast-
line would significantly limit offshore energy development. In the Gulf of Mexico,
where offshore production is the most developed in the U.S., important finds have
been made both near-shore and far-shore. In the Pacific, most undiscovered tech-
nically recoverable resources are thought to be close to shore. About 92 percent of
the natural gas resources and 91 percent of the oil resources are within 50 miles.
In the Atlantic, we don’t know for sure. We’ve done some exploration, but a lot more
needs to be done for us to determine where the richest pockets of natural gas and
oil are located.

Advances in drilling and production technology have allowed the industry to de-
velop fields close to existing infrastructure without the installation of additional
platforms. Off the coast of California, this has allowed the industry to use a single
platform to access supplies from four miles away, resulting in additional production
of 10,000 barrels a day.

“Idle Leases”

While natural gas and oil companies are seeking to find and produce natural gas
and oil in new offshore areas, they are also making the maximum effort to develop
the leases they already have. If a lease is not producing, critics who don’t under-
stand the exploration and production process say it is “idle” when, much more often
than not, it is being actively explored and developed.

The purchase of a lease is always a gamble. Exploration is an essential part of
the energy business. There is nothing “idle” about it. When a natural gas and oil
company purchases a lease, it believes the lease may yield enough natural gas and
oil to benefit consumers and become economically viable to develop. But until a com-
pany actually completes the exploration process, it does not know whether or not
the millions of dollars spent on the lease were actually worth it.

Typically, exploration of a lease involves extensive analyses of geological and geo-
physical data, environmental studies that can be equally detailed, and a variety of
government permits before drilling can occur. If drilling leads to the discovery of
natural gas or oil in sufficient quantities to justify development, additional geologi-
cal study often is required for planning field development. Additional engineering
and design work, environmental studies and detailed permits likewise will be need-
ed before complex production facilities can be installed and operations begun.

If the company finds there is no natural gas or oil underneath a lease, the com-
pany hands the lease back to the government, incurs the loss of invested money and
moves on to more promising leases. Those who call for so-called “use-it-or-lose-it”
requirements fail to recognize that such requirements are already in effect, with
leases that are no longer being explored returned to the government.

Use of Litigation and Bureaucratic Action to Block Offshore Development

Legal challenges and bureaucratic delays are common with both offshore and on-
shore federal projects, and the consequences are often multi-year delays in the pro-
duction and delivery of significant natural gas and oil resources to U.S. consumers.
Even where a project has not been delayed or canceled, companies must carefully
consider whether to risk further investment if litigation has been initiated, but not
yet decided, in opposition to their project. Leases within projects that have been ob-
structed or canceled due to litigation or bureaucratic delays are often wrongly char-
acterized as “nonproducing” by opponents of offshore development.

. Examples of litigation that has delayed offshore development include the fol-
owing:

e The Ninth Circuit Court of Appeals recently ordered a second halt to Shell’s ex-

ploration of the Beaufort Sea off the northern coast of Alaska, due to environ-
mental groups’ claims that the Minerals Management Service did not properly
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account for environmental impacts on the lease sales under the National Envi-
ronmental Policy Act (NEPA). Even if Shell ultimately finds reserves capable
of production, the litigation will have delayed that oil coming to market by two
years. Shell’s expenses to date are understood to be well over $100 million—
with no return on investment and no increased supply to consumers. This is de-
spite the fact that the government prepared a detailed 1,500 page environ-
mental impact statement on leases in the area.

e The Ninth Circuit Court of Appeals also used the Coastal Zone Management
Act to stop development of oil leases when it allowed California’s Coastal Com-
mission to review and veto lease renewals for 35 offshore leases. Offshore devel-
opment under those leases has been halted since 2001.

o The Destin Dome, located off Pensacola, Florida, was believed to be one of the
largest natural gas fields in the U.S., with 2.6 trillion cubic feet of natural gas,
according to the Department of Energy. After drilling exploratory wells, Chev-
ron submitted a development plan to the state and the Interior Department for
review in 1996. Two years later, Florida objected to the application and Chevron
appealed to the Department of Commerce, which delayed making a decision
through the terms of two Presidents and multiple Secretaries of Commerce.
After waiting years for a Commerce decision, Chevron sued the federal govern-
ment in 2000, 14 years after Chevron and its partners paid for the rights to
explore the Destin blocks. They were subsequently reimbursed the money they
paid for the bonus bids and lease rentals. Meanwhile, U.S. consumers have been
denied that natural gas to heat and cool their homes.

Royalties

Natural gas and oil produced on government lands generates substantial revenues
to the government in the form of royalties. Revenues from such development go to
both the federal government and to states to help pay for vital programs. These roy-
alties are one of the largest sources of income to the federal government; since 1953,
the federal government has collected more than $200 billion in bonus bids, royalties
and rentals. In Fiscal Year 2008, the government collected and distributed $23.4
billion from onshore and offshore energy production. This includes the more than
$10 billion paid by companies in bonus bids to lease tracts for offshore energy pro-
duction on the Outer Continental Shelf in the Gulf of Mexico and Alaska as well
as onshore leases.

Recently, the Fifth Circuit Court of Appeals issued a decision finding for
Anadarko Petroleum in a case regarding royalty collection. The Fifth Circuit panel
unanimously affirmed that Congress, when it passed the Deepwater Royalty Relief
Act, provided royalty relief, based only on a volume limitation, not price. That Act
was passed at a time of historically low crude oil prices as a means to increase pro-
duction and sustain jobs in a struggling industry. It was enormously successful,
helping to boost deepwater Gulf of Mexico production by 50 percent in less than a
decade.

IV. Conclusion

What the nation needs is a policy that increases, not decreases, domestic energy
production. Offshore development is a vital component of U.S. energy development.
Barriers to offshore oil and natural gas production contribute to volatile energy
prices, slower economic growth, lost American jobs and a weakened U.S. position in
global markets. We need to find and develop our offshore oil and natural gas re-
sources in an orderly, efficient, and environmentally sound way. By so doing, we can
put America on the road to economic recovery and help ensure our nation’s energy
security for decades to come.
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The CHAIRMAN. Thank you, Mr. Nichols. Mr. Cejka?
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I am sorry if I mispronounced your name in the first go-round.
Mr. CEJKA. It is Cejka, but I hear almost anything, sir.
The CHAIRMAN. Cejka. I am sorry again.

STATEMENT OF TIM CEJKA, PRESIDENT,
EXXONMOBIL EXPLORATION COMPANY

Mr. CEJKA. Mr. Chairman, Ranking Member Hastings and Mem-
bers of the Committee, I wanted to thank you for the opportunity
to discuss, I think, this very important topic. My name is Tim
Cejka, and I am President of ExxonMobil Exploration Company,
which has the responsibility for global exploration. The U.S. rep-
resents a major element of our global portfolio.

This morning I would like to discuss how increasing access to
U.S. energy supplies will strengthen the U.S. energy security, cre-
ate jobs for Americans, stimulate the U.S. economy, and increase
revenues to the Federal and state governments. I would like to de-
scribe how the energy industry can help achieve each of these ob-
jectives in an environmentally responsible way.

The need for more oil and natural gas available to Americans is
clear. The United States’ continued economic growth and prosperity
depends on access to clean, reliable and affordable supplies of
energy. There is no single answer to our energy needs. We must
pursue an integrated set of solutions that will help us accelerate
gains in energy efficiency, curb greenhouse gas emissions, and de-
velop new supplies of energy from all sources, including oil and
natural gas found in our own backyard.

Thankfully, the United States is endowed with significant energy
resources. Unleashing their value for the benefit of all Americans
represents an important opportunity for growth, not only for these
challenging times, but also on the long-term health of our economy.
It is important to note that the current estimates for oil and gas
potential in the OCS areas that have been off-limits were made
using data from now outdated technology.

We have resource underestimations that have resulted in the
past. Where industry has been able to collect data utilizing ad-
vanced technology, resource estimates have grown. In 1987, for ex-
ample, the U.S. Government estimated there were nine billion bar-
rels in the Gulf of Mexico. By 2006, advanced technologies caused
the resource estimate for that area alone to grow to 45 billion bar-
rels. But meeting America’s basic energy needs is only one of many
reasons the United States should develop our domestic oil and nat-
ural gas resources.

Doing so will also strengthen our energy security. By diversifying
our nation’s energy portfolio with more energy from more domestic
locations, Americans will be less vulnerable to supply interruptions
from any one region or country in the world. Developing more of
our domestic energy resources will help stimulate our economy.

According to one recent study, the decision to lift the bans in the
offshore oil and gas production alone would lead to investments
that generate more than 76,000 new jobs in our industry, which
now accounts for six million employed Americans. Increased domes-
tic energy production will help ease pressure on Federal and state
budgets, too. Annual receipts from mineral leases are already a
major source of Federal and state revenues.
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Opening additional domestic offshore areas to production opens
the door to more than $1.3 trillion in additional royalties, bonus
bids, rental fees and other tax revenues for the Federal and state
governments. Federal oil and natural gas leasing has generated in
excess of $200 billion since 1953 through bonus bids, royalty and
lease rental payments. That does not include the tax revenues.

In developing our domestic resources, the energy industry is also
committed to doing it in an environmentally responsible manner.
It has been more than 30 years since the first offshore moratorium
was imposed. In those intervening decades, our industry has made
tremendous leaps forward in technology, in operational excellence
and in environmental performance.

For example, extended-reach directional drilling now enables us
to develop areas up to six miles from a single location, minimizing
the environmental footprint. Advances in subsea production ensure
facilities remain safe and largely hidden from view. Technology
currently in place in the Gulf of Mexico has already proven able to
prevent spills, even during the worst hurricanes we have seen in
a long time.

We can apply these technologies, and more, to new areas open
to the development and preserve the safety, the biodiversity and
the beauty of the American coastlines. We look forward to working
with Congress, the Department of the Interior and state govern-
ments to find a safe, secure, environmentally responsible way to
use America’s resources to produce energy for American needs
right here at home, and in doing so create jobs, strengthen our se-
curity and grow our economy. Thank you.

[The prepared statement of Mr. Cejka follows:]

Statement of Tim Cejka, President, ExxonMobil Exploration Company

Mr. Chairman...Ranking Member Hastings...Members of the Committee.

This morning, I would like to discuss how increased access to U.S. energy supplies
will strengthen U.S. energy security—create jobs for more Americans—stimulate the
U.S. economy—and increase revenues to federal and state governments.

And I would like to describe how the energy industry can help achieve each of
these objectives in an environmentally responsible way.

The need for making more oil and natural gas available to Americans is clear.
The United States’ continued economic growth and prosperity depend on access to
reliable and affordable supplies of energy.

There is no single answer to our energy needs. We must pursue an integrated set
of solutions that will help us accelerate gains in energy efficiency...curb greenhouse-
gas emissions...and develop new supplies of energy from all sources, including oil
and natural gas found in our nation’s own backyard.

Thankfully, the United States is endowed with significant energy resources.
Unleashing their value for the benefit of all Americans represents an important op-
portunity for growth, not only for these challenging times, but also to underpin the
longer term health of our economy.

It is important to note that the current estimates for the oil and gas potential
in the OCS areas that have been off limits were made using data from now-outdated
technology, and we have seen historic resource underestimates result from this.
Where industry has been able to collect data utilizing advanced technology, the re-
source estimates have grown. In 1987, for example, the U.S. Government estimated
that there were 9 billion barrels of oil in the Gulf of Mexico. By 2006, advanced
technologies caused the resource estimate for that area to grow to 45 billion barrels.

But meeting Americans’ basic energy needs is only one of many reasons the
United States should develop our domestic oil and natural gas resources.

Doing so will also strengthen U.S. energy security. By diversifying our nation’s
energy portfolio with more energy from more domestic locations, Americans will be
less vulnerable to supply interruptions from any one region or country of the world.
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Developing more of our domestic energy resources will help stimulate our econ-
omy. According to one recent study, the decision to lift bans on offshore oil and gas
production alone could lead to investments that generate more than 76,000 new jobs
in our industry, which now accounts for nearly 6 million employed Americans.

Increased domestic energy production will help ease pressure on federal and state
budgets, too. Annual receipts from mineral leases are already a major source of fed-
eral and state revenues. Opening additional domestic offshore areas to production
opens the door to more than $1.3 trillion in additional royalties, bonus bids, rental
fees, and other tax revenues for our federal and state governments. Federal oil and
natural gas leasing has generated in excess of $200 billion since 1953 through bonus
bids, royalties and lease rental payments alone, not including any tax revenues.

In developing our domestic resources, the energy industry is also committed to
doing so in an environmentally responsible manner.

It has been more than 30 years since the first offshore moratorium was imposed.
In those intervening decades, our industry has made tremendous leaps forward in
technology—operational excellence—and environmental performance.

For example, extended-reach directional drilling now enables us to develop areas
up to six miles from a single location, minimizing the environmental footprint. Ad-
vances in subsea production ensure facilities remain safe and largely hidden from
view. And technology currently in place in the Gulf of Mexico has already proven
able to prevent spills even during hurricanes.

We can apply these technologies and more to new areas opened to development
and preserve the safety, biodiversity, and beauty of America’s coastlines.

We look forward to working with the Congress, the Department of the Interior,
and state governments to find safe, secure, and environmentally responsible ways
to use America’s resources to produce the energy America needs right here at
home—and in so doing, create jobs, strengthen our security and grow our economy.

Thank you.

The CHAIRMAN. Thank you. Mr. Luquette?

STATEMENT OF GARY P. LUQUETTE, PRESIDENT, CHEVRON
NORTH AMERICA EXPLORATION AND PRODUCTION COMPANY

Mr. LUQUETTE. Good morning. Mr. Chairman, Ranking Member
Hastings and Members of the Committee, my name is Gary
Luquette, I am the President of Chevron North America Explo-
ration and Production Company. I have the honor today of rep-
resenting over 28,000 Chevron employees who live and work in the
U.S. before your Committee.

Our nation is confronting serious economic challenges. I appre-
ciate the opportunity today to share with you how the oil and gas
industry, and Chevron, can assist our nation in the economic recov-
ery process. There are two overarching ways the industry can
help—by enhancing America’s energy security, and by creating
more jobs and more revenue for Federal, state and local govern-
ments.

To the urgent goal of addressing both energy and economy, I will
speak briefly about two things—why the development of the Outer
Continental Shelf, including the former moratoria areas, is essen-
tial, and how we can do it in a responsible and sustainable way.

First, OCS development is essential because America needs the
energy. While energy demand is down today due to the economic
slowdown, we know that energy demand will grow longer-term.

Today’s decision should help us prepare for, not jeopardize, to-
morrow’s economic growth. To prepare for tomorrow’s economic
growth and meet our nation’s increasing long-term energy demand,
we must recognize we are not in an either/or situation. We need
more conservation, we need more alternatives and renewables, and
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we need more conventional oil and natural gas. We need more of
all forms of energy.

Every major study of America’s energy future agrees that, even
with the most aggressive development of alternatives and renew-
ables, oil and gas will continue to make up a dominant share of the
energy mix for decades to come. Given the projected increase in
energy demand, we need to access our secure and reliable U.S. re-
sources, including the OCS. The good news is, the potential in the
OCS is significant.

By 2025, OCS production could add one million barrels of oil a
day to our energy portfolio, and based on our experience in the Gulf
of Mexico with the introduction of new technology, that amount
should drastically increase. Every barrel produced in the U.S. in-
creases our energy security and reduces our dependence on less re-
liable sources. Of course, this also helps the U.S. economy by keep-
ing U.S. dollars and jobs here at home.

To sum up why developing the OCS is essential, America needs
the energy, America needs the jobs and America needs the eco-
nomic boost that development will provide. My second point is how,
how can we develop the OCS in a responsible and sustainable way?
We in the oil and gas industry appreciate this fact, that our ability
to continue to operate depends on doing exactly this.

I will focus on three of the seven policy recommendations con-
tained in my written testimony today. First, we should sustain the
2008 decision to open up the majority of the OCS. Again, devel-
oping these resources will boost our economy, improve our energy
security and reduce our vulnerability to imports from abroad.

Second, we should guide future leasing by using the comprehen-
sive and time-tested Minerals Management Service five-year plan
leasing process. As an early part of the process, the MMS should
support and encourage the gathering of new, state-of-the-art geo-
physical data so we, as a nation, can understand the true extent
of the OCS resource potential. Then, and only then, can we make
an informed leasing and development decision.

Third, we should incentivize states to support OCS production by
allowing all coastal states where there is new production to have
an increased share in royalties and revenues. To conclude, I am
proud of my 30 years of service to this industry. I can assure you
that Chevron, and all of our employees, will continue to apply our
best efforts to provide energy that is vital to America.

Reliable and affordable energy is a pillar of Americans’ economic
stability and strength. Developing America’s own oil and gas re-
sources can supply even more of the jobs and energy we need and
boost the American economy. But, ladies and gentlemen, to
strengthen America’s energy pillar and help stimulate our economic
recovery, it is vital that we act now. Thank you.

[The prepared statement of Mr. Luquette follows:]

Statement of Gary P. Luquette, President,
Chevron North America Exploration and Production Company

Chairman Rahall, Ranking Member Hastings, Members of the Committee. My
name is Gary Luquette and I am President of Chevron North America Exploration
and Production Company. I am here to represent the more than 62,000 Chevron em-
ployees, of whom 27,000 work here in the United States, and the more than 1.5 mil-
lion stockholders who put their trust in our company each day. Chevron’s broad
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portfolio of energy businesses include oil and natural gas production, refining and
marketing of petroleum products, geothermal, and energy efficiency services. We are
actively pursuing next-generation biofuels and other alternatives with a number of
important strategic partnerships.

I lead the Chevron North America Exploration and Production Company, made
up of over 5,000 employees working to deliver energy supplies from both onshore
and offshore resources. We produce about 5 percent of United States oil and gas,
and extend the limits of technology everyday, in areas such as the outer continental
shelf of the Gulf of Mexico, to lengthen the life of existing assets and to deliver fu-
ture supplies. While our company has a heritage going back 130 years, we are con-
stantly reinventing how we explore for and produce energy.

Chevron invests in America. Last year we spent $13.3 billion with our suppliers
and other business partners in the United States purchasing goods and services
from more than 11,000 large and small businesses throughout the country.

Chevron also strives to be a strong corporate citizen in the communities where
we live and work. We invested in about 2,000 charitable organizations across 43
states and the District of Columbia. In 2008, our United States charitable contribu-
tions totaled over $75 million.

I want to thank the Committee for holding this important hearing today. We
believe development of a long term, strategic and comprehensive energy policy is a
critical national priority. This hearing provides an opportunity to demonstrate the
vital importance of America’s oil and gas industry today and for decades to come.
It offers the chance to underscore how our industry works to address America’s
greatest energy vulnerability, imports of foreign oil; the commitment of the U.S.
energy industry to develop U.S. oil and gas resources; and the policies that need
to be maintained or implemented to enable us to develop these vital resources in
a prudent and orderly manner. Finally, today’s hearing highlights the critical role
that the industry plays in addressing the current economic challenge faced by this
country—through creating good, high paying jobs; increasing revenues to federal,
state and local treasuries; and reducing our trade deficit and capital outflows by
producing more energy here at home.

Energy is the foundation of America’s economic growth and global competitiveness
and energy policy must ensure that American consumers and businesses have access
to the reliable, affordable supplies of energy that underpin our economy, even as we
use that energy more wisely.

Our country’s role as a major consumer of energy is well understood, but fewer
people understand the United States’ strength as a producer of energy: the United
States is the world’s leading producer of refined petroleum products, electricity, nu-
clear power, wind power and ethanol; the second largest producer of coal, natural
gas; and the third largest producer of oil.

Billions of people around the globe are working every day to increase their stand-
ard of living. This will cause an inevitable increase in global energy demand, and
competition for energy resources will intensify. Accounting for production declines
in existing oil and gas fields, by 2015 the world will need to replace as much as
45 million barrels it produces each day with new production.! By strengthening our
own domestic production capability, the United States can reduce future demand for
imports, improve economic and energy security, and be in a stronger position to lead
global efforts to meet these challenges. Our country’s leadership is essential.

Any comprehensive energy policy must also include emphasis on efficiency and
conservation, which are the most immediate and cost-effective sources of “new”
energy with no greenhouse gas emissions. As important as resource development is,
the energy challenges we face cannot be met by addressing only the supply side.
It is a focus for our company and we applaud the efforts of Congress to enact effi-
ciency measures in recent legislation.

Stabilizing and strengthening our economy is a top priority and energy will play
a central role in that process.

Affordable, reliable energy is the backbone of a strong and competitive economy.
America’s domestic oil and natural gas industry plays an integral role in the na-
tion’s economy. In addition to providing critical energy supplies to fuel our economy,
the industry directly employs 1.8 million workers and an additional 4 million are
employed in energy related jobs. Oil and natural gas operations provide billions of
dollars of tax and royalty revenues to Federal, state and local governments—$152
billion between 2001 and 2006. 2 In Fiscal Year 2008 royalties, rents and bonuses
alone paid to the Minerals Management Service (MMS) totaled $23.8 billion. The
industry also contributes hundreds of billions of dollars to the country’s Gross Do-
mestic Product (GDP). For example, in 2006 the upstream domestic oil and natural
gas industry contributed around $160 billion in GDP, more than the individual con-
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tributions of major industries such as agriculture, auto manufacturing, or computer
and electronic product manufacturing. 3

According to a recent study, development in the former moratoria areas of the
Outer Continental Shelf, and other restricted areas in the Arctic National Wildlife
Refuge and the Rockies would create 160,000 new jobs by 2030 and up to $1.7 tril-
lion in bonus revenues and royalties over the coming decades.4 Every incremental
barrel of oil developed at home avoids the purchase of a barrel of imported oil, cre-
ates jobs, and provides incremental revenue to the government.

Even with the most aggressive development of renewables and alternatives, every
magjor study of our energy future underscores the critical importance of oil and gas
in meeting America’s energy needs for decades to come.

While much attention has been paid in the public dialogue to replacing petroleum
with alternatives like biofuels, even under the most aggressive scenarios for the in-
troduction of biofuels and renewables, these energy sources will meet only a fraction
of U.S. demand. The United States Energy Information Agency projects that even
after the implementation of major efficiency initiatives, United States’ liquids de-
mand will increase approximately 5 percent from 2007 levels through 2030.5

Chevron has maintained for many years that it will take a new energy equation
to address the United States’ energy needs for the next several decades. We believe
that we need conservation on a large scale, expansion of traditional energy sources
such as oil and gas, and rapid development of alternatives and renewables. We live
in an “And” world where we will need all energy sources to satisfy the growing glob-
al energy demand in a sustainable way.

Despite our strength as an energy producer, domestic oil production has fallen ap-
proximately 40 percent since 1985, while domestic oil consumption has grown more
than 30 percent. The result has been a significant increase in our dependence on
foreign oil. Today America has the ability to reduce its dependence and improve
energy security through the prudent and sustainable development of oil and gas re-
sources which until now have been off-limits. This can be accomplished through the
time-tested existing Federal leasing and licensing programs.

Focusing on the subject of this hearing, the National Petroleum Council has esti-
mated that 1 million barrels per day of oil and 3.8 billion cubic feet per day of gas
can be brought on line over time from offshore areas previously and currently under
moratoria. The total estimate may be increased over time as our understanding of
the areas improves and as new technology enhances our ability to tap these re-
sources. This is what has happened in the Gulf of Mexico. Between 1975 and 2006
the Department of the Interior published 8 comprehensive assessments of the undis-
covered resource potential of the OCS. For the Gulf of Mexico, the estimates of un-
discovered recoverable oil resources increased seven-fold during this time period and
undiscovered recoverable natural gas estimates increased by more than four and a
half times. 6

The undeveloped OCS includes promising known prospects. For example, in the
late 1980’s, Chevron made a significant discovery of natural gas in the Eastern Gulf
of Mexico called Destin Dome, approximately 25 miles off the coast of Florida. At
the time, it was estimated that Destin Dome held enough natural gas to supply one
million American households for 30 years.

Chevron and its partners, however, could not get permits to develop the field be-
cause of opposition in Florida and a maze of regulatory and administrative barriers
at the federal level. After a long, expensive and frustrating effort to move forward,
we relinquished the leases as part of a settlement reached with the government in
2002. This was not a good outcome for the government, industry, the workers in-
volved in development and production of this gas, or consumers. We currently im-
port little natural gas and can maintain domestic production for years to come, but
only if promising resources like Destin Dome are made available and our com-
prehensive energy policy ensures that they can be brought to commercial produc-
tion.

Developing domestic energy is an urgent challenge, but one that can be addressed
through the joint efforts of this Committee, the Obama Administration and compa-
nies like Chevron.

Bringing these important resources on line will require a long term focus and sta-
ble policies to attract the enormous investments and drive the constant innovation
and evolution of technology needed to responsibly develop the OCS. We need to start
now. Chevron believes that swift action to initiate evaluation and development of
offshore resources is important, and that the joint efforts of Congress, the Obama
Administration, the states and companies like Chevron can address this crucial ele-
ment of our energy strategy in a way that balances the need for energy with the
many other considerations.
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Already one of the largest producers in the Gulf of Mexico, Chevron is focused on
developing new offshore energy supplies to help meet America’s needs. These efforts
are complex, costly, time consuming and often require the development of new tech-
nology. Our experiences provide important insights relevant to new offshore areas.

First, one of the most important factors determining the time and cost it will take
to bring new offshore resources into production is proximity to infrastructure. The
timeline for a frontier prospect that is far from existing support facilities and infra-
structure can easily stretch to a decade or more from lease acquisition to first oil.
Projects closer to infrastructure will generally offer shorter timelines. Second, tech-
nology today has improved our ability to locate and safely develop offshore re-
sources.

The following are four examples of the effort and time needed to bring new OCS
production to the market. These are Blind Faith, Tahiti, Buckskin, and Flatrock
projects, all in the Gulf of Mexico. While the challenges are very real, we are grate-
ful that we have the people, the technology and the financial resources to overcome
these challenges and develop the affordable, reliable energy supplies that are so
vital to America’s competitiveness.

We started production at our new Blind Faith facility in 2008, seven years after
the initial successful exploratory well was drilled. Total development time following
lease acquisition was around a decade and, given the complexities involved in this
project, this was a very aggressive schedule. The Blind Faith facility is located in
6,500 feet of water, and supports wells that are drilled more than five miles below
the ocean floor. The wells themselves use remote subsea completion technology, al-
lowing a single facility to produce a much larger area. The depth, high pressures
and temperatures encountered in Blind Faith’s reservoirs presented technical chal-
lenges. Developing the technology to solve these challenges has been a significant
accomplishment and will enable us to bring an estimated 65,000 barrels per day of
oil and 55 million cubic feet of natural gas to market each day.

Another project, Tahiti, further illustrates the challenges our industry manages
in terms of timing, scale and cost. We acquired the Tahiti leases in the 1990s. In
2002, following years to complete evaluation and permitting, we used leading-edge
technology to drill in 4,000 feet of water and found an estimated 400 million to 500
million barrels of recoverable resource. It has taken seven years to build the infra-
structure required to produce the oil and gas from more than 100 miles offshore and
five miles deep. When Tahiti comes online this year, we will have invested $4.7 bil-
lion—and dedicated personnel and resources for over a decade to manage explo-
ration, permitting, engineering and development—before realizing $1 of return on
our investment. Once in production, Tahiti is expected to add 125,000 barrels of oil
and 70 million cubic feet of gas per day to the U.S. domestic supply, and is expected
to produce for decades to come.

Just this month we announced another significant milestone—a new deepwater
oil discovery in the Gulf of Mexico at the Buckskin prospect, located in 6,000 feet
of water depth approximately 180 miles southwest of New Orleans and 44 miles
west of Chevron’s 2004 Jack discovery. The Buckskin discovery is confirmation that
our efforts to explore this geologic formation called the Lower Tertiary trend will
help provide new U.S. oil and natural gas supplies. Buckskin, like Tahiti and Blind
Faith, will take time to develop but we are optimistic that it will further bolster
the nation’s domestic energy supplies.

Not all of our activity is focused in the deep water of the Gulf. We are also work-
ing hard to maximize resource recovery from more mature areas. Last year, working
with our partners, we announced commercialization of a new deep gas discovery
known as Flatrock, located in just 12 feet of water deep below existing shallow res-
ervoirs. Applying modern 3-D seismic data and state-of the-art analysis, we identi-
fied deep gas reservoirs close to our production facilities in the Tiger Shoal area off-
shore Louisiana. While the deeper resources required drilling wells to depths of
18,000 feet and application of new technology to safely manage the higher tempera-
tures and pressures, due to the proximity to existing infrastructure, we were able
to bring three producing wells into service within a year of discovery and are con-
tinuing to work on additional development in the area.

As we consider our approach to the undeveloped OCS, it is clear from these exam-
ples that proximity to infrastructure should be one of the factors governing selection
of priority areas. The undeveloped OCS is unlikely to yield prospects with the
timeline of a Flatrock, but those we can identify that are closest to infrastructure
represent the resources we can most quickly develop and that will serve as the foun-
dation for more extensive exploration and development.

Finally, these four examples represent projects that were simply not feasible a
couple of decades ago. They are possible today thanks to remarkable innovations in
technology, equipment and processes. This ability to innovate and apply sophisti-
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cated new technologies holds promise for continued success, maximizing the poten-
tial of U.S. resources.

Chevron recognizes the importance of operating in an environmentally responsible
manner and in a way that accommodates other uses of federal lands and waters.

Just as our ability to identify and develop resources has evolved, so too have the
equipment and procedures we use to safeguard the environment. The oil and gas
industry has proven, especially in the last 25 years, that it has the technical capa-
bility and safety procedures in place to minimize the risk of adverse impact on the
natural environment. Successfully drilling deep wells in water depths exceeding
5,000 feet is one example of industry’s ability to operate without adverse environ-
mental impact. Even more impressive is the record of the offshore industry during
hurricanes in 2005 and 2008. These storms adversely impacted hundreds of surface
facilities, yet industry technology such as subsurface safety valves and safety proce-
dures to shut in and evacuate production facilities in advance of the storms pro-
tected our workforce and the environment by preventing major oil spills from the
impacted wells.

We also have developed ways to reduce the visible footprint of our projects and
produce offshore assets with fewer permanent surface facilities. Directional drilling
and the ability to install subsea completion and gathering systems greatly extend
our reach from surface facilities, or eliminate the need for them altogether.

America’s efforts to reduce foreign oil dependence must include the continued pru-
dent and responsible development of federal resources, including development of re-
sources in areas of the OCS recently under moratoria, through the MMS mineral de-
velopment programs that have been in place for many years.

Expiration of moratoria has created the potential opportunity to apply advanced
exploration and production know-how in unexplored parts of the OCS, but it is im-
portant to note that removal of a moratorium does not create immediate or uncon-
trolled access to these offshore areas. MMS resource development programs, in place
for over 25 years, provide the Secretary of the Interior with the tools, authority and
flexibility to manage a balanced program of energy development. The leasing proc-
ess is methodical, balances mineral development with other considerations, provides
robust environmental safeguards and includes multiple opportunities for stake-
holder input.

We believe the question before this Committee and Administration is how best to
implement and sustain a thoughtful development strategy in former moratoria
areas.

The areas involved are vast. Both industry and government resources must be de-
ployed in a prioritized manner to maximize the effectiveness of this strategy. The
procedures to do this are in place. A carefully planned and phased approach to de-
veloping former moratoria areas is the critical next step, utilizing the MMS 5 year
leasing program process that has proven a successful approach to offshore develop-
ment. We offer several recommendations for consideration:

1. Lift the statutory moratorium on the Eastern Gulf of Mexico

The eastern Gulf of Mexico remains under a moratorium imposed under the Gulf
of Mexico Energy Security Act of 2006. The most important action Congress can
take to enhance our energy security is to lift this moratorium. The GOMESA restric-
tion impacts areas with the best known prospects that are relatively close to exist-
ing infrastructure, including Destin Dome.

2. Reject calls for new moratoria and similar restrictions on OCS development.

Removal of the Presidential and Congressional moratoria in 2008 was a positive
first step toward responsible OCS development, but additional steps are needed.
Without understanding the process, many consider “available for leasing” to be syn-
onymous with “already leased”. Nothing could be further from reality. The MMS is
charged with determining which areas within a given Planning Area will be offered
for lease. It does so, balancing resource potential, commercial interest, environ-
mental and other considerations, including the views of the states, using a method-
ical process. There are at least six public input steps as well as specific reviews with
the states and Congress between the initiation of planning and an actual lease sale.
Once a lease is issued there is additional planning, review and approval required
before an exploratory well can be drilled. It can easily take five years from OCS pro-
gram planning inception to that first well. As we approach the very real need for
energy and the economic benefits that accompany domestic production, we urge
Congress to reject proposals that arbitrarily remove areas from this careful process
by reinstating moratoria in whole or in part.

We also urge rejection of policies proposed as compromise but that carry the same
effect as a moratorium. For example, arbitrary buffer zones, restricting access with-
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in a set distance to shore, risks functioning as an outright moratorium. A 50 mile
buffer zone, which has been proposed, would remove from consideration the best
known prospects in the undeveloped OCS and, according to MMS data, severely re-
duce the potential resource available. It would also tend to push all development
farther from existing infrastructure. MMS can fulfill its role most effectively when
it is free to evaluate and identify those resources that can be developed most effec-
tively, efficiently and safely.

3. Pursue development of new OCS resources with a thoughtful, prioritized ap-
proach.

Chevron supports a phased approach to developing former moratoria areas, mov-
ing quickly to include highest priority areas in the MMS 5-Year Leasing Program
currently under development for 2010-2015. There are 26 Planning Areas in the
OCS. Due to practical constraints, it is unrealistic for either MMS or the industry
to immediately focus on all of the former moratoria areas while simultaneously con-
tinuing development in existing accessible planning areas. A strategic approach to
phasing in evaluation and leasing, starting with the most prospective areas and
those closest to existing infrastructure, makes the most economic sense and will
help bring on new domestic oil and natural gas as soon as possible. Through the
stakeholder input process, MMS will be able to identify those Planning Areas with
the highest level of interest which in turn may contain the greatest potential for
commercial discovery of new domestic offshore resources.

4. Facilitate the acquisition of more modern resource assessment data (including

seismic) to better inform development choices in previously unexplored areas.

Decades of oil and gas access restrictions to most of the OCS have precluded not
only drilling, but also any pre-leasing activity including collection of seismic data.
MMS estimates, based on limited amounts of older data such as wells, cores and
seismic surveys, indicate substantial resource potential exists, but the scarcity of
comprehensive modern information using improved evaluation technology makes
these estimates highly speculative. More extensive and better data is needed to up-
date estimates of total resource potential, g