B“DGEIII The United States
Department of the Interior

and Performance Information
Fiscal Year 2008

MINERALS
MANAGEMENT
SERVICE




MINERALS MANAGEMENT SERVICE
2008 PERFORMANCE BUDGET JUSTIFICATIONS

Table of Contents

Explanatory Notes: At completion of this 2008 budget justification, a 2007 appropriation had
not yet been enacted and substantial uncertainty existed regarding the ultimate level that would
be appropriated for 2007. Unless otherwise noted, 2007 information is reported as follows in
this budget justification:

“2007 CR” Column in Tables.

Budget Authority: In Table 1 on page 1 of the General Statement, separate columns are
shown for the 2007 President’s request and the 2007 Continuing Resolution (CR). The
CR amounts equal the annual rate provided under the authority of the third fiscal year
2007 Continuing Resolution, P.L. 109-383 effective through February 15, 2007. For
MMS, this CR is equivalent to the 2006 Enacted levels.

For the introductory tables for each Activity (OMM - Table 15; MRM - Table 32, and
GA - Table 39), the 2007 column is labeled “2007 CR” and shows amounts by
Subactivity at the 2007 President’s Request level, with adjusting rows towards the bottom
of the tables to adjust for the CR amounts, which are shown in the “Total” line.

In the Summary of Requirements comprehensive table, the 2007 CR column shows
Subactivity and Activity totals from the 2007 President’s request, with CR-adjusting
“non-add” amounts shown below the totals for each Activity, and CR-adjusted totals
shown for the ROMM appropriation. The Oil Spill Research appropriation is the same
amount in both the 2007 President’s Request and in the CR (no impact).

All Subactivity tables are shown with the 2007 President’s Request. Initiatives and
reductions proposed in the 2008 request are described in comparison to the amounts
requested in the 2007 President’s Request.

Full Time Equivalents (FTE): The FTE shown in the 2006 Enacted column have been
adjusted to reflect 2006 usage at all levels of the budget structure. Both 2007 columns in
Table 1 reflect the FTE amount in the 2007 President’s Request.

The FTE shown in the Summary of Requirements comprehensive table, and matched in
the tables introducing the Activities and the Subactivities, reflect the 2007 President’s
Request level. CR-adjusting entries are shown on the Summary of Requirements table
and on the Activity tables. The CR FTE level is equivalent to the 2006 usage level, and
is 30 FTE less than was requested in the 2007 President’s Request.
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2008 MMS PERFORMANCE BUDGET ESTIMATES
Director’s Preface

The Minerals Management Service (MMS) serves as the steward for America’s offshore
resources on the Outer Continental Shelf (OCS) and is one of the top revenue collectors for the
United States. The MMS manages activities that generate 30 percent of America’s domestic oil
production, 21 percent of America’s domestic natural gas production, and provide, on average,
over $7 billion in annual revenues for the Nation, States, and American Indians.

The 2008 MMS budget request is $297.2 million in current appropriations and offsetting
receipts, an increase of $16.2 million above the 2007 continuing resolution level.> The request
for direct appropriations is $161.5 million, an increase of $3.2 million above 2007. Offsetting
receipts are estimated to be $135.7 million in 2008, an increase of $13.0 million over 2007.

The MMS faces major new responsibilities in the implementation of the 2007-2012 Outer
Continental Shelf (OCS) Oil and Gas Leasing Plan, and continuing program development under
the Energy Policy Act of 2005. In addition, the Bureau must account for fixed cost increases and
additional resources necessary for new programmatic and information systems requirements,
such as system enhancements for the Minerals Revenue Management Support System
(MRMSS). The proposed MMS budget holds the line on spending, refocuses existing resources
to make the organization more efficient, and provides for important new initiatives.

The 2008 request provides for $8.9 million in new initiatives and $5.9 million in fixed cost
increases. Offsetting reductions in base funding total $9.9 million, reflecting the completion of
certain systems work and other anticipated savings.

As we move forward in the new century, efficient, safe, and productive management of the
Nation’s OCS lands and mineral revenue collection efforts will remain MMS’s top priority. The
staff will continue to strive for excellence and work for the responsible development of
America’s energy supplies.

! Additional funding authority, not included in this figure, is requested for two programs. The Royalty-in-Kind
Program utilizes receipts, and the new Coastal Impact Assistance Program utilizes a small percentage of the
Program funds. Each is described under its respective section of the budget.

Minerals Management Service i
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General Statement

2008 PERFORMANCE BUDGET REQUEST
Minerals Management Service
General Statement

Table 1: Summary of MMS Budget Request

2007 2008
Budget Authority ($000) Enigge% Y Prei?dognt’s CR%Q(t)mltjiigr? Prei?doe?nt’s fr((:)rr:]agg&

Request 5/ Request CR
ROMM Appropriation 151,391 156,651 151,391 155,048 +3,657
Oil Spill Research Appropriation 6,903 6,903 6,903 6,403 -500
Offsetting Collections 122,730 128,730 122,730 135,730 +13,000
Total Discretionary Budget Authority 281,024 292,284 281,024 297,181 +16,157
Payments to States 3/ 2,123,991 1,884,253 1,884,253 2,004,140 +119,887
Geothermal, Payments to Counties 4/ 3,912 0 3,438 0 -3,438
Coastal Impact Assistance Program 0 250,000 250,000 250,000 0
Total Mandatory Budget Authority 2,127,903 2,134,253 2,137,691 2,254,140 +116,449
Total Budget Authority 2,408,927 2,426,537 2,418,715 2,551,321 +132,606
Total Direct FTE 5/ 1,621 1,671 1,671 1,668 -3
Total Reimbursable FTE 20 0 0 0 0
Total FTEs 1,641 1,671 1,671 1,668 -3

1/ Does not include $31.1 million in supplemental funding for recovery from Hurricanes Katrina and Rita.
2/ At completion of this 2008 budget justification, a 2007 appropriation had not yet been enacted, and a year-long continuing resolution
(CR) was anticipated. Appropriation dollars shown in this column reflect P.L. 109-383 continuing resolution effective through February
15, 2007, which for MMS is equal to the 2006 Enacted budget. Please refer to the Table of Contents introduction and to Page 2 of this
section for a more complete explanation of the CR calculations.
3/ Includes Mineral Leasing and Associated Payments; Leases of Lands Acquired for Flood Control, Navigation and Allied Purposes;

and National Forest Fund, Payments to States.

4/ Geothermal: The 2007 and 2008 President’s Budgets propose to eliminate the provisions in the Energy Policy Act of 2005 that
provide revenues to counties and the implementation fund.
5/ FTE for 2007 have not been adjusted for the continuing resolution, and reflect the number shown in the FY 2007 President’s Request.
The 2008 FTE reflect a change of -20 from 2007, along with a +17 for CIAP implementation, for a net figure of -3.

SUMMARY OF MMS BUDGET REQUEST

The Minerals Management Service (MMS), a Federal agency within the Department of the
Interior (DOI), is responsible for managing the Nation’s oil, natural gas, and other energy and
mineral resources on the Federal Outer Continental Shelf (OCS) and the mineral revenues from
the OCS and onshore Federal and Indian lands. Within MMS, the Offshore Minerals
Management (OMM) program is responsible for OCS activities, which range from administering
the OCS oil and gas leasing program and regulating operations, to permitting renewable energy
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General Statement

projects, to protecting our coastal and marine environments. Through the work of OMM, MMS
manages the energy and mineral resources on 1.76 billion acres of the OCS.

Also within MMS, the Minerals Revenue Management (MRM) program collects, accounts for,
and disburses revenues from mineral leases on the OCS and onshore Federal and American
Indian lands. Through the work of MRM, MMS processes over 500,000 mineral revenue
transactions per month from more than 26,000 producing leases, and it manages over $7 billion
of mineral revenues collected annually.

MMS Mission Statement

MMS’s mission is to manage the ocean energy and mineral
resources on the Outer Continental Shelf and Federal and
Indian mineral revenues to enhance public and trust benefits,
promote responsible use, and realize fair value.

The MMS receives funding for operations from three sources: the Royalty and Offshore
Minerals Management (ROMM) appropriation, the Oil Spill Research (OSR) appropriation, and
offsetting collections. In addition, MMS operates the Royalty-in-Kind (RIK) Program and the
new Coastal Impact Assistance Program (CIAP) with funding provided from within these
programs.

For 2008, MMS is requesting an operating account level of $297.2 million, which includes
$135.7 million in offsetting collections obtained from rental charges and cost recovery fees,
$155.1 million from ROMM appropriations, and $6.4 million from OSR appropriations. The
total appropriations amount (ROMM and OSR) is $161.5 million.

As MMS moves forward, its mission to facilitate the Nation’s management of its OCS lands and
its mineral revenue collection efforts will remain the top priority. The MMS programs are vitally
important and contribute significantly to the nation’s economic well-being and energy security.
Through all of its programs, MMS works to ensure that the public receives the maximum benefit
from America’s mineral revenues and OCS resources. The MMS is faced with new
responsibilities from the Energy Policy Act of 2005, an increasing workload from OCS
deepwater activities, and implementation of the OCS 2007-2012 Five-Year Oil and Gas Leasing
Program. In addition, we are striving to gain ever increasing certainty to the valuation of oil and
gas produced on Federal and Indian lands. Funding for the 2008 initiatives, outlined in Table 2,
will allow MMS to maintain its superior levels of performance while meeting these new
challenges.

Table 2 on the following page illustrates the proposed budgetary changes from the 2007
Continuing Resolution (P.L. 109-383, effective through February 15, 2007) and the 2007
President’s Request to the 2008 request of $161.5 million; each of these initiatives is described
completely under the respective activity and subactivity.

2 Minerals Management Service
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Table 2: Analysis of Budgetary Changes

Office Project/Program Reductions | Initiatives | FTE Balance
FY 2007 Continuing Resolution* 158,294
Adjustment for Continuing Resolution 5,260
2007 President’s Request 163,554
OMM |OCS 5-Year Leasing Program Implementation 4,000 6
OMM [Ultra-Deepwater Safety, Resource Potential 1,300 5
OMM |GOMR Hurricane Damage Recovery 820 4
OMM  |EPAct Implementation - Methane Hydrates (1,000) 1)
- Alternative Energy Cost Sharing (3,000) 0
OMM  |Refocusing Resources (2,000) (18)
OMM  |Reduction to Environmental Studies (1,000) 0
OMM  |Reduction to OCS Connect (1,394) 0
OSR  |Reduction to OHMSETT Operating Account 500 0
Net Offshore Minerals Management (8,894) 6,120 4 (2,774)
MRM |Adjustment Line Monitoring Initiative 940 4
MRM |Interactive Payment Reconciliation & Billing 1,450 0
MRM  [Reductions to Energy Policy Act Implementation (750) 0
MRM |Eliminate IT Dial-In Service (250) 0
Net Minerals Revenue Management (1,000) 2,390 4 1,390
A&B |FBMS Implementation 395 395
Transfer of operations - GovWorks and IFF (20)
MMS  |Fixed Cost Increase 5,886 0 5,886
MMS  [Coastal Impact Assistance Program (mandatory) 17
Increase in Offsetting Collections
MMS from President's Request (7,000)
2008 Appropriations Request (9,894)| 14,791 (3)| 161,451

* At the completion of this 2008 budget justification, a 2007 appropriation had not yet been enacted, and a year-
long continuing resolution (CR) was anticipated. Appropriation dollars shown as 2007 Continuing Resolution
reflect P.L. 109-383, CR effective through February 15, 2007, which for MMS is equal to the 2006 Enacted

budget.
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Fiscal Year 2007 Continuing Resolution

At completion of this 2008 budget justification, a 2007 appropriation had not yet been enacted
and substantial uncertainty existed regarding the ultimate level that would be appropriated for
2007. At the Bureau-level and Account-level, on many tables, adjustments to the 2007 column
are shown such that these amounts equal the annual rate provided under the authority of the third
fiscal year 2007 Continuing Resolution, P.L. 109-383, effective through February 15, 2007. At
lower levels of the budget structure (Subactivity and initiative), line items are presented at the
2007 President’s budget level.

The following are brief descriptions of the items in Table 2.

Offshore Minerals Management Budgetary Changes:

e Outer Continental Shelf 5-Year Oil & Gas Leasing Program Implementation
(+$4,000,000, +6 FTE): The draft program (covering 2007-2012) has the potential to open
up new offshore areas for leasing and development, plus expand activities in current planning
areas. Funding is requested to fulfill MMS’s environmental and oversight responsibilities
regarding this major component of the nation’s overall energy strategy, particularly for needs
in the North Aleutian.

o Ultra-Deepwater (+$1,300,000, +5 FTE): Activity has expanded at a tremendous rate at
water depths of 5,000-10,000 feet, and MMS requires expertise and resources in order to
provide oversight of the increasing offshore development. Ultra-deepwater involves cutting-
edge technology and highly specialized skills, and MMS must keep pace to ensure the U.S.
Government receives fair-market value, and that new technologies maintain safety and
environmental protection.

e Gulf of Mexico Region Hurricane Damage Recovery (+$820,000, +4 FTE): Specialized
staff are needed to address well abandonment and pollution prevention. MMS seeks the
capability not only to address important outstanding issues from the devastation of recent
hurricanes, but also to ensure the Gulf and other areas are prepared for future events.

e Energy Policy Act (EPAct) Implementation — Methane Hydrates Research (-$1,000,000,
-1 FTE): The MMS is redirecting this funding to higher priorities in 2008.

e Energy Policy Act Implementation — Alternative Energy Cost Sharing (-$3,000,000): The
MMS has requested funding for 2007 to fulfill requirements under Section 388 (Alternative
Energy — Related Uses on the OCS) of the Energy Policy Act of 2005. For the 2008 request,
MMS is proposing that parties submitting applications for non-competitive renewable energy
projects fund the cost of independent environmental analyses, which would allow for a
$3,000,000 savings in appropriated funds for this activity.

e Refocusing Resources (-$2,000,000, -18 FTE): As part of the normal process of managing
our programs, MMS seeks opportunities for savings by reassessing current program activities
and identifying new efficiencies. In 2008, the OMM program anticipates achieving savings
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from reducing staffing levels in existing mission areas by further examining priorities and
focusing resources on mission critical functions and deliverables.

e Reduction to Environmental Studies (-$1,000,000): As ongoing research is completed,
funds will be redirected to the most critical new study needs associated with implementing the
OCS 5-Year Leasing Program.

e Reduction to OCS Connect (-$1,394,000): In accordance with the OCS Connect
implementation plan, this requested reduction reflects the transition from development and
planning to implementation and maintenance.

e Reduction to Ohmsett Operating Account (-$500,000): Ohmsett is an acronym for the Oil
and Hazardous Materials Simulated Environmental Test Tank, located in northern New
Jersey. Funding has allowed for recent upgrading and refurbishing of this important National
Oil Spill Response Test Facility, and a decrease in the annual appropriation is requested to
return to regular operation and maintenance funding. Please note that the Ohmsett funding is
from the Oil Spill Research (OSR) appropriation, separate from the ROMM appropriation.
Ohmsett is managed by the OMM Program.

e Coastal Impact Assistance Program (CIAP, +17 FTE): CIAP is a new grants program
authorized by the Energy Policy Act of 2005, to be funded from oil and gas revenues. Grants
will be made to coastal producing states and political subdivisions, primarily for coastal
restoration and conservation purposes. Refer to the separate tab for CIAP in this book for a
detailed description of the program. CIAP is considered mandatory funding and is separate
from MMS’s discretionary appropriations (ROMM and OSR). The MMS is requesting to use
up to 3% of the program funds for administration.

Minerals Revenue Management Budgetary Changes:

e Adjustment Line Monitoring Initiative (+$940,000, +4FTE): The requested systems
improvements and staff to perform this function are required to ensure company adjustments
are made only within allowable time frames. It is anticipated this capacity will provide a
much larger return to the U.S. Treasury than the initiative will cost, and will enhance
compliance efforts.

e Interactive Payment Reconciliation and Billing (+$1,450,000): These systems
improvements will automate MMS’s interface with its customer base on numerous activities,
and enhance online reporting and verification capabilities, as well as enforcement efforts. The
funding will address an area of concern in the Bureau’s financial audit, as well as provide a
strong return on investment.

e Reductions to Energy Policy Act Implementation (-$750,000): Systems upgrades to meet
new requirements in the Energy Policy Act will be completed in 2007, and these funds can be
redirected to other priorities.
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e Eliminate IT Dial-In Service (-$250,000): Technological advances will allow MMS to
eliminate dial-in service.

Other Budgetary Changes:

¢ Implementation of the Financial and Business Management System (FBMYS)
(+$395,000): Funds are requested for implementation of the new FBMS information
technology system.

e Fixed Cost Increase (+$5,886,000): This represents the anticipated 2008 fixed cost increase
needed to keep pace with personnel-related costs and other fixed costs such as rent.

e Increase in Offsetting Collections (+$7,000,000): With increased rental income, MMS
requests an increase in the use of these receipts to help fund the Bureau’s programs.

Gulf of Mexico Energy Security Act of 2006

On December 20, 2006, the President signed into law the Gulf of Mexico Energy Security Act of
2006 (GOMESA)®. The Act significantly enhances OCS oil and gas leasing activities in the Gulf
of Mexico (GOM) by making new resources available for leasing:

e Requires leasing in 8.3 million acres in the GOM, including 5.8 million acres that were
previously held under Congressional moratoria and Presidential withdrawal,

e Prohibits new oil and gas leasing in the Eastern Planning Area other than in the area
included in the 8.3 million acres above; also prohibits leasing in a portion of the Central
Planning Area within 100 miles of the Florida coastline, until 2022;

e Shares certain leasing revenues with Gulf producing states and with other states through
grants from the Land and Water Conservation Fund; and,

e Allows companies to exchange certain existing leases in moratoria areas for bonus and
royalty credits to be used on other GOM leases.

Specifically, GOMESA repealed the Congressional moratorium for the area in the Central
Planning Area known as the “181 South Area.” It also directed MMS to begin leasing in a
portion of the original Sale 181 area in the Eastern Planning Area that was not formally restricted
from leasing but was not included in the MMS Draft 2007-2012 Oil and Gas Leasing Program.’

GOMESA also put in place a new moratorium on leasing activities through June 30, 2022, in
most of the new Eastern Planning Area (excluding a portion of the Sale 181 area that is more
than 125 miles from the Florida coast) and in a portion of the Central Planning Area that, in

general, is within 100 miles of the coastline of Florida. There are two small areas in the new
Eastern Gulf Planning Area west of the Military Mission Line and one small area in the new

® GOMESA was enacted as Division C, Title | of Public Law 109-432, an act to amend the Internal Revenue Code
of 1986 to extend expiring provisions, and for other purposes.

" These two areas contain technically recoverable resources estimated at 637 million barrels of oil and 2.8 trillion
cubic feet of natural gas. Anticipated production numbers, which tend to be lower, are still to be determined.
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Central Gulf Planning Area north of the Sale 181 Area that remain subject to the Presidential
Withdrawal through 2012, but are not subject to the new 2022 moratorium under GOMESA.

Figure 1 illustrates the provisions of GOMESA and the areas now available for leasing under the
Act. GOMESA requires MMS to lease 546,000 acres in the Eastern GOM Planning Area not
included in the Proposed 5-Year Leasing Program, necessitating supplemental environmental
review. The Central GOM portion of the 181 Area was reviewed in a draft Environmental
Impact Statement (EIS) published in November 2006, and will be available for lease in Sale 205
scheduled for early fall 2007. The second additional sale area, the 181 South Area, consists of
approximately 5.8 million acres in the Central GOM Planning Area, and will also receive an
appropriate environmental review before any leasing occurs. ®

GOMESA requires sharing of certain revenues generated from leases entered into on or after the
date of enactment (defined by GOMESA as “qualified OCS revenues”) according to the
following general formula:

e 50 percent to the General Fund of the U.S. Treasury;

e 37.5 percent to GOM producing states (based on proximity of leases to individual states)
and coastal political subdivisions; and

e 12.5 percent to the Land and Water Conservation Fund for coastal restoration projects.

Beginning immediately, GOMESA would share with Gulf coast states 37.5 percent of all
revenues (bonus bids, rents, and royalties) from the new areas made available for leasing under
the Act (i.e., the 181 South Area and the portion of the original Sale 181 Area in the Eastern
Planning Area and beyond 125 miles from Florida). An additional 12.5 percent of revenues from
these areas would be provided to state programs through the Land and Water Conservation Fund
(LWCF).

In addition, beginning in 2017, GOMESA would share revenue from any new leases signed after
enactment in the current program areas of the Gulf. The revenue would be shared in the same
percentages (37.5 percent to the Gulf states and 12.5 percent to LWCF) as for the new areas.
However, GOMESA placed a cap of $500 million per year (through 2055) on the revenue that
could be shared from leases in the current program areas; revenues in excess of this cap would be
deposited in the Treasury.

& On January 9, 2007, President Bush modified the Presidential withdrawal memorandum to allow leasing in the 181
South Area.
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Deepwater OCS Production Royalty Rates

Deepwater OCS development has increased significantly in recent years as the technologies for
accessing oil and gas deposits in deeper and deeper waters have progressed and become
commonplace within the industry. In the meantime, oil and gas prices have risen dramatically,
making OCS operations increasingly profitable. In order to ensure that American taxpayers are
fairly compensated for the sale of Federal OCS minerals, MMS recently announced that it will
raise royalty rates from 12.5 percent to 16.67 percent for all new deepwater GOM leases
beginning in 2007. MMS estimates that the increased royalty rate of 16.67 percent for new
deepwater offshore GOM leases will increase OCS royalty revenues by $4.5 billion over the next
twenty years, and by substantially more after that. The rate increase is incorporated into the
revenue and offsetting collections projections in the 2008 MMS budget.

Based on current leasing plans, the next lease sale to which such a rate will apply is scheduled
for August 2007, and will be announced in the Proposed Notice of Sale in April 2007. Frontier
areas, such as the Alaska OCS will not be subject to the increased royalty rate.

Net Receipts Sharing

In order to partially cover the costs of administering the Federal mineral leasing program, the
2008 President’s Budget proposes amending section 35 of the Minerals Leasing Act (MLA) to
implement a form of “Net Receipts Sharing” (NRS), whereby two percent will be deducted from
the states’ share of receipts from Federal leasing activities under the MLA. The two percent
accounts for the states’ portion of the administrative costs incurred by Federal agencies, and
would be deposited into miscellaneous receipts (U.S. Treasury).

Deep Gas and Deep Water Incentives

The 2008 budget proposes to repeal Section 344 of the Energy Policy Act of 2005, which
extended existing deep gas incentives in two ways. First, it mandated an increase in the royalty
suspension volumes from 25 to 35 billion cubic feet of natural gas in a third drilling depth
category (greater than 20,000 feet subsea). Second, it directed that incentives for all three drilling
depth categories also be applied to leases in 200-400 meters of water. The 2008 budget also
proposes to repeal Section 345 of the Energy Policy Act, which provided additional mandatory
royalty relief for certain deep water oil and gas production. Additional royalty relief for oil and
gas exploration is unwarranted in today’s price environment. A legislative proposal will be
transmitted to Congress to propose repeal.

Minerals Management Service 9



General Statement

PROGRAM OVERVIEW

The MMS is one of America’s leading mineral asset managers. Almost every American benefits
from the work of MMS. From the gasoline that powers our cars, the natural gas that heats our
homes, and the benefits obtained through the disbursement of collected mineral revenues, the
Nation and its citizens rely on the efforts of MMS.

Contributing to America’s Energy Supply

The MMS plays an integral part in the implementation of the President’s National Energy Policy
(NEP). The NEP is a comprehensive strategy designed to secure America’s energy future by
reducing dependence on foreign sources, increasing domestic fossil fuel production, improving
energy conservation efforts, and developing alternative and renewable energy sources. For
example, in response to a Presidential Order to help ensure the stability and security of
America’s existing energy supply, MMS implemented a program that transferred in-kind
royalties from offshore oil production to the Department of Energy for the Nation’s Strategic
Petroleum Reserve (SPR).

“The MMS is helping secure America’s energy future and quality of life, while
protecting the environment and providing a fair return for the use of Federal lands.”
-MMS Director Johnnie Burton

Since the passage of the OCS Lands Act, more than 50 years ago, OCS lease sales have
produced approximately 15 billion barrels of oil and more than 155 trillion cubic feet of natural
gas. The analysis completed for the proposed 2007-2012 OCS Qil and Gas Leasing Program
indicated that implementing the new program would result in the anticipated production of an
additional 10 billion barrels of oil and 45 trillion cubic feet of gas, with $170 billion in net
benefits for the nation over a forty year time span. With the enactment of GOMESA, these
numbers will probably change. Those changes will be reflected in the Final Plan.

Providing Economic Value

Between 1982 and 2006, MMS distributed $164.9 billion in revenues from onshore and offshore
lands (for the 2006 distribution amounts, see the MRM Overview). The MMS’s distribution of
mineral revenues to the U.S. Treasury is one of the Federal government’s greatest sources of
non-tax income. In addition to this direct treasury deposit, annual distributions to the Land and
Water Conservation Fund, the Historic Preservation Fund and the Reclamation Fund help ensure
that America’s natural resources, pristine landscapes, and rich history are enjoyed by current and
future generations.

States also benefit directly from Federal mineral revenue sharing arrangements, a source of
discretionary revenue that many state governments use to fund large capital projects, such as
schools, roads, and public buildings. As a steward of the royalty assets from Indian trust
properties, MMS serves as an advocate for the interests of American Indian mineral owners and
ensures the fulfillment of its Indian trust responsibility. Most importantly, the revenues collected
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from mineral leases on Indian lands work directly to benefit members of the American Indian
community, and play a key role in carrying out of the Secretary’s Indian trust responsibilities.

PRESIDENT’S MANAGEMENT AGENDA

The MMS continues to improve service delivery and increase the efficiency and effectiveness of
its operations by listening closely to and working cooperatively with local citizens, tribal leaders,
states, other Federal agencies and industry. Management reform is, and will continue to be, an
integral part of MMS business operations; and while MMS has been able to achieve many
improvements, there will always be opportunities for more. By working smarter, MMS is able to
efficiently and effectively support accomplishment of its Resource Use strategic plan mission
goals. The following provides a brief summary of MMS status in implementing the PMA
components.

Budget and Performance Integration

The MMS remains committed to the integration of budget and performance data for improved
resource decisionmaking. This is the first MMS budget to include the full cost (direct and
indirect costs) for select measures presented in the Goal Performance Table. The Bureau
continues to refine this data and to build upon and strengthen the linkage between cost and
performance data.

In preparing the 2008 budget request, MMS management analyzed base funding for
opportunities to cut expenses or shift resources to higher priority needs. Each Associate Director
met with his or her managers, budget, performance, and program staff to determine resources
needed to achieve planned performance. The highest priority needs were identified and this
information was submitted to the Executive Committee (EC) for review. Following EC review,
managers were required to reassess base funds to determine additional offsets for proposed
increases. After further discussion, the highest priority initiatives were selected to go forward in
the budget request. This robust budget formulation process ensures that performance, budget,
and program staff work closely with management to determine the best allocation of resources.

The MMS strives to maintain current levels of performance by: improving operational
efficiencies; capturing efficiency gains by eliminating or delaying the backfilling of positions;
focusing resources on accomplishment of core mission work; leveraging resources to fund new
workload demands; and reallocating funds to accomplish planned performance goals. Also,
MMS will continue implementation of the RIK Business plan. The Bureau has seen a reduction
in audit and litigation costs over revenues owed to the government as a result of RIK. The MMS
will continue to pursue productivity and quality improvements for carrying out the mission while
reducing the cost.

MMS Costing Performance Measures Background: In 2003, the Bureau implemented
activity based costing (ABC). The MMS bureau work elements (i.e., activities) are mapped to
the Department ABC activities. The DOI activities map to the end outcome goals and
intermediate strategies in the Strategic Plan. The Bureau’s resources align with the Bureau work
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elements, so costs can be traced from the resource to the DOI activities, strategic plan
intermediate strategies, and end outcome goals.

The MMS fully costs end outputs and can provide managers with output and workload data, and
costs for their organization. As appropriate, Bureau ABC data is considered with other
information when making resource decisions.

With three years of data, the Bureau has begun to use ABC cost information in high level
analyses to support resource allocation decisions. For instance, in 2005, two studies were
conducted using 2004 data derived from the Bureau ABC system. The data was used to support
methodologies for calculating revenues that could be generated through cost recovery and to
cover RIK administrative costs. The MMS continues to work to refine the Bureau ABC model
to meet MMS management needs for accurate, timely data for operational decisionmaking.

Cost Alignment with Performance: The MMS’s mission primarily supports the Strategic Plan
Resource Use, energy end outcome goal “manage or influence resource use to enhance public
benefit, responsible development, and economic value” under the Department plan.

Analysis of Current Performance Structure: In 2005, MMS conducted an analysis of the
Bureau performance structure to determine the hierarchical and inter-relationships between cost
and performance.

The MMS continues to work to refine how best to meet the Office of Management and Budget
(OMB) and DOI requirements to fully cost its performance. The MMS is providing full cost for
what were identified as key performance indicators (KPIs). The KPIs were selected from the
existing pool of strategic plan, PART, and Bureau measures. These are broad based measures,
representing core functions of the Bureau mission.

The Bureau’s 43 end output measures are aligned with each KPI, and these measures capture the
full cost of achieving the target level of performance. This provides MMS management with a
strategic analysis of program operations.

This is the first budget developed under the new performance structure. Incorporation of the new
performance structure in the Strategic Plan will improve MMS’s ability to align performance
data with DOI work activities. The MMS will refine the costing methodology and approach for
projecting future costs of KPIs and end output measures. It is anticipated the cost data will be
derived primarily from the Bureau ABC system.

Improve Report Capabilities: The MMS continues to improve report capabilities to provide
decision makers with timely, accurate cost and performance information.

During 2007, the Bureau will continue work to refine the Bureau ABC model in the new
software and improve reporting. The goals, by 2008, are to improve the capacity to provide
managers with consolidated reports so they can readily see key trends, and to provide greater
transparency on how resources are being allocated across the organization.
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The cost information provided in the Bureau performance tables represents the full cost of the
KPIs and associated end output measures. The data used to determine actual and projected cost is
derived from the Bureau ABC data.

Use of Program Assessment Rating Tool (PART) Information within MMS: MMS
managers are continuing to use PART information to determine resource allocations and to
identify possible cost savings. The MMS has utilized the PART process to develop performance
and efficiency measures for its various programs.

Risk Management: A continuous goal in budget and performance planning is to incorporate
consideration of risk factors. During 2006, MMS has focused on ensuring that we meet
requirements of the revised OMB Circular A-123 by proactively (1) developing and
implementing appropriate, cost-effective internal controls for results-oriented management, (2)
assessing the adequacy of internal controls in our programs and operations, (3) separately
assessing and documenting internal controls, (4) identifying needed improvements, (5) taking
corresponding corrective action, and (6) reporting annually on all aspects of internal control
through management assurance statements. Key risks identified during this process will be
considered as MMS analyzes base budget resources and determines the best way to direct the
base resources to mitigate risk.

Strategic Management of Human Capital

The MMS continues to implement the strategies outlined in our Workforce Plan. This plan
serves as a roadmap for integrating human capital initiatives with program goals and objectives
and captures the Bureau’s analysis of workforce supply, demand, and gaps based on historical
trends, future projections, and anticipated workload demands. The Workforce Plan is updated
quarterly to keep the plan current, and to capture new workforce challenges and the strategies for
addressing them. The quarterly updates allow the MMS to keep the alignment of human
resources in concert with the changing and expanding focus of the Bureau’s programs,
performance goals, and mission objectives.

The MMS Workforce Plan is used in conjunction with the DOI strategic plan and budget to
ensure that MMS s strategically managing its human capital to meet mission goals. The plan is
a living document and will change as new MMS challenges arise and successes are achieved.

The key workforce planning challenges include: succession management for leadership
positions; linking competencies to hiring; employee development; performance management;
and capturing current and accurate data on competency gaps throughout the Bureau. In addition
to basic human resources costs, such as salaries, benefits, awards, and training, MMS has
integrated human capital initiative costs into the 2008 program budget requests, such as tools for
meeting management challenges related to leadership succession, the implementation of an
employee development branch within the Human Resources Division, and the purchase and
implementation of a learning management system. The MMS programs have unique workforce
planning challenges in addition to the overarching Bureau-wide challenges, and have identified
and integrated human capital initiatives into their budget requests.
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Competitive Sourcing

The MMS competitive sourcing program continues to serve as an effective tool for managers. In
2006 MMS studied 93 FTE and reviewed an additional 58 FTE. The incumbent Federal
workforce won all competitions as a result of the establishment of more efficient organizational
configurations. The Federal Activities Inventory Reform (FAIR) Act inventory has also been a
useful mechanism that provides an opportunity for the MMS to examine the functions its
employees perform. Under the FAIR Act inventory process, MMS describes its functions in
terms of commercial viability. This provides management an additional benchmark when it
considers the structures and practices of the organization.

In 2007 and 2008, MMS expects to review or study more than 500 FTE, a number that represents
more than one-fourth of the workforce. The Bureau held a lessons-learned seminar attended by
the principals of all our recent studies. To improve the quality and consistency of the Bureau’s
efforts, participants shared valuable information to make future studies more effective and
efficient. The MMS has been conducting increasingly effective competitive sourcing studies for
the past several years.

Improving Financial Performance

From 2004 through 2006, MMS and contractors conducted numerous workshops and
training/testing sessions as a part of the process to convert all bureaus within the Department to
one financial management system. The MMS converted to the Financial and Business
Management System (FBMS) for financial transactions, beginning in 2007. Once completed, the
final new system will include a budget formulation module that will assist in preparing the
annual funding requests, allow transfers of information to the execution modules, and provide an
informational tool to analyze past budgetary trends. In addition, the new financial management
system should create a better link between budget formulation and execution each fiscal year and
allow MMS to maintain its excellence in financial performance.

Inherently, the FBMS system will result in changes in how MMS conducts its business. The
combination of best business practices and new computer system functionality will enable MMS
to improve services and operate more effectively. Anticipated benefits include:

e The ability to access and share real-time, accurate business information;

« Enhanced support of effective and timely business decisions for mission delivery;
e Reduced time and effort to produce financial and management reports;

e Focus on value-added analysis rather than data-gathering; and,

o Elimination of redundant administrative data entry.

FBMS will be implemented in phases throughout the Department. As one of the initial bureaus
to go-live with the core financial system (SAP), MMS must ready itself for the multiple demands
of a new complex systems implementation.
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For the initial deployment, MMS personnel worked with the DOI project management office and
the system integrator, IBM, to convert existing MMS data and test systems and to adjust its
business processes for modified procedures. Interfaces have been developed between the limited
FBMS system and legacy systems that worked with the prior system, the Advanced Budget and
Accounting Control and Information System (ABACIS). All deployments require MMS experts
to work with project teams to ensure MMS business needs are addressed; Bureau experts also
work on teams to further standardize business processes across the DOI. Each deployment
requires employees to be trained and tested in new system procedures.

Expanding Electronic Government (E-Gov)

In the 2008 budget request, MMS contributes $92,300 to support the President’s E-Government
initiatives. This amount is paid into the Department’s Working Capital Fund Account, and costs
are distributed based upon relative benefits received by each bureau. The Departmental
Management budget justification includes amounts for each initiative and describes the benefits
received from each E-Government activity. The vast majority of the Bureau-specific E-
Government efforts, such as MMS’s OCS Connect, are included within the Bureau’s request.

Since the Department issued its E-Gov Strategic Plan, MMS has developed two Bureau-level
plans that complement the Department’s plan, a Bureau IT Strategic Plan, and a Bureau E-Gov
Strategic Plan. The MMS has developed an E-Gov Strategic Plan that utilizes a business process
driven approach focusing on strategic goals and objectives that add value to MMS’s services,
programs, and information. This plan is predicated on three key concepts: that investment in IT
makes the organization more efficient and effective, that IT provides better information to our
stakeholders, and that IT makes it easier for stakeholders to interact with us. All current and
future E-Gov efforts will focus on one or more of these core concepts. A few of the E-Gov
initiatives MMS is involved with include the following:

e OCS Connect: The OCS Connect project is a phased, multi-year, E-Gov transformation
of MMS’s Offshore Minerals Management program. The blueprint for the OCS Connect
project was developed in response to the increasing complexity of oil and gas operations,
greater workloads, and the need for more sophisticated technical analyses and secure data
exchange. Industry and public priorities were critical drivers for OMM’s E-Gov
initiative. The OCS Connect project will change the manner in which OMM delivers its
mission. By moving to online service delivery, our organization will be more "connected”
to our stakeholders.

e E-Documents/E-Records: Through the implementation of new MMS business
processes, a foundational Electronic Document Management System (EDMS) has been
selected to electronically manage, control, locate, and retrieve electronic information. An
Electronic Resources Management System (ERMS) component of this initiative was
begun as a pilot program in 2006. A Bureau-wide sub-team is developing a flexible
retention schedule to integrate into the ERMS. This schedule should be completed during
2008.

e E-Rulemaking: The e-Rulemaking project is a Federal interagency project which will
provide citizens an opportunity to comment on proposed regulations using the Internet
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and provide access to public comments, background agency documents and rules that are
already in place. This will be done through the Regulations.gov website.

e HSPD-12: For the Federal Homeland Security Presidential Directive-12 (HSPD-12)
requirements, MMS has begun upgrading physical access control systems. Installation of
a Personal ldentity Verification (P1V) Credential capable physical access control system
was begun at selected MMS facilities during 2006, with the remainder to be determined
on both need and a timetable. In compliance with HSPD-12, MMS expects to issue
employees and contractors a PIV Credential no later than October 2007.

In addition, MMS has an active IT Security Program, and its IT security managers work closely
with the MMS program areas to review and improve security plans, policies, procedures,
standards, practices and controls to reflect technological changes and evolution.

The Bureau 2008 budget request supports the Departmental Information Management Programs
of Records Management, Privacy, Freedom of Information, Web Management, Electronic and
Information Technology Accessibility, and Information Quality to comply with the Privacy Act,
Freedom of Information Act, Executive Order 13392, FISMA, the E-Government Act of 2002
Sections 515 and 207, the Rehabilitation Act Section 508, and the Federal Records Act.

Capital Asset Justifications for the Bureau’s major IT investments can be viewed at
http://www.doi.gov/ocio/cp/index.html. Departmental Exhibit 300s (including MMS IT
Investment Overviews) may be viewed at http://www.doi.gov/foia/freg.html.

Research and Development (R&D)

The Department is using the Administration’s Research and Development (R&D) investment
criteria to assess the value of its R&D programs. Please refer to the appendix for a discussion of
the Department’s and Bureau’s efforts in the use of Research and Development Criteria.

Energy Management

As all of MMS office space is owned or leased by the General Services Administration (GSA),
GSA has direct control of our facilities. However, MMS facilities personnel work in partnership
with GSA and the building management companies to improve energy efficiency. The MMS has
issued educational materials to all our employees regarding “Energy Conservation Guidelines.”
We will continue our collaborative energy management practices and expand our energy
education program through the use of informational materials.

Asset Management (Fleet Management)

The MMS has no capital assets other than its small vehicle fleet.

In 2005, MMS developed a comprehensive Fleet Management Plan to improve critical mission
support, achieve fleet management goals and support the Department’s fleet management

strategy. The MMS is in the process of developing a fleet composition baseline and
justifications for each vehicle based on mission requirements. The Bureau currently maintains a
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small motor vehicle fleet of less than 50 owned and GSA-leased vehicles. The fleet has been
downsized and right-sized by acquiring and maintaining the minimum number and size of
vehicles that will accomplish the mission, which included disposing of underutilized vehicles.
Whenever possible, we purchase alternative fuel vehicles. MMS will strive to reduce our vehicle
fuel consumption by curtailing non-essential travel and encouraging employees to carpool or use
the shuttle or public transportation whenever possible. The Bureau has issued educational
materials to all employees regarding “Fuel Conservation Guidelines” for vehicles.

Environmental Management

The GSA leases all the office space for the MMS. Therefore, we do not have any facilities that
are appropriate for environmental audits and are not required to have an Environmental
Management System (EMS) in place. The GSA requires an EMS be used by the lessor. The
Bureau supports the requirements that GSA imposes on the lessor and works with GSA and
building management to ensure their requirements are carried out.

The MMS supports environmentally friendly procurement practices. On February 27, 2006, we
issued Acquisition Management Memorandum No. 2006-001, establishing MMS’s Affirmative
Procurement Program (APP). The APP formalizes MMS’s goal to increase purchases of
recycled-content products and environmentally preferable products and services to the extent
feasible, consistent with price, performance, availability, and safety considerations. In addition
to requiring consideration of environmental factors in acquisition processes, this policy requires
acquisition personnel, including MMS business-line charge card holders, to attend green
procurement training, preferably through the Office of Personnel Management’s Gov Online
Learning Center (GOLearn.gov). The MMS Support Services Office considers Leadership in
Environmental and Energy Design (LEEDSs) planning when purchasing furniture and carpet.

The MMS utilizes the DOI/UNICOR MOU to dispose of unserviceable IT equipment. The
MOU provides the MMS an environmentally safe and regulatory compliant alternative to landfill
disposal through the recycling or surplus of unserviceable electronic equipment. All offices have
active recycling programs for paper and aluminum and some include plastic and glass. Also,
toner cartridge recycling programs and cell phone donation programs are in place.

The MMS fully supports the Department’s efforts to promote environmentally friendly practices
including those governing recycling and waste prevention. The MMS has made good progress
by working to enhance environmental performance through effective real and personal property
management. Moreover, the MMS will continue its collaborative efforts by working with our
public and private partners to achieve greater results.
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PERFORMANCE SUMMARY

The MMS’s mission is to manage the ocean energy and mineral resources on the Outer

Continental Shelf and Federal and Indian mineral revenues to enhance both public and trust
benefits, promote responsible use, and realize fair value. Within the Department’s strategic
framework, MMS supports accomplishment of the Resource Use mission area.

e Resource Use (energy) — improve resource management to assure responsible use and
sustain a dynamic economy. Intermediate outcomes include:
o Effectively manage and provide for efficient access and development;

o Enhance responsible use management practices; and

o Ensure appropriate value through effective lease and permit management.

Table 4: 2008 Budget Request by Interior Mission Goal *

2007 2008
Minerals Management Service President’s President’s | 2008 Change
($000's) 2006 Enacted Request Request From 2007

Resource Use - Energy 255,975 264,600 297,181 +32,581
Resource Use — Non-Energy 3,101 3,098
Serving Communities 21,948 24,586

Total 281,024 292,284 297,181 +4,897
Offsetting collections -122,730 -128,730 -135,730 -7,000
Total Appropriation Request 158,294 163,554 161,451 -2,103

* Under the DOI Strategic Plan FY 2007-FY2012 MMS reports all activities and costs under the Resource Use
(energy) mission area. In previous submissions MMS reported FY 2006 and FY 2007 information for the
Resource Use (energy and non-energy) and Serving Communities mission areas.

Resource Use Mission Area (Energy)

The 2008 Resource Use goal area request of $297.2 million provides the resources needed to
conduct leasing, resource evaluation, regulatory, and asset management activities. This request
directly supports the MMS corporate goals shown in the previous diagram. Annually MMS
conducts approximately 25,000 compliance inspections to ensure safe and clean operations on
the OCS. This work has been instrumental in maintaining a high level of compliance among
operators. MMS Offshore activities provide direct support for the President’s mandate to
increase domestic energy production by managing assets to meet the energy needs of the nation.
Revenue management activities ensure proper collection, accounting, reporting, and timely
disbursement of royalties. Through use of royalty-in-kind, MMS has increased the amount of

revenues collected.
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Table 5: MMS Funding and the DOI Resource Use Mission Goal

2007 2008 2008 Request
President’s President’s | Change From
($000) 2006 Enacted Request Request * 2007

Manage or Influence Resource Use to
Enhance Public Benefit, Responsible
Development, and Economic Value
(energy) ** 255,975 264,600 297,181 +32,581
Enhance Public Benefit, Promote
Responsible Use, and Ensure
Appropriate Value (non-energy) 3,101 3,098
Total 259,076 267,698 297,181 +29,483

* Under the DOI Strategic Plan FY 2007-FY2012 MMS reports all activities and costs under the Resource Use
(energy) mission area. In previous submissions MMS reported FY 2006 and FY 2007 information for the Resource
Use (energy and non-energy) and Serving Communities mission areas.

™ Under the former DOI Strategic Plan, this strategy was titled as “Enhance Public Benefit, Promote Responsible
Use, and Ensure Appropriate Value (energy).”

The following measures highlight MMS planned performance accomplishments in the Resource
Use mission area with the resources requested.

Table 6: Planned Performance Accomplishments — Resource Use (Energy)

2007 Planned 2008 Planned
Measure

Number of offshore lease sales held consistent with the 2 5
Secretary’s 2007-2012 Five-Year Program
Eergent of Federal and Indian revenues disbursed on a timely 97% 98%

asis per statute
Percent of available offshore oil and gas resources offered for
leasing compared to what was planned in the Secretary’s 29% ? TBD!
Five-Year Plan
Amount (in barrels) of offshore oil spilled per million barrels 5 5
produced
Composite accident severity ratio 0.07 0.06
Percent of late disbursements 3% 2%
Percent of Federal and Indian royalties compliance work 65% of CY 2004 TBD?

e ; e 3

completed within the 3-year compliance cycle royalties
Net return (in dollars) to the government through Royalties in $51.8M $59.6 M
Kind (RIK) (estimated) (cum) (cum)

! Final FY 2008 target is dependent on the adoption of the Final 2007-2012 5-Year Program.

2 Final FY 2007 target is dependent on the adoption of the Final 2007-2012 5-Year Program.

% In FY 2007, MMS is reducing its target from 72% to 65%, in order to redirect resources to
develop and pilot the new methodology to assess compliance risks. Refer to the MRM-CAM tab,
Compliance Assurance Program Performance section, Compliance Strategy — Office of the
Inspector General’s Report subsection. Also refer to the first measure on Table 38 in the MRM
Compliance and Asset Management tab. Revised compliance coverage measurement, based on
new risk strategy, and targets for FY 2008 forward, will be available by the end of FY 2007.

Minerals Management Service
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The MMS will continue to implement the following key strategies in 2008:

Provide for access to energy and mineral resources: Conduct lease sales scheduled in the
new OCS 5-Year Leasing Program (2007 to 2012); the number of lease sales is dependent on
adoption of the final Program. Continue implementation of the Alternative Energy program.

Ensure appropriate value for America’s resources: In 2006, MMS disbursed about $12
billion in mineral revenues to states, the Office of the Special Trustee for American Indians
(OST), other Federal agencies, and U.S. Treasury accounts. The distribution and disbursement
function ensures that revenues are properly disbursed to the appropriate recipients. The MMS
achieved 94.5 percent timely disbursements in 2006. In 2007 the MMS target performance is to
achieve 97 percent timely disbursements; the 2008 target is 98 percent.

Effectively manage and provide for efficient access and development: As previously noted,
the final 2007 target is dependent on the adoption of the Final 2007-2012 OCS 5-Year Leasing
Program. As a result of settlement of litigation brought by the State of Louisiana, MMS
postponed Sale 201, scheduled for March 2007 in the Central Gulf of Mexico (CGOM). MMS is
proposing to offer this area for leasing consideration in Sale 205, along with the CGOM portions
of the old Sale 181 Area, in the 2007-2012 OCS 5-Year Leasing Program. All CGOM sale tracts
will be offered in later sales. Additionally, the 2007 "Special” Chukchi Sea Sale will not be held.
The next Chgukchi Sea Sale is proposed to be held in FY 2008. Two CGOM sales may be offered
in FY 2008.

Enhance responsible use management practices: The MMS will continue to carry out a
comprehensive program to ensure that mineral and alternative energy operations on the OCS are
conducted in a safe and environmentally sound manner. In 2007 the MMS target performance is
to achieve an annual accident severity ratio of 0.07 or less; the 2008 target is 0.06 or less. This
key indicator of responsible resource extraction activities monitors operator safety and
environmental performance.

The MMS remains committed to safety and environmental protection as top priorities. In both
2007 and 2008, the MMS performance targets are to achieve an oil spill rate of no more than 5
barrels spilled per million produced.

Appropriate value through effective lease and permit management: In 2007 the MMS target
performance is to achieve late disbursements of three percent or less; the 2008 target is two
percent.

In 2006, MMS achieved its highest-ever level of contemporaneous compliance coverage by
confirming reasonable compliance on 72.5 percent of all CY 2003 royalties. In the 2007
President’s Budget, MMS indicated we would be analyzing risk and resource data to determine
the correct targets for 2007 and 2008. The analysis, using in-target resources and considering

° Refer to the OMM-Leasing and Environmental tab, page 67, for a discussion of the 2007-2012 OCS 5-Year Oil
and Gas Leasing Program schedule.

20 Minerals Management Service



General Statement

risks, resulted in targets of 65 percent of all CY 2004 royalties for 2007.° However, as a result
of the December 6, 2006 Office of the Inspector General report, MMS will be developing a new
risk strategy and performance targets that reflect the number of companies and or leases covered,
not total revenue. In addition, as RIK gas volumes expand, MMS expects offshore compliance
workloads to decrease, freeing up resources to be redirected toward highest risk, small-dollar
onshore Federal properties.

The MMS performance target for the net return (in dollars) to the government through RIK for
2007 is $51.8 million (cumulative); the 2008 target is $59.6 million (cumulative).

Performance and Cost Impact of Key Budgetary Changes
The MMS Initiatives in the 2008 budget have the following overarching themes:

Funding for maintaining important national energy supplies;

Funding for conservation and environmental efforts;

Ensuring that taxpayers receive appropriate value for the sale of OCS resources;

Cost savings to the government by using automated tools to contemporaneously identify
potential problems in revenue adjustments made by the companies; and

e Cost savings to MMS by paying less late disbursement interest to states.

In addition, the five proposed program initiatives (three in OMM and two in MRM) further
MMS’s activities to provide major economic and energy benefits to the country.

The MMS plays an important role in President Bush’s National Energy Policy by securing ocean
energy for the Nation. MMS’s 5-Year OCS Leasing Program, Ultra-Deepwater, and Gulf of
Mexico Region (GOMR) Hurricane Damage recovery initiatives enable MMS to continue its
role in providing access to important national energy supplies. The Proposed 5-Year OCS
Leasing Program considers increasing the areas available for leasing consideration, including the
North Aleutian Basin, the mid-Atlantic and an expanded area in the Central Gulf of Mexico, an
increase of 17.542 million acres. The Ultra-Deepwater initiative supports engineering and
operational safety studies to evaluate industry plans and permits to assess the risks associated
with drilling and facility development. It is key to the review and approval of plans for further
growth of deepwater and ultra deep subsurface production. The GOMR Hurricane Damage
Recovery initiative focuses resources on addressing damaged wells that could cause future
pollution problems, which can also impact future production. All three of these initiatives
support the development of energy.

The three initiatives already discussed also support MMS’s role in providing safe and
environmentally sound access to these domestic energy resources. Investment in the 5-Year
OCS Leasing Program supports needed environmental analysis, environmental studies, resource

%10 FY 2007, MMS is reducing its target from 72.5% to 65%, in order to redirect resources to develop and pilot the
new methodology to assess compliance risks. Refer to the MRM-CAM tab, Compliance Assurance Program
Performance section, Compliance Strategy — Office of the Inspector General’s Report subsection. Also refer to the
first measure on Table 38 in the MRM Compliance and Asset Management tab. Revised compliance coverage
measurement, based on new risk strategy, and targets for FY 2008 forward, will be available by the end of FY 2007.
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assessment, and leasing consultation involved with the leasing program. The Ultra-Deepwater
initiative supports studies to assess the integrity of deepwater production facilities. The GOMR
Hurricane Damage Recovery initiative dedicates resources to work toward proper well
abandonment and pollution prevention from wells damaged during 2005°s hurricanes, thus
preventing future pollution. The above initiatives support MMS’s efforts to protect the
environment while ensuring environmentally sound access to our nation’s energy resources.

Finally, MMS ensures the country receives fair value for its mineral resources, and collects,
accounts for, substantiates, and disburses more than $8 billion annually. The MMS’s Interactive
Payment Reconciliation and Billing initiative is intended to eliminate areas of concern in MMS’s
Chief Financial Officer (CFO) audit and the payment of late disbursement interest to states. The
initiative will greatly facilitate the timely issuance of late payment interest invoices and
resolution of accounts receivables, thus resulting in reduced interest liabilities to states, and a
cost savings to the U.S. Treasury. The Adjustment Line Monitoring initiative will help to ensure
that the government receives all the revenues owed by companies. The requested funding would
ensure that improper adjustments are identified in a timely manner and that the government
receives and maintains the proper mineral revenue payments.

Key budgetary changes tables follow for three of the initiatives in the FY 2008 request — Table 7:
OCS 5-Year Leasing Program; Table 8: Ultra-Deepwater; and Table 9: Interactive Payment
Reconciliation and Billing. Please keep in mind:

e Performance at proposed budget levels for outyears assumes continued funding at the
2008 request level and that there will be no inflation. No inflation means that costs of
staff, goods, services, etc. are expected to be the same in the outyears as they are in 2008.
This does not mean that cost per unit is expected to stay the same. Please refer to the
comments and footnotes on the tables.

e Baseline performance is the performance to be achieved without the budgetary change.

e The cost information (total and unit) is presented at the request level (i.e., with the
budgetary change).
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Table 7: Key Budgetary Changes: OCS 5-Year Leasing Pro

ram, (+$4,000,000 / +6FTE)

2007
2004 2005 2006 President's | 2007 2008 2009 2010 2011 2012
Actual Actual Enacted Budget Plan Plan Estimate | Estimate |Estimate ?| Estimate
Number of offshore lease sales held consistent with the Secretary's Five Year Program (SP)
Performance at Proposed Budget
Level 4 4 2 2 2 5 TBD TBD TBD TBD
+1 (North +1 (North

Performance Change +3 Aleutian) Aleutian)
Total actual/projected cost ($M) ¥ 30.5 32.7 331 34.7 34.7 37.7 37.7 37.7 37.7 37.7

This measure counts lease sales conducted under the OCS Oil and Gas Leasing Program. The 2002-2007 Program ends in June 2007; the 2007-2012
Proposed Program is under development through the extensive consultation process prescribed by the OCS Lands Act. The President's Budget
supports the Proposed Program for 2007-2012 (published in August 2006) by providing environmental information to conduct lease sales in five
expanded OCS program areas (Central GOM, Chukchi Sea, Beaufort Sea, Cook Inlet, North Aleutian Basin). Expansion of OCS acreage available for
leasing consideration, a significant amount of which has not been offered/evaluated for decades, requires an investment in environmental studies,
environmental analysis, resource assessment, and leasing consultation. Funding provided in 2008 will support future lease sales, primarily in the

North Aleutian Basin.

Note: The 2007 plan is the performance level based upon a projection of 2007 likely enacted made during the first quarter of 2007. The 2008 plan
and out-year targets build on the 2007 Plan. To the extent Congress enacts a 2007 appropriation that is different from the 2007 projection, the 2008
and out-year targets may require revision.
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Table 8: Key Budgetary Changes - Ultra-Deepwater (+$1,300,000/ +5 FTE)

2007
2004 2005 2006 President's 2008 2009 2010 2011 2012
Actual Actual Enacted Budget [2007 Plan Plan Estimate | Estimate | Estimate | Estimate

Blocks/Tracts Assessed or Evaluated (ABC)
Performance at Proposed Budget Level 9,300 9,300 9,300 9,300 9,300
Performance w/o Initiative 8,140 8,177 10996 * 8,000 8,000 8,000 8,000 8,000 8,000 8,000
Performance Change N/C N/C N/C N/C N/C +16% +16% +16% +16% +16%
Total actual/projected cost ($M) 43.3 46.6 47.4 47.9 47.9 48.3 48.3 48.3 48.3 48.3
Total actual/projected cost without
initiative ($M) 43.3 46.6 47.7 47.9 47.9 46.6 46.6 46.6 46.6 46.6
Actual/projected cost per unit (whole
dollars) 2,195 950 5,925 5,990 5,990 5,150 5,150 5,150 5,150 5,150

In the base period under the current 5-year Program (2002-2007), MMS experienced an average of 8,000 OCS tracts evaluated per year. Based on the proposed 2007-2012 program,
MMS expects 9,300 tracts per year. It is anticipated that the proposed 5-year program, with its 5-expanded program areas while surveying for interest in one additional planning area,
will result in far more, labor-intensive, block/tract evaluation units. The number of OCS blocks/tracts evaluated (and thus, the unit cost thereof) fluctuates significantly from year to year
due to the "size" of sales.

Y Of the 10,996 blocks/tracts evaluated in FY 2006, 3,003 were Atlantic tracts. New geologic information was evaluated for the Proposed 2007-2012 5-Year Oil and Gas Leasing
Program. This evaluation in the Atlantic was a special occurrence.

Note: The 2007 plan is the performance level based upon a projection of 2007 likely enacted made during the first quarter of 2007. The 2008 plan and out-year targets build on the
2007 Plan. To the extent Congress enacts a 2007 appropriation that is different from the 2007 projection, the 2008 and out-year targets may require revision.

Figure 2: Key Budgetary Changes: Ultra-Deepwater
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* Of the 10,996 blocks/tracts evaluated in FY 2006, 3,003 were Atlantic tracts (which is a special occurrence).
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Table 9: Key Budgetary Changes- Interactive Payment Reconciliation and Billing, (+$1,450,000)

2007
2004 2005 . , 2008 2009 2010 2011 2012
Actual Actual 2006 Enacted Pr;zléjg:tt s [2007 Plan Plan | Estimate | Estimate | Estimate | Estimate
Reduce accounts receivable over 120 days by X%
-20% -30% -40% -60% -80%
Sept. 30, 2006 -10%
Performance at Proposed Budget Level N/A N/A Bas:ﬁne' é231 6M N/A $23 20M (cum) (cum) (cum) (cum) (cum)
' ' ' -$46.3M | -$69.5M | -$92.7M |-$139.0M(-$185.3M
-200 -3009 -380 -400 -450,
Performance w/o Initiative N/A N/A N/A N/A -10% 20% 30% 35% 40% 45%
(cum) (cum) (cum) (cum) (cum)
-50, - 0, - 0,
Performance Change N/A N/A N/A N/A 0% 0% 0% 5% 20% 35%
(cum) (cum) (cum)
Total actual/projected cost at Budget Level 2 2 2 2 2
($000) 41,885 | 42,282 43,703 44,458 44,458 | 456282 | 45,6282 | 44,178 % | 44,1782 | 44,178
'(I;;o(;[glo;:lctuallpmjected cost without initiative 41,885 42,282 43703 44,458 44,458 24178 | 44178 | 24178 2 44,178 2 44,178 2
Actual/projected cost per % Change ($) N/A N/A N/A

Note: During 2007-2009, MRM will utilize manual processes to reduce receivables. During 2010, after system enhancements have been implemented, we anticipate a learning curve for
Industry. We are anticipating greater benefits will be recognized during 2011 and 2012.

! Targets are stated cumulatively FY 2007-2012.

% Costs for 2008 and 2009 reflect the fact that this is a two year initiative. Costs for 2009 thru 2012 are not adjusted for inflation.

Note: The 2007 plan is the performance level based upon a projection of 2007 likely enacted made during the first quarter of 2007. The 2008 plan and out-year targets build on the 2007

Plan. To the extent Congress enacts a 2007 appropriation that is different from the 2007 projection, the 2008 and out-year targets may require revision.

90% +

Reconciliation and Billing

80% | - - -
70% - - -
60% | - - -
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Figure 3: Key Budgetary Changes - Interactive Payment
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Data Verification and Validation

The MMS has implemented data verification and validation (V&V) processes based upon
guidance issued by the Department and OMB. In 2006, MMS published a Data V&V
procedures guide. The procedures are based upon the Department Data V&V matrix issued in
January 2003. There is an identified official for each measure who is responsible for ensuring
the accuracy of data.

The Bureau’s data validation and verification methods are sufficiently credible and support the
general accuracy and reliability of the performance information that MMS collects, records, and
reports. Responsibility for performance reporting is included in senior managers’ annual
performance plans and cascaded down through the organization.

Figure 5: MMS Organizational Chart
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Table 10: Goal Performance Table - Resource Use (energy)

Target Codes:

Type Codes:

SP - Key Strategic Plan measures

NK - Non-Key measures
TBD - Targets have not yet been developed

C - Cumulative Measures
Notes: 1/ FY 2007, FY 2008, and FY 2012 baselines and targets have been adjusted to meet final goals and measures in the FY 2007-2012 Strategic Plan.
2007 plan is the performance level based upon a projection of 2007 likely enacted made during the first quarter of 2007. The 2008 plan and 2012 long-term targets build on
the 2007 Plan. To the extent Congress enacts a 2007 appropriation that is different from the 2007 projection, the 2008 plan and 2012 targets may require revision.

PART - PART measures

UNK - Prior year data unavailable
BUR - Bureau specific measure

ABC - Bureau ABC Output

NA - Long-term targets are inappropriate to determine at this time

A - Annual Measures

F - Future Measures

2/ The

End Outcome Goal 1.1 Resource Use (energy): Manage or influence resource use to enhance public benefit, responsible development, and economic

value.

End Outcome Change
Measure/Intermediate or PART | | 2004 2005 2006 |,00 Actual Pri?f;t,s 2007 2008 | from 2007 L?fr'tzm
Measure/PART Efficiency or yp Actual Actual Plan Budget Plan Plan Plan to 2032
Other Outcome Measure 2008

GPRA End Outcome Measures

Number of offshore lease sales

held consistent with the Secretary's| C/F 4 4 2 2 4* 2 5 +3 TBD

2007-2012 5-Year Program (SP)

Contributing Programs

OMM-Leasing and Environment, Resource Evaluation

Comments (see also next page)

This measure counts lease sales conducted under the OCS Qil and Gas Leasing Program. The 2002-2007 Program ends
in June 2007; the 2007-2012 Program is under development through the extensive consultation process prescribed by the
OCS Lands Act. The 2008 President's Budget supports the Proposed Program for 2007-2012 (published in August 2006)
by providing environmental information to conduct lease sales in five expanded OCS program areas (Central GOM,
Chukchi Sea, Beaufort Sea, Cook Inlet, North Aleutian Basin). Expansion of OCS acreage available for leasing
consideration, a significant amount of which has not been offered or evaluated for decades, requires an investment in
environmental studies, environmental analysis, resource assessment, and leasing consultation. Funding provided in 2008
will primarily support future lease sales in the North Aleutian Basin.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome Goal 1.1 Resource Use (energy): Manage or influence resource use to enhance public benefit, responsible development, and economic

value.

End Outcome
Measure/Intermediate or PART
Measure/PART Efficiency or
Other Outcome Measure

Change
Long-term
2004 2005 2006 2007 | 5507 2008 | from 2007 |-°"9
Type 2006 Actual| President's Target
Actual Actual Plan Plan Plan Plan to
Budget 2008 2012

Comments, contin.

* Two sales are currently scheduled for FY 2007 (Beaufort Sea and Western GOM). As a result of settlement of litigation
brought by the State of Louisiana, MMS postponed Central Gulf of Mexico (CGOM) Sale 201, scheduled for March 2007.
Five sales are currently scheduled for FY 2008 including (2) Central GOM, Western GOM, Chukchi Sea and Eastern GOM
(The Gulf of Mexico Energy Security Act of 2006 makes new OCS acreage available, including a small portion of the Gulf of
Mexico Eastern Planning Area). Final FY 2007-2012 targets are dependent on the adoption of the Final 2007-2012 5-Year
Program. The MMS is continuing consultation with the State of Louisiana and other stakeholders to define the Final 5-Year
Program. The Final Program may provide a different schedule than the Proposed Program.

**Although the Proposed Program includes a Mid-Atlantic sale in 2011, the budget request does not provide for investment
in the Mid-Atlantic Planning Area, which is currently subject to statutory moratoria and Presidential withdrawal from
leasing.

Percent of Federal and Indian
revenues disbursed on a timely
basis per statute (SP/PART)

95.5% 98% 94.5%
A | ($1.344B/ | ($1.978B/ | 96.5% | ($2.505B/ | 97% 97% 98% 1% 99%
$1.407B) | $2.011B) $2.650B)

Contributing Programs

MRM-Revenue and Operations

Comments

FY 2006 result, although below target, is within DOI's +/- 5% range for "target met."

In FY 2006, MRM focused on reducing accounts receivable and unapplied payments. This resulted in the processing of
several older payments, which lowered our timely disbursements result to 95%, compared to 98% in FY 2005. MRM has
completed this work. Timely disbursements should increase during FY 2007.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Lona-term

Measure/Intermediate or PART Tvoe 2004 2005 2006 2006 Actual| President's 2007 2008 from 2007 Ta?r ot

Measure/PART Efficiency or yp Actual Actual Plan Plan Plan Plan to g
Budget 2012

Other Outcome Measure 2008

Intermediate Outcome Strategy 1: Effectively manage and provide for efficient access and development

GPRA Intermediate Outcome Measures,

and Bureau and PART Outcome Measures

Percent of available offshore oil
and gas resources offered for
leasing compared to what was
planned in the Secretary's Five-
Year Plan (SP)

CIF

2002-2007 Leasing Program
Target: >75%

2007-2012 Leasing Program
Target: TBD

Contributing Programs

OMM-Leasing and Environment, Resource Evaluation

Percent of available OCS acres
offered for leasing ina 5 Year
Program compared to what was
planned for leasing (PART)

CIF

2002-2007 Leasing Program
Target: 75%

2007-2012 Leasing Program
Target: TBD

Contributing Programs

OMM-Leasing and Environment, Resource Evaluation

Comments

The results for the 2002-2007 Program cannot be fully determined until the final notice of sale is issued for the last sale in
that program (Spring 2007). If all the sales scheduled in the 5-Year Program for a specific year were held, meaning no
major deferrals of acreage, the available resources offered would be 100%. However, the current, and proposed, 5-year
programs include ““special sales,” a process designed for the remote areas of Alaska that contain prospects for oil and gas,
but are currently considered to have high risk, high costs, and lower industry interest. The process takes advantage of new
technology, changing costs and prices, and other factors affecting interest by making such areas available. If industry does
not express an interest in the Call for Information, presale work does not continue. The 2007-2012 Program is under
development through the extensive consultation process prescribed by the OCS Lands Act and is slated to take effect July 1,

2007. Target will be developed as the Program is finalized (Spring 2007).
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome
Measure/Intermediate or
PART Measure/PART
Efficiency or Other Outcome
Measure

Change Long-

Tvoe 2004 2005 2006 2006 Pri?:;t's 2007 2008 from term
P Actual Actual Plan Actual Budget Plan Plan 2007 Plan| Target

to 2008 2012

Percent of available OCS acres
offered in each year's lease sales
(PART)

CIF >57% >99% 99% 94% TBD 32% TBD - TBD

Contributing Programs

OMM-Leasing and Environmental and Resource Evaluation

Percent of available OCS oil and
gas resources offered in each
year's lease-sales (PART)

CIF >88% >99% >99% 99% TBD 29% TBD - TBD

Contributing Program

OMM-Leasing and Environment, Resource Evaluation

Comments

These measures count the acreage and resources offered through lease sales scheduled under the Secretary's 5-
Year OCS Oil and Gas Leasing Program. The 2007 targets assume that the Beaufort Sea and Western GOM
sales will be held and the Central GOM and Chukchi sales in the 2002-2007 5-Year Program will not be held on
schedule. The 2007 Central GOM sale was postponed as part of the Sale 200 litigation settlement with the State of
Louisiana. The 2007 Chukchi sale is not being held because additional presale environmental analysis is required
to allow the offering of the area identified as being of interest. The Chukchi and Central GOM acreage will be
offered in the next 2007-2012 5-Year Program. Acreage and resource targets will be developed as the 2007-2012
Program is finalized (Spring 2007).

Change in acres with leasing
incentives receiving bids
compared to acres receiving bids
without incentives in previous
sales (PART)

+1.0

- +1.2 million| TBD TBD TBD TBD TBD
million

C/F [ +1.5 million | +1.5 million

Contributing Program

OMM-Leasing and Environment and Resource Evaluation

Comments

This measure tracks the effect of MMS leasing royalty incentives (subject to price thresholds) on bidding activity at
OCS lease sales. Though bidding activity is the result of many considerations, a substantial increase in offshore
acreage receiving bids is seen as a positive indicator. Targets and baselines are dependent upon incentives in
effect at the time of the lease sale.

Percent of leases drilled for 1st
time - 5 Year Leases (PART)
(calendar year)

8.4% 7.1% 5.9%
0, 0, 0, 0, 0,
CIF (129/1,531) | (132/1,858) 7.5% (119/2,023) 7.5% 6.0% 6.1% |No Change| 6.1%

Contributing Program

OMM-Regulatory
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Table 10: Goal Performance Tabl

e - Resource Use (energy) (continued)

End Outcome 2007 Change Lona-term
Measure/Intermediate or PART Tvpe 2004 2005 2006 2006 Actuall President's 2007 2008 | from 2007 Tegr ot
Measure/PART Efficiency or yp Actual Actual Plan Budaet Plan Plan Plan to 20192
Other Outcome Measure g 2008

Percent of leases drilled for 1st

. 1.2% 1.1% 1.1%

time - 8/10 Year Leases CIF 1.7% 1.7% 1.3% 1.4% |NoChange| 1.5%
(PART)(calendar year) (43/3,531) | (42/3,918) (43/3,774)

Contributing Program

OMM-Regulatory

Comments

Results for 2005 and 2006 reflect lower than projected activity due to industry curtailment of operations immediately
prior to and following Hurricanes Katrina, Rita, and Wilma. OCS operators are continuing to dedicate resources to re-
establish production and repair/replace the damaged infrastructure during 2006. Some drilling rigs and ships previously
used to drill exploratory wells are dedicated to developmental and appraisal drilling due to damages sustained by the
drilling platforms and a backlog of recent deepwater discoveries. There are currently 7 new ultra-deepwater rigs under
construction and 2 additional ultra-deepwater rig upgrades with contracts to work in the Gulf of Mexico. These
additional rigs are expected to be added to the GOM rig fleet between 2008 and 2010. Additionally, many shallow water
jack-up drilling rigs have left the Gulf of Mexico for international work as the number of leases held by industry remains
steady or is increasing. The jack-up rigs leaving the GOM usually get 3 to 5 year contracts overseas compared with well-
to-well contracts in the GOM.

Intermediate Outcome Strategy 2

: Enhance responsible use management practices

GPRA Intermediate Outcome Measures, and Bureau and PART Outcome Measures

Composite accident severity ratio
(SP/PART)

CIF 0.08 0.03 0.08 0.05 0.07 0.07 0.06 -0.01 0.05

Contributing Programs

OMM-Regulatory

Comments

True targets are zero; figures presented here are used as expected values for performance analysis. MMS remains
committed to safety and environmental protection as top priorities.

Maintain an annual composite
operator performance index of X or
less (PART/BUR)

C/IF 0.17 0.11 0.20 0.15 0.20 0.20 0.20 No Change 0.20

Contributing Programs

OMM-Regulatory

Reduce number of fatalities among
workers in DOI permitted or
contracted activities (PART)

2001-2005 2002-2006
Avg=7 Avg =7
CIF 3 6 2006 9 REDUCE 2007 REDUCE | REDUCE | REDUCE
Target=6 Target=6

Contributing Programs

OMM-Regulatory

uolyew.oju] sduew.olisd | oo



[43

301195 Juswabeue| S[edauly

Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Long-term
Measure/Intermediate or PART Tvoe 2004 2005 2006 2006 Actual| President 2007 2008 from 2007 Ta?r ot
Measure/PART Efficiency or yp Actual Actual Plan BeLsteets Plan Plan Plan to 201g2
Other Outcome Measure g 2008

L 2001-2005 2002-2006
Reduce number of serious injuries AV = 24 Ava = 24
among workers in DOI permitted or| C/F 29 23 2%66 29 REDUCE 2%67 REDUCE | REDUCE | REDUCE
contracted activities (PART) Target=23 Target=23

Contributing Program

OMM-Regulatory

Comments

The MMS target is to continually reduce the number of deaths and serious injuries. A rolling 5-year average is used to
calculate an expected value for the result. We set our target by reducing from the expected value. The 2006 result was likely
due to the unusual offshore activity level during FY 2006. During FY 2006 the offshore industry in the Gulf of Mexico has
been engaged in recovering from the record damage caused by Hurricanes Katrina and Rita. The number of repair
operations and man-hours has been well above that of recent years. Additionally, several of the fatalities and serious injures
are regulated by the USCG, but counted in MMS results because the incident occurred on or near an OCS facility.

Amount (in barrels) of offshore oil
spilled per million barrels produced
(SP/PART)

31.2
79 (17,404/ 9
C/F |(4,768/ 600.5 55’7 4 5 (416/476 5 5 5 No Change 5
million) L million)
million)

Contributing Programs

OMM-Regulatory

Comments

Recent results are subject to revisions as hurricane damage assessments are completed and additional oil is recovered.
MMS remains committed to safety and environmental protection as top priorities. 2004 results excluding Hurricane (lvan)
spills are .2 per million barrels produced. 2005 results excluding Hurricane (Katrina & Rita) spills are also .2 per million
barrels produced. The 2005 result was impacted by the hurricanes with both an increase in numerator (spillage) and
reduced denominator (shut-in production).

Less than X% of total gas produced
is approved to be flared offshore
(BUR)

.25% .28% data
(10,509,681/ | (9,699,600/ -
CIF 4,157 266.134|3,472.841.890 11 av;aulgt())loe7 0.8 0.8 0.8 No Change 0.8
MCF) MCF) early

Contributing Program

OMM-Regulatory

Comments

Increased 2006 target due to lower production levels and relatively high-volume flaring requests associated with the
resumption of production following Hurricanes Katrina, Rita, and Wilma.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

Intermediate Outcome Strategy 2: Enhance responsible use management practices

End Outcome 2007 Change Lona-term
Measure/Intermediate or PART Tvpe 2004 2005 2006 2006 Actual| President's 2007 2008 | from 2007 Ta?r ot
Measure/PART Efficiency or yp Actual Actual Plan Budaet Plan Plan Plan to 20192
Other Outcome Measure g 2008

GPRA Intermediate Outcome Measures, and Bureau and PART Outcome Measures

Process X% of exploration plans in 100% 99% 0 75% 0 0 0 0
less than 30 days (BUR) CIF | (asoiss0) | (aerrara) | 7% | (osoraasy | 100% | 100% | 100% [NoChange|  100%
Contributing Programs OMM-Regulatory

Process X% of offshore

environmental assessments for 100% 100% 100%

0, 0, 0 0, 0,
development plans within 8 months CIF (1/1) (8/8) 100% (9/9) 100% 100% 100% | No Change|  100%
(BUR)

Contributing Programs OMM-Leasing and Environment
Process X% of development plans 100% 100% 0 94% 0 0 0 0
in less than 120 days (BUR) CIF 1 (a1a/314) | (258258) | 9% | (203/313) | 100% 100% 100% | No Change|  100%
Contributing Programs OMM-Regulatory
Process X% of right-of-way
L L - 98% 93% 97%

0, 0, 0, 0, 0
pipeline applications within 140 CIF (133/136) (144/155) 70% (133/137) 100% 90% 90% No Change 90%
days (BUR)
Contributing Programs OMM-Regulatory

Comments

The 2005 results and 2006 targets reflect the closure of the MMS Gulf of Mexico Region and some associated District
offices for as much as 62 days immediately prior to and following Hurricanes Katrina, Rita, and Wilma. Katrina and Rita
damaged 457 pipelines and 101 larger diameter pipelines (10 inches or greater). The target for future years is lower than
the 2004 and 2005 actual values due to a significant increase in workload for pipeline modification permits and other

damage reporting in FY 2006. Pipeline damage assessments are still ongoing.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Lona-term
Measure/Intermediate or PART Tvoe 2004 2005 2006 2006 Actuall President's 2007 2008 from 2007 ngr ot
Measure/PART Efficiency or yp Actual Actual Plan Buld ot Plan Plan Plan to 2032
Other Outcome Measure g 2008
Conduct Technology Assessment

; 70% 75% 70%

0 0, 0, 0 0, 0,

and Research studies on X% of CIF (16/23) (16/20) 70% (17/22) 70% 70% 90% +20 70%

high-priority topics (BUR)

Contributing Programs

OMM-Regulatory

Comments

Proposed funding level offsets anticipated decreasing performance by providing increased funding for critical information
needs related to ultra-deepwater operations. The anticipated performance increase to 90% for 2008 is contingent upon
receiving the additional funding in the safety research budget. At the same time, the costs and complexity of the projects will

be escalating which will cause a decrease in years beyond 2008. See Deepwater initiative.

Achieve a utilization rate of X% at
OHMSETT, the national oil spill
response test facility (BUR)

C/F

84%

75%

75%

80%

75%

75%

83%

+8%

83%

Contributing Programs

OMM-OQil Spill Research

Comments

2008 President's Budget reflects a return of funding following completion of a $1,000,000/year 4-year major renovation that
ends in 2007. The anticipated performance increase to 83% for 2008 is contingent upon continuing to receive $500,000 in
Ohmsett renovation funding for maintenance.

Total Number of Compliance
Inspections Completed
(PART/ABC-DOI)

A

24,938

23,115

23,000

19,961

25,000

22,300

22,000

- 300

22,300

Contributing Programs

OMM-Regulatory
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Long-term
Measure/Intermediate or PART Tvoe 2004 2005 2006 2006 Actual| President 2007 2008 from 2007 Tarcet
Measure/PART Efficiency or yp Actual Actual Plan resident's Plan Plan Plan to g
Other Outcome Measure Budget 2008 2012
Inspect X safety and pollution

prevention components per year A 67,608 64,025 60,000 56,454 66,560 60,500 60,000 - 500 60,500
(BUR/ABC-MMS)

Contributing Programs

OMM-Regulatory

Comments

2005 and 2006 results reflect the closure of the MMS Gulf of Mexico Region and some associated District offices for as
much as 62 days immediately prior to and following Hurricanes Katrina, Rita, and Wilma. Targets have been adjusted to
reflect the Gulf of Mexico loss of more than 4000 components and 125 facilities due to Hurricanes Ivan, Katrina and Rita. A
significant number of smaller facilities have not returned to production and are not operating. Historically, the GOM
facilities/components have been flat.

The MMS is also conducting more component sampling and performance based inspections which focus on higher risk
facilities and reduce the component and inspection count. The MMS expects this trend to continue into the near future.

Intermediate Outcome Strategy 3:

Appropriate value through effective lease and permit management

Conduct full Coast Guard
inspections on X% of manned
offshore facilities annually (BUR)

0 Y 9
A 16% 15% 10% 13% 10% 10% 10%

0,
(173/1,110) | (164/1,109) (154/1124) No Change|  10%

Contributing Programs

OMM- Regulatory

Comments

Inspection of U.S. Coast Guard regulated items is a function that was provided for by regulation but one for which MMS is
not reimbursed. Assumption of limited responsibilities by MMS was pursued following a report by the Inspector General
that the U.S. Coast Guard was not conducting inspections of safety items on fixed facilities, as required by law. At this time,
MMS inspectors conduct a limited FPSIP (fixed platform self inspection program) inspection on every platform that they
visit and have a target of conducting full FPSIP inspections on 10 percent of manned facilities. Increasing the number of
full FPSIP inspections by MMS inspectors would detract from performing inspections of equipment and operations under
MMS jurisdiction.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Lona-term
Measure/Intermediate or PART Tvoe 2004 2005 2006 2006 Actuall President's 2007 2008 from 2007 Ta?r ot
Measure/PART Efficiency or yp Actual Actual Plan Budaet Plan Plan Plan to 2oiqz
Other Outcome Measure g 2008

Structure Permits Pending (ABC- A 75 108 N/A 204 N/A 200 150 50 90

MMS)

Contributing Programs

OMM- Regulatory

Comments

The baseline for the number of structure permits pending (2004) is 75. As a result of the hurricanes, but just as significantly
the impact of the aging infrastructure in the GOM and the complexity of structure modification permits received, the backlog
has doubled. Many of the structures are beyond their original design life and require significant engineering analysis and
coordination with industry to ensure the structure remains sound. Frequently operations cannot proceed until the permits
are approved.

Percent of high bids accepted or
rejected within 60 days (PART)

C/F

63%
(572/906)

78%
(612/786)

65%

68%
(530/785)

65%

65%

65%

No Change

65%

Contributing Programs

OMM-Resource Evaluation

Comments

Targets are for lease sales with fewer than 600 tracts receiving bids in the Gulf of Mexico Region or 90 tracts in the Alaska
Region. The FY 2005 result is adjusted to accommodate the closure of the MMS Gulf of Mexico Region office for 62 days
immediately prior to and following Hurricanes Katrina and Rita. Absent such adjustment, the result would be 36%
(283/786). The reason the outyear targets are lower than the 2005 actual value is a result of increased workload in the
deepwater area where currently leased tracts, with 10 year lease terms, will be relinquished, then made available, as
follows: 478 in 2007, 783 in 2008, and 437 in 2009. It is anticipated that greater than 45% of these tracts will be bid on;
this plus other available acreage will likely place 2007-2009 sales over and above the baseline 600 tracts receiving bids.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Long-term
Measure/Intermediate or PART Tvpe 2004 2005 2006 2006 Actual| President 2007 2008 from 2007 Taraet
Measure/PART Efficiency or yp Actual Actual Plan estclens Plan Plan Plan to g
Other Outcome Measure Budget 2008 2012
Percent of tracts with high bids

rejected in the previous lease sale

receiving acceptable high bids at CIF (1527/02/01) (1853;01/%) 50% (g?;g)) 50% 50% 50% No Change| 50%
the planning area's next lease sale

(PART)

Contributing Programs

OMM-Resource Evaluation

Comments

The MMS bid adequacy procedures resulted in a net gain of $16.1 million in the 2005 lease sales for 15 of 18 tracts with
previously-rejected bids. Twenty-five high bids received in 2005 were rejected as insufficient for fair market value;
associated tracts may be re-offered in future lease sales. Although actuals exceeded the target in 2004 and 2005, with
higher prices, we do not appear to be receiving the same interest in previously rejected tracts that was evident in the past.
In recent sales, there has not been much interest in some of the lower-valued, rejected tracts on re-offering.

Maintain the ratio of 1.8 to 1 (+/-
0.4) of accepted high bids to MMS’
estimated value (BUR)

18to1l
(+/- 0.4)

18to1
(+/-0.4)

18to1l
(+/-0.4)

18to1l
(+/-0.4)

18to1l

CIF 21to1l (+/-0.4)

19to1l 21to1l No Change

Contributing Programs

OMM-Resource Evaluation

Comments

Measure includes only accepted high bids (not all high bids). Government value based on the dollar measure of the MMS
estimate of a tract’s expected net present value, given that the tract is leased in a current lease sale.

Reserves recovered per dollar of
funding for the conservation
management component of the
program (PART)

A 6.8 3.5 52 204 52 52 52 No Change 52

Contributing Programs

OMM-Regulatory

Comments

This new measure captures how many barrels of oil (or equivalent volumes of natural gas) reserves are estimated to be
made available for each dollar MMS invests in conservation management activities. Through the review of Conservation
Information Documents, MMS analyzes reservoirs that an operator has proposed to bypass. The MMS has made operators
commit to develop zones that the operator had proposed to bypass. The price of oil has increased significanly in 2006. This
made reservoirs that may have previously been uneconomic, economic to produce.
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Table 10: Goal Performance Tabl

e - Resource Use (energy) (continued)

End Outcome 2007 Change Long-term
Measure/Intermediate or PART Tvoe 2004 2005 2006 2006 Actuall President's 2007 2008 | from 2007 Ta?r ot
Measure/PART Efficiency or yp Actual Actual Plan Budaet Plan Plan Plan to 20192
Other Outcome Measure g 2008

Blocks/Tracts Evaluated (ABC) A 8,140 8,177 8,000 10,996 8,000 8,000 9,300 +1,300 9,300

Contributing Programs

OMM-Resource Evaluation

Comments

In the base period under the current 5-year Program (2002-2007), MMS experienced an average of 8,000 OCS tracts
evaluated per year. Based on the proposed 2007-2012 program, MMS expects 9,300 tracts per year. It is anticipated that
the proposed 5-year program, with its 5-expanded program areas while surveying for interest in one additional planning
area, will result in far more, labor-intensive, block/tract evaluation units. The number of OCS blocks/tracts evaluated
(and thus, the unit cost thereof) fluctuates significantly from year to year due to the "size" of sales.

Of the 10,996 blocks/tracts evaluated in FY 2006, 3,003 were Atlantic tracts. New geologic information was evaluated for
the Proposed 2007-2012 5-Year Oil and Gas Leasing Program. This evaluation in the Atlantic was a special occurrence.

Program: Minerals Revenue Man

Net return (in dollars) to the
government through royalties-in-
kind (RIK) (SP/PART)

agement
See note ¥

C $19.7M ?fme) $(‘:i'21';/' in $élu§1';/' $étri';ﬂ $fcig';" $7.8M 8D ?
Comments

Contributing Programs

MRM-Compliance and Asset Management

Comments

1/ FY 2006 results not available until April 2007 at which time results for the period October 1, 2005 through September
20, 2006 will be reported.

2/ MRM's goal is $67.5M by FY 2009. 2004 result was the baseline. Annual targets are based on cumulative progress
made 2005 and forward in reaching the $67.5 million 5-year target. Due to market volatility and its potential impact on
revenue uplift, future gains — or losses — will be variable. Targets for FY 2010 forward will be addressed during MRM's
Business Planning initiative, and will be available by the end of FY 2008.

Percent of late disbursements (SP)

4.5% 2% 5.5% ¥
C | ($0.063B/ | ($0.033B/ | 35% | ($0.145B/| 3% 3% 2% - 1% 1%
$1.407B) | $2.011B) $2.650B)

Contributing Programs

MRM-Revenue and Operations

Comments

3/ Please see comments to "Percent of Federal and Indian revenues disbursed on a timely basis per statute” measure

above.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Lona-term
Measure/Intermediate or PART Tvpe 2004 2005 2006 2006 Actuall President's 2007 2008 [ from 2007 Ta?r ot
Measure/PART Efficiency or yp Actual Actual Plan Budaet Plan Plan Plan to 20192
Other Outcome Measure g 2008
Percent of Federal and Indian 69.4% of CY| 71% of CY |72% of CY| 72.5% of |79% of CY|65% of CY
rovalties compliance work 2001 2002 2003 CY 2003 2004 2004
co)r/n leted wifhin the 3-vear A royalties royalties royalties | royalties | royalties | royalties TBD ¥ TBD TBD ¥
Comp“ame cycle (5P /PXRT) ($4.763B/ | ($4.289B/ | ($5.784B /| ($5.827B/ | $7.116B / | ($5.8558 /

P 4 $6.865B) | $6.000B) | $8.034B) | $8.035B) | $9.007B) | $9.007B)

Contributing Programs

MRM-Compliance and Asset Management

Comments

4/ While it is important to continue the focus on the three-year compliance cycle, royalty dollars should not be the only
focus of this measure. The MMS is examining a more dynamic, risk-based approach to measure compliance coverage to
include companies and properties. In FY 2007, MMS is reducing its target to 65% in order to redirect resources to
develop and pilot the new methodology to assess compliance risks. Please see the MRM-CAM subactivity, Compliance
Assurance Program Performance Section, Compliance Strategy-Office of Inspector General Report subsection. Revised
compliance coverage measurement, based on new risk strategy, and targets for FY 2008 forward, will be available by the

end of FY 2007.

96.7% 96.9% 97.4%
X% royalty information reported (2.575M (3.025M (3.084M
accurately the first time A lines / lines / 97.5% lines/ 98% 98% 98% No Change| TBD
(PART/BUR) 2.663M 3.121M 3.167TM
lines) lines) lines)
Contributing Programs MRM-Revenue and Operations
Sept. 30, -20% -80%
Reduce accounts receivable over 2006 -10% -10%
120 days by X% (BUR) c N/A N/A NA 1 Basetine | VA | gozom | M gpa g | UM
$231.6M -$46.3M -$185.3M

Contributing Programs

MRM-Revenue and Operations

Comments

2006 is the baseline year. During 2007-2009,MMS will utilize manual processes to reduce receivables. During 2010,
after system enhancements have been implemented, we anticipate a learning curve for Industry. The MMS is anticipating
greater benefits will be recognized during 2011 and 2012. More current accounts receivable balances will provide for
more timely disbursement of revenues to states, which in turn will reduce late disbursement interest (LDI) costs. The
earlier MMS can reconcile accounts receivable and disburse funds, the less interest MMS will have to pay.
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Long-term
Measure/Intermediate or PART Tvpe 2004 2005 2006 2006 Actual| President 2007 2008 [ from 2007 Tarcet
Measure/PART Efficiency or yp Actual Actual Plan resicten’s Plan Plan Plan to g
Other Outcome Measure Budget 2008 2012
Reduce late disbursement interest Baseline Baseline 20% -40% -20% -90%
costs to taxpayers by X% over 5 C N/A N/A Year $1.851M n/p -$0.370M (Cum) $0.370M (Cum)
years (BUR) ' ' -$0.740M ' -$1.666M

Contributing Programs

MRM-Revenue and Operations

Comments

This is a new measure being developed to support a focus on process and systems improvement to increase MMS's overall
efficiency and decrease taxpayer dollars spent. In 2006, due to LDI increases in recent years, MMS set a new
performance measure targeting reductions in interest paid. The Interactive Payment Reconciliation and Billing initiative
would greatly enhance MMS’s ability to meet this goal by facilitating quick problem and payment matching resolution,
improving communication and coordination between MMS and industry reporters, and shifting greater responsibility for
proper reporter accounting to industry reporters.
2006 is the baseline year. More current accounts receivable balances will provide for more timely disbursement of
revenues to states, which in turn will reduce LDI costs. The earlier MMS can reconcile accounts receivable and disburse
funds, the less interest MMS will have to pay.

Reduce time to balance RIK
transactions to 180 days for x% of
facility measurement points (BUR)

80.8% within
180 days
(2,979 pts/
3,685 pts)

85.3% within
180 days
(3,963 pts /
4,646 pts)

83% within
180 days

84.8%
within 180
days
(3,808 pts /
4,492 pts)

87% within
180 days

87% within
180 days

89% within
180 days

2%

TBD

Contributing Programs

MRM-Compliance and Asset Management

Comments

"Pts" are facility measurement points. Targets for RIK measures for FY 2010 forward will be addressed during MRM's

Business Planning initiative, and will be available by the end of FY 2008.

Transfer X percent of revenue to
OST within 24 hours of receipt
(BUR)

A

100%
($92.4M/
$92.4M)

100%
($113.4M/
$113.4M)

99.5%

100%
($157.1M/
$157.1M)

99.5%

99.5%

100%

0.5%

TBD

Contributing Programs

MRM-Revenue and Operations

uolyew.oju] sduew.olisd | oo
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Table 10: Goal Performance Table - Resource Use (energy) (continued)

End Outcome 2007 Change Lona-term
Measure/Intermediate or PART 2004 2005 2006 o 2007 2008 | from 2007 g
- Type 2006 Actual| President's Target
Measure/PART Efficiency or Actual Actual Plan Budaet Plan Plan Plan to 2012
Other Outcome Measure g 2008
el Semi_rgomhl disbL)J/rsementy A | $649M/ | ($95.8M/ | 90% | ($130.0M/| 95% 95% 96% 1% TBD
y $77.3M) | $103.2M) $137.3M)

(PART)

Contributing Programs

MRM-Revenue and Operations

Comments

Targets for 2006, 2007 and 2008 have been increased since submission of the 2007 Greenbook

light of past performance and expected future resource allocation.

. MRM changed targets in

100% of 100% of 100% of |100% of CY| 100% of | 100% of

Ensure substantial compliance for CY 2001, CY 2002; | CY 2003; 2003; CY 2004; | CY 2004;
X% of Indian gas properties within A (2,259 (2,216 (2,246 (2,246 (2,284 (2,284 100% of No Change 100% of
3 years for Indian-specific major properties / | properties/ | properties/ | properties / | properties/ | properties/ | CY 2005 g CY 2009
portion/index pricing terms (BUR) 2,259 2,216 2,246 2,246 2,284 2,284

properties) | properties) | properties)| properties) | properties) | properties)
Contributing Programs MRM-Compliance and Asset Management
Reduce RIK administrative costs 5/
per BOE by x3 over the last 3 C N/A A | Baseline | i n/ 2% % -3% TBD
years of the RIK Business Plan In P ° (Cum)

Comments

(FY 2007-2009) (BUR)

Contributing Programs

MRM-Compliance and Asset Management

Comments

5/ FY 2006 results not available until April 2007 at which time results for the period October 1, 2005 through September
20, 2006 will be reported. Targets for RIK measures for FY 2010 forward will be addressed during MRM's Business
Planning initiative, and will be available by the end of FY 2008.

uolyew.oju] sduew.olisd | oo
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Table 11: Budget At A Glance - MMS Activity/Subactivity Funding

(dollars in thousands)

Bracketed continuing resolution numbers indicate "non-add" and do not add into the totals shown immediately below the bracketed numbers.

2008 Initiatives and Reductions

2006 Prezs?(;znt's OCS5-Yr | Deepwater | Hurricane | Reduce Env | Redeploy Reduce Line Mon | Electronic | Reduce OCS |Fixed Cost A;gp(;?fr.)s FY 2008

Enacted 1/ | Request 2/ Program Safety Recovery Studies Resources 3/| EPAct Imp itoring Billing Conn Increase | Collect Request
Offshore Minerals Mgmt.
Leasing & Environment Prgms. 37,711 45,210 3,863 -1,000 -560 -3,000 688 45,201
Resource Evaluation 29,407 30,117 137 411 -640 -1,000 774 29,799
Regulatory Program 51,472 54,014 889 820 -800 1,146 56,069
Information Management Prgm. 30,181 30,024 -1,394 257 28,887
---Continuing Resolution Adj. [-10,594]
Total OMM 148,771 159,365 4,000 1,300 820 -1,000 -2,000 -4,000 0 0 -1,394[ 2,865 159,956
Minerals Revenue Mgmt.
Compliance & Asset Mgmt. 42,723 43,134 940 1,390 45,464
Revenue & Operations 35,159 36,024 -250 -750 1,450 433 36,907
---Continuing Resolution Adj. [-1,276]
Total MRM 77,882 79,158 0 0 0 0 -250 -750 940 1,450 0] 1,823 82,371
General Administration
Executive Direction 2,100 2,533 82 2,615
Policy & Mgmt. Improvemt. 4,199 4,090 125 4,215
Administrative Operations 17,044 16,837 723 17,560
General Support Services 24,125 23,398 395 268 24,061
---Continuing Resolution Adj. [+610]
Total GA 47,468 46,858 0 0 0 0 395 0 0 0 0] 1,198 48,451
---Continuing Resolution Adj. [-11,260]
ROMM 274,121 285,381 4,000 1,300 820 -1,000 -1,855 -4,750 940 1,450 -1,394( 5,886 290,778
---Continuing Resolution Adj. [6,000]
Offsetting Collections -122,730( -128,730 -7,000 -135,730
Oil Spill Research 6,903 6,903 -500 6,403
---Continuing Resolution Adj. [-5,260]
Minerals Mgmt. Service 158,294 163,554 4,000 1,300 820 -1,000{ -2,355( -4,750 940| 1,450 -1,394| 5,886 161,451

1/ Net of across the board reductions.
2/ This column reflects the 2007 President's Request amounts. In fact, MMS is operating under a continuing resolution (CR). The
CR amounts (non-add adjustments shown in brackets) equal the annual rate provided under the authority of the third fiscal year 2007
Continuing Resolution, P.L. 109-383 effective through February 15, 2007. For MMS, this CR is equivalent to the 2006 Enacted

3/ The following budget changes are included in this column: OMM's Refocusing Resources initiative (-$2.0 million); MRM's
elimination of IT Dial-in Service (-$250,000); and +$395,000 in General Administration for FBMS implementation.
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Table 12: Summary of Requirements Table - Royalty and Offshore Minerals Management (ROMM)

Bracketed continuing resolution numbers indicate "non-add" and do not add into the totals shown immediately below the bracketed numbers.

2006 2007 Fixed Costs Programmatic | Appropriations 2008 Inc(+)
Offshore Minerals Management Actual Continuing and Related Changes to President's Dec(-)
(OMM) (Enacted) Resolution Changes Collections Request From 2007
FTE | ($000) [ FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000)

Leasing & Environmental
Appropriation 224] 15,505 240| 22,004 0 688 0 -697 0| -4,400 240| 17,595 0| -4,409
Offsetting Collections 0| 22,206 0| 23,206 0 0 0 0 0| 4,400 0| 27,606 0] 4,400
Subtotal 224 37,711 240 45,210 0 688 0 -697 0 0 240 45,201 0 -9

Resource Evaluation
Appropriation 221] 18,381 221] 18,091 0 774 -2 -1,092 0 0 219| 17,773 -2 -318
Offsetting Collections 0] 11,026 0] 12,026 0 0 0 0 0 0 0] 12,026 0 0
Subtotal 221 29,407 221 30,117 0 774 -2|  -1,092 0 0 219] 29,799 -2 -318

Regulatory
Appropriation 334| 33,023 336| 33,565 0 1,146 -2 909 0 -600 334] 35,020 -2 1,455
Offsetting Collections 0] 18,449 0| 20,449 0 0 0 0 0 600 0] 21,049 0 600
Subtotal 334 51,472 336] 54,014 0 1,146 -2 909 0 0 334| 56,069 -2 2,055

Information Management
Appropriation 74 9,632 74 9,475 0 257 0] -1,394 0 0 74 8,338 0] -1,137
Offsetting Collections 0] 20,549 0] 20,549 0 0 0 0 0 0 0] 20,549 0 0
Subtotal 74| 30,181 74| 30,024 0 257 0] -1,394 0 0 74| 28,887 0] -1,137

Total OMM
2007 CR Adjustment - Initiative Funding| [-18]| [-6,594] [+18]] [+6,594]
2007 CR Adjustment - Offsetting Collections [0]] [-4,000] [0]f [+4,000]
Appropriation 853] 76,541 871] 83,135 0 2,865 -4 2,274 0| -5,000 867| 78,726 -4 -4,409
Offsetting Collections 0| 72,230 0| 76,230 0 0 0 0 0| 5,000 0| 81,230 0] 5,000
2007 CR Adjustment - Total OMM|  [-18]|[-10,594] [+18][+10,594]
Total|  853] 148771]  871] 159,365 o] 2,865] -4 -2,274] 0| o[ 867] 159,956 -4 591
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Table 12: Summary of Requirements Table - ROMM (continued)

Bracketed continuing resolution numbers indicate "non-add" and do not add into the totals shown immediately below the bracketed numbers.

2006 2007 Fixed Costs Programmatic | Appropriations 2008 Inc(+)
Minerals Revenue Management Actual Continuing and Related Changes to President's Dec(-)
(MRM) (Enacted) Resolution Changes Collections Request From 2007
FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE [ ($000)
Compliance & Asset Mgmt
Appropriation 379| 25,488 382| 25,899 0] 1,390 4 940 0] -2,000 386| 26,229 4 330
Offsetting Collections 0f 17,235 0f 17,235 0 0 0 0 0] 2,000 0| 19,235 0f 2,000
Subtotal 379| 42,723 382| 43,134 0 1,390 4 940 0 0 386] 45,464 4] 2,330
Revenue & Operations
Appropriation 181 17,894 180 16,759 0 433 0 450 0 0 180 17,642 0 883
Offsetting Collections 0| 17,265 0f 19,265 0 0 0 0 0 0 0| 19,265 0 0
Subtotal 181] 35,159 180 36,024 0 433 0 450 0 0 180] 36,907 0 883
Total MRM
2007 CR Adjustment - Initiative Funding [-2]] [+724] [+2]] [-724]
2007 CR Adjustment - Offsetting Collections [0]f [-2,000] [0]f [+2,000]
Appropriation 560| 43,382 562| 42,658 o] 1,823 4] 1,390 0] -2,000 566] 43,871 4] 1,213
Offsetting Collections 0f 34,500 0f 36,500 0 0 0 0 0] 2,000 0| 38,500 0| 2,000
2007 CR Adjustment - Total MRM [-2]| [-1,276] [+2]] [+1,276]
Total| 560 77,882 562| 79,158 o] 1,823] 4] 1,390] 0] 0] 566 82,371 4] 3213
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Table 12: Summary of Requirements Table - ROMM (continued)

Bracketed continuing resolution numbers indicate "non-add" and do not add into the totals shown immediately below the bracketed numbers.

2006 2007 Fixed Costs Programmatic | Appropriations 2008 Inc(+)
General Administration Actual Continuing and Related Changes to President’s Dec(-)
(GA) (Enacted) Resolution Changes Collections Request From 2007
FTE | ($000) | FTE | (3000) | FTE [ ($000) | FTE*| ($000) | FTE [ ($000) | FTE | ($000) [ FTE [ ($000)

Executive Direction
Appropriation 19 1,100 27 1,533 0 82 0 0 0 0 271 1,615 0 82
Offsetting Collections 0 1,000 0 1,000 0 0 0 0 0 0 0 1,000 0 0
Subtotal 19 2,100 27] 2,533 0 82 0 0 0 0 27] 2,615 0 82

Policy & Mgmt Improvement
Appropriation 33] 3,199 33] 3,090 0 125 0 0 0 0 33] 3,215 0 125
Offsetting Collections 0 1,000 0 1,000 0 0 0 0 0 0 0 1,000 0 0
Subtotal 33] 4,199 33] 4,090 0 125 0 0 0 0 33] 4,215 0 125

Admin Operations
Appropriation 158| 15,489 160| 15,282 0 723 -20 0 0 0 140| 16,005 -20 723
Offsetting Collections 0 1,555 0 1,555 0 0 0 0 0 0 0 1,555 0 0
Subtotal 158] 17,044 160] 16,837 0 723 -20 0 0 0 140] 17,560 -20 723

Gen Support Services
Appropriation 0| 11,680 0] 10,953 0 268 0 395 0 0 0] 11,616 0 663
Offsetting Collections 0] 12,445 0] 12,445 0 0 0 0 0 0 0] 12,445 0 0
Subtotal 0] 24,125 0] 23,398 0 268 0 395 0 0 0] 24,061 0 663

Total General Administration
2007 CR Adjustment - Initiative Funding| [-10]] [+610] [+10]] [-610]
2007 CR Adjustment - Offsetting Collections [0] [0] [0] [0]
Appropriation 210| 31,468 220] 30,858 0 1,198 -20 395 0 0 200] 32,451 -20] 1,593
Offsetting Collections 0] 16,000 0] 16,000 0 0 0 0 0 0 0] 16,000 0 0
2007 CR Adjustment - Total Gen.Admin. [-10]] [+610] [+10]] [-610]
Total| 210 47,.468] 220] 46,858 of 11908 -20] 395| 0| ol 200 48451 20| 1,593
2007 CR Adjustment - Initiative Funding -30f -5,260 30 5,260
2007 CR Adjustment - Offsetting Collections 0] -6,000 0 6,000

Total ROMM (CR Adjusted) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000) | FTE [ ($000) | FTE | ($000) { FTE | ($000)

Appropriation| 1,623 151,391 1,623| 151,391 0] 5,886 -20 -489 0| -7,000] 1,633| 155,048 10| 3,657
Offsetting Collections 0] 122,730 0] 122,730 0 0 0 0 0 7,000 0] 135,730 0] 13,000
Total| 1,623] 274,121] 1,623] 274,121 0 5,886 -20 -489 0 0] 1,633] 290,778 10f 16,657
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Table 13: Summary of Requirements Table - Oil Spill Research (OSR)

2006 2007 Fixed Costs Programmatic | Appropriations 2008 Inc(+)
Oil Spill Research Actual Continu.ing and Related Changes to - President's Dec(-)
(Enacted) Resolution Changes Collections Request From 2007
FTE | ($000) | FTE | ($000) [ FTE | ($000) [ FTE*| ($000) [ FTE | ($000) [ FTE | ($000) [ FTE | ($000)
Appropriation 18| 6,903 18| 6,903 0 0 0 -500 0 0 18| 6,403 0 -500
Offsetting Collections 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Total 18| 6,903 18| 6,903 0 0 0 -500 0 0 18[ 6,403 0 -500
Table 14: Summary of Requirements Table - Total MMS Funding
Changes Relative to 2007 Continuing Resolution
2006 2007 Fixed Costs Programmatic | Appropriations 2008 Inc(+)
. Actual Continuin and Related Changes to President's Dec(-
Total MMS (CR Adjusted) (Enacted) Resolutior? Changes ’ Collections Request From 2307
FTE [ ($000) | FTE | ($000) | FTE | ($000) [ FTE*| ($000) | FTE | ($000) | FTE | ($000) | FTE | ($000)
ROMM Appropriation| 1,623| 151,391] 1,623] 151,391 0] 9415 10 7,242 0| -13,000] 1,633] 155,048 10| 3,657
OSR Appropriation 18| 6,903 18| 6,903 0 0 0 -500 0 0 18| 6,403 0 -500
Total Appropriated| 1,641| 158,294| 1,641| 158,294 0] 9,415 10 6,742 0| -13,000] 1,651] 161,451 10| 3,157
Offsetting Collections 0] 122,730 0] 122,730 0 0 0 0 0] 13,000 0| 135,730 0] 13,000
Total MMS Funding|{ 1,641| 281,024] 1,641] 281,024 0] 9415 10| 6,742 0 0] 1,651f 297,181 10f 16,157

* For 2006, FTE reductions in Executive Direction, Administrative Operations, and Qil Spill Research reflect an end-of-year correction for lapsed positions (a total of -13
FTE from that shown in the President's Request). For 2008, Administrative Operations FTE reductions are the result of the ongoing transfer of the GovWorks operations
from MMS to Departmental Management.

* This table does not include 17 FTE requested in the 2008 President's Request in the Coastal Impact Assistance Program (CIAP), a mandatory account.

so|qeL Arewwns [aAsT-neaing
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Offshore Minerals Management (OMM)

2008 PERFORMANCE BUDGET REQUEST
Offshore Minerals Management

Table 15: OMM Summary of Budget Request

2008
Fixed Change
OCS Lands Act Activities | 2006 2007 CR Y Costs & | Program| Budget from
Enacted Related | Changes | Request
2007 CR
Changes
Leasing and| ($000)[ 37,711 45,210 688 -697| 45,201 -9
Environmental FTE 224 240 0 0 240 0
Resource Evaluation ($000)[ 29,407 30,117 774 -1,092] 29,799 -318
FTE 221 221 0 -2 219 -2
$000)| 51,472 54,014 1,146 909 56,069 2,055
Regulatory| ¢ FTIg 334 336 0 2 334 2
Information| ($000)] 30,181 30,024 257 -1,394| 28,887 -1,137
Management| FTE 74 74 0 0 74 0
($000)| 148,771 159,365 2,865 -2,274] 159,956 591
Subtotal FTE 853 871 0 -4 867 4
$000 -10,594 1,781 8,813 10,594
impact of CR| 70 18 0 18 18
Total ($000) 148,771 4,646 6,539 159,956 11,185
FTE 853 0 14 867 14
Other Major Resources

Oil Spill Research | ($000) 6,903 6,903 0 -500 6,403 -500
Appropriation FTE 18 18 0 0 18 0

1/ At completion of this 2008 budget justification, a 2007 appropriation had not yet been enacted, and a year-long
continuing resolution (CR) was anticipated. This column reflects numbers from the 2007 President’s Request, with
an adjusting entry towards the bottom of the table to provide the CR total (P.L. 109-383, effective through February
15, 2007) for OMM, which is equal to the 2006 Enacted number.

The Federal Outer Continental Shelf (OCS) is a major supplier of oil and natural gas for the
domestic market, contributing more oil and natural gas than any single state or country in the
world. The Offshore Minerals Management (OMM), a key program area within MMS, has
ensured that the OCS remains a solid contributor to the nation’s energy needs through facilitation
of new oil and gas development, careful regulation, and conservation of resources. Additionally,
enactment of the 2005 Energy Policy Act granted MMS—primarily OMM—with authority over
renewable use and alternative energy sources offshore such as wind, wave, ocean current, solar,
and a variety of other new and emerging technologies.

Minerals Management Service 49



Offshore Minerals Management (OMM)

Impact of the 2007 Continuing Resolution (-$10,594,000; -18 FTE)

At completion of this 2008 budget justification, a 2007 appropriation had not been enacted and
substantial uncertainty existed regarding the ultimate level that would be appropriated for 2007.
At the Bureau-level and Account-level, adjustments are shown such that these amounts equal
the annual rate provided under the authority of the third fiscal year 2007 Continuing Resolution,
P.L. 109-383, effective through February 15, 2007, which for MMS is equal to the 2006
Enacted. At lower levels of the budget structure (subactivity and initiative), line items are
presented at the 2007 President’s Request level.

The 2008 budget restores the priorities of the 2007 President’s budget by funding 2007
programmed fixed cost increases, eliminating unrequested 2006 congressional earmarks, and
implementing the program enhancement and program reduction initiatives included in the 2007
President’s budget.

BUDGET OVERVIEW

Congress appropriates funds to the OMM program through the Royalty and Offshore Minerals
Management (ROMM) appropriation and the Oil Spill Research (OSR) appropriation. Within
the ROMM appropriation, OMM has four subactivities that roll up to the OCS Lands Activity.
These are Leasing and Environmental; Resource Evaluation; Regulatory; and the Information

Management Program which are outlined below.

e The Leasing and Environmental Subactivity includes OCS 5-Year Leasing Program
implementation, planning and execution; assessment of environmental impacts;
protecting the coastal environment; protecting the OCS through compliance with guiding
statutes; the Environmental Studies Program, and the Alternative Energy/Alternative Use
Program.

e The Resource Evaluation Subactivity includes acquisition of geological and geophysical
data; development and implementation of the Resource Modeling Program, including
resource assessment and estimation, tract evaluation, field reserves inventories, and
economic analysis; and the Marine Minerals Program.

e The Regulatory Subactivity includes regulating OCS operations; review of OCS plans
and permit applications; inspections and accident investigations; civil penalties and
operator disqualification; operator training programs; annual operator performance
reviews; and the Technology Assessment and Research Program.

e The Information Management Program Subactivity funds IT personnel support, shared
services, hardware, software, training, security activities, maintenance, technical support,
TIMS, and OCS Connect.

OMM also manages two other activities, Coastal Impact Assistance Program and Oil Spill
Research.
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e The Coastal Impact Assistance Program (CIAP) The Energy Policy Act of 2005
authorized disbursement of $250.0 million from OCS oil and gas revenues in each of the
fiscal years 2007 through 2010 to producing states (Alabama, Alaska, California,
Louisiana, Mississippi, and Texas) and coastal political subdivisions (counties, parishes,
or boroughs) for approved coastal restoration and conservation purposes.

e The Oil Spill Research (OSR) appropriation funds oil spill research, oil spill prevention
and response planning activities, and regulation of oil spill financial responsibility to
support the DOI strategy of enhancing responsible use management practices in the
energy sector. Through OSR, MMS funds studies to support safe and environmentally
sound offshore operations and to promote responsible use by improving capabilities to
detect, contain, and clean up open ocean oil spills.

Resource Shifts

The OMM continually examines its programs and its base budget to identify potential savings
and opportunities to meet new, changing, or unexpected needs. The results are reflected in both
the alignment of OMM’s FTE distribution and the offsets included in prior year budget requests.
Historically, OMM has taken action to shift resources as program needs and priorities shifted,
and program efficiencies were realized. Since 1985, OMM’s enacted FTE level, including the
OSR appropriation, has dropped by 306, a 26 percent reduction. This has occurred, in part,
through elimination of the Atlantic Regional Office, periodic reductions in the Alaska and
Pacific Regions and Headquarter Offices, and redirection of resources to accommodate
increasing workload demands and reorganizations in the Gulf of Mexico (GOM). Recent
examples include the following:

2003

e Workforce reduction of 48 FTEs and $1 million in the Pacific Region

e Base reduction of $2.2 million in Environmental Studies

e Resources shifted to fund needs in the GOM ($5 million and 21 FTE) and OCS Connect
efforts to streamline business processes ($8.7 million)

2004

e IT reductions, FTE streamlining, and office closures of $4.7 million

e Resources shifted to fund continuing needs in the GOM ($1.6 million), OCS Connect
($2.9 million), methane hydrates ($300,000), and infrastructure security ($350,000)

2005

e Increase of $3.5 million in offsetting collections from offshore activities used, in part, to
offset needed increases in appropriated dollars for the OCS Connect project ($4.3
million) and GOM Region interpretive technologies ($1.9 million)

2006

e Closing of the Santa Maria, CA District office ($364,000) and redirection of interpretive-
technology funding received in 2005 ($610,000) to offset some of the costs of new needs
(helicopter safety, $1,605,000; MONTCAR model, $500,000; and geological interpretive
needs, $500,000)

e Offset of $19 million in offsetting collections from offshore activities, including cost
recovery fees and increased rental rates, used to replace appropriated dollars to fund
bureau-wide operating costs
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e Redirection of $477,000 from the sand and gravel cooperative studies funding to higher
priority oil and gas program needs

2007-2008

e Use of additional offsetting collections from offshore activities will enable additional
appropriated funds to be redirected to other needs within MMS

2008 Budget Request

In 2008, OMM’s net program increase (including OSR) is $11.2 million and 14 FTE above the
2007 Continuing Resolution (P.L. 109-383, effective through February 15, 2007).

In comparison to the 2007 President’s Budget Request, in 2008 OMM’s net program is a
decrease (including OSR) of $2.8 million and a reduction of four FTE (see Table 16 below). The
2008 request includes increases of $6.1 million for new, priority program funding requirements,
which are offset by an $8.9 million redirection of base funding.

Table 16: OMM Program Performance Estimates
Compared to the 2007 President’s Budget Request

Request Component Subactivity Amount | FTE
Total +4,000,000 +6
OCS 5-Year Leasing Program Leasing & Environmental +3,863,000 +5
Resource Evaluation +137,000 +1
Total +1,300,000 +5
Ultra-Deepwater Resource Evaluation +411,000 +3
Regulatory +889,000 +2
GOMR Hurricane Recovery Regulatory +820,000 +4
EPAct Implementation — Alternative Leasing & Environmental -3,000,000 0
Energy Cost Sharing
EPAct Implementation — Methane Resource Evaluation
Hydrate Research -1,000,000 -1
Total -2,000,000 | -18
Refocusing Resources* Leasing & Enviro_nmental -560,000 -5
Resource Evaluation -640,000 -5
Regulatory -800,000 -8
Environmental Studies Leasing & Environmental -1,000,000 0
OCS Connect Information Management -1,394,000 0
Ohmesett Operating Account Oil Spill Appropriation -500,000 0
Total Program Changes -2,774,000 -4

* Final FTE Reduction Numbers and Funding Levels may shift between subactivities
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PROGRAM OVERVIEW

The OMM manages the nation’s OCS energy and non-energy mineral resources in consultation
with affected parties to determine if they can be developed in an environmentally sound manner
and, if leased, to regulate activities to ensure safety and protect the environment. The OMM
program is headquartered in Washington, DC, and Herndon, Virginia with regional offices in
three locations: New Orleans, Louisiana, for the Gulf of Mexico and Atlantic OCS Regions (this
office was temporarily relocated to Houston, Texas due to damage from Hurricane Katrina);
Camarillo, California, for the Pacific OCS Region; and Anchorage, Alaska, for the Alaska OCS
Region.

The strategies and activities carried out by OMM contribute to the accomplishment of the
Resource Use DOI mission goal. The OMM oversees resource production on the OCS to ensure
minimal environmental impacts and safe operations in mineral extraction activities. Leasing,
inspections, plans and permits, and assessment activities account for the majority of the work
that contributes to resource management on the OCS.

Demands, Trends and Resources

OCS 5-Year Leasing Program: The OCS Lands Act (OCSLA) requires the Secretary of the
Interior to prepare and maintain an oil and gas leasing program that indicates the size, timing and
location of leasing activity determined to best meet national energy needs for the 5-year period
following its approval.

The 5-Year OCS Oil and Gas Leasing Program for 2007-2012 (“Proposed Program”) is under
development through an extensive consultation process prescribed by the OCSLA. The
comment period for the Draft Proposed Program opened on February 10, 2006, and closed on
April 11, 2006. On August 25, 2006, a second draft, the Proposed Program, and the associated
Draft Environmental Impact Statement (DEIS) were released to the public. The comment
periods for these two documents closed on November 24™ and November 22", respectively.

The Proposed Program includes 21 sales in seven of the 26 OCS planning areas - two areas in the
Gulf of Mexico, one area in the Mid-Atlantic, and four areas off Alaska.

The remaining schedule is as follows:
e April 2007  Proposed Final Program and Final EIS (60 day waiting period)
e June 2007 Final Program Approval
e July 1,2007 Current program ends, new program begins

The Proposed Program reconfigures the GOM planning areas and proposes lease sales in areas
now falling within the Central Planning Area, excluding all areas within 100 miles of the Florida
coast previously included in the Eastern Gulf Planning Area. The Proposed Program includes
sales in the North Aleutian Basin, Alaska; Central Gulf of Mexico; and Mid-Atlantic. In
December 2006, Congress passed the Gulf of Mexico Energy Security Act (GOMESA), which
requires that MMS hold lease sales in one additional area not considered as part of the Proposed
Plan.
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The MMS realizes that not all areas may ultimately see significant leasing activity. This request,
for example, assumes no funding for needs associated with potential leasing activity in the Mid-
Atlantic Planning Area, which remains under Congressional moratorium and Presidential
withdrawal. Therefore, the requested funding level primarily addresses needs in the North
Aleutian Basin, and represents a conservative and modest request that will allow investment in
environmental studies, environmental analysis, resource assessment, and leasing consultation,
some in areas where no concerted oil and gas related data has been gathered in over 25 years.

Deepwater and Ultra-Deepwater: As established oil and gas-producing areas mature,
America’s energy industry is pushing into higher-risk frontiers (both in the GOM and in Alaskan
waters) in its search for hydrocarbon resources. This advance is critical to meeting the nation’s
energy needs through production of domestic resources; but it also poses new risks in terms of
the high reservoir pressures and temperatures faced during deep drilling operations, the cross-
currents that affect deepwater operations, and the logistical challenges of operating in the Arctic
environment.

Clearly, the most significant trend on the OCS is the surge in interest for the deepwater areas of
the Gulf. In 2004, deepwater (1,000 feet or greater) oil accounted for 18 percent of U.S.
domestic production. Deepwater gas now accounts for seven percent of U.S. domestic
production. There have been about 150 discoveries in deepwater over the past 10 years, with
about 114 fields now in production.

Of particular excitement to industry and MMS is the activity in ultra-deepwater (more than 5,000
feet water depth). Over the past three years there have been 20 significant discoveries in ultra-
deepwater. Four of these significant ultra-deepwater discoveries were announced in the GOM in
2006. At the end of 2006, there were about 2,184 active leases in this water depth interval, and
in the five-year period 2002-2006, there were a total of 215 wells drilled in these water depths, of
which 149 were exploratory wells. This activity and the discoveries of oil and gas continue to
translate into development projects. Ten development projects began production in the ultra-
deepwater area during 2004-2006.

The deepwater frontiers demand that MMS keep abreast of new developments in deepwater
exploration and development technology. The MMS must also understand the deepwater
environmental concerns such as chemosynthetic communities. To do so, MMS monitors the
latest research and technological developments by participating in industry workgroups,
developing appropriate regulations, and addressing alternative compliance issues as part of the
review and approval process for offshore plans and permits. In addition, MMS must conduct
research and studies to provide the information necessary to develop guidelines and technology
evaluations for many different types of technology proposals. The 2008 budget requests
additional base funding critically needed to conduct research and studies in the following
technological and conservation areas:

e High Pressure (HP)/High Temperature (HT) equipment reliability

e Evaluation of High Integrity Pressure Protection Systems (HIPPS)

o Fatigue life of risers and floating structures

¢ Improvement of the fatigue modeling process to set a replacement standard
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e Improved resource recovery technologies including the electric booster pump and subsea
gas lift

In the last three years, crude oil prices have doubled. Prices rose from about $30 per barrel in
January 2004 to $60 per barrel in September 2005. Generally, prices remained above $60 per
barrel throughout the spring and summer of 2006 before falling to $53 per barrel in October
2006. Higher prices and incentives make OCS tracts worth acquiring, exploring, developing and
producing. Higher prices make the development of smaller reservoirs more economical and can
make it worthwhile to acquire and explore a larger number of OCS leases. As the number of
leases held by private industry increases, the demand for MMS’s services, and our workload,
also increases. In addition, MMS expects to see a large increase in the volume of unitization
requests in coming years. Many of these requests will be related to the increase in activities in
the deepwater GOM. During the three-year period 2008 through 2010, the primary terms of
approximately 2,300 active leases will expire, of which approximately 1,000 are leases located in
greater than 1,000 feet of water. In 2008 alone, 517 leases in greater than 1,000 feet of water
will expire. While a percentage of these leases will expire or be extended by leaseholding
operations, many operators will pursue unitization instead, and MMS is requesting an additional
staff position in 2008 to manage the expected surge in these unitization requests. Please refer to
the Regulatory Subactivity Section for more details.

Hurricane Activity: The most significant MMS events in 2005 were hurricanes Katrina and
Rita and the impact they had on the people of the Gulf coast and the oil and gas infrastructure
both onshore and offshore. Each hurricane sustained Category 3-4 strength when passing
through the GOM production facilities. Of the 4,000 Gulf OCS facilities, more than 3,000 were
subjected to hurricane force winds and 113 mostly older facilities were destroyed. The
hurricanes caused a significant increase in workload from industry for review and approval of
repairs to damaged pipelines and platforms that continues into 2008.

Despite being subjected to these severe conditions which tested the outside limits of facility
engineering, there were no casualties or significant environmental incidents associated with
offshore oil and gas facilities. All facility shut-in precautions and subsurface well shut-off
valves worked as designed. Spills from ruptured pipelines and other containers were limited and
validated the MMS environmental and safety regulatory requirements. The offshore industry has
achieved a commendable safety record that continued during dire conditions. The MMS seeks to
sustain that record by assessing the risks and challenges associated with the complex drilling and
production technology and the challenging oceanographic, meteorological, and geologic
conditions.

The GOM production of both oil and gas was severely impacted by the 2005 hurricanes. The
value of OCS contributions to the nation’s energy needs has become more evident to the nation
as a whole. Nearly 30 percent of America’s domestic oil and 21 percent of domestic natural gas
were produced from the OCS prior to Hurricanes Katrina and Rita. From a near-complete shut-
in of OCS petroleum production in October 2005 until June 19, 2006, MMS has overseen
resumption of production to approximately 88 percent of oil and 91 percent of gas, of pre-
Katrina levels. However, damaged transportation continues to hamper restoration of production
on the OCS.
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The MMS is continuing to work with industry to restore production as quickly as possible and
will continue to focus on a safe and clean OCS. However, this has posed a tremendous challenge
to MMS as almost 900 wells were damaged in Hurricanes Katrina, Rita, and Ivan and the effects
of dealing with the impact of these storms as well as future storms of this magnitude will require
long-term resources. To date, only a handful of these wells have been permanently abandoned.
Although this pace is partially attributable to scarcity of equipment needed to conduct the work,
it is also attributed to the lengthy work procedures required by this effort.

In 2008, MMS is requesting four workover engineers and two structural engineers to address
proper well abandonment and pollution prevention from the hundreds of wells damaged in the
three hurricanes, and to properly oversee the structural modifications and repairs to numerous
platforms affected by the hurricanes. Existing staff cannot handle additional workload of this
magnitude, and some performance targets already reflect the impacts of the GOM Regional
Office and some district offices being closed for up to 62 days as a result of these storms.

Table 17: Wells Needing to be Abandoned (Estimated)

Hurricane | Hurricane Hurricane
District Office lvan Katrina Rita Total
New Orleans 95 329 0 424
Houma 0 74 47 121
Lafayette 0 0 154 154
Lake Charles 0 0 162 162
Total 95 403 363 861

PERFORMANCE OVERVIEW

The OMM Budget reflects the new DOI Strategic Plan. Its activities support accomplishment of
the Resource Use mission goal to Manage or Influence Resource Use to Enhance Public Benefit,
Responsible Development and Economic Value (Fossil Fuels and Renewables). Key
performance indicators of the program’s success include holding OCS lease sales on schedule,
ensuring safety of operations, and minimizing oil spills.

Program Assessment Rating Tool (PART)

The President’s Management Agenda calls for increasing integration of budget and performance
management processes. In support of this initiative, the Administration developed the PART
review to assess and improve program performance. A PART review helps identify a program’s
strengths and weaknesses by looking at all factors that affect and reflect program performance,
including: program purpose and design; strategic planning and performance measurement;
program management; and program evaluations and results. For purposes of the PART, OMM is
divided into three components:
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OCS Environmental Studies
e Reviewed in 2002 and rated “Moderately Effective” in comparison to similar programs in
other departments government-wide.
e MMS studies programs are “very effective in providing timely and peer reviewed
environmental research to decision makers.”

OCS Resource Evaluation and Leasing

e Reviewed in 2004 and rated “Moderately Effective.” One limiting factor in the program’s
overall effectiveness rating was its underlying legislative mandate. As stated in the
PART: “The nonenergy mineral and oil and gas lease sales are free of major flaws.
However, pursuant to the OCSLA, MMS can only offer access to sand, gravel, salt,
sulphur, oil, and gas. Currently, no clear authority exists for the Federal government to
comprehensively review, permit, and provide appropriate regulatory oversight for
renewable energy projects such as wind, wave, and solar—as well as projects of a more
traditional nature such as facilities to handle liquefied natural gas and compressed natural
gas. Instead, current authorities appear to be either non-existent or limited in scope. The
MMS has the capacity to manage these resources, but their mandate is too narrow.” The
MMS has since received expanded OCS regulatory and leasing authority to include
renewable energy projects though the Energy Policy Act of 2005. Currently MMS is
evaluating two OCS wind applications.

e The MMS “manages access to mineral resources with exceeding proficiency” and “offers
environmentally sound access to the most promising resource areas of the OCS.”

OCS Regulatory and Compliance
e Reviewed in 2005 and rated “Effective” — the highest rating.
e The 2005 assessment reported that the program “...is well managed and effectively
balances the need for access to mineral resources with environmental protection goals.
The MMS uses both regulatory and non-regulatory means to minimize risk to the public
and the environment and to avoid uncompensated resource 10ss.”

As a result of the three completed PARTSs, OMM had a total of 10 actions in the combined
Program Improvement Plans. Three of those items were addressed in prior years, and the
following three action items were closed this year:
e Establish a program for managing access to the OCS for renewable energy projects as
authorized in the 2005 Energy Policy Act (OCS Resource Evaluation and Leasing).
e Explore regulatory options to improve safety and environmental management systems
(OCS Regulatory and Compliance).
e Focus regulatory efforts on operators that have a history of problems and violations (OCS
Regulatory and Compliance).

Two of the open actions cannot be closed until implementation of the final 5-year program for
2007-2012 (July 2007). OMM has taken steps to implement the recommendation to “expand
program evaluation through regular independent reviews.” The agency is also in the process of
developing regulations to formalize its new Alternative/Renewable Energy program.
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OMM End Outputs

The OMM continues to work toward integrating its budget and performance data. As part of
these efforts, OMM is collecting, reviewing, and analyzing Activity-Based Cost (ABC) data to
examine how OMM activities consume resources and produce outputs, whether changes in cost
correlate to changes in output, and whether the information confirms perceptions of where
program dollars are being invested. OMM ABC data is shown in the figure below, which
illustrates program dollars spent in end output categories established in the ABC framework:

Sand & Gravel Leased
Conveyed
2%

Renewable Energy
Blocks and Tracts

Plans and Permits R

Approved A
28%
Components Inspected
20%
Other*
6%
Conservation
Leases Issued Assessments Approved
13% 5%

* Includes: Lease Administrative Changes, Production Verifications, Environmental
Compliance Assessments, Incident Investigations, Civil Penalty Cases, CIAP.
Figure 6: Approximate Distribution of 2006 Costs by End Output
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2008 PERFORMANCE BUDGET REQUEST
Offshore Minerals Management
Leasing and Environmental Subactivity

Table 18: OMM Leasing and Environmental Subactivity Budget Summary
2008
2006 ZQO7 Fixed Change
Enacted President's| Costs & | Program | Budget from
Request | Related | Changes | Request | 2007
Changes

Leasing and Environmental ($000) 21,540 25,315 688 3] 26,006 691
Assessment Program FTE 224 240 0 0 240 0
Environmental Studies ($000) 16,171 19,895 0 -700 19,195 -700
Program FTE 0 0 0 0 0 0
Leasing and Environmental | ($000) 37,711 45,210 688 -697| 45,201 -9
Subactivity FTE 224 240 0 0 240 0
SUMMARY OF 2008 PROGRAM CHANGES

Request Component Amount FTE

e OCS 5-Year Leasing Program +$3,863,000 +5

. EPApt Implementation — Alternative Energy Cost -$3,000,000 0

Sharing

e Refocusing Resources™ -$560,000 -5

e Environmental Studies -$1,000,000 0

Total, Program Changes -$697,000 -0

* Final FTE Reduction Numbers and Funding Levels may shift between subactivities

JUSTIFICATION OF 2008 PROGRAM CHANGES

The 2008 budget request for the Leasing and Environmental Subactivity is $45,201,000 and 240
FTE, a net program decrease of $697,000 from the 2007 President’s Budget Request.

OCS 5-Year Leasing Program (+$3,863,000/ +5 FTE)

The Proposed 2007-2012 Outer Continental Shelf (OCS) 5-Year Leasing Program (“Proposed
Program”) includes 21 sales in seven of the 26 OCS planning areas. The MMS estimates that the
total undiscovered technically recoverable resources are 67.9 billion barrels of oil and 340.4
trillion cubic feet of natural gas from all planning areas where sales are under consideration in
the Proposed Program, though only a portion of some of the planning areas are included in the
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proposal. Included in the Proposed Program are areas not recently considered and expanded
areas in current planning areas. These include:

e A previously undeveloped area in the North Aleutian Basin off the coast of Alaska.

e An expanded Central Gulf of Mexico (GOM) planning area that includes a portion of the
“Sale 181" area that is offshore Louisiana, as well as a deepwater area to the south.

e A new area in the Mid-Atlantic off the coastline of Virginia.

Collectively, the anticipated potential energy and net benefits (the benefits to society associated
with OSC oil and natural gas production commensurate with the accompanying costs) for the
nation from these three areas alone (assuming lease sales take place) are 1.4 million barrels of oil
(bbl), 10.5 trillion cubic feet of gas (Tcf), and $10.07 billion:

The Proposed Program reconfigures the GOM planning areas and proposes lease sales in areas
now falling within the Central Planning Area, excluding all areas within 100 miles of the Florida
coast previously included in the Eastern Gulf Planning Area. The Proposed Program includes
sales in the North Aleutian Basin, Alaska; Central Gulf of Mexico; and Mid-Atlantic coast. In
December 2006, Congress passed the Gulf of Mexico Energy Security Act (GOMESA), which
requires that MMS hold lease sales in areas not considered as part of the Proposed Plan.

The MMS realizes that not all areas may ultimately see significant leasing activity. This request,
for example, assumes no funding for needs associated with potential leasing activity in the Mid-
Atlantic Planning Area, which remains under Congressional moratorium and Presidential
withdrawal. Therefore, the requested funding level primarily addresses needs in the North
Aleutian Basin, and represents a conservative and modest request that will allow investment in
environmental studies, environmental analysis, resource assessment, and leasing consultation,
some in areas where no concerted oil and gas related data has been gathered in over 25 years.

Specific components of the request include:

e $2.5 million for environmental studies and required National Environmental Policy Act
(NEPA) analysis in areas where data either does not exist or is very old (as much as 25
years). The data is a mandatory precursor to support both pre-sale and post-sale activities.
The studies need to take place immediately in order to be completed for the sale dates in FY
2010 and 2012. Please refer to the Proposed Program for 2007-2012 Lease Sale Schedule in
the Performance Overview section for additional information.

e $685,000 for workforce needs associated with the new and expanded leasing areas. Examples
of potential discipline-specific expertise include physical oceanographers, marine ecologists,
socioeconomic specialists, cartographers, and lease adjudication specialists. The final areas
included in the Proposed Program will influence what types of disciplines are required.

e $678,000 is needed for additional Leasing and Environmental Program support. The
Proposed Program will require:

= Public hearings, scoping meetings, and government to government meetings,
many in parts of Alaska where travel is very expensive.

= Contractor assistance and support to supplement OMM expertise for analyses
such as air quality, water quality, and wetlands.
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= Contractor support for editing, desktop publishing, printing, and distributing
draft and final environmental impact statements.

= Redrawing existing administrative boundaries in the Gulf, which will require
preparation of legal descriptions of these areas both as a planning area and as
individual tracts for lease, and modifying MMS’s Technical Information
Management System (TIMS) and OCS Connect System.

One FTE ($137,000) is also requested for the 2007-2012 OCS 5-Year Leasing Program in the
Resource Evaluation Subactivity.

Impact on Performance

While MMS has a vast amount of environmental information on the GOM and adjacent coastal
areas (much of it from recent studies), what little environmental information it has on the North
Aleutian Basin and the Mid-Atlantic is from studies conducted decades ago. Without new
studies in these frontier areas, any effort to proceed with the proposed sales would be vulnerable
to challenge. The anticipated production of the two sales proposed for the North Aleutian Basin
is 1.09 Billion Barrels of Oil Equivalent (BBOE), or 200 million barrels of oil (bbl) and 5 trillion
cubic feet of gas (Tcf). The net benefits to the nation from this production are estimated at $7.7
billion. The success of the proposed sales should lead to future sales and more production in the
outyears. The anticipated production and net benefits for the proposed Mid-Atlantic sale are
0.114 BBOE, or 56 million bbl, 0.327 Tcf, and $340 million. However, funding for Mid-
Atlantic needs is not requested at this time because the area remains under statutory moratoria
and Presidential withdrawal from leasing.
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Table 19: Program Performance Chang

e Table — OCS 5-Year Leasing Plan Implementation, +$4,000,000; +6 FTE

2004 2005 2006 2007 82208 B(?f)%? Pcrﬁgram P(;C])gl’am
: . 1 | Budget ange ange
Measure Actual Actual Actual PrSSISen: s 2007 CR PB + Fixed 2008 Plan Accruing in Accruing in
udge Costs) 2008 Outyears
A B=A+C C D
Number of lease sales held
. - +2
consistent with the 4 4 2 4* 2 5 5 - (2 North Aleutian
Secretary’s 5-Year Program Sales)
(SP)
Total Projected Cost ($M) 30.5 32.7 33.1 34.7 34.7 35.7 37.7 2.0 0.0

Comments

Funding provided in 2008 will support future lease sales. This measure counts lease sales conducted under the OCS Qil and Gas
Leasing Program. The 2002-2007 Program ends in June 2007; the 2007-2012 Proposed Program is under development through the
extensive consultation process prescribed by the OCS Lands Act. The President's Budget supports the Proposed Program for 2007-
2012 (published in August 2006) by providing environmental information to conduct lease sales in five expanded OCS program areas
(Central GOM, Chukchi Sea, Beaufort Sea, Cook Inlet, North Aleutian Basin). Expansion of OCS acreage available for leasing
consideration, a significant amount of which has not been offered/evaluated for decades, requires an investment in environmental
studies, environmental analysis, resource assessment, and leasing consultation. Request does not include investment required to
conduct leasing in the Mid-Atlantic planning area, which is currently subject to statutory moratorium. It does include the North
Aleutian Basin. * See additional comment on Table 23, page 71.

Y The performance and cost data in the 2007 CR column is presented at the 2007 President's budget level, which is based upon a projection of 2007 likely enacted
made during the first quarter of 2007. The 2008 plan builds on the 2007 plan. To the extent Congress enacts a 2007 appropriation that is different from the 2007
projection, the 2008 plan may require revision.

Note: Projected costs may not equal program change as these are full costs, which may include funds from other sources and (or) use averages.

Column A: The level of performance and costs expected in 2008 at the 2007 President's budget level plus funded fixed costs. Reflects the impact of prior year funding
changes, management efficiencies, absorption of prior year fixed costs, and trend impacts, but does not reflect the proposed program change.

Column D: Outyear performance beyond 2008 addresses lagging performance — those changes occurring as a result of the program change (not total budget)
requested in 2008. It does not include the impact of receiving the program change again in a subsequent outyear.
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Energy Policy Act of 2005 — Alternative Energy Cost Sharing (-$3,000,000)

In 2007, MMS requested $7.6 million to implement the Energy Policy Act, as follows:
e $1.8 million for additional workforce needs;

$3.4 million for environmental studies;

$1.4 million for environmental analyses;

$1 million for methane hydrates research; and

$56,000 for program support needs.

The MMS is proposing to reduce 2007 EPAct funding by $3 million by sharing environmental
analysis costs. The MMS is proposing that parties submitting applications for non-competitive
renewable energy projects fund the cost of independent environmental studies and analyses. If
only one party responds to the call for interest, MMS can seek payment for the preliminary
environmental work needed to determine if the lease can be offered, and subsequent
environmental work, if the lease is granted. By contrast, in a competitive lease sale, MMS does
not have the authority to require interested bidders to pay for the environmental work needed to
offer the lease sale.

This reduction in appropriated funds offsets the request for key MMS priorities, such as the OCS
5-Year Leasing Program. Combined with a $1 million reduction in Environmental Studies, it will
completely offset the costs of funding the needs presented by inclusion of new and expanded
areas in the 2007-2012 OCS 5-Year Leasing Program.

Refocusing Resources (-$2,000,000/-18 FTE)

The MMS also continues to implement strategies outlined in its workforce plan, used in
conjunction with the Department's Strategic Plan. OMM will use the results of a planned
functional analysis, begun in 2006 and to be completed in 2007, to determine if and where
opportunities are available to improve productivity by redirecting and reducing staffing levels,
and refocusing resources away from lower priority activities, while maintaining or improving
service quality.

A total of 25 positions are expected to be either eliminated or realigned in three OMM
Subactivities:

e Leasing and Environmental (-$560,000/-5 FTE)

e Resource Evaluation (-$640,000/-5 FTE)

e Regulatory (-$800,000/-8 FTE)

In the past, OMM has taken a number of measures to institute efficiencies and focus resources on
mission critical functions and deliverables. During 2005 and 2006, OMM temporarily reduced
its non-labor operating allocations to program offices by $2.3 million and $4.5 million,
respectively, and restricted hiring. These savings have allowed OMM to fund increases in
service costs and redirect funding to higher priorities. The 2008 budget assumes $2.0 million in
anticipated savings related to the functional analysis that will be completed in 2007.
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Table 20: Program Performance Change Table — Refocusing Resources, -$2,000,000; -25 FTE

Program
2007 2008 Base Budget
2004 2005 2006 . . 1 . Program Change Change
Measure Actual | Actual | Actual President's 2007 CR (2007 PB + Fixed 2008 Plan Accruing in 2008|  Accruing in
Budget Costs)
Outyears
A B=A+C C D
Total Projected Cost ($M) 14.4 15.5 15.6 15.7 15.7 16.2 15.7 -- 0.0
Percent of high bids accepted or| 63% 78% 68% o 0 0 o
rejected within 60 days (PART) |(572/ 906)|(612/ 786)|(530/ 785) 65% 65% 65% 65% No Change No change

Comments

Targets are for lease sales with fewer than 600 tracts receiving bids in the GOMR or 90 tracts in the Alaska Region. The FY 2005 result is adjusted
to accommodate the closure of the MMS GOMR office for 62 days immediately prior to and following Hurricane Katrina. Absent such adjustment,
the result would be 36% (283/786). The reason the outyear targets are lower than the 2005 actual value is a result of increased workload in the
deepwater area where currently leased tracts, with 10 year lease terms, will be relinquished, then made available, as follows: 478 in 2007, 783 in
2008, and 437 in 2009. It is anticipated that greater than 45% of these tracts will be bid on; this plus other available acreage will likely place 2007-
2009 sales over and above the baseline 600 tracts receiving bids.

Process X% of exploration

. 100% 99% 75%
0, 0, 0, 0,

E)éaS;;n less than 30 days (350/ 350)|(367/ 371)| 259/ 345) 100% 100% 100% 100% No Change No Change
Process X% of offshore
environmental assessments for 100% 100% 100% 0 0 o o
development plans within 8 an | @’ | ©n) 100% 100% 100% 100% No Change No Change
months (BUR)
Process X% of development

; 100% | 100% | 94% . . . .
plans in less than 120 days (314/314)| 258/ 258)| 293/ 313) 100% 100% 100% 100% No Change No Change

(BUR)
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Table 20: Program Performance Change Table — Refocusing Resources, -$2,000,000; -25 FTE (continued)

Program
2007 2008 Base Budget
2004 2005 2006 - , 1 . Program Change Change
Measure Actual | Actual | Actual President’s 2007 CR (2007 PB + Fixed 2008 Plan Accruing in 2008| Accruing in
Budget Costs)
Outyears
Process X% of right-of-way
L I - 98% 93% 97%
0, 0, 0, 0,
S;@zh(rg&gg)llcatlons within 140 (133/136)| (144/155)| (133/137) 100% 90% 90% 90% No Change No Change

Comments

The 2005 results and 2006 targets reflect the closure of the MMS Gulf of Mexico Region and some associated District offices for as much as 62 days
immediately prior to and following Hurricanes Katrina, Rita, and Wilma. Katrina and Rita damaged 457 pipelines and 101 larger diameter

pipelines (10 inches or greater). The target for future years is lower than the 2004 and 2005 actual values due to a significant increase in workload
for pipeline modification permits and other damage reporting in FY 2006. Pipeline damage assessments are still ongoing.

' The performance and cost data in the 2007 CR column is presented at the 2007 President's budget level, which is based upon a projection of 2007 likely enacted made during the first

quarter of 2007. The 2008 plan builds on the 2007 plan. To the extent Congress enacts a 2007 appropriation that is different from the 2007 projection, the 2008 plan may require

revision.

99

Note: Projected costs may not equal program change as these are full costs, which may include funds from other sources and (or) use averages.

Column B: The level of performance and costs expected in 2008 at the 2007 likely enacted level plus funded fixed costs. Reflects the impact of prior year funding changes,
management efficiencies, absorption of prior year fixed costs, and trend impacts, but does not reflect the proposed program change.

Column D: Outyear performance beyond 2008 addresses lagging performance — those changes occurring as a result of the program change (not total budget) requested in 2008. It does
not include the impact of receiving the program change again in a subsequent outyear.
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Environmental Studies ($-1,000,000)

Environmental Studies Program (ESP) funding is used to gather and collect data needed to
support OCS pre-sale and post-sale lease activities. Current funding will enable the program to
meet its ongoing multi-year research contract commitments. However, as ongoing research is
completed, funds will be redirected to higher priorities. This reduction, combined with the
savings of $3 million realized by implementing Alternative Energy Cost Sharing, completely
offsets the funding needs of the Proposed OCS Leasing Program 2007-2012.

PROGRAM OVERVIEW

The MMS plays a key role in national energy policy by securing ocean energy for the nation.
The MMS is a leader in securing the nation’s domestic energy supply. It manages access to the
mineral resources of the OCS to help meet the energy demands and other needs of the nation
while balancing such access with the protection of the human, marine, and coastal environments.
Currently, through February 1, 2007, MMS administers about 8,200 active mineral leases on
approximately 43 million OCS acres. Production from these leases generates billions of dollars
in revenue for the Federal Treasury and state governments while supporting thousands of jobs.
The MMS oversees production of about 21 percent of the natural gas and 30 percent of the oil
produced domestically. Through September 2006, OCS lands have yielded more than 223
trillion cubic feet of natural gas and approximately 41 billion barrels of oil.

2008 Program Performance Estimates

Program Changes

e OCS 5-Year Leasing Program +$3,863,000 +5

. EPApt Implementation — Alternative Energy Cost -$3,000,000 0
Sharing

e Refocusing Resources™ -$560,000 -5

e Environmental Studies -$1,000,000 0

Total, Program Changes -$697,000 0

* Final FTE Reduction Numbers and Funding Levels may shift between subactivities
We estimate 2008 program performance changes at the request level as follows:

e 2008 investment in environmental studies, environmental analysis, resource assessment,
and leasing consultation will provide for two North Aleutian Sales in the outyears. The
impact of not funding this initiative in 2008 will be the inability to hold the North
Aleutian sales in future years. The MMS estimates that, over 40 years, 200 million
barrels of oil (bbl) and 5 trillion cubic feet of gas (Tcf) would be produced as a result of
the two sales proposed for the North Aleutian Basin. The net benefits to the nation from
this production are estimated at $7.7 billion, over 40 years. The success of the proposed
sales should lead to future sales and more production in the outyears. The anticipated
production and net benefits for the proposed Mid-Atlantic leasing activities is 56 million
bbl, 0.327 Tcf, and $340 million. However, funding for Mid-Atlantic leasing activities is
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not included in this request due to the current statutory moratoria and Presidential
withdrawal of that region.

PERFORMANCE OVERVIEW

The Leasing and Environmental Subactivity funds the Leasing and Environmental Assessment
Program and the ESP, supporting DOI’s End Outcome Goal to “Manage or influence resource
use to enhance public benefit, promote responsible use, and ensure optimal value.” A key
indicator of performance is the ability to hold offshore lease sales as scheduled in the 5-year oil
and gas leasing program, supporting DOI Strategy 1 to “Effectively manage and provide for
efficient access and development.”

Current 2002-2007 OCS Oil and Gas Leasing Program

In 2005, four successful sales were held, three in the Gulf of Mexico and one in Alaska. This
success was repeated in 2006, with near record oil and gas prices leading to robust bidding in the
March 2006 Central GOM sale, where MMS accepted $581,820,861 in high bids on 392 tracts.
The August 2006 Western GOM sale garnered $340,935,514 in high bids from 62 companies.
The total of all bids was $462,760,912, a 38 percent increase over last year's Western Gulf sale.
The one remaining sale in the current 5-year program is the April 2007 Beaufort Sea sale.

Two sales from the current program have been rescheduled. Central Gulf of Mexico (CGOM)
Sale 201 was scheduled for March 2007; however, MMS has postponed the sale pursuant to
settlement of litigation brought by the State of Louisiana. Chukchi Sale 193 was scheduled for
the fall of 2005 and has been rescheduled because additional presale environmental analysis is
required for the area identified as of interest.

Table 21: OCS Lease Sales, 2005-2007
Final Sales of the 2002-2007 5-Year Program
Sale Date Area Sale Number
2005 March 2005 Central GOM 194
March 2005 Eastern GOM 197
March 2005 Beaufort Sea 195
August 2005 Western GOM 196
2006 March 2006 Central GOM 198
August 2006 Western GOM 200
2007 April 2007 Beaufort Sea 202

Proposed 2007-2012 OCS Oil and Gas Leasing Program

The Proposed Program for 2007-2012 is under development through an extensive consultation
process prescribed by the OCS Lands Act (OCSLA). The comment period for the Draft Program
Proposal opened on February 10, 2006, and closed on April 11, 2006. On August 25, 2006, a
second draft, the Proposed Program and the associated Draft Environmental Impact Statement
(DEIS) were released to the public. The comment period for these two documents closed on
November 24™ and November 22", respectively.
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The remaining schedule is as follows:
e April 2007  Proposed Final Program and Final EIS (60 day waiting period)
e June 2007 Final Program Approval
e July 1,2007 Current program ends, New Program begins

The Proposed Program includes 21 sales in seven of the 26 OCS planning areas - two areas in the
Gulf of Mexico, one area in the Mid-Atlantic Planning Area, and four areas off Alaska. The
sales currently proposed are shown in the table below. The total number of scheduled lease sales
will be determined when the new Proposed Program is finalized in the spring of 2007. The MMS
estimates the total undiscovered technically recoverable resources (UTRR) are 67.9 billion
barrels of oil and 340.4 trillion cubic feet of natural gas from all planning areas where sales are
under consideration in the 2007-2012 Proposed Program, though only a portion of some of the
planning areas are included in the proposal.

Table 22: Proposed Program for 2007- 2012
Lease Sale Schedule

CalendarYear? Area Sale
No.
2007 Western Gulf of Mexico 204
Central Gulf of Mexico 205
Chukchi Sea 193
2008 Central Gulf of Mexico 206

Eastern Gulf of Mexico? | 224
Western Gulf of Mexico 207

2009 Central Gulf of Mexico 208
Beaufort Sea 209
Western Gulf of Mexico 210
Cook Inlet” 211
2010 Chukchi Sea 212
Central Gulf of Mexico 213
North Aleutian Basin 214
Western Gulf of Mexico 215
2011 Central Gulf of Mexico 216
Beaufort Sea 217
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CalendarYear? Area Sale
No.

Western Gulf of Mexico 218

Cook Inlet¥ 219

Mid-Atlantic® ¥ 220

2012 Chukchi Sea 221

Central Gulf of Mexico 222

2012 North Aleutian Basin 223

Y'sales are listed by calendar year. Sale dates may occur in a calendar year different than the
fiscal year (Ex: A sale occurring in December 2007 would fall in calendar year 2007 but fiscal
year 2008). Sale schedule will be finalized in spring 2007.

2 On December 20, 2006, the President signed the Gulf of Mexico Energy Security Act of 2006
(GOMESA). Under that GOMESA, MMS is mandated to hold a lease sale in the 181 Area of
the Eastern Gulf, more than 125 miles from Florida and west of the military mission line. The
law mandates the sale notwithstanding its omission from any 5-year program under section 18 of
the OCS Lands Act. The sale is listed on the table, but is not part of the Proposed 5-Year
Program under section 18.

¥ Special Interest Sales — Proposed sales will move forward only after consideration of
comments received in response to annual calls for information. If the responses do not support
consideration of a sale, the sale will be postponed and request for nominations and comments
will be issued again in each subsequent year of the schedule, until a sale is held or the schedule
expires.

#|_ease sales will only be held if the President chooses to modify the withdrawal and Congress
discontinues the annual appropriations moratorium in the Mid-Atlantic.

Leasing Activities: Leasing activities include planning for the 5-year oil and gas leasing
program, mapping and surveying OCS boundaries, implementing the lease sale process, and
administering leases. These activities enable the bureau to meet its performance goals for the
number of lease sales held, the timeliness of these sales, and the acreage offered through these
sales.

Effective management of the energy resources on the OCS for efficient access and development
is supported by the Environmental Assessment (EA) and Environmental Studies activities. The
work provides information necessary to ensure operations are conducted in an environmentally

sound manner and decisions are supported by good science.

e EA activities include oversight, policy guidance, and direction for environmental
regulations affecting OCS activities; consultation with interested and affected parties; and
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preparation of environmental impact statements, environmental assessments, and related

program-level reports.

e The ESP funds and manages efforts to better understand the OCS environment and the
effects of mineral resource exploration and development activities.

Within its Activity-Based Costing (ABC) system, MMS is able to allocate both EA and ESP
expenditures to the activities and operations they support. Further, MMS tracks the number of
leases issued and the number of lease administrative changes as end outputs, providing the
ability to assign the full cost of leasing and lease adjudication activities, as well as proportional
shares of program support and general administrative costs.

Approximate Subactivity Spending Distribution

Environmental
for Oil and Gas Leasing Leasing

42% 11%

Environmental
for Oil and Gas *
Plans and Permits *
39%

**Environmental for Marine Minerals 4%

* Lease Administration 4%

Figure 6: Leasing and Environmental Spending Profile
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Table 23: Performance Overview - Leasing and Environmental

End Outcome Goal 1.1 Resource Use (energy): Manage or influence resource use to enhance public benefit, responsible development, and economic value.

901195 Juswabeue Sfedaulin

2004 2005 2006 2006 2007 2008 Change || ing-term
Measure Actual Actual Plan Actual President’s | 2007 Plan Plan from 2007 Target 2012
Budget Plan to 2008| ' 219

GPRA End Outcome Measures
Num.ber of qffshore lease sales held 4 4 2 2 4* 2 5 +3 TBD
consistent with the Secretary's 2007-
2012 5-Year Program (SP)
Total Actual/Projected Cost ($M) 30.5 32.7 33.1 33.1 34.7 34.7 37.7 3.0

Comments

This measure counts lease sales conducted under the OCS Qil and Gas Leasing Program. The 2002-2007 Program ends in
June 2007; the 2007-2012 Proposed Program is under development through the extensive consultation process prescribed by
the OCS Lands Act. The President's Budget supports the Proposed Program for 2007-2012 (published in August 2006) by
providing environmental information to conduct lease sales in five expanded OCS program areas (Central GOM, Chukchi
Sea, Beaufort Sea, Cook Inlet, North Aleutian Basin). Expansion of OCS acreage available for leasing consideration, a
significant amount of which has not been offered/evaluated for decades, requires an investment in environmental studies,
environmental analysis, resource assessment, and leasing consultation. Funding provided in 2008 will support future lease
sales in the North Aleutian Basin.

* Two sales are currently scheduled for FY 2007 (Beaufort Sea and Western GOM). As a result of settlement of litigation
brought by the State of Louisiana, MMS postponed Central Gulf of Mexico (CGOM) Sale 201, scheduled for March 2007.
Five sales are currently scheduled for FY 2008 including (2) Central GOM, Western GOM, Chukchi Sea and Eastern GOM
area (The Gulf of Mexico Energy Security Act of 2006 (GOMESA) makes new OCS acreage available, including a small
portion of the Gulf of Mexico Eastern Planning Area). Final FY 2007-2012 targets are dependent on the adoption of the
Final 2007-2012 5-Year Program. The MMS is continuing consultation with the State of Louisiana and other stakeholders to
define the Final 5-Year Program. The Final Program may provide a different schedule than the Proposed Program.
**Although the Proposed Program includes a Mid-Atlantic sale in 2011, the President's Budget does not provide for
investment in the Mid-Atlantic planning area, which is currently subject to statutory moratoria and Presidential withdrawal
from leasing.

T.
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Table 23: Performance Overview - Leasing and Environmental, continuted

Change

2004 2005 2006 2006 2007 2008 | from 2007 | FON9 €M
Measure President's | 2007 Plan Target
Actual Actual Plan Actual Budget Plan Plan to 2012
2008
Intermediate Outcome Strategy 1: Effectively manage and provide for efficient access and development
GPRA Intermediate Qutcome Measures, and Bureau and PART Outcome Measures
Percent of available OCS acres
offered in each year's lease sales >57% >99% 99% 94% TBD 32% TBD -- TBD
(PART)
Total Actual/Projected Cost ($M) 30.5 32.7 33.1 33.1 34.7 34.7 37.7 3.0
Percent of available OCS oil and
gas resources offered in each year's| >88% >99% >99% 99% TBD 29% TBD - TBD
lease-sales (PART)
Total Actual/Projected Cost ($M) 30.5 32.7 33.1 33.1 34.7 34.7 37.7 3.0

Comments

These measures count the acreage and resources offered through lease sales scheduled under the Secretary's 5-Year
OCS QOil and Gas Leasing Program. The 2007 targets assume that the Beaufort Sea and Western GOM sales will be
held and the Central GOM and Chukchi sales in the 2002-2007 5-year program will not be held on schedule. The
2007 Central GOM sale was canceled as part of the Sale 200 litigation settlement with the State of Louisiana. The
2007 Chukchi sale is not being held because additional presale environmental analysis is required to allow the
offering of the area identified as being of interest. The Chukchi and Central GOM acreage will be offered in the 2007-
2012 5-year program. Acreage and resource targets will be developed as the 2007-2012 program is finalized (Spring

2007).

Intermediate Outcome Strateqy 2: Enhance responsible u

se management practices

GPRA Intermediate Outcome Measures, and Bureau and

PART Outcome Measu

res

Process X% of offshore

environmental assessments for 100% 100% 100%

- 100% 100% 100% 100% No Ch 100%
development plans within 8 months (1/7) (8/8) ° (9/9) ° ° 00% 0 Change 00%
(BUR)
Total Actual/Projected Cost ($M) 1 1.1 1.1 1.1 1.1 1.1 0

Note: The 2007 plan is the performance level based upon a projection of 2007 likely enacted made during the first quarter of 2007. The 2008 plan and 2012
long-term targets build on the 2007 plan. To the extent that Congress enacts a 2007 appropriation that is different from the 2007 projection, the 2008 plan and

2012 targets may require revision.
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LEASING AND ENVIRONMENTAL ASSESSMENT PROGRAM PERFORMANCE

OCS 5-Year Leasing Program: The MMS has played and will continue to play a vital role in
providing access to domestic energy resources and supporting the President’s National Energy
Policy by continuing the OCS leasing program on predictable schedules. In 2004, OMM
initiated the multi-year process of developing a new OCS 5-Year Leasing Program that will
schedule OCS lease sales for 2007 to 2012. The initial step to ask for public comments was
published in the Federal Register on August 24, 2005. The draft proposed program was
published in February 2006 and comments closed on April 11, 2006.

The 5-Year Program is a pivotal element of managing the nation’s offshore mineral assets. The
OCSLA requires DOI to prepare a long-range program that specifies the size, timing and
location of areas to be considered for Federal offshore natural gas and oil leasing. The MMS
works in consultation with stakeholders (including federal and state agencies, local communities,
federally recognized tribes, private industry, and the general public) to develop a program that
not only offers access to those areas of the OCS with the most promising potential for
development of oil and natural gas resources, but does so in an environmentally responsible
manner. Under the 2002-2007 Program, OCS oil and gas lease sales are held on an area-wide
basis with annual sales in the Central and Western GOM, and less frequent sales held in the
Eastern GOM and offshore Alaska.

DEVELOP 5-YEAR PROGRAM
DRAFT PROPOSED PROPOSED| 60 DAY
soLicIT | 45DAY | pooposen| 60PAY [ program | 90 PAY MHAL PERIOD 5-YEAR
COMMENTS| COMMENT | progRAM | COMMENT [— oo —| COMMENT | progRAM WITH PROGRAM
PERIOD | PUBLISHED| PERIOD | pugLisHED | PERIOD [FiNaLEis| concress | ANNOUNCE
i B

Figure 7: Process for Developing New 5-Year OCS Leasing Program

The Proposed Program for 2007-2012 and Draft EIS were publicized August 25, 2006, followed
by a 90-day comment period.

Environmental Assessment Program: As manager of energy and non-energy mineral resources
and alternate energy-related uses on the OCS, MMS has the responsibility to ensure that
exploration, development, and production activities on the OCS are safe and environmentally
sound. OCS operations are managed for continued compliance with key federal statutes
including, but not limited to, the:

National Environmental Policy Act (NEPA)
Coastal Zone Management Act (CZMA)
Endangered Species Act (ESA)

Marine Mammal Protection Act (MMPA)
Sustainable Fisheries Act (SFA)

Clean Air Act (CAA)

Clean Water Act (CWA)

National Historic Preservation Act (NHPA)
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In keeping with the principles espoused by these guiding statutes, MMS provides opportunities
for public comment and consults with the National Oceanic and Atmospheric Administration
(NOAA), the Fish and Wildlife Service (FWS), the Environmental Protection Agency (EPA),
and others to develop a balanced leasing program and to promulgate regulations and permit
requirements that protect critical natural and historical resources.

The OMM assesses potential environmental impacts of proposed actions in accordance with the
NEPA and related regulations. The NEPA process is intended to help public officials make
decisions based on an understanding of environmental consequences and take actions that
protect, restore, and enhance the environment. The OMM solicits external input to help identify
relevant issues, alternatives, mitigation measures, and analytical tools.

NEPA and related regulations are followed at each stage in the leasing process, starting with the
preparation of the final programmatic environmental impact statement (EIS) for approval of the
OCS 5-Year Leasing Program. The final programmatic EIS for the 5-Year Plan addresses public
comments in a responsive and responsible fashion. Then, OMM prepares a full EIS or a more
focused Environmental Assessment prior to each lease sale and for other OCS oil and gas
activities on a selective basis, including operator’s plans of exploration and development,
pipeline permit applications, decommissioning permit applications, and related industry
activities. Each environmental review documents potential environmental impacts and identifies
mitigation measures that may be required to avoid or minimize adverse effects of a proposal.
Many environmental reviews of routine operator’s plans or permit applications undergo a
streamlined environmental review, in full compliance with NEPA (Categorical Exclusion
Reviews (CERs)). CERs are only for activities that have been demonstrated to not cause a
significant environmental impact either individually or cumulatively, and which have been
categorically excluded from more detailed reviews. CERs also identify mitigation measures to
avoid or minimize adverse effects of the proposed action.

Additionally, the provisions of the CZMA ensure that covered OCS activities are consistent with
the affected states’ coastal zone requirements. OCS lease sales, plans, and permits are subject to
review by states that have developed Coastal Management Programs (CMPs) to manage and
balance competing uses that may affect land and water use and natural resources of the coastal
zone. The MMS works to resolve any differences with the state by implementing lease
stipulations and lease-sale activities that are consistent with stakeholder land use objectives.

ENVIRONMENTAL STUDIES PROGRAM PERFORMANCE

The ESP is responsible for providing the solid scientific information needed for critical program
decisions that must, by law, accommodate the delicate balance between the protection of the
human, marine, and coastal environments and the nation’s exploration, development, and
production of petroleum energy resources and other marine minerals and energy-related alternate
uses. Environmental studies are designed to address specific information needs concerning the
environmental and socioeconomic state of a region, both before and after OCS activity. Studies
provide the information necessary to develop measures to mitigate adverse impacts on the
environment.
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“MMS’s Environmental Studies Program (ESP) is a major source of information about the impacts of OCS
oil and gas activities on the human, marine, and coastal environments.”
An Ocean Blueprint for the 21* Century
Report of the U.S. Commission on Ocean Policy

The OCSLA requires the Secretary of the Interior to monitor the human, marine, and coastal
environments of areas to be leased or developed for offshore oil and gas resources. The MMS is
pursuing a strategy to enhance the planning, development, and implementation of environmental
monitoring efforts — both as a means to evaluate the effectiveness of OCS lease stipulations and
other environmental mitigation measures, and for research on what additional monitoring may be
needed.

The ESP directly responds to the President’s Management Agenda initiative - Research and
Development. This program funds applied research through environmental and socioeconomic
studies to predict potential impacts of oil and gas development and develop mitigating measures
as well as improving our understanding of the fate, transport and effects of oil when spilled.

External Contributions: The planning process emphasizes communication within MMS as well
as Federal, state, and local governments, academia, industry, and non-government organizations.
Additional program oversight is provided by the OCS Scientific Committee, chartered under the
auspices of the Federal Advisory Committee Act, which advises MMS on the feasibility,
appropriateness, and scientific value of the ESP. Study proposals are evaluated for program
relevance, programmatic timeliness, and scientific merit. The ESP research plans are developed
in coordination with the Technology Assessment and Research program and the Oil Spill
Research program to provide a multi-faceted, interdisciplinary bureau response to meet the
environmental and safety needs of the offshore program.

Partnerships with Stakeholders: The MMS has established key research partnerships with state
universities through its Coastal Marine Institute initiatives in Louisiana and Alaska, and through
cooperative agreements with universities in California, Mississippi and Alabama, where oil and
gas activities actively occur. The ESP managers also represent the MMS (and thus, the
Department of the Interior) in the National Oceanographic Partnership Program, a collaborative
community of Federal agencies working to improve knowledge of the ocean environment.
Through this interaction, MMS has accomplished important research that has been highly
leveraged with funding from other agencies. The MMS is also extensively engaged in the new
and evolving Ocean Governance Structure outlined in the President’s U.S. Ocean Action Plan.
Here our experience in integrating state-of-the-art science into resource management decisions
and our expertise in applying the principles of adaptive management should prove invaluable.

Strategic Initiatives: The MMS Offshore Steering Committee has identified a strategic goal to
establish and implement environmental monitoring to evaluate the effectiveness of lease
stipulations and environmental mitigation measures. In response to this 2005 strategic initiative,
MMS has deployed a new webpage to provide the public with information about ongoing efforts
in environmental monitoring to evaluate effectiveness of lease stipulations and environmental
mitigation measures. The website has been designed to accommodate future monitoring
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activities associated with the potential development of methane hydrates and with renewable
energy sources on the OCS.

In addition, the Gulf of Mexico OCS Region (GOMR) has completed a project to develop
software for Gulf-wide emission inventory reporting and has initiated a project to update the
emission inventory. The GOMR has worked with industry and MMS regulatory staff to ground-
truth the inventory via platform inspections and by review of flaring and venting records.
Improvements to emission inventory reporting software and MMS flaring and venting reports are
collateral benefits of this activity. The GOMR staff regularly receives and reviews field observer
reports from explosive structure removal operations (from NOAA-Fisheries observers) and from
seismic survey vessels (from trained industry-supported marine mammal observers), which
demonstrate industry compliance with MMS requirements for protection of the environment. An
annual summary of the seismic survey marine mammal observer reports is prepared and
submitted to NOAA-Fisheries, as required by interagency consultations under Section 7 of the
Endangered Species Act.

The GOMR has also developed and implemented a bi-monthly science and technology journal to
disseminate environmental research findings, on both the environmental and technical fronts, to
the interested public. The bi-monthly journal, MMS Ocean Science, chronicles the science and
technology used by MMS to manage offshore mineral resources. The journal is written for the
general public, news media, and interested stakeholders, giving them a glimpse into the extensive
science and technology needed to understand the offshore environment and recover the resources
that lay on and beneath the seafloor. Thus far, this journal is sent to approximately 2,000
interested parties in paper form and 500 through email notification. The journal is also available
on the MMS website and as educational materials to assist teachers in preparation of lessons
about the ocean environment.

During the 2004 budget process, the PART review found the ESP meets its stated purpose of
providing timely and peer-reviewed environmental research to decision makers, assigning an
overall rating of “Moderately Effective.” Consistent with that review, the ESP continues to place
strong emphasis on increasing public access to scientific information through its website.
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2008 PERFORMANCE BUDGET REQUEST
Offshore Minerals Management
Resource Evaluation Subactivity

Table 24: OMM Resource Evaluation Subactivity Budget Summary

2008
2007 Fixed Change
2006 o
Enacted President's | Costs & | Program| Budget | from
Budget Related | Changes | Request [ 2007
Changes
Resource Evaluation ($000) 29,407 30,117 774 -1,092 29,799 -318
Subactivity FTE 221 221 0 -2 219 -2
SUMMARY OF 2008 PROGRAM CHANGES
Request Component Amount FTE
e OCS 5-Year Leasing Program +137,000 +1
e Ultra-Deepwater +411,000 +3
e EPAct Implementation - Methane Hydrate Research -1,000,000 -1
¢ Refocusing Resources* -640,000 -5
Total, Program Changes -1,092,000 -2

* Final FTE Reduction Numbers and Funding Levels may shift between subactivities

JUSTIFICATION OF 2008 PROGRAM CHANGES

The 2008 budget request for the Resource Evaluation (RE) Subactivity is $29,799,000 and 219
FTE, a net program decrease of $318,000 and -2 FTE from the 2007 President’s Budget Request.

Alaska OCS 5-Year Leasing Program (+$137,000/ +1 FTE)

The Proposed 2007-2012 OCS 5-Year Leasing Program (“Proposed Program”) includes areas not
previously considered and expands activities in currently active areas of the Outer Continental Shelf
(OCS). In particular, the Alaska planning areas expect to see a tremendous expansion of their
current programs. In order to implement the new 5-Year Program, an additional geoscientist will be
needed. Specific factors driving the need for additional resources include:

North Aleutian Basin - The DOI is considering holding lease sales in the North Aleutian Basin
area during the 2007-2012 Leasing Program. Given the past prohibition against leasing in the
area, first by Congressional moratoria (removed in 2005) and then by Presidential withdrawal
(removed January 9, 2007), MMS has not looked in detail at the geology of the North Aleutian
Basin in nearly 20 years. The MMS has been informed by several major oil companies that they
plan to submit applications for geophysical exploration permits (seismic acquisition programs) as
early as 2007. A significant portion of the data planned will be 3D seismic. The North Aleutian
Basin is highly prospective for natural gas, with a high estimate (fifth percentile) of more than 23
Tcf of anticipated production of natural gas. A thorough interpretation and synthesis of the
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newly acquired seismic data will be needed for bid adequacy decisions. The last sale in the North
Aleutian Basin was held in 1988. At that time, 23 tracts were leased for high bids of $95.4
million, and currently, there are no active leases in this area.

Beaufort and Chukchi Seas — The MMS approved permit applications for extensive 3D seismic
programs in the Beaufort and Chukchi Seas that started in 2006. These programs will result in
the acquisition of more 3D seismic data during its proposed 3-year duration than were previously
collected on the entire Alaska OCS. The new data does not overlap previously acquired 3D data,
so new interpretations will be required, not simply the review and updating of previous
interpretations. Furthermore, the last sale in the Chukchi Sea planning area was held in 1991
where no new data have been acquired since 1990. Industry’s need for 3D seismic data implies
that the geologic risks and uncertainties are high due to complex geology or an interest in subtle,
difficult to image stratigraphic features. Both cases require highly advanced seismic
interpretations that will be critical to performing bid adequacy reviews for the upcoming
Beaufort Sea sales. These data and interpretations will also be critical for fulfilling our
responsibilities related to proper development and production decisions and the conservation of
resources. In 2005, Sale 195 offered tracts on the Beaufort Sea OCS. In that sale, 117 tracts
were leased for high bids of $46.6 million. Additional Beaufort Sea sales are envisioned in the
Proposed Program.

Seismic Data Management — Until recently, 3D seismic data had not been routinely collected in
the Alaska OCS. In 2004, one permit was issued for a 3D seismic survey in the Beaufort Sea. In
2005, no permits were issued in the Beaufort Sea. However, in 2006, one permit for a 3D
seismic survey was issued for the Beaufort Sea and two permits for seismic surveys were issued
for the Chukchi Sea. Interest in Arctic areas of the Alaska OCS and subsequent collection of
seismic data likely will increase in the future. Collection of 3D seismic will significantly
increase data storage needs. Additionally, recent leasing and permitting activities by a highly
respected industry leader is likely to spark a renewed interest in the Alaska OCS by other
companies, with attendant increased demand on the RE workforce.

Human Capital — The MMS expects to lose over half of the RE workforce to retirement over the
next four years. In Alaska, the average professional experience of the current RE workforce is
around 30 years. The MMS will be forced to transition to another generation of experts in
Alaska geology at the same time that the workload is increasing, requiring that this be
accomplished in an orderly and timely fashion.

Additional new demands are now placed on staff because of new requirements related to the
permitting process that did not exist 10 to 20 years ago. For example, the North Slope Borough
tribal entities are requesting government-to-government meetings concerning seismic permits
and activities. This requires RE staff to develop presentations, conduct meetings, and keep the
tribal entities advised of the activities. These discussions revolve around impacts to whaling and
other subsistence hunting activities, impacts to the health of specific marine mammals and the
needed research and studies to determine the extent of the impacts due to seismic activities. The
RE staff also coordinate extensively with the National Marine Fisheries Service and the Fish and
Wildlife Service relative to issuing and enforcing incidental take authorizations due to the
sensitivity of seismic operations to natives and the environmental communities. The region must
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work proactively with these agencies and industry to ensure that all required information is
accessible.

Furthermore, MMS is in the process of replacing its current resource economic evaluation model
(MONTCAR). Developmental work on these computer programs, testing, and implementation
of the new models will further challenge staff resources.

The President’s Request includes a geoscientist position who will be trained in Alaskan geology
and the use of MMS seismic interpretation software. This individual will be mentored by the
current maturing professionals in order to pass along their expertise and unique knowledge, and
therefore maintain the high quality standards of the Alaska RE Office.

Impact on Performance

Collectively, anticipated production and net benefits for the nation from these three planning
areas are 2.2 billion barrels of oil (BBO), 5 trillion cubic feet of gas (Tcf), and $20.65 billion
over 40 years.

Program Area Resources

Oil (BBO) Gas (Tcf) Net Benefits
Beaufort Sea 1.000 0.000 $6.58
Chukchi Sea 1.000 0.000 $6.37
North Aleutian 0.200 5.000 $7.70
Basin
Note: All dollar values represent net present value in billions of 2007
dollars.

Additional resources of $3,863,000 and five FTE are included in the Leasing and Environmental
(LE) Subactivity for the 2007-2012 OCS 5-Year Program.

Gulf of Mexico Frontier Activity, Ultra-Deepwater, and Ultra-deep Drilling on the Shelf
(+$411,000/ +3 FTE)

The MMS is witnessing a surge in exploration activity and development in the ultra-deepwater
area of the Gulf of Mexico (GOM), at water depths from 5,000 feet to 10,000 feet. There were
about 2,300 active leases in this water depth interval. Over the past three years, there have been
20 significant discoveries in ultra-deepwater, four of which were announced in the GOM in
2006. At the end of 2006, there were about 2,184 active leases in this water depth, and in the
five-year period 2002-2006, there were a total of 215 wells drilled in these water depths, of
which 149 were exploratory wells. This activity level and the discoveries of oil and gas have
now started to translate into development projects. Ten projects began production in the ultra-
deepwater area during 2004-2006. This activity is increasing workload and creating new
challenges for MMS. In order to address these issues, MMS requires subject matter expertise in
the following areas:
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Frontier Play Analysis (+$274,000/+2 FTE) — The newly discovered deepwater Paleogene
reservoirs and the drilling of ultra-deep wells on the shelf are expected to result in very
significant additions to GOM oil and gas production. Announced discoveries in the Paleogene
are located across a vast swath of the GOM extending from the Alaminos Canyon in the Western
GOM to Walker Ridge in the Central GOM. The MMS play analyses project this play extending
even further eastward into the Eastern GOM. Reservoir sands of Paleogene age located in the
deepwater and ultra-deepwater of the GOM are believed by some in industry to have a potential
of up to 15 billion barrels of oil equivalent (BOE). However, others in industry have expressed
doubts about the ability of these Paleogene reservoirs to produce at commercial rates. An
extended well test was recently completed at the Jack discovery to assess the ability of these
formations to produce oil and gas from the Paleogene. The results at this location were very
encouraging, but their applicability to other discoveries and prospects is still uncertain at this
time. Several energy companies have teams of geoscientists and engineers working on regional
studies of the Paleogene and ultra-deep shelf potential reservoirs. The Paleogene play extends
about 325 miles across the entire Western and Central GOM. It represents a period of 41 million
years, thousands of feet of geologic section, and several distinct episodes of sand deposition with
reservoirs of varying quality. Independently, different companies are regionally mapping several
key biostratigraphic levels, identifying and mapping sandstone depositional environments and
facies, and integrating these maps with petrophysical and engineering data from the wells to be
able to predict reservoir productivity. This regional background and understanding will allow
industry to identify the more favorable “sweet spots” in otherwise poor-quality reservoirs;
thereby identifying prospects and lease blocks of greater potential productivity, and hence,
greater value.

ExxonMobil, in partnership with Newfiel