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Preface

Management of the oil and gas resources of the Outer Continental Shelf (OCS) is governed by
the OCS Lands Act (Act), as amended, 43 U. S.C. 1331. et. seq., which sets forth procedures
for leasing, exploration, and development and production of those resources. The Minerals
Management Service (MMYS) is the bureau within the Department of the Interior that is
responsible for implementing the requirements of the Act. Section 18 of the Act calls for the
preparation of an oil and gas leasing program indicating a 5-year schedule of lease sales
designed to best meet the nation’s energy needs.

The MMS is in the process of preparing a possible new 5-year program for 2010-2015, to
replace the current program for 2007-2012. This document constitutes the draft proposed
program, which is the first in a series of leasing proposals developed for public review before
the Secretary of the Interior may take final action to approve a new 5-year program for 2010-
2015. The draft proposed program provides a basis for conducting further analysis and
gathering further information for the Secretary to consider in making future decisions. The
document consists of the parts described below.

e Part I presents a summary of the draft proposed program. It briefly relates the location
and timing of OCS oil and gas lease sales proposed for 2010-2015 and it discusses
procedures for assuring the receipt of fair market value for leases as required by Section
18.

e Part II provides an informational overview of the emerging OCS Alterative Energy
Program, which is mandated by the Energy Policy Act of 2005. While the Section 18
analysis and decisions are limited to oil and gas as required by the Act, the information
about the Alternative Energy Program provides a back drop to the management of a more
comprehensive OCS energy scenario.

e Part III describes the framework for developing the new program. It discusses the
substantive and procedural requirements that are in place for preparing a program under
Section 18 and describes the MMS approach to meeting those requirements. This
includes a discussion of the principles and factors relating to OCS oil and gas resources
and environmental and social considerations that Section 18 requires to be taken into
account in deciding where and when to propose lease sales.

e Part IV presents the options that MMS prepared as a result of its analysis of the Section 18
principles and factors. The options form the basis from which the Secretary chooses the
draft proposed program for 2010-2015. Each set of options is prefaced with a brief
summary of the relevant results of the Section 18 analysis, the comments that MMS
received from interested and affected parties, and any currently known or potential interest
in alternative energy in the planning area being discussed.

e Part V presents the detailed Section 18 analysis executed by MMS to develop the options
presented to the Secretary.

e Appendix A is a summary of all correspondence received by MMS in response to its
public request for comments on the possible preparation of a new 5-year program, which
was issued on August 1, 2008.



Appendix B provides a further explanation of the timing assumptions and their sensitivity in
estimating Net Social Value in the Section 18 analysis presented in part V.B.
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I. SUMMARY OF DECISION—DRAFT PROPOSED PROGRAM FOR
2010-2015

Introduction

Section 18 of the Act requires the Secretary of the Interior to prepare and maintain a schedule
of proposed Outer Continental Shelf (OCS) oil and gas lease sales determined to “best meet
national energy needs for the 5-year period following its approval or reapproval.” Preparation
and approval of a 5-year program must be based on a consideration of principles and factors
specified by Section 18. Those criteria, and the manner in which they have been considered
in the preparation of the draft proposed program for 2010-2015, are summarized in part III.

With the President’s 2008 lifting of the withdrawal on offshore oil and gas exploration, areas
of the OCS are now available for leasing that were not included in the 2007-2012

5-Year Program. Consequently, these new areas need to be evaluated for both their resource
potential and public and industry interest in exploring and developing these areas. The
President has acted to remove the withdrawal without restrictions, and Congress has acted to
discontinue the annual moratoria without any further restrictions. In moving this process
forward and to ensure the broadest possible review, public and industry comments are
solicited on all the areas that the President and Congress have made available.

It is uncertain that the next 5-Year Program will offer as many areas for leasing as are
included in this document. Such decisions on the size, timing and location of sales will rest
with members of the next Administration. This draft proposed program (DPP) provides the
next Administration with the maximum flexibility and the maximum available information to
make these important decisions. To that end, the following questions will need to be
addressed regarding the areas of the OCS that may be made available for leasing:

e Should there be buffer zones (i.e. areas where certain activities are prohibited or
restricted)? If so, how large should they be? What criteria should be used for setting
them (e.g., visual impacts, infrastructure, etc.)? Should they be uniform in all new
areas or vary by area according to issues of concern and/or technical constraints?

e Are there specific areas/subareas that should be excluded because they are particularly
sensitive? Or because oil and gas activities may significantly conflict, in area, with
other uses for which the area/subarea might be better suited (e.g., alternative energy)?

e This Administration views revenue sharing as a strong feature of state participation in
coastal resource development. When the President modified the presidential
withdrawal, he called upon Congress to address new legislation to enhance current
revenue sharing laws, to allow broader state participation in fiscal planning related to
future coastal resource development. Please provide your views on what policies and
programs MMS, Congress and the Administration should consider relative to OCS
revenue sharing.

e For those areas proposed for leasing consideration in the Southern California Planning
Area, in deciding the next steps in the 5-year program preparation, should MMS
include a requirement for mandatory unitization to potentially limit the number of
structures in one or more of these areas?



The DPP also outlines prospective resources and the potential revenues associated with the
DPP. The MMS plans to complete an update of their 2006 National Assessment in early 2010
which should be available prior to publication of the Proposed Final Program.

It is important to note that the DPP invites comment from coastal states on how OCS
resources are developed off their shores. Despite efforts on the part of the Administration to
urge Congress to take up revenue sharing legislation, Congress has not expanded revenue
sharing outside of four Gulf States. Other coastal states could share in revenues from leasing
starting at the offshore state/Federal boundary, based upon the inherent revenue sharing built
into section 8(g) of the Act. Congress could establish a broader revenue sharing program.
Because of the then current energy situation and the 2008 President’s action to remove the
previous Presidential withdrawal, the governors of all 50 states were specifically asked for
their comments, particularly on issues that are unique to each state, such as revenue sharing.
The 2008 expiration of the congressional moratoria highlights new issues related to
participation in revenue sharing.

While the DPP necessarily includes a schedule of sales (size, timing, and location), the intent
of this document and associated materials is to make clear the Secretary is not recommending
that any particular areas be in or out of the eventual final program. Rather, this DPP is
designed to gather information, allowing the process to move forward in a way that will allow
the next Administration to design a program that meets the objectives of the Nation.

This DPP is part of a multi-step process to prepare a new 5-Year Program to possibly replace
the current one that began on July 1, 2007, and will end on June 30, 2012. The Secretary
instituted the multi-step program preparation process two years early in order to provide an
opportunity for greater access to domestic energy resources in a shorter time frame. Included
in this document is information about OCS alternative energy leasing and development, an
authority given to the Department by the Energy Policy Act of 2005, although this
information is not part of the Section 18 process. Part II provides an overview of the
Alternative Energy Program. Also included in Part IV is more area-specific alternative
energy program information in conjunction with the discussion about that particular planning
area and the oil and gas options considered and chosen for the DPP decision.

Before the new 5-Year Program may be approved and implemented, MMS must accept and
consider comments on the draft proposed program, issue for public review and comment a
proposed program and draft Environmental Impact Statement (EIS), and issue a proposed
final program and final EIS. The 5-year preparation process is described in part III.

Section 18 of the Act requires that the 5-year schedule of lease sales be based upon a
comparative analysis of the oil and gas-bearing regions of the OCS. Purely for administrative
planning purposes, MMS has created 26 planning areas. Maps 1 and 2 in part [V show the
planning areas, including those currently under restrictions.

In developing the draft proposed program for 2010-2015, MMS analyzed and considered
leasing in all 26 planning areas of the OCS. The Secretary has decided to include all or
portions of 12 planning areas in the DPP. This proposal includes a portion of the Central Gulf
of Mexico Planning Area off the coast of Alabama and part of the Eastern Gulf of Mexico
Planning Area, which are currently withdrawn from leasing consideration to 2022 under the
Gulf of Mexico Energy Security Act of 2006 (GOMESA). While these areas may continue to
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Map 10: Central Gulf of Mexico Program Area
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EASTERN GULF OF MEXICO

Background. Under the newly defined administrative boundaries for the Eastern Planning
Area under the Draft Proposed Program for 2007-2012 (February 2006), the number of blocks
in this planning area decreased from 13,457 to 11,486. The latest sale held since this area was
redefined was Sale 224 which resulted in leases being awarded on 36 blocks with bonuses
totaling $64.7 million. There are a total of 122 active leases in this newly configured area.

As this area was configured in the past, there have been 12 sales held and there have been 40
wells drilled with significant discoveries of natural gas. The majority of this planning area is
unavailable for leasing consideration to 2022 under GOMESA. Therefore, these acres will not
be offered unless GOMESA is modified. As in the past, we will continue to coordinate with
the Department of Defense under the Memorandum of Agreement.

Key Comparative Results. This area, as reconfigured, has an estimated NSV range of about
$50.1 to 215.9 billion, depending on the price scenario, ranking it 4™ or 3rd of the 16 planning
areas with some economic value. It is ranked 2nd for relative environmental sensitivity and
6" for primary productivity. Five companies that expressed interest in this area in response to
the August 2008 Request for Comments.

Selected Comments. The Governor of Florida related his interest in working with DOI on
OCS matters. He stated that he is “comfortable discussing OCS development as long as it is
far enough, safe enough and clean enough off Florida’s coast.” If not, Florida will continue to
oppose oil and gas drilling. Monroe County, Florida, sent a resolution in support of
protection for the coast of Florida, particularly the southern Gulf coast and the Keys. All
environmental groups expressed opposition to lifting the restrictions in any areas or any action
allowing Eastern Gulf development. A majority of the business/organization commenters
supported expanded access to domestic resources. Five companies expressed interest in this
area. Approximately 63 percent of the citizen comments from Florida supported starting a
new program

Alternative Energy. The MMS received no nominations for leasing in the Eastern Gulf of
Mexico Planning Area under the interim policy and is not aware of any specific plans or
proposals to develop OCS alternative energy resources in this area at this time. Therefore, it
appears unlikely that commercial leasing will proceed during the 2010-2015 time frame.

Options

(1) Three sales in 2010, 2011, and 2013, offering all unleased blocks not covered by
leasing restrictions with a 75-mile no permanent surface structures buffer for a
portion of the planning area, as shown on Map 11. No leases will be offered
eastward of that zone. The area is configured to preliminarily address military
multiple-use issues. Dialogue with DOD will continue throughout the presale
process.

(2) Three sales in 2010, 2011, and 2013, offering all unleased blocks not covered by leasing
restrictions.

(3) Three sales in 2010, 2011, and 2013, offering all unleased blocks not covered by leasing
restrictions with a 25-mile no leasing buffer.
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(4) Three sales in 2010, 2011, and 2013, offering all unleased blocks not covered by leasing
restrictions with a 15-mile no leasing buffer and a 15- to 25-mile no permanent surface
structures buffer.

(5) Three sales in 2010, 2011, and 2013, offering all unleased blocks not covered by leasing
restrictions with a 15-mile no leasing zone and a 15- to 25-mile no permanent surface
structures buffer along the westernmost portion of the planning area and a 75-mile no
permanent surface structures buffer for a portion of the planning area, as in Option 1.

(6) Three sales in 2010, 2011, and 2013, offering all unleased blocks not covered by leasing
restrictions with a 25-mile no leasing zone along the westernmost portion of the planning
area with access via directional drilling and a 75-mile no permanent surface structures
buffer for a portion of the planning area, as in Option 1.

(7) No sale.

(8) Other.
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ATLANTIC REGION

There are four planning areas that make up the Atlantic Region—North Atlantic, Mid-
Atlantic, South Atlantic, and Straits of Florida. Leasing options are being considered in all
areas but the Straits of Florida.

NORTH ATLANTIC PLANNING AREA

Background. One sale was held in 1979. There were eight exploratory wells drilled with no
commercial discoveries. There are no existing leases. The area was under annual
congressional restrictions from FY 1984 through 2008 and under presidential withdrawal
from 1990 through July 18, 2008.

Key Comparative Results. This area has an estimated NSV range of about $21.1 to 101.3
billion, depending on the price scenario, ranking it 7" or 6" of the 16 planning areas with
some economic value. It is ranked 12" for relative environmental sensitivity and 12" for
primary productivity. Five companies expressed interest in this area in response to the August
2008 Request for Comments.

Selected Comments. The Governor of Maine suggests that Maine does not have appreciable
commercially recoverable oil or natural gas reserves; wind energy is of interest in the Gulf of
Maine; potential safeguards for natural resources and related uses need to be evaluated;
Maine's coastal program must be considered; and all actions must be consistent with that
program. The statement concludes that MMS action is not appropriate in the North Atlantic.
The State of Connecticut supports continued moratoria and finds no justification for
development in the North or Mid-Atlantic Planning Areas. The Governor of New Jersey
expresses his continued opposition to any weakening of the [then] current moratoria. He
encourages the Federal Government to look to an energy policy that is comprehensive,
forward-thinking, and less dependent on drilling and oil. Environmental groups opposed
lifting the former moratoria in any area. Many non-energy businesses/organizations support
more access to domestic resources. Five companies expressed interest. The citizen comments
from the North Atlantic States were about 70 percent opposed to starting a new program.

Alternative Energy. The MMS is nearing completion of the review of the Cape Wind project
proposed in Nantucket Sound on the OCS off Massachusetts. The planned capacity for this
wind power facility is approximately 500 megawatts. The MMS anticipates issuing a final
EIS on this project in January of 2009, and a record of decision later in 2009. If the decision
is favorable, MMS may issue a commercial lease noncompetitively later in 2009.

In April 2006, a panel established by the State of New Jersey to look into offshore wind
development issued a report calling for the New Jersey Board of Public Utilities (BPU) to
proceed with an offshore wind project to obtain practical knowledge of benefits and impacts
resulting from offshore wind turbine facilities. The BPU issued a solicitation for proposals to
develop a capacity of 350 megawatts of wind power on the OCS and offered a grant of $19
million. In October 2008, the State selected Garden State Offshore Energy LLC (GSOE) as
the winner of the grant solicitation. New Jersey is currently in negotiations with GSOE for a
project to come on line in 2013. Therefore, MMS plans to offer a commercial OCS wind
energy lease as early as 2011, after completing the necessary competitive or noncompetitive
leasing process and accompanying reviews, such as those required by the National
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Environmental Policy Act (NEPA) and the Coastal Zone Management Act (CZMA).
Recently the State initiated a program to encourage additional limited leasing relating to OCS
wind resources that could accelerate additional commercial development. The North Atlantic
Map shows the areas off New Jersey proposed for wind energy activity.

In September 2008, Deepwater Wind LLC was chosen as the developer to construct a wind
energy project off the shores of Rhode Island. It is anticipated that the project will provide 1.3
million megawatt hours per year of renewable energy. The exact location of the wind project
will be determined from the results of the Special Area Management Plan (SAMP) permitting
process led by the Rhode Island Coastal Resources Management Council in partnership with
the University of Rhode Island’s Graduate School of Oceanography.

Additional tentative areas of interest, identified through interim policy processes or
discussions with MMS, include locations relating to wind resources off Massachusetts, Rhode
Island, and Long Island, New York, and a single location relating to tidal current resources off
Cape Cod National Seashore in Massachusetts. None of these areas has been chosen for
limited lease issuance by MMS. The interest off Long Island also is reflected in the
suspended Long Island Offshore Wind Project and in a new 10-year plan being developed by
the New York Power authority that may include a wind development of significant size.
However, planning with respect to alternative energy development in all of these areas is
tentative at this time, and it is uncertain whether commercial leasing will proceed during the
2010-2015 time frame.

Options

(1) One sale in 2013 in the entire planning area as shown on Map 12.
(2) One sale in 2013 with 25-mile no leasing buffer.

(3) One sale in 2013 with 15-mile no permanent surface structures buffer.

(4) One sale in 2013 with 15-mile no leasing zone and 15- to 25-mile no permanent surface
structures buffer or a no surface structures with access via directional drilling.

(5) No sale.
(6) Other.
MID-ATLANTIC

Background. There have been five sales held between 1976 and 1983. There have been 32
exploratory wells drilled with no commercial discoveries. There are no existing leases. The
area was subject to presidential withdrawal from June 1998 to July 2008 and to annual
congressional restrictions from FY 1990 through FY 2008. A special interest sale for an area
offshore Virginia is scheduled for 2011 in the current program. A Request for Information
was published on November 13, 2008. The comment period closed on December 29, 2008.

Key Comparative Results. This area has an estimated NSV range of about $14.4 to 72.98
billion, depending on the price scenario, ranking it 9™ to 10™ of the 16 planning areas with
some value. It is in the ranked 4™ for relative environmental sensitivity and 2" for primary
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productivity. Five companies expressed interest in this area in response to the August 2008
Request for Comments.

Selected Comments. The Governor of Delaware reiterated the State’s support for a
comprehensive inventory of traditional OCS mineral resources and expressed the importance
of alternative energy resources. The Governor of Virginia supports federal efforts to
determine the extent of Virginia’s offshore natural gas resources. He restated the
Commonwealth’s legislative policy that no activity should occur within 50 miles of the
shoreline, offshore waters of all Atlantic states should be considered at the same time, and that
activity should be limited to exploration only and natural gas only. The State of North
Carolina provided the text of a letter from the Governor calling on Congress to empower
North Carolina and other States to acquire OCS lease permits, without federal fees, and to
allow state control over these reserves as the Nation transitions to alternative fuels. The
Governor of Georgia expressed interest in offshore development. Eight Virginia
Congressional members agreed with MMS initiating a new program, but opposed the use of
the current administrative boundaries and other concerns in future planning. The citizen
comments from the Mid-Atlantic States were about 70 percent in support of starting a new
program.

Alternative Energy. A wind energy development project has been proposed with the support
of the State of Delaware. The developer, Bluewater Wind, LLC, has entered into a power
purchase agreement with the local utility, Delmarva Power, calling for construction of an
OCS wind power facility with a 450-megawatt capacity. Under this contract the developer
needs to obtain the permits for construction and operation of the project by August 2012. The
MMS plans to offer a wind energy lease by that date after completing the necessary
competitive or noncompetitive leasing process and accompanying reviews, such as those
required by NEPA and CZMA. The Mid-Atlantic map shows the proposed wind lease area.

Additional tentative areas of interest, identified through interim policy processes or
discussions with MMS, include locations off Maryland, Virginia, and North Carolina.
Planning with respect to alternative energy development in these areas is tentative at this time,
and it is uncertain whether leasing will proceed during the 2010-2015 time frame.

Options

1) Three sales—two sales in the entire planning area in 2012 and 2015, and Sale 220 off
Virginia in 2011, as shown on Map 13.

(2) Three sales in 2011, 2012, and 2015 in the entire planning area.
(A) With a 15-mile with no permanent surface structures buffer
(B) With a 15-mile no leasing zone and a 15- to 25-mile no surface structures zone with
access via directional drilling
(C) Sale 220 off Virginia in 2011 with 50-mile no leasing buffer.*
(3) Three sales with 25-mile no leasing buffer.

(4) No sale.

(5) Other.
63



*The Department intends to continue to be responsive to the Commonwealth of Virginia’s
request for a 50-mile buffer; hence, we may defer the 50-mile buffer in subsequent steps in
the 5-year process or during the individual sale process, if the Commonwealth continues with
that position.

SOUTH ATLANTIC

Background. Four sales have been held between 1978 and 1983. There were six exploratory
wells drilled with no commercial discoveries. There are no existing leases. The area was
subject to presidential withdrawal from 1998 to July 2008 and to annual congressional
restrictions from FY 1990 through FY 2008.

Key Comparative Results. This area has an estimated NSV range of $4.4 to 21.9 billion,
depending on the price scenario, ranking it 13" of the 16 planning areas with some economic
value. It is ranked 1* for relative environmental sensitivity and 1* for primary productivity.
Five companies expressed interest in the area in response to the August 2008 Request for
Comments.

Selected Comments. The Governor of Georgia supports environmentally sound efforts to
increase the domestic oil and gas reserves of the United States. Numerous environmental
groups opposed any consideration of leasing in areas then withdrawn and one specifically
asked that sales be excluded in the South Atlantic. Most businesses/ organizations supported
opening the Atlantic OCS to consideration of leasing. Some specifically mentioned the South
Atlantic. Five companies expressed interest. Approximately 86 percent of the citizen
comments from South Carolina and Georgia Atlantic supported starting a new program.
Approximately 63 percent of the citizen comments from Florida supported starting a new
program, although most were focused on the Eastern Gulf of Mexico and few mentioned the
Atlantic coast of Florida.

Alternative Energy. An area off Georgia was nominated under the interim policy for leasing
relating to wind power by Southern Company and was chosen by MMS for limited lease
issuance. Areas off South Carolina also were nominated relating to wind resources and have
not been chosen for limited lease issuance. Planning with respect to alternative energy
development in both of these areas is tentative at this time, and it is uncertain whether
commercial leasing will proceed during the 2010-2015 time frame.

Options

(1) One sale in 2014 in the entire planning area, as shown on Map 14. .

(2) One sale in 2014 with 25-mile no leasing buffer.

(3) One sale in 2014 with 15-mile no permanent surface structures buffer.

(4) One sale in 2014 with 15-mile no leasing zone and 15- to 25-mile no permanent surface
structures buffer or a no surface structures with access via directional drilling.

(5) No sale.

(6) Other
64
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STRAITS OF FLORIDA

Background. One sale was held in 1959. There were three exploratory wells drilled with no
commercial discoveries. There are no existing leases and the area has not been included in a
5-year program since 1987-1992. It is not and has not been under any congressional or
presidential restrictions on activity.

Key Comparative Results. This area has an estimated NSV range from zero to $85.0 billion,
depending on the price scenario, 16" of the 16 (}i)lanning areas with some economic value at
any of the price-scenario levels. It is ranked 3™ for relative environmental sensitivity and 25"
for primary productivity. There was no industry interest expressed in response to the August
2008 Request for Comments.

Selected Comments. All environmental groups are interpreted as requesting that this area be
excluded from leasing. Approximately 63 percent of the citizen comments from Florida
supported starting a new program, although most were focused on the Eastern Gulf of Mexico
and few mentioned the Straits of Florida.

Alternative Energy. Several areas along the southeast coast of were nominated for leasing
relating to current power under the interim policy. The MMS chose four locations to proceed
with limited lease issuance. Experts believe these locations are within one of the prime areas
for potential current power development due to the large volume and steady flow of the Gulf
Stream current. While the current power industry is perhaps the most embryonic of the
offshore renewables, multiple developers, utilities and academic institutions have expressed
interest in the resource potential off the Florida coast and initiating technology testing of
prototype turbines. For example, the Florida Atlantic University’s Center for Ocean Energy
Technology is pursuing partnerships to establish a South Florida Testing Facility range for
research, design, development, implementation, testing, and commercialization of offshore
current power generation. However, planning with respect to alternative energy development
in this area is tentative at this time, and it is uncertain whether leasing for commercial
development will proceed during the 2010-2015 time frame.

Options
(1) No sale.

(2) Other.
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B.  Fair Market Value Options

This part discusses the bidding systems used in OCS auctions and the processes used to assure
that OCS leases are not awarded for less than fair market value. The discussion includes an
overview of the post-sale OCS bid adequacy process. Part IV.D discusses in greater detail the
post-sale measures taken to assure the receipt of fair market value for OCS leases as required
by Section 18(a)(4) of the Act.

Bidding Systems

The Outer Continental Shelf Lands Act (OCSLA) grants the Secretary the authority to issue
leases on the OCS. Section 18(a)(4) of the OCSLA states that “Leasing activities shall be
conducted to assure receipt of fair market value for the lands leased and the rights conveyed
by the Federal Government.” Lessees pay bonuses, rentals, and royalties reflecting the value
of the rights to explore and potentially develop and produce OCS oil and gas resources.

The competitive bidding systems available in OCSLA and in the 30 CFR § 260.110
regulations provide for variations of the cash bonus /royalty rate approaches. The MMS has
chosen to use the cash bonus bidding system subject to a fixed royalty rate since 1983.
Congress passed the amended Act in 1978, instructing Interior to experiment with alternative
bidding systems for leasing offshore oil blocks. The goal was to encourage participation from
small companies by reducing up-front costs associated with the traditional “bonus bid”
system. Interior used four alternative bidding systems from 1978 through 1982 and found the
alternatives unsatisfactory because, among other things, they reduced participation by small
companies, were significantly more complex to administer and often were not beneficial to
the taxpayer.

Beginning in 1983, MMS modified its procedure of determining which blocks to offer for
leasing by replacing the tract selection process with areawide leasing. In recent years
concerns have been raised by the State of Louisiana about several aspects of the areawide
leasing procedure, including that the format might reduce government revenue from OCS oil
and gas leases.

Areawide Leasing

The State of Louisiana has questioned the benefits of areawide leasing and commented on the
potential benefits of using alternative leasing schemes in several letters to the MMS in 2006,
2007, and 2008. In late 2007, MMS awarded a contract for a detailed analysis of alternative
and modified leasing approaches that may better serve to further the multiple goals of the
OCS Lands Act. Elements of the policies to be examined include: setting limited sale size by
tract nomination or selection approaches; reconfiguring sales in the Central and Western
GOM planning areas; altering the frequency of sales; raising royalty rates or applying royalty
rate functions; and changing the auction bidding variable or royalty payment scheme. The
study is expected to take about 2 years to complete. In addition, it is likely that MMS will
spend another year on internal review, evaluation, and decision making prior to any transition
to a new or modified leasing system.
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Prior to areawide leasing, MMS employed a pre-sale tract evaluation process. However, this
process is less feasible when offering a large number of tracts and absent information about
which tracts will receive bids. Thus, the current post-sale tract evaluation process has
important efficiencies and fair market value properties because it allows MMS to focus only
on blocks that receive bids. It also permits more detailed mapping and analysis of the most
recently obtained and analyzed geological data needed to make informed bid acceptance or
rejection decisions, thus helping to assure receipt of fair market value.

In the process of considering alternative leasing approaches and fiscal systems that may
enhance government take and assure receipt of fair market value, MMS must be cognizant of
the effects any policy changes might have on the achievement of other statutory goals of the
Federal OCS Program. Among these are expeditious and orderly development and
maintaining a diverse and competitive industry. Areawide leasing allows smaller independent
companies to expeditiously acquire, explore and produce low-resource, low-risk fields, while
providing larger companies an incentive to pursue technological development in deep water.
Areawide leasing also encourages innovative exploration strategies and is consistent with
maintaining financially sound geophysical contracting and processing industries.

We expect the forthcoming contract analysis of alternatives to areawide leasing to address
such possible consequences. Therefore, pending completion of that analysis, MMS considers
it is appropriate to continue the current areawide approach under the Draft Proposed 5-Year
Program. If MMS subsequently determines that some alternative approach to leasing policy
is preferable, then the 5-Year Program could be adjusted accordingly after it is implemented.

Diligence

A block’s high bid is considered in light of MMS fair market value requirements. If a high
bonus bid does not satisfy any of the required conditions, the offer is rejected and the OCS
block is reoffered at the next scheduled OCS lease sale. If the high bonus bid is accepted, the
working interest is conveyed to the lessee for a limited period called the initial term. It is
important to note that the fair market value at the time of lease award is not based on the value
of the oil and gas eventually discovered or produced; instead it is related to the value of the
right to explore and, if there is a discovery, to develop and produce hydrocarbons. This value
is therefore based on the expected, not actual, activities and results that are anticipated to
occur after the sale. Moreover, this value depends upon the conditions imposed on lessees by
MMS, such as diligence requirements, which may restrict lessee flexibility in certain timing
milestones and hence have a negative effect on expected as well possible actual tract value.

During the initial term of a lease and before the lease goes into production (in other words,
during the time the lessor is not receiving any benefit from its retained royalty interest), the
lessee pays annual rentals. In recent sales, MMS has imposed rentals that escalate over time
to encourage faster exploration and development of leases. The government also reserves a
royalty interest, which is a cost-free share of the production if the lease is determined to hold
economically recoverable hydrocarbons and enters production. Royalty rates can have a
significant impact on bidder interest and are a key parameter in the calculation of FMV for a
block. All of the obligations (bonus payments, rentals and royalties) reflect the value of the
lessor’s (i.e., the Federal government’s) property interest in the leased minerals and are fiscal
components of fair market value.
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Fiscal Lease Terms

The options considered for the Draft Proposed Program, subject to sale-by-sale
reconsideration, are to maintain the current minimum bid levels, rental and royalty rates or to
establish alternative minimum bid levels, rental, and/or royalty rates.

In the Gulf of Mexico (GOM), the current minimum bid levels are $25 per acre in water
depths of less than 400 meters and $37.50 per acre in water depths of 400 meters or greater.
On the Alaska OCS, recent minimum bid levels differ by planning area and are $25 per
hectare (about $10 per acre) in the Chukchi Sea, Cook Inlet and in Zone B of the Beaufort
Sea, and $37.50 per hectare (about $15 per acre) in Zone A of the Beaufort Sea. Annual
rental rates for the most recently announced GOM sale range from $7 to $16 per acre. Alaska
rental rates range from $2.50 to $30.00 a hectare which is about $1.00 to $12.00 per acre. The
OCS production fixed royalty rate is 18.75 percent for recent GOM sales and 12.5 percent for
Alaska sales.

The MMS has incrementally adjusted lease fiscal terms in recent sales in response to
emerging market conditions. In particular, the royalty rate has been raised twice for GOM
leases in recent years as oil and gas prices have risen substantially above the range that
prevailed for years. Also, escalating rentals have been implemented for leases in the GOM
and in Alaska for the Beaufort Sea and Chukchi planning areas. Based on the results of recent
GOM and Alaska sales, these combinations of fiscal changes have not impeded competition
for leases.

To continue assurance of fair market value, MMS periodically evaluates fiscal terms as they
relate to market conditions, competition, and the prospective nature of available Federal OCS
acreage. Fair market value for the public’s OCS resources is also determined through diligent
monitoring of exploratory results and, when necessary, fiscal term adjustments are made in
the notice for lease sale for newly issued leases.

Bid Adequacy Options

All bids for OCS blocks in oil and gas lease sales must satisfy the MMS’s fair market value
requirements. The bid adequacy process in use since 1983 evaluates high bids in two phases.
The first phase of the bid evaluation process assesses bid adequacy and relative tract value by
applying long-standing rules and procedures which draw upon the number of bids received on
the tract, the distribution of those bids as well as the ranking of high bids across tracts, and an
independent MMS assessment of the tract’s geologic and economic viability. If not accepted
during this first phase, the tract’s high bid is evaluated using detailed analytical assessment
procedures. The outputs of these procedures, in conjunction with the distribution of bids on
tracts receiving multiple bids, is a set of tract-specific values that are used to determine that
tract’s ultimate reservation price. This reservation price must be no lower than the minimum
bid level used for all tracts within a comparable water depth range. If the high bid does not
exceed the MMS reservation price, the lease is not awarded and the block is reoffered at the
next lease sale in that planning area. Thus, under its bid adequacy procedures, MMS reviews
all high bids received and evaluates all blocks using either tract-specific bidding factors or

detailed tract-specific analytical factors to ensure that fair market value is received for each
OCS lease issued.
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Selected Comments. There were no comments related to fair market value or OCS auction

bidding systems among the responses to the Request for Comments published on August 8,

2008.

Further discussion of fair market value and the bid adequacy process is found in part V.D.

Options

Fiscal Lease Terms

(1) Set minimum bid levels, rental rates, and royalty rates using the parameters in place
for recent sales under the 2007-2012 program, subject to sale-by-sale

reconsideration.

(2) Set minimum bid levels, rental rates, and royalty rates using different parameters, subject
to sale-by-sale reconsideration.

(3) Other.
Bid Adequacy Review

(1) Continue use of the current, two-phased bid adequacy process, subject to revision as
appropriate.

(2) Other.
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V.  DRAFT PROPOSED PROGRAM ANALYSIS

Part V presents the analyses required by Section 18 of the Act. For the Draft Proposed
Program, these analyses focus on the relative value, sensitivity, productivity, and other
aspects of the 26 OCS planning areas, with no presuppositions about the size, timing, and
location decisions to follow. After Draft Proposed Program decisions—the initial decisions in
the 5-year program development process—the equivalent analyses focus on the anticipated
results of the decisions and the various decision options to be offered the Proposed and
Proposed Final Programs.

A. Analysis of Energy Needs

Introduction

Energy plays a central role in the operation of the U.S. economy and energy spending is
commensurately large. In recent years, American consumers have spent well over a trillion
dollars a year, more than 8 percent of the gross domestic product, on energy. As noted in its
report “Facing the Hard Truths about Energy” (2007 (updated September 17, 2008), the
National Petroleum Council recognizes the U.S. as the largest participant in the global energy
system as the largest consumer, second largest producer of coal and natural gas, and the
largest importer and third largest producer of oil. Growing demand for energy in other
countries, especially India and China, means competition for limited energy sources will
become more intense and longer term prices for imported energy likely will increase.

Section 18 requires the Secretary to formulate an OCS leasing program to “best meet national
energy needs for the five-year period following its approval or reapproval” [18(a)]. In
formulating the program, the Secretary must consider “the location of such [OCS] regions
with respect to, and the relative needs of, regional and national energy markets” [18(a)(2)(C)].
The long lead times that are involved in OCS oil and gas leasing and permitting of
exploration, development, and production activities, along with the extended life of oil and
gas projects, actually dictate that the analysis of energy needs look at projections for a period
of time in the future that is much longer than 5 years.

The following sections discuss national and regional energy needs, considering a large,
continuing gap between domestic production and consumption, increased concern over the
growing amount of U.S. dollars sent overseas, likely supply contributions of OCS production
and other sources of energy, and a new opportunity to consider making available some of the
oil and gas resources in OCS planning areas beyond the Central and Western Gulf of Mexico
and the Alaska OCS.

Forecast National Energy Needs

Expected high and volatile energy prices and continued dependence on foreign energy,
especially for crude oil, raise important energy policy issues about energy supply options and
their effects on the economy and the environment.

Petroleum and natural gas currently supply almost 65 percent of the Nation’s energy needs.
Furthermore, the Energy Information Administration (EIA) forecasts that the Nation is poised
to become even more dependent on oil and natural gas over the next two decades. The EIA’s

71



projections, shown in Table 1 below, indicate that while the share of energy obtained from
other sources is likely to increase, the actual amount of oil and gas needed to meet the
Nation’s energy needs is expected to remain steady through 2030. The Nation will continue to
rely heavily on oil and natural gas to meet its energy needs, even as alternative sources of
energy supply an increasing share of our energy.

Table 1: Energy Consumption (quadrillion British thermal units (Btu))

2005 2010 2015 2020 2025 2030

Liquid Fuels and Other 4047 4046 4180 4224 4278 43.99
Petrolenm 10.4% 40.7% 40.4% 39.4% 37.4%  37.3%
22.65 2393 2435 2401 2366 2339

Natural Gas 22.6% 23.2% 22.8% 21.7% 20.7%  18.9%
3696 3895  4L11 4444 4810  50.63

Other 36.9% 37.9% 383% 40.1% 42.0%  42.9%
Total 100.08 10334 107.26 11085 11454 118.01

Source: EIA Annual Energy Outlook 2008 (Reference Case) p.119

Domestic energy security and independence have become key topics in the national energy
debate due to the changing international political climate, increased competition for resources,
energy supply instability, and price volatility. Because oil and natural gas will remain crucial
to meeting national energy needs, the Nation must also rely more heavily on Federal lands to
supply the needed resources. Estimates of remaining U.S. technically recoverable oil and gas
resources from the U.S. Geological Survey (onshore and State offshore) and the MMS
(Federal offshore) indicate that the majority of the Nation’s remaining resources lie on
Federal lands. Therefore, there is a clear need for a continued high level of leasing activity for
oil and gas in the Gulf of Mexico, the primary OCS region currently available for energy
production and development activities. Production from previously restricted areas would
help meet this continued need and would add to the diversity of supply, cushioning the effects
of hurricanes and other disruptive forces on the Gulf of Mexico production as well as refining
and processing operations. However, it will require many years of preparatory work to begin
production in some areas without existing infrastructure, such as the Atlantic, and it will take
even longer for those areas to reach full production.
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Table 2: U.S. Crude Oil Production (Millions of Barrels/Day)

2005 2010 2015 2020 2025 2030

1.41 2.14 2.38 2.25 2.08 1.92
Gulf of Mexico  25.16%  36.09%  38.64%  36.12%  34.44%  34.35%

3.78 3.79 3.78 3.98 3.96 3.67
Other 74.84%  63.91%  61.36%  63.88%  65.56%  065.65%
Total 5.19 593 6.16 6.23 6.04 5.59

Source: EIA Annual Energy Outlook 2008 (Reference Case), Table A14

Table 2 summarizes EIA’s forecast of U.S. crude oil production from 2005 to 2030'. It shows
projected Gulf of Mexico crude production increasing from 1.41 million barrels per day in
2005 to 2.38 million barrels per day by 2015, or by between 5 and 6 percent annually. Then it
will decline at an annual rate of between 1 and 2 percent through 2030. From a national
energy and economic security standpoint’, the Gulf’s production takes on even greater
importance as the U.S. tries to maintain domestic oil supplies as a hedge against the huge
quantity of both crude oil and refined products imported from abroad, often from unstable
and/or hostile governments. While EIA projections show an increase in imports of
approximately 1 percent per year between 2010 and 2030, despite a slight increase in
domestic production over current levels®, imports would still supply more than half of the oil
consumed in the U.S.

" The EIA projections assume that all laws and regulations remain in place, i.e., EIA does not try to anticipate
which legal and regulatory proposals will eventually be adopted. At the time of the AEO 2008, leasing
restrictions were in place for the entire Atlantic and Pacific OCS. Those restrictions have since been removed.
*While oil prices are set on the world market, making it difficult to insulate the Nation’s economy from price
changes, maintaining secure supplies of petroleum can help avoid temporary supply disruptions (or threats
thereof), and consuming domestic supplies limits the amount of dollars sent overseas, reducing the balance of
payments deficit.

> AEO 2008, Table A 11 (Actual oil import projections are 9.60 million barrels per day in 2010 and 11.03 in
2030. Domestic oil production increases from 5.10 to 5.59 million barrels per day from 2006, the most recent
year for which actual production figures are available, to 2030.)
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Table 3: U.S. Natural Gas Production (Trillions of Cubic Feet/Year)

2005 2010 2015 2020 2025 2030

3.37 3.61 4.32 4.31 3.86 3.47
Gulf of Mexico 18.65%  18.71%  22.13%  21.92%  19.69% 17.85%

14.70 15.68 15.20 15.36 15.74 15.97
Other 81.35%  81.29%  77.87%  78.08%  80.31%  82.15%

Total 18.07 19.29 19.52 19.67 19.60 19.43

Source: EIA Annual Energy Outlook 2008 (Reference Case), Table 14

Note: Totals may not sum to column totals due to independent rounding.

Table 3 summarizes EIA’s forecast of U.S. natural gas production from 2005 to 2030. It
shows projected Gulf of Mexico gas production increasing to 4.3 trillion cubic feet in 2015
then decreasing through 2030 at a rate of approximately 1.45 percent per year. While the
Gulf is projected to produce smaller percentages of the Nation’s natural gas requirements in
the next two decades, with growing production coming from other supply regions, it is needed
as an important and stable source of natural gas.

The Annual Energy Outlook (AEO) 2008 forecasts increases in domestic energy production
and in energy imports and energy consumption over the next 20 years. It predicts a smaller
gap between domestic production and consumption as compared to previous EIA forecasts.
The AEO 2008 also shows a slowing in the rate of energy imports, as these imports decline
from 34.7 percent to 31.5 percent of total consumption. The slowing demand for energy
imports can be attributed to an increase in the domestic production of biofuels and a decreased
demand for transportation fuels due to new CAFE standards.

The growth rate for the U.S. economy projected in AEO 2008 is 2.4 percent of gross domestic
product (GDP). Although the ratio of energy expenditures to GDP generally falls over time
from 8.6 percent in 2006 to 5.6 percent in 2030, volatile prices and uncertain supplies could
contribute to tight petroleum and natural gas supplies which could lead to the ratio creeping
back up. Volatile prices are expected to continue, with world crude oil price projections for
2030 ranging from $42.35 to $118.65. Despite volatile prices, world oil demand is projected
to increase as a result of strong demand in developing economies once the current economic
crisis eases. Some forecasts anticipate stronger international demand relative to supply,
resulting in higher prices than shown in EIA’s 2008 projections.

Petroleum demand is projected to grow from 20.8 million barrels per day in 2004 to 21.57
million barrels per day in 2025, led by growth in the transportation sector, which is projected
to increase from about 70 percent of U.S. petroleum consumption to more than three-fourths
of U.S. petroleum consumption in 2030 and is 97 percent reliant on liquid fuels. The growth
rate in petroleum demand is lower than in previous forecasts, due to much higher prices than
expected over the last year or two. If prices continue to decline or fluctuate at lower levels,
consumption growth projections could be too low. U.S. crude oil production is projected to
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increase from 5.10 million barrels per day in 2006 to 5.59 million barrels per day in 2030.
Projected production is higher in the later years of the forecast when projected prices are
higher. Projected increases in domestic refinery gains, ethanol and biodiesel, and liquids from
gas, coal, and biodiesel contribute to the overall gain in liquid fuels production by 2030.

U.S. natural gas production is projected to increase from 18.07 trillion cubic feet in 2005 to
19.98 trillion cubic feet in 2022 before beginning a slow decline to 19.43 in 2030. The
estimate of 19.60 trillion cubic feet in 2025 is much lower than the AEO 2004 estimate, which
was 24.0 trillion cubic feet of domestic natural gas production in 2025. These estimates
include Alaska natural gas, assumed to begin flowing through a new pipeline to be completed
by 2020. Net pipeline imports of natural gas, primarily from Canada, are projected to decline
from 3.71 trillion cubic feet in 2005 to about 1.68 trillion cubic feet in 2030, due to reserve
depletion effects and growing domestic demand in Canada. Net imports of liquefied natural
gas are expected to increase to 2.84 trillion cubic feet by 2030, although year-to-year
availability in the U.S. may vary significantly if growth in world demand outpaces growth in
supply, with the possible result that higher gas prices elsewhere will draw available supply
away from the U.S.

Meeting Energy Needs
Contribution of OCS Oil and Gas

The OCS leasing and development program will continue to play a very important role in
meeting our Nation’s energy needs as the Presidential ban on federal offshore drilling has
been lifted and Congressional moratoria on leasing off the Atlantic and Pacific coasts have
expired.

Natural gas from the OCS supplies about 14 percent of our domestic gas production.
Offshore oil also accounts for about 27 percent of our domestic oil production. According to
AE0 2008, net petroleum imports met 66 percent of demand in 2005 and because of
increasing demand, are expected to increase by approximately one million barrels per day
even as the share of imports declines to 57 percent of demand in 2030. Even without major
year-to-year increases in petroleum imports, the contribution of these imports to the U.S.
balance of payments deficit has increased tremendously. Applying the EIA estimates of daily
petroleum imports to its high price scenario would yield an estimated net export of one-half
trillion dollars per year from the U.S. to other countries. If the International Energy Agency
numbers were to apply, the U.S. would be sending fully one trillion dollars abroad each year
by 2030 to pay for crude oil and natural gas imports.”

Although the decline in the U.S. balance of trade was largely due to increased world oil
prices, the contribution of the trade deficit to a weakening dollar was also a factor, given that
oil prices are denominated in dollars.” As the following chart indicates, oil prices have risen
more rapidly in U.S. dollars than in Euros.

* World Energy Outlook 2008, Tables 1.4, 4.1, and 4.2 and Figure 3.10, International Energy Agency, Paris,
2008.

> As the dollar weakened, oil became relatively more expensive to U.S. consumers than to those with stronger
currencies, resulting in less pressure to reduce demand abroad and greater pressure on available world supply
than there otherwise would have been. This was another factor contributing to increased overall world prices.
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Chart 1: International Crude Oil Prices
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Source: Based on EIA data found at http://tonto.eia.doe.gov/dnav/pet/hist/rwtcm.htm and
exchange rate data from Econstats, available at http://www.econstats.com/fx/fx_am1.htm.
Not only did world oil prices in general increase rapidly through the summer of 2008, but the
declining value of the dollar exerted additional upward pressure on U.S. import costs. The
dollar amount spent on oil imports by August of 2008 surpassed the amount spent in all of
2007. Production of oil and gas from the OCS directly reduces the amount of oil that must be
imported from abroad, much of it from politically unstable regions, thereby lessening the
threat to the U.S. economy posed by supply disruptions and higher prices.

Natural gas is a clean burning, environmentally preferred source of energy for electricity
generation, and demand has risen significantly over the last decade, as new gas-fired
generation plants have been built and put into service. This increase in demand, as well as
growing residential demand, has raised concerns that the volumes of natural gas available
from traditional sources—involving both domestic production and imports from Canada and
Mexico—will have to increase dramatically to maintain adequate supplies in the future. In
addition, the nation’s reliance on imported liquefied natural gas (LNG) to meet the demand
for natural gas raises further concerns.

According to the EIA, “the United States received 99.8 percent of its pipeline-imported
natural gas from Canada with the remainder from Mexico.”® As stated in the decision
documents for the Proposed Final Program for 2007-2012, the MMS report entitled, Future
Natural Gas Supply From the OCS: An Assessment of the Role of the OCS as Supplier of the
Nation’s Future Energy Needs (April 2000), concluded that in 2020 Mexico will not be more
than a minor supplier and Canada’s ability to export at the rate projected by EIA will depend
heavily on future gas discovery and development on its eastern seaboard. However, since
2000, both the production and the net exports of Canadian natural gas to the US essentially
have been flat. In addition, for the past several years, production of natural gas in Canada has
outpaced replenishment of reserves. At current production levels, the Canadian production to

8 http://www.eia.doe.gov/pub/oil_gas/natural_gas/analysis_publications/ngpipeline/impex.html
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reserves ratio is only 9 years.” According to the Ziff Energy Group, Canadian exports to the
US could decline from 9.9 Bef/d in 2007 to 5.0 Bef/d in 2015, if present trends continue.®
Since Canada’s largest hydrocarbon resource, the Alberta oil sands, uses more natural gas in
the production process than it produces, the oil sands will not contribute to the maintenance of
Canadian gas production and exports. Taking all of these factors into account, it is highly
unlikely that imports of natural gas from Canada to the US will offset the overall increase in
domestic US demand.

Liquefied Natural Gas (LNG) imports have increased rapidly over the past several years.
Between 2002 and 2007, LNG imports grew from 5.7 to 16.7 percent of all natural gas
imports and now account for almost 800 million cubic feet of gas per year. Most of this
increase is accounted for by imports from Africa.” This introduces new concerns relative to
natural gas supply and prices in the future. Natural gas has been transported primarily by
pipeline, which limits the geographic market. As a result, the balance between supply and
demand differs from one region to another; therefore, prices differ by region. Because oil can
be shipped (i.e., sold) anywhere to meet demand, world-wide prices are largely equalized.
Converting gas to LNG allows shipment around the world, so as LNG becomes available in
large quantities (relative to demand), natural gas prices may increasingly be set in the world
market. Natural gas prices in the U.S. are lower than in many parts of the world because of
high domestic production and ready availability of imports from Canada, where natural gas
production also is high. This could mean that increasing reliance on LNG will leave at least
some regions vulnerable to price or supply disruptions, as available LNG is routed to markets
with higher prices, rather than to the U.S. market. Long-term supply contracts, which are
common for natural gas, could help to avoid this kind of situation, but robust domestic
production is more likely to preserve lower domestic prices.

Natural gas is a crucial hydrocarbon energy source produced in the U.S. On a unit energy
basis, natural gas and oil production from the OCS are similar; however, the proportion of
hydrocarbon production represented by natural gas is declining relative to that of oil. On a
unit energy basis, OCS natural gas production in 2006 was 3.14 quadrillion BTUs, almost as
much as that generated from oil production, which equaled 3.81 quadrillion BTUs.

Since 1994, oil production in the Gulf of Mexico has increased more than 50 percent. The
OCS is still one of the largest suppliers of crude oil for the U.S. market, after imports from
Canada, Saudi Arabia, Mexico and Venezuela. From 1994 through 1998, deepwater
production of both oil and gas from the Gulf almost tripled, and without this increase,
declining domestic production in recent years would have been almost twice as severe. The
trend of increasing deepwater production from the Gulf is attributable to the recent
contribution of very large fields with high flow rates located in over 1,000 feet of water that
have been discovered and developed using new technology. This trend is expected to
continue, due to record-setting levels of leasing activity in deep water.

For the first time in many years, the Secretary appears to have an opportunity to increase the
stability and security of oil and gas supplies by leasing OCS resources off the Atlantic and
Pacific coasts.

7 http://www.eia.doe.gov/emeu/cabs/Canada/Natural Gas.html
8 hitp://www.eia.doe.gov/emeu/cabs/Canada/Natural Gas.html
? http://tonto.eia.doe.gov/dnav/ng/ng_move _impc_sl_a.htm - EIA US Natural Gas Imports by country
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Alternatives to the Contribution of OCS Oil and Gas

If no OCS oil and gas lease sales were held during the period to be covered by the new

5-year program, there would not be a reduction in the Nation’s demand for energy equal to
what would have been provided by the oil and gas resources anticipated to be discovered and
produced as a result of those lease sales. In the environment of increasing world demand for
oil and gas likely to resume after the current economic downturn is over, a supply cut
equivalent to the production anticipated to result from a new 5-year program would contribute
to rising prices in the absence of additional production somewhere else. This would lead to
some reduction in oil and gas consumed in the U.S., but most of the foregone production
would be replaced by other sources.

The MMS uses its Market Simulation Model to estimate the amount and percentage of
alternative sources of energy the economy would adopt in the unlikely case a particular 5-year
program were not approved and implemented. The Market Simulation Model is based on
estimates of price elasticity of demand and substitution effects. In this case, elasticity of
demand is the extent to which consumers purchase less of a product when the price increases
by a certain amount. According to the research supporting the model, oil lost from OCS
production would be replaced by 88 percent greater imports, 4 percent increased onshore
production, 3 percent switching to gas, and 5 percent reduced consumption. Natural gas lost
from OCS production would be replaced by 64 percent onshore production, 22 percent
switching to oil, 5 percent imports, and 9 percent reduced consumption. A detailed discussion
of the model and alternative sources of energy in the context of the Proposed Final Program
for 2007-2012 is given in Energy Alternatives and the Environment (MMS 2007-016), which
can be found with other 5-year program documents at www.mms.gov. The model and the
related publication will be updated for analyses conducted for the Proposed Program. In
addition, the forthcoming analysis will contain specific estimates of production and quantities
of other energy sources substituted for oil and gas in the absence of a 5-year program.

Many alternative sources will contribute to the U.S. energy future. This prediction is buoyed
by passage of the Energy Policy Act of 2005 into law. The Act grants the Department of the
Interior new responsibilities for renewable energy projects and other alternative uses of the
U.S. Outer Continental Shelf. Section 388 of the Act gives the Secretary of the Department of
the Interior, through MMS, the authority to (1) grant leases, easements or right-of-ways for
renewable energy-related uses on Federal OCS lands, (2) act as a lead agency for coordinating
the permitting process with other Federal agencies, and (3) monitor and regulate those
facilities used for renewable energy production and energy support services.

Under this new authority, MMS began developing regulations intended to encourage orderly,
safe, and environmentally responsible development of alternative energy resources and
alternate use of facilities on the OCS. On December 30, 2005, MMS published the Advanced
Notice of Proposed Rulemaking in the Federal Register (70 FR 77345) as the first step to
promulgating rules and implementing the type of program authorized by the Energy Policy
Act. The MMS published the Notice of Proposed Rulemaking in the Federal Register on July
9,2008. The proposed rule was open for public comment for a 60-day period, with MMS
receiving approximately 280 unique comment letters. The MMS anticipates that the rule will
be finalized by the end of 2008 or early 2009. See part II of this document for more
information about potential leasing and development of OCS alternative energy.
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The alternative energy technologies expected to be deployed on the OCS will continue to
mature over the next decade and beyond. As such, natural gas and oil will remain important
contributors to our energy mix throughout the foreseeable future.

The Federal or State governments might use taxes, subsidies, or specific measures (like
requiring non-gasoline powered vehicles) to encourage or mandate a different mix of energy
alternatives than the market would choose. Such government actions would most likely be
directed at vehicle or electric generating plant fuels and fuel consumption. Any of these
measures favoring a particular energy alternative probably would have important
environmental consequences, some of which might be negative.

Regional Energy Considerations
For 2006, the following table shows proportional petroleum and natural gas production and

consumption by region in the U.S. It also shows total energy consumption as a percentage of
total U.S. energy consumption for each region.
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Table 4: Proportional Petroleum and Natural Gas Production and Consumption by

Region in 2006
Petroleum Admin. Production Consumption Total Energy
for Defense District Consumption
(PADD) Crude Oil Natural Gas Crude Oil Natural Gas (MMBtu)
% of U.S. % of U.S. % of U.S. % of U.S.
or OCS Region Total Total Total Total % of U.S. Total

East Coast 0.43% 2.89% 30.15% 24.92% 32.19%
Midwest 8.98% 13.68% 25.20% 26.23% 27.46%
Gulf Coast 30.17% 45.40% 25.87% 26.85% 21.26%
Federal OCS, Gulf of
Mexico 25.45% 15.67% 0.00% 0.47% 0.17%
Rocky Mountain 7.01% 18.20% 3.27% 4.13% 3.73%
Pacific 26.26% 3.90% 15.52% 17.50% 15.35%
Federal OCS, Pacific 1.51% 0.25% 0.00% 0.00% 0.00%
Federal OCS, Alaska 0.18% 0.00% 0.00% 0.00% 0.00%

East Coast (PADD I): Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont,
Delaware, District of Columbia, Maryland, New Jersey, New York, Pennsylvania, Florida, Georgia,

North Carolina, South Carolina, Virginia, and West Virginia
Midwest (PADD II): Illinois, Indiana, lowa, Kansas, Kentucky, Michigan, Minnesota, Missouri,
Nebraska, North Dakota, Ohio, Oklahoma, South Dakota, Tennessee, Wisconsin
Gulf Coast (PADD III): Alabama, Arkansas, Louisiana, Mississippi, New Mexico, and Texas
Rocky Mountain (PADD 1V): Colorado, Idaho, Montana, Utah, and Wyoming
Pacific (PADD V): Alaska, Arizona, California, Hawaii, Nevada, Oregon, and Washington

Note: Offshore production in State waters is included with onshore production for each Petroleum
Administration for Defense District. Federal OCS production is not included in the PADDs.

Sources:

Crude oil production by region: http://tonto.eia.doe.gov/dnav/pet/pet sum_snd d rl0_mbbl a_ cur-1.htm and
http://tonto.eia.doe.gov/dnav/pet/pet_crd_crpdn_adc_mbbl_a.htm

Natural gas production by State: http://tonto.eia.doe.gov/dnav/ng/ng_sum snd_a EPGO_FPD_ Mmcf a.htm
OCS crude oil production: http:/www.mms.gov/stats/PDFs/200601LProdOCSOperatorsCORRECTIONS.pdf
OCS natural gas production: http://www.mms.gov/stats/PDFs/2006GasProdOCSOperatorsCORRECTIONS.pdf
Crude oil consumption: http://tonto.cia.doe.gov/dnav/pet/pet_cons_psup a EPO0_VPP_mbbl_a.htm

Natural gas consumption: http://tonto.cia.doe.gov/dnav/ng/ng_cons sum_a EPGO_VCO_mmcf a.htm
Total energy consumption: http://www.eia.doe.gov/emeu/states/sep _sum/html/pdf/sum_btu_1.pdf

Petroleum conversion factors: http://www.eia.doe.gov/emeu/mer/pdf/pages/sec12_3.pdf
2006, million Btu per barrel (5.353)
Natural gas conversion factors: http://www.eia.doe.gov/emeu/mer/pdf/pages/sec12 4.pdf
2006, Btu per cubic foot (1,028)

Table 4 compares regions of the country regarding oil and gas production and consumption.
One general theme is that the western part of the U.S. produces more hydrocarbons than it
consumes while the opposite is true for the eastern U.S. The Gulf Coast and West Coast
produce much more than is consumed while the East Coast has only a small amount of
production and the greatest overall energy consumption.

In particular, destructive hurricanes in 2005 and 2008 have demonstrated that the Nation would
benefit from not having so much of its oil and gas coming through the Gulf of Mexico on its

way to eastern States.
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Plans for the Proposed Program and Proposed Final Program Analyses

The MMS intends to update the Market Simulation Model, and expects the process to take over
a year and a half.

Conclusion

Despite promising new sources of energy that appear on the horizon, America’s reliance on
oil and natural gas is not likely to change dramatically in the near future. Achieving the goal
of ample secure, clean, and affordable energy will require diligent, concerted efforts on many
fronts on both the supply and demand sides of the energy equation. Our national energy
policy will need to focus on increasing conservation and efficiency to help reduce demand for
fossil fuels (i.e., oil, natural gas, and coal), and thus help lessen our dependence on foreign oil
imports; and implementing a sustained effort to diversify our energy sources including
increased investment in renewable energy sources (e.g., biofuels, wind, wave and solar
energy) to supply alternative clean fuels for consumption. Renewable energy sources are
attractive for environmental reasons, and worldwide government policies and incentives will
increase the use of renewable energy sources for electricity generation. Eventually, with the
threat of global climate change and depletion of affordable, exhaustible conventional
resources, all nations will need to move beyond a reliance on fossil fuels in favor of
alternative energy sources.

In the interim, to help bridge the existing energy gap as this nation moves towards a more
sustainable energy future, obtaining sufficient supplies of traditional fuels at reasonable prices
and continued responsible oil and gas development will be crucial to our energy security and
the strength of our economy.

B. Analysis of Environmental Concerns
Introduction

The Act, as amended, includes provisions for considering environmental protection in
managing the nation’s offshore oil and gas resources. The law’s amendments contain policies
pointing to the importance of applying safeguards to help limit the risks of environmental
damage and to protect the human, marine, and coastal environments. Section 18 of the Act
mandates that decisions on the management of OCS mineral resources should seek a proper
balance between the potential for environmental damage, the potential for discovery and
development of oil and gas resources, and the potential for adverse impact on the coastal
zone. It is, therefore, important in developing a 5-year program to solicit comments relating
to environmental concerns, to consider and analyze carefully the comments received, and to
make use of that information in the development of the EIS for the program. The EIS will
analyze both positive and adverse impacts of the new 5-year program on environmental and
socioeconomic resources, and those findings will be included in a Proposed Program.

Comments Relating Environmental Concerns

Appendix A contains a summary of the comments the MMS received in response to the
August 2008, Request for Comments. Comments on the EIS process and environmental
issues will be used for scoping purposes. A number of the comments expressed concerns
related to the possible environmental and socioeconomic affects of the OCS program. Many
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issues were identified during the preparation of previous 5-year programs and are very similar
to the concerns raised and analyzed during preparation of the 5-year program for 2007-2012
and its accompanying EIS. The primary concerns are identified and discussed below.

Climate Change

The MMS has included a general discussion of global climate change in the 5-year EIS since
1985. There is a growing consensus that climate change is occurring and the observance in
recent years of measurable effects of climate change, particularly in Alaska. The 2007-2012
EIS gave even more attention to the issue of climate change, based on the observed changes
that have been occurring during the past decades, particularly in the high latitude
environments in Alaska. The EIS included discussions of the effects of ongoing, observable
climate changes for the affected resources, and discusses the impacts of the program on
climate change. Additional analyses are included in the cumulative effects analysis in which
the impacts of the continuing trend in climate change during the life of the program are
evaluated along with all other factors affecting environmental resources. Climate change is
included in the cumulative analyses of resources that either are already being affected by
ongoing climate change, such as subsistence and marine mammals in the Arctic, or will
directly be affected by warmer average global temperatures, such as coastal habitats in the
GOM, which could experience increased inundation from accelerated rates of sea level rise.
In addition to including climate change in describing the environmental resources which the
activity will affect, the 2010-2015 EIS will analyze the contribution of OCS oil and gas
activity to climate change.

Impacts from secondary impacts of climate change will not be considered because they are
too speculative at this time. For example, impacts of climate change on components of the
hydrologic cycle, such as precipitation, evaporation, river runoff, and the salinity balance of
estuaries, will not be included because the expected direction and magnitude of these changes
is too speculative to predict at this time.

Consultation and Coordination

Several comments were received regarding consultation and coordination processes under the
Coastal Zone Management Act and Endangered Species Act. Following a tiered approach
under NEPA, the intent of the 5-year EIS is to provide only broad information and analyses
that will serve as the starting point for more detailed environmental reviews at the region-,
site-, project- or activity-specific stages. With the subsequent NEPA analyses (i.e., lease sale,
activity specific), MMS formally consults with the various Federal and state agencies. It is at
these stages, not the 5-year program stage, where the information has enough detail that a
thorough and effective analysis can be done.

Comments were also received regarding government-to-government consultations. The MMS
recognizes the right of Indian tribes to self-government, supports tribal sovereignty and self-
determination, and strives to work with federally recognized tribes whenever any of its
proposed activities may potentially affect a tribe, its treaty rights, sovereignty, or its members.
The MMS, in compliance with Executive Order 13175, offers government-to-government
consultation with tribes at the lease sale stage.
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Risks of Accidental Oil Spills

It has been many years since any substantial environmental impacts have been observed as a
result of an oil spill caused by the OCS production and transportation activities. Concerns
continue to be expressed that OCS-related oil spills will result in unacceptable impacts to the
marine and coastal environment. Although the location and timing of a serious oil spill
cannot be known with any certainty, the EIS that will be prepared for the new 5-year program
will analyze potential risks and impacts based on pertinent historical data. As in previous
analyses, the EIS will show that the risk of an oil spill taking place varies from OCS region to
region proportional to the amount of oil that is expected to be produced and transported.
While analysts generally can calculate the risk of an oil spill occurring, it is not possible to
predict the location of a spill or its path, and therefore it is not possible to predict which
ecological, social, or economic resources would be affected and to what extent. Due to
variables such as ocean currents, which could carry a spill out to sea and away from sensitive
coastal resources, and the different sizes of spills that could occur, it is reasonable to assume
that the actual risk of a particular resource being contacted and harmed will be smaller than
the risk of a spill taking place. Concern was also expressed about the ability to recover oil
spilled in an ice covered area.

The MMS requires that all drilling or production operations on the OCS have an approved oil
spill contingency plan that describes where the nearest equipment is located, where the trained
personnel are, and how everyone is notified. Additional site-specific information as to
response capabilities specific to a worst case spill will be required. During drilling
operations, a company can be required to have equipment staged on a dedicated vessel located
at the rig, which can immediately contain and clean up a spill. There is also oil spill
equipment available at onshore bases. The MMS conducts frequent inspections of all OCS
activity—both at the drilling stage and at production. It also requires the use of subsurface
safety valves that shut-in the flow of oil in emergencies such as loss of the entire rig or
platform.

Ecological Issues

There were many concerns over the potential degradation of the natural marine and coastal
environments resulting from the new 5-year program. Concerns include effects of
construction and operation on air and water quality offshore such as discharges from support
vehicles and facilities; noise associated with seismic activities; vessel traffic on sea turtles and
marine mammals; and the impacts from OCS-related coastal construction, particularly areas
new to OCS development, on coastal habitats. These and other impact-producing activities
and events have been previously identified and will be fully addressed in the 2010-2015 EIS.

There was also concern over the lack of data on the environmental baseline and the potential
impacts of oil and gas development, particularly in Arctic conditions.

Social and Economic Issues
Concerns cited most often about the OCS development are aimed at the dependence of states’
tourism and fishing economies on a healthy marine environment. Potential adverse

environmental impacts of OCS development could lead to economic and social hardships to
adjacent states. In Alaska, there are additional concerns about the effects of offshore activity
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on subsistence hunting and the impact to Native culture values and traditions from the
introduction of new jobs and workers.

Environmental Analyses
The OCS Record

The 2003 report of the National Academy of Sciences entitled Oil in the Sea III indicated that
only 3 percent of the oil in the world’s marine waters is the product of offshore oil and gas
operations. Production and transportation from the U.S. OCS contributes less than .01 percent
of the oil in global marine waters. The primary source of oil in marine waters is natural
seepage. Seeps in North American marine waters introduce about 150 times more oil than
OCS oil and gas activities. The oil and gas industry’s efforts, in conjunction with research,
inspection, and enforcement programs implemented by MMS, have contributed significantly
to keeping the amount of oil introduced by OCS activities as low as possible.

Since the Santa Barbara Channel OCS oil spill in 1969, measures have been underway
continuously to improve the technology of offshore operations, and the Federal government
has developed more stringent regulations governing OCS operations. Each OCS facility is
subject to an announced inspection for compliance with environmental and safety regulations
at least once a year and MMS also conducts periodic unscheduled inspections. The result of
all of these efforts is an excellent record that has been documented in detail in previous 5-year
program analyses and in several MMS publications. In the fifteen year period between 1993
and 2007, Federal OCS operators produced 7.49 billion barrels of oil (crude oil and
condensate). During that same period, the amount of oil spilled totaled about 47,800 barrels
(crude & refined petroleum spills of 1 barrel or greater) (0.0006% of that produced) or about 1
barrel of petroleum spilled for every 156,000 barrels produced.

Findings of EIS’s Prepared for Previous 5-Year Programs

The final EIS for the 5-year program for 2010-2015 will not be completed until 2010, so the
program’s potential impacts will not be completely assessed until that time. However, some
general indications of the potential impacts of the program may be derived from the extensive
analyses included in the EIS’s that have been prepared for past 5-year leasing programs. The
most recent is the April 2007 final EIS that was prepared for the current 5-year program.
Each of the previous EIS’s has examined environmental issues and concerns and presented
relevant information on the geographical, geological, socioeconomic, cultural, and ecological
characteristics of many of the 26 planning areas. Most of the issues and concerns addressed
in those past EIS’s are similar to those that likely will be analyzed in the EIS prepared for the
S-year program for 2010-2015. Recent 5-year programs have not included the Pacific coast
for leasing consideration at any step in development; therefore the EIS’s did not include
specific analysis of that OCS Region. However, some issues discussed below are likely to
arise in the Pacific Region, but additional issues that are relevant to that Region alone will be
addressed in the EIS for this program. A summary of the principal findings of EIS’s prepared
for past 5-year programs is presented in the following paragraphs.

Air Quality. No substantive degradation of onshore air quality should take place. Emissions
associated with routine offshore activities could cause small increases in onshore
concentrations of some air pollutants, but will not result in new exceedances of national or
state air quality standards. For areas where there are existing exceedances, OCS oil and gas
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activities would have a negligible contribution to further exceeding ozone standards.
Accidental oil spills could cause rapid and possibly dramatic increases in volatile organic
carbon concentrations near and downwind from a spill, but the duration of these
concentrations should be short, generally a few days.

Water Quality. No permanent degradation of water quality is expected. Sediment
disturbance from the emplacement of anchors, platforms, and pipelines should result in
localized, temporary increases in turbidity. Rapid dilution of discharged materials, controls
on the kinds of material and amount discharged, and the effects of currents and dispersion can
be expected to limit the extent of measurable water quality degradation to the immediate
vicinity of the source. Water quality will recover quickly from small spills, but large oil spills
will require clean up operations to hasten the restoration of water quality to pre-spill
conditions. However, there is the potential for more widespread and long-term water quality
impacts from large oil spills in ice covered waters, due to limited access and a slower
decomposition and weathering process.

Wildlife. Although some marine mammals could be harmed during OCS activities, no
permanent change in the population of any species is expected to take place. In most cases,
impacts to marine mammals from activities associated with the proposed program should not
be lethal. Exposure to spilled oil may result in the loss of individual marine mammals. In
Alaska sea otters, whales, seals, Steller sea lions, polar bears, and walruses may be injured or
killed if exposed to oil. In the case of Steller sea lions, which are experiencing a declining
population, a large oil spill could lead to permanent impacts to the population should one or
more spills contact numerous or large rookeries. There is also a possibility of impacts to
marine mammals in the Pacific from a tanker spill transporting OCS oil to west coast
terminals. Such losses are not expected to result in permanent changes in species distributions
or population numbers. Routine activities such as the operating and servicing of platforms
may cause temporary behavioral changes in some marine mammal species, but no loss of
individuals or permanent changes in populations should occur.

Construction and operation of onshore facilities and pipelines could result in short- and long-
term impacts from disturbances and loss of habitat to terrestrial mammals. Because they are
located in protected areas away from existing OCS industry infrastructure, no measurable
impacts are expected to endangered beach mice in the GOM. In Alaska, no long term impacts
to terrestrial mammals are expected. Some displacement of caribou from onshore support
areas and pipeline corridors could occur during the calving season but no long term impacts
are expected. Large oil spills along coastal areas used by grizzly or black bears and otters
could result in sub-lethal impacts and contribute to a decline in survival of exposed bears
resulting in minor population impacts for a generation, particularly in the Cook Inlet area
where there are high seasonal concentrations of bears along the coast.

In Alaska, impacts to birds from routine operations and oil spills should range from no
measurable impacts to short term impacts. Impacts could be greater if constant ship traffic
passed through prime feeding areas. The range of impacts that might arise from large oil
spills go from not being measurable to the potential for effects on the viability of certain
populations. Impact levels will depend on the size, location, and timing of the spills and the
bird populations affected. For some birds, such as the Spectacled and Steller’s eiders, a large
oil spill contacting coastal wetlands in the Arctic where they breed, could affect a large
number of these threatened birds. In the GOM, impacts to bird populations from routine
operations and oil spills range from no measurable impacts to some short term effects.
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Impacts from oil spill contact and subsequent clean up operations could require mitigation to
restore populations to pre-spill conditions, depending on the location, timing, and size of the
spill.

No substantive reductions in finfish or shellfish populations should result from either routine
offshore activities or accidental oil spills. Impacts in the form of population displacement or
losses are expected to be of short duration. The wide dispersal of early life stages of fishes
help to minimize the impacts of large oil spills to fish populations.

Marine turtles in the GOM could be affected by routine operations or oil spills, but no
identifiable changes in the numbers or distribution of turtles are expected. Similarly, marine
turtles along the Atlantic Coast could be affected by routine operations, with effects similar to
those observed in the GOM.

Shoreline and Seafloor Habitats. In the GOM, some wetlands may be lost to erosion from
vessel traffic and canal maintenance. Large oil spills that contact wetland areas could result
in direct temporary impacts on the vegetation and additional impacts from clean up
operations. No long term impacts from exposure of wetlands and estuaries to spilled oil are
expected. No long term effects are expected on coastal barriers, beaches, and dune systems
from coastal construction because of low impact construction methods currently in use.

Existing lease stipulations and regulations controlling oil and gas activities near topographic
features, pinnacles, and chemosynthetic communities in the GOM, and ongoing studies and

investigations to locate and monitor these habitats, are expected to result in no long term or

population level impacts to these habitats.

In Alaska, impacts from routine operations and oil spills to most seafloor habitats are
expected to be short term and localized. Impacts to the Stefansson Sound Boulder Patch area
from oil spills could result in some temporary disruptions to the kelp beds there and to the
existing composition of benthic species.

If rocky intertidal communities are exposed to oil spills, reductions in plant and invertebrate
animal abundance can be expected. The impacts are expected to be localized, and recovery to
pre-exposure conditions would occur within several years.

Along the Atlantic coast, impacts to sensitive ecological areas such as barrier islands are a
concern, particularly from oil spills and marine debris.

Coastal Communities. Some changes in coastal land use patterns could occur in localized
areas, but no extensive land use impacts are expected in the GOM or along the Pacific coast.
An exception is Port Fourchon, Louisiana, where, because of heavy usage of the Port to
support OCS oil and gas activities, there could be significant impacts to existing
infrastructure. Employment demands will be met by locally available labor forces in the GOM
area.

Any OCS development in Alaska could result in new pipelines, onshore facilities, and roads.
In the Arctic area of Alaska, most offshore workers will commute from other areas,
minimizing local employment and population impacts. Increased employment and population
from Cook Inlet development would result in a small effect that would be absorbed by the
large existing population.
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Since no infrastructure currently exists along the Atlantic, OCS development could result in
new pipelines, onshore facilities, and roads.

Cultural and Subsistence Activities. The cultural and subsistence activities of Native
American communities in Alaska could be affected by both routine development activities
and oil spills. Increasing urbanization that could occur from OCS development may result in
changes to Native culture that may be permanent. Noise and disturbance associated with
routine OCS activities and oil spills could interfere with some subsistence hunting activities.
An oil spill could render subsistence resources unavailable or undesirable for one or two
years.

Environmental Justice. Alaska natives may be disproportionately affected by OCS activities
because of their reliance on subsistence resources and harvest practices. However, these
effects are expected to be mitigated substantially, though not eliminated, with the use of
appropriate available mitigation measures. In other OCS areas, particularly the GOM, no
disproportionate effects are expected on minority or low income populations.

Tourism and Recreation. Routine activities would have limited effects on recreation and
tourism, with potential positive impacts on diving and recreational fishing. Coastal
construction related to OCS activity may interfere with tourism and recreation in a few
locations, but the effect should be of short duration and have little long term economic effect.
Recreational beaches and coastal areas exposed to oil spills would become unsuitable for use
during the cleanup period, but the displacement of tourists is not likely to last more than one
season.

Fishing. Routine activities could cause localized and temporary impacts to local fishermen
and fish resources. Seismic surveys, and construction and decommissioning activities may
temporarily displace fishermen from small areas that are normally used for fishing. The
presence of platforms would preclude commercial fishing, while acting as fish attraction
devices for both pelagic and reef-associated species. Loss or damage to fishing gear may also
result from contact with anchors, rigs, platforms or pipelines, for which compensation may be
available through the Fishermen’s Contingency Fund. Accidental oil spills may also result in
the temporary closure of some fisheries, a reduction of commercial and recreational fish
resources, and loss of gear. Small spills are unlikely to have a large effect before dilution and
weathering reduces concentrations and, therefore, would not have long-term effects on
commercial and recreational fish resources. For most species, it is anticipated that a large
spill would affect only a small proportion of a given fish population within a region and that
fish resources would not be permanently affected. A few species with susceptible life
histories might show population-level effects if a major spill were to occur when and where a
population is concentrated.

Archaeological Resources. Assuming compliance with existing Federal, state, and local
archaeological regulations and policies, most impacts to archacological resources resulting
from routine activities will be avoided. Based on experience gained from the previous oil
spills, limited impacts to coastal historic and prehistoric archacological resources are expected
from direct contact with oil, but some impacts could occur during clean up operations.
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Recent NEPA Documents

Since the final EIS for the 5-year program for 2007-2012 was issued in 2007, MMS has
completed a multi-sale EIS and a supplemental EIS analyzing lease sales in the Central and
Western GOM Planning Areas, a supplemental EIS for a lease sale in the Eastern GOM
Planning Area, and an EIS for a lease sale in the Chukchi Sea off Alaska. These lease sale
EIS’s support the conclusions of the 5-year program EIS concerning types and levels of
environmental impacts for those areas. The last Atlantic and Pacific OCS lease sale Final
EIS’s were prepared in 1985 and 1984, respectively.

Preparation of an EIS for the New 5-Year Program

In addition to the analysis of environmental information required by Section 18 of the Act,
MMS will prepare an EIS pursuant to NEPA that analyzes the environmental effects of the
proposed 5-year program and reasonable alternatives. The EIS preparation process begins
with the Notice of Intent to Prepare an EIS for the Proposed 5-Year Program that is published
in the Federal Register concurrently with the announcement of this program document. The
Notice requests information from interested and affected parties that could be used to assist in
developing the scope of the EIS, the significant issues to be addressed, and alternatives to be
considered.

Additional Environmental Considerations

In preparing the EIS and performing the environmental analyses required by Section 18,
MMS has been able to draw on a substantial amount of information and analytic results
obtained from its Environmental Studies Program (ESP), which has funded approximately
$800 million in studies since 1973. The ESP Information System (ESPIS) provides brief
descriptions of the studies. The MMS is working to make full study reports available through
ESPIS, and many are already accessible. The ESPIS search and retrieval system may be
reached on the internet at https://www.gomr.mms.gov/homepg/espis/espisfront.asp.

In part V.C, the analyses of social costs and environmental sensitivity and marine productivity
are presented and useful information concerning the potential effects of oil and gas leasing
and related activities under the proposed 5-year program also is provided.

C. Comparative Analysis of OCS Planning Areas
Introduction

This section presents the required comparative analysis of Section 18 factors and
considerations for the draft proposed program decision. The analyses address the Section 18
criteria that lend themselves to quantification as well as those that do not. Factors that are
quantified to facilitate comparison among OCS planning areas include Net Social Value and
environmental sensitivity and marine productivity. The other factors are addressed more
qualitatively. The comparative analysis also takes into account comments received, other
considerations pursuant to the Act and NEPA, and applicable judicial opinions.
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Estimates of Hydrocarbon Resources

Resource estimates from the 2006 MMS National Assessment of Undiscovered Technically
Recoverable Oil and Gas Resources on the OCS
(http://www.mms.gov/revaldiv/RedNatAssessment.htm) form the basis of the MMS
evaluation of all 26 planning areas for the Draft Proposed Program. The 2006 Assessment
projects the undiscovered, technically and economically recoverable oil and natural gas
resources located outside of known oil and gas fields on the U.S. OCS. The assessment
considers recent geophysical, geological, technological, and economic information. Several
significant updates to the economic assumptions were made for assessing the Undiscovered
Economically Recoverable Resource (UERR) potential used in this report. The most
influential change involved incorporating a relationship between oil price and development
costs in the modeling methodology. Capturing observed variations in oil and gas exploration
and development costs across a wide range of oil prices improved the MMS confidence in
estimating the UERR’s presented in Table 5.

This fundamental relationship was not modeled in previous MMS economic assessments. A
cost-price “elasticity factor” was defined based on internal analyses that found that a
statistically significant relationship exists between crude oil price and an index of upstream
capital cost. These analyses were based in part on indices developed by IHS, Inc, and
Cambridge Energy Resource Associates and were applied to all cost components. Another
important factor affecting the UERR reported in this analysis was a revised estimate of the
natural gas heat content (btu) equivalency factor. That factor, which was 0.90 in 2005, has
decreased to 0.60 in 2008, thus lowering the economic value of gas relative to oil. For
example, an oil price of $60 per barrel in the 2006 assessment was associated with a $9.07 per
thousand cubic feet of gas (mcf), while the same oil price is associated with a natural gas
price of $6.41 per mef in 2008. Furthermore, estimates of UERR expected to be available for
lease as of July 2010 were revised to incorporate recent leasing activity in those planning
areas with OCS lease sales. In particular, there has been a considerable reduction in estimates
of UERR expected to be available for lease in the Chukchi Sea as of July 2010, due to
increased costs and the fact that industry leased what was considered to be the most
prospective acreage in the planning area in Sale 193 in 2008.

The MMS estimates of total available undiscovered economically recoverable resources in the
various OCS planning areas provide the foundation for the relative ranking of the planning
areas by Net Social Value shown in Tables 5 and 6. Any estimate of the full extent of
undiscovered resources in a planning area is, by its very nature, a rough approximation, and
the estimates for the draft proposed program are intended to give decision makers a good
approximation of the relative value of the various planning areas, as opposed to firm
predictions of resource quantities.
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Table 5: Resources by Planning Area (Low, Mid, and High Price Scenarios)
(All unleased, undiscovered, economically recoverable resources as of July 2010)
Resources at

Planning Area

Central Gulf of Mexico
Western Gulf of
Mexico

Southern California
Eastern Gulf of Mexico
North Atlantic

Central California
Northern California
Mid-Atlantic

Beaufort Sea

Cook Inlet

South Atlantic

North Aleutian
Washington-Oregon

Gulf of Alaska
Chukchi Sea
Straits of Florida
Hope Basin
Norton Basin
Navarin Basin
St. George Basin
Shumagin
Kodiak

Aleutian Arc
Aleutian Basin
Bowers Basin
St. Matthew-Hall
Notes

$60/bbl & $6.41/mcf
Oil Gas Both
BBO Tc¢f BBOE
14.37 59.52 24.96
574 3378 11.78
4.15 7.08 5.41
3.03 10.97 498
1.33  7.32 2.64
2.17  2.28 2.58
1.63 2.30 2.04
094 554 1.93
1.36 1.58 1.64
0.73 0.70 0.85
0.31 1.69 0.61
043 0.79 0.57
030 1.28 0.53
022 1.26 0.44
0.11 0.16 0.13
0.01 0.01 0.02
sk kek skk
kk kek kek
sk kek kek
kek kek kek
kek ksk ksk
kk kek kek
sk kek skk
sksk ksk kk
kk kek skk
sksk ksk kk

Resources at

$110/bbl &
$11.74/mcf

Oil Gas Both
BBO Tc¢f BBOE
16.01 7338 29.07
6.39 39.01 13.33
472 822 6.19
346 16.38 6.38
1.57 10.85 3.50
225 235 2.67
1.82 2.75 2.31
1.15 8.56 2.67
294 579 3.97
0.86 097 1.04
035 244 0.79
0.59 4.62 1.41
035 1.57 0.63
035 2.12 0.73
1.59 421 2.34
0.02 0.01 0.02
sk kek skk
kk ke ke
ksk kek kek
ke kek kek
skek kek skk
kk kek ke
sk kek skk
sksk ksk kk
sk kek skk
sksk ksk kk

Resources at

$160/bbl &
$17.08/mcf

Oil Gas Both
BBO Tc¢f BBOE
16.60 77.51 30.39
6.62 40.63 13.85
487 847 6.38
3.61 18.17 6.84
1.67 12.77 3.94
226 237 2.68
1.86 2.86 2.37
1.24 10.17 3.05
348 937 5.15
091 1.04 1.09
037 2.85 0.88
0.64 592 1.69
035 1.64 0.65
040 244 0.84
271 922 4.35
0.02 0.01 0.02
sk kek skk
kk ke ke
ksk kek kek
ke kek kek
sk kek kek
kk kek kek
kk kek skk
skk ksk kk
sk kek skk
skk ksk kk

Bbl: barrel of oil. mcf: thousand cubic feet of natural gas BBO: billion barrels oil. Tcf: trillion
cubic feet of gas. BBOE: billion barrels oil equivalent

** negligible development value.

Net Social Value

Introduction

At the draft proposed program stage, the Net Social Value (NSV) analysis provides the
Secretary with estimates of net economic value and environmental/social costs associated
with the ultimate recovery of all economically recoverable oil and natural gas resources
thought to exist on OCS acreage expected to remain unleased in each of the 26 OCS planning

90



areas as of July 2010, when the 5-year program for 2010-2015 is expected to take effect. The
purpose of such an analysis at this point in the process of creating a new 5-year program is to
provide the Secretary with a concise, quantitative summary of the relative costs and benefits
of exploring for and producing oil and gas resources in each planning area, in preparation for
the Secretary’s initial decision on size, timing, and location of future lease sales. This
summary is presented in the form of a ranking of planning areas, based on (estimated
resources and on) NSV. After the draft proposed program is published and comments are
received, a new analysis will be undertaken, examining the net social benefits of anticipated
production from those areas proposed for leasing, based on the specifics of size, timing, and
location in the proposal and in any alternatives to be considered for the next decision on the
proposed program. The results of numerous other qualitative and quantitative analyses are, or
will be, published in this document, in the proposed program decision documents, and in the
draft EIS, which will be published concurrently with the proposed program documents.

The NSV of OCS oil and gas resources is calculated by subtracting environmental and social
costs from NEV. The estimates of benefits and costs presented below have been obtained
using the same basic methods as those used for the analyses for the previous several 5-year
programs, although the current analysis reflects some changes in timing assumptions to make
certain calculations more consistent and realistic. The resource numbers on which these
estimates are based have been revised to reflect changes in resource estimation technology,
available information, and unleased acreage that have occurred since the most recent lease
sales and lease relinquishments in each area.

The NSV is calculated through a scenario in which all resources are leased the initial year of
the new program (2010). In this scenario, the resources are discovered and produced at an
orderly and expeditious rate typical of each planning area, assuming no special constraints
that might result from a Secretarial decision on size, timing, and location of lease sales. This
scenario avoids a circuitous logic by which the calculation of resource values presumes the
size, timing, and location decisions that are to be based, in part, on those same resource value
calculations. This approach is consistent with the Court’s opinion in California II that it was
reasonable to use a methodology that avoided that circuitous logic for the ranking of planning
areas required by the Act at this stage of the planning process. When the next round of
analyses is prepared, the net social benefits analyses will exclude all planning areas and
portions of planning areas not being considered for the proposed program, will include
economic benefit and cost estimates associated with those resources anticipated to be
discovered and produced as a result of the new program (as opposed to total available
resources), and will include an estimate of consumer surplus benefits for each program area.

This analysis includes resource and NSV estimates for each of three level, inflation-adjusted
price scenarios: $60 per barrel of oil (bbl) and $ 6.41 per thousand cubic feet of natural gas
(mcf), $110/bbl and $11.74/mcf., and $160/bbl oil and $17.08/mcf for the life of the program.
The experiences of the last few decades have shown that unanticipated events or economic
changes can cause oil and gas price paths to deviate considerably from even the most
respected forecasts, so MMS uses the level-price-scenario approach to allow decision makers
to more easily envision the effects on NEV of major swings in price, either upward or
downward. However, during the 18 months preceding the completion of this analysis, oil
prices rose and fell by approximately $80 per barrel, indicating a need to present decision
makers with a wide range of price possibilities. In addition, because the recent precipitous
price decline was due largely to a serious economic crisis that suddenly constrained demand,
prices could easily begin another steady rise as global economies (and thus demand) recover
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during the new 5-year lease sale schedule. The changing balance between supply and demand
would be exacerbated by decisions to curtail or delay high-cost investments (to increase
supply) that were planned as prices reached and surpassed historic highs. Trends in the crude
oil futures market indicate a strong expectation of higher prices during the 2008-2013 period.

While it is relatively easy to remove lease sales from the 5-year schedule if prices and
industry interest fall, the reverse is true if soaring prices indicate a need for a more aggressive
schedule. The Secretary cannot add lease sales to a 5-year schedule once it is in place,
regardless of changing conditions, without following the same multi-step time-consuming
process. For this very reason, the effort to begin the analyses required for a new program for
2010-2015 was initiated to give the incoming administration a head start, should it decide to
lease in areas not in the 2007-2012 program. Therefore, the current analysis includes low and
high price scenarios with a $100-per-barrel range as well as a mid-point price scenario that is
considerably higher than market prices at the time of the analysis.

The relationship among price levels, economically recoverable resource estimates, and
activity levels is not linear. For example, the effect on resource estimates of a given increase
in prices, whether in dollars or in percentage, will depend to a large extent on the initial
prices. In addition, the time required to put in place new infrastructure and the competition
from other parts of the world for existing drilling rigs and investment dollars result in much
slower increases in oil and gas activities (relative to price increases) after a certain activity
level is reached. The underlying exploration and development activity levels utilize
historical information whenever possible to account for infrastructure constraints that cannot
be directly tied to oil and gas prices and/or resource availability.

Hydrocarbon Resources

The estimates of hydrocarbon resources and the economic analysis prepared for this 5-year
draft proposed program are based on all undiscovered, economically recoverable oil and
natural gas resources on blocks expected to be available for lease (unleased) as of July 2010
unless otherwise specified. Economically recoverable resources are accumulations of
hydrocarbons that have a positive net economic value (NEV) under the economic conditions
being considered. The location and extent of undiscovered oil and gas resources are
unknown. Therefore, MMS uses a method of analysis that yields estimates based on current
knowledge of the geology of each area with consideration of existing engineering and
economic constraints.

The economically recoverable oil and gas resources for the 26 OCS planning areas being
considered in this analysis are displayed in Table 5. For the draft proposed program, the
UERR estimates are provided at price scenarios of $60/bbl ($6.41/mcf), $110/bbl
($11.74/mcf), and $160/bbl (17.08/mcf). It should be noted that undiscovered economically
recoverable resource estimates presented in the DPP differ from undiscovered technically
recoverable estimates. First of all, technically recoverable estimates do not take into account
any economic feasibility and secondly, the UERR’s presented in Table 5 are considered to be
only those resources available for leasing as of July 2010. For example, the 2006 Assessment
reports undiscovered, technically recoverable oil and natural gas resources of 15.38 BBO and
76.77 Tcf for the Chukchi Sea Planning Area, while Table 5 indicates 1.59 BBO and 4.21 Tcf
of undiscovered economically recoverable oil and natural gas in that planning area will be
available for lease in April 2010 at $110/bbl and $11.74/mcf. As previously noted, in the
Chukchi Sea, the most prospective areas presumably were leased in Sale 193. The remaining
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