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OVERSIGHT HEARING ON ENHANCING
AMERICA’S ENERGY SECURITY

Wednesday, March 19, 2003
U.S. House of Representatives
Committee on Resources
Washington, DC

The Committee met, pursuant to notice, at 10:04 a.m., in room
1324, Longworth House Office Building, Hon. Richard Pombo
(Chairman of the Committee) presiding.

Present: Representatives Pombo, Tauzin, Gallegly, Duncan,
Gilchrest, Cubin, Gibbons, Osborne, Rehberg, Renzi, Pearce,
Nunes, Rahall, Kildee, Kind, Udall of New Mexico, Acevedo-Vila,
Grijalva, Cardoza, Bordallo, Hinojosa, Rodriguez and Baca.

STATEMENT OF THE HON. RICHARD W. POMBO, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
CALIFORNIA

The CHAIRMAN. The hearing will come to order. Good morning.

In the last Congress, the House Committee on Resources ap-
proved a comprehensive energy bill. The legislation was later
wrapped into H.R. 4 and approved by the whole House before
dying on the vine in conference. It is my intention to see to it that
this does not happen again.

Few doubt the need for a national energy policy. Today we are
facing a daunting challenge and the supply and demand picture
has only gotten worse. The price that consumers are paying for a
gallon of gasoline is topping two dollars a gallon in many parts of
the country. Just as an aside to that, I paid $2.39 yesterday for gas
in California.

Energy supply and price have a direct impact on the economy.
It should come as no surprise that every recession since World War
IT has followed a period of increased energy prices. The high oil and
resulting jet fuel prices are having a devastating impact on an al-
ready suffering airline industry and could help break the back of
one of our Nation’s premier carriers.

While most agree that America needs to be more energy inde-
pendent, we are currently moving in the opposite direction. We now
import about 60 percent of the crude oil we use in this country, and
much of that oil comes from nations that are hostile to us. We need
to begin to reverse that pattern.

America has abundant energy resources and an even greater
sense of ingenuity. Our ability to efficiently and cleanly develop
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those resources, using technology to harness them to create wealth,
has made our economy the envy of the world. Unfortunately, well-
intended policies developed in Washington sometimes seem to work
against the Nation’s well-being. Statutes that were intended to pro-
tect the environment, while allowing for responsible development of
energy resources on Federal lands, have been misinterpreted and
implemented in a way that is preventing energy development in
many promising areas.

We have the ability to develop our natural resources in an envi-
ronmentally friendly manner. Modern three and four dimensional
seismic, directional drilling methods and extended reach technology
are significantly reducing the footprint associated with exploration
and development. We need to recognize both our abilities and our
limitations and enact policies that strike a proper balance between
conservation and responsible development.

Federal lands also hold enormous potential for renewable re-
source development and policies should be developed to facilitate
the use of these energy sources as well. We need to pass a common
sense energy bill and deliver it to the President this year.

I thank the witnesses for coming and look forward to their testi-
mony.

[The prepared statement of Chairman Pombo follows:]

Statement of The Honorable Richard Pombo, Chairman,
Committee on Resources

During the 107th Congress this Committee and the Nation as a whole engaged
in a healthy and spirited debate over energy policy and energy security. At the time,
the U.S. had gone through a period of high energy prices that were adversely affect-
ing our economy and our national security. We passed comprehensive energy legisla-
tion through this Committee and through the House. A bill was assembled and
passed on the Senate floor and we proceeded to Conference where a national energy
policy died on the vine.

While there were disagreements two years ago about the path we should take to
achieve greater energy security, few doubted the need for a national energy policy.
Today, we are facing an even moreting challenge and the supply and demand pic-
ture has only gotten worse. The price consumers are paying for a gallon of gasoline
is topping two dollars a gallon in many parts of the country. Last month natural
gas prices reached an all time high at over $19.00 per thousand cubic feet.

Globally, conditions are putting pressures on all energy markets. World oil prices
have approached forty dollars per barrel. An eminent war in Iraq and instability
in the Middle East is putting pressure on global oil markets. Political unrest in Ven-
ezuela, the fourth largest supplier of oil to the U.S., is further driving up the price
of gasoline, heating oil and diesel fuel. Weather has also played a major role this
year. A cold winter on the East Coast put further pressure on oil and natural gas.
High natural gas prices have hurt small and large consumers alike. Residential nat-
ural gas users are seeing their monthly bills rise. Commercial and industrial gas
consumers are suffering as well. High natural gas prices are hurting the profit-
ability of businesses large and small. Family farms have been particularly hard hit
as the prices of propane and fertilizer increase. Chemical companies that rely on
natural gas, both an energy source and chemical feedstock are suffering and jobs
are likely to be lost as a result.

Energy supply and price have a direct impact on the economy. It should come as
no surprise that every recession since World War II has followed a period of in-
creased energy prices. The high oil and resulting jet fuel prices are having a dev-
astating impact on an already suffering airline industry and could help break the
back of one or more of our Nation’s carriers.

While most agree that America needs to be more energy independent, we are cur-
rently moving in the opposite direction. We now import about 60 percent of the
crude oil we use in this country. And much of that oil comes from nation’s that are
hostile to us. We need to begin to reverse that pattern.

America has abundant energy resources and an even greater sense of ingenuity.
Our ability to efficiently develop those resources, using technology to harness them
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to create wealth, has made our economy the envy of the world. Unfortunately, poli-
cies developed in Washington sometimes, though well intended, seem to work
against the Nation’s well being. That is what is occurring right now with our energy
and resource development policies. Statutes that were intended to protect the envi-
ronment, while allowing for responsible development of energy resources on Federal
lands, have been misinterpreted and implemented in a way that is preventing en-
ergy development in many promising areas.

Because production of much of the conventional energy resources on private lands
is declining, Federal lands provide the greatest promise for future development of
domestic energy resources. This is true for oil, natural gas, coal and renewable en-
ergy resources. We know that we have abundant resources on Federal lands that
can fuel our economy for generations to come. Natural gas, a clean burning domestic
resource, is taking on a greater role on our Nation’s energy portfolio as more natural
gas-fired power plants come on line. But in order for the U.S. to meet its future nat-
ural gas demand, it is imperative that energy producers have access to Federal
lands in the Rocky Mountains. A combination of factors are preventing energy pro-
ducers from developing sufficient resources from the region. First, significant re-
sources in the region are currently off limits to oil and gas leasing and development.
Many of those resources that are available are subject to stringent leasing stipula-
tions that make production technically or economically prohibitive. Finally, a num-
ber of post-leasing hurdles are preventing producers from accessing those energy
supplies. Delays in permitting projects on Bureau of Land Management and U.S.
Forest Service lands are essentially killing some of the most promising domestic en-
ergy development projects. As we are seeing all too often in the West, just because
a lease is issued doesn’t mean that energy gets produced.

We have the ability to develop our natural resources in an environmentally friend-
ly manner. Modern three and four dimensional seismic, directional drilling methods
and extended reach technology are significantly reducing the footprint associated
with exploration and development. We need to recognize both our abilities and our
limitations and enact policies that strike a proper balance between conservation and
responsible development.

Currently there are inherent flaws in the system that not only affect traditional
oil, gas and coal development, but also clean, renewable energy development. While
twelve western states have a combined high temperature geothermal resource po-
tential of 22,000 megawatts of power, only 2,800 megawatts are currently being pro-
duced in the region. Given the need for more electricity generation in the West, we
need to develop policies that encourage development of this renewable resource.
Likewise Federal lands, both onshore and offshore, hold enormous promise for wind,
biomass and solar energy. I understand that the Interior and Energy Departments
are working to encourage and facilitate this develop and I am anxious to hear what
more needs to be done.

The energy titles that passed this Committee last Congress would have done
much to address the problems we are now facing in developing our vast energy re-
sources on Federal lands. The bill contained over thirty provisions that would have
had a direct positive affect on our growing energy supply and demand imbalance.
As we face a war in the Middle East and a sputtering economy at home, it is imper-
ative that we act now to fix a system that has been broken for many years. We need
to pass a common sense energy bill and deliver it to the President this year so that
we can begin to address the energy security concerns we have neglected for so long.

The CHAIRMAN. I will recognize Mr. Rahall.

STATEMENT OF THE HON. NICK J. RAHALL 1II, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
WEST VIRGINIA

Mr. RAHALL. Thank you, Mr. Chairman.

Mr. Chairman, I recognize the price of gasoline is higher in your
State of California. The average price for regular grade gasoline in
this country, as we all know, is currently $1.71 per gallon. That
price is only a tenth of a cent below the highest national average
price on record, without even adjustment for inflation. Meanwhile,
many Americans, with some justification, are convinced that price
gouging is taking place at the gas pump. In fact, I would venture
to say that many Americans also believe that, if Exxon produced
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wine, we would probably be going to war with France rather than
Iragq.

I make these observations out of a concern that this Committee
might, as it did in the last Congress, once again respond to the en-
ergy crises with legislation that provides a great deal in the way
of unwarranted relief for oil and gas producers and little in the way
of promoting domestic energy security. The bill reported by this
Committee last Congress contained $8 billion worth of royalty re-
lief, a “royalty holiday”, if you will, for the Exxons and Royal Dutch
Shells of the world to drill in the Gulf of Mexico. That would have
been $8 billion in unnecessary drilling incentives and $8 billion
that would have been lost to the U.S. Treasury.

Indeed, at the time, even the Secretary of the Interior testified
that sufficient administrative authority already exists if drilling in-
centives are necessary; a mandate to provide them, however, was
not necessary. That particular provision was just one of a long
laundry list of giveaways in the bill, none of which, in my view,
would have contributed one iota to enhancing America’s energy se-
curity.

For instance, drilling in environmentally sensitive areas and hav-
ing the taxpayer foot the bill for corporate environmental compli-
ance were part and parcel of the energy legislation the majority
herded through this Committee in the last Congress. What kind of
message does that send to the average American who is shelling
out an ever-increasing percentage of his or her household income
to fill up their vehicle, or to heat their homes?

News flash, folks: Big oil is just out there licking its chops once
again, with skyrocketing gas prices, record profits, a beleaguered
American public, and a chance to rip into areas they've been han-
kering after for many years. What more could any self-respecting,
multinational energy conglomerate want? What more would they
ever want?

I hope, Mr. Chairman, I really do hope that this is not the course
we’ll be pursing under your leadership. At this time, when Amer-
ica’s sons and daughters are faced with the prospect of being in
harm’s way in the oil fields of Iraq, we owe it to them. We owe it
to all Americans to devise a prudent national energy policy that
balances the needs for energy security with the social and environ-
mental consequences that comes with energy production.

Thank you, Mr. Chairman, and thank you for having these hear-
ings today.

[The prepared statement of Mr. Rahall follows:]

Statement of The Honorable Nick J. Rahall, I, Ranking Democrat,
Committee on Resources

Mr. Chairman, the average price for regular grade gasoline in this country is cur-
rently at $1.71 per gallon. That price is only a tenth of a cent below the highest
national average price on record without even adjusting for inflation.

Meanwhile, many Americans with some justification are convinced that price
gouging is taking place at the gas pump.

In fact, I would venture to say that many Americans also believe that if Exxon
produced wine we would probably be going to war with France rather than Iragq.

I make these observations out of a concern that this Committee might, as it did
last Congress, once again respond to the energy crisis with legislation that provides
a great deal in the way of unwarranted relief for oil and gas producers, and little
in the way of promoting domestic energy security.
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The bill reported by this Committee last Congress contained $8 billion worth of
royalty relief—a royalty holiday—for the Exxons and Royal Dutch Shells of the
world to drill in the Gulf of Mexico.

That would have been $8 billion dollars in unnecessary drilling incentives and $8
billion that would have been lost to the Treasury.

Indeed, at the time, even the Secretary of the Interior testified that sufficient ad-
ministrative authority already exists if drilling incentives are necessary. A mandate
to provide them, however, was not necessary.

That particular provision was just one of a long laundry list of give-aways in the
bill, none of which, in my view, would have contributed one iota to enhancing Amer-
ica’s energy security.

For instance, drilling in environmentally sensitive areas and having the taxpayer
foot the bill for corporate environmental compliance were part and parcel of the en-
ergy legislation the Majority herded through this Committee last Congress.

What kind of message does this send to the average American who is shelling out
an ever increasing percentage of his or her household income to fill up their vehicle,
or to heat their homes.

News flash, folks. Big Oil is just licking its chops.

Skyrocketing gas prices. Record profits. A beleaguered American public. And the
chance to rip into areas they have been hankering after for many years.

What more could any self-respecting multinational energy conglomerate want.

I hope, Mr. Chairman, I really do, that this is not the course we will be pursuing
under your leadership.

At this time, when America’s sons and daughters are faced with the prospect of
being in harms way in the oilfields of Iraq, we owe it to them, we owe it to all Amer-
icans, to devise a prudent national energy policy that balances the need for energy
security with the social and environmental consequences that comes with energy
production.

The GIBBONS. [Presiding.] Thank you, Mr. Rahall.

Let me state that, in an effort to get to our witnesses today, to
make sure these panels are fully heard, we would ask that anybody
who wants to make an opening statement may do so, and it would
be preferred to present it in writing, but there may be someone
who wishes to make a verbal statement.

Mr. Kind.

STATEMENT OF THE HON. RON KIND, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF WISCONSIN

Mr. KiND. Thank you, Mr. Chairman. I will try to be brief.

As Ranking Member of the Energy and Minerals Subcommittee,
I, too, want to thank the witnesses for your presence and testimony
here today.

Mr. Chairman, in all likelihood, by this weekend our country will
be at war with Saddam Hussein’s regime in Iraq, a part of the
world that gave rise to September 11th, the terrorist threats that
we now face emanating from that region. But it also a part of the
world that we have a large investment and a large presence in,
mainly because of one reason: our Nation’s dependence on the oil
that they have plenty of in that region. The question is, when the
dust settles with this war in Iraq, what will our Nation do about
that fundamental fact?

Over the last thousand years we have seen a half a degree in-
crease in Celsius due to global warming. Most scientists today be-
lieve that, over the next 100 years, we’re going to see a two degree
increase Celsius due to global warming. The question is, what are
we, as a nation, going to do about it, because the rest of the world
sees us as an eminent threat to their national security interests as
well. But instead of us working collaboratively with the inter-
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national community on it and trying to revise the difficult provi-
sions of Kyoto, we instead sent the message to the world that “no
thanks, we’re not interested.” We turned our back and said, “Don’t
bother us. We’re going to continue to drive our low mileage SUVs
and Humvees. We are the United States of America and you can’t
tell us how we’re going to behave.” That is a serious problem that
we have.

I don’t know how many of you had a chance to read the Wall
Street article yesterday. It’s titled, “Why the U.S. is Still Hooked
on Oil Imports.” I would like unanimous consent to have this in-
serted in the record at this time.

Let me just quote briefly from this article. It says, “The U.S. re-
mains hooked on foreign oil for two reasons: the Organization of
Petroleum Exporting Countries, especially Saudi Arabia and its
neighbors, are skillful in its management of oil prices to maintain
America’s dependence, and the U.S. lacks the political will to do
what is necessary to weaken the cartel or reduce the American ap-
petite for oil. The primary issue is price. OPEC manages produc-
tion to try to keep prices higher than they would be if set in the
free market, but low enough to make alternative fuels and tech-
nologies uncompetitive.”

[The Wall Street Journal article follows:]

BaDp HaBIiT: WHY THE U.S. Is STILL HOOKED ON OIL IMPORTS
BY BOB DAVIS IN WASHINGTON AND BHUSHAN BAHREE IN PARIS
THE WALL STREET JOURNAL -- MARCH 18, 2003

All seven presidents of the past 30 years, Democrat and Republican alike, have
tried to wean the U.S. off imported oil. All have failed.

In 1973, President Nixon pledged to end oil imports by 1980 through Project Inde-
pendence. The U.S. imported 40% of its oil that year. In 1979, President Carter said
imports wouldn’t ever rise again. They did. Today, with the U.S. importing 60% of
its oil, President Bush says hydrogen power will lead to energy independence.

er. Bush is almost certain to be proved wrong, at least in the next couple of dec-
ades.

Despite an increasingly energy-efficient economy, the U.S. remains hooked on for-
eign oil for two reasons. The Organization of Petroleum Exporting Countries, espe-
cially Saudi Arabia and its neighbors, is skillful in its management of oil prices to
maintain America’s dependence. And the U.S. lacks the political will to do what’s
necessary to weaken the cartel or reduce the American appetite for oil.

With American troops poised for war in the Persian Gulf, which dominates oil ex-
ports and has two-thirds of global reserves, the consequences of oil dependency are
starker than ever. The U.S. relies on some of the world’s most volatile countries to
supply a component that is critical to American society. Political turmoil in the re-
gion, in 1973 and 1979, produced oil-price jumps that ravaged the U.S. economy.
In 1991, the U.S. sent 500,000 troops to the region to expel Saddam Hussein from
Kuwait to ensure that he didn’t grab an even-larger share of Gulf oil.

The primary issue is price. OPEC manages production to try to keep prices higher
than they would be if set in a free market, but low enough to make alternative fuels
and technologies uncompetitive.

“If we force Western countries to invest heavily in finding alternative sources of
energy, they will,” Saudi Arabia’s influential oil minister, Sheik Ahmed Zaki
Yamani, said in a 1981 speech at a Saudi petroleum university. “This will take them
no more than seven to 10 years and will result in their reduced dependence on oil
as a source of energy to a point which will jeopardize Saudi Arabia’s interests.”

The U.S. could make rules to force Americans to use less oil or achieve the same
end by raising the price through tariffs or taxes. Of the 19.5 million barrels of oil
Americans consume every day, about 11.5 million are imported. Roughly half the
oil consumed in the U.S. goes for cars and trucks.

Some economists are reviving old proposals to boost the gasoline tax. Others are
crafting new ones. One of President Bush’s favorite economists, Harvard Univer-
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sity’s Martin Feldstein, suggests that the government cap overall gasoline sales and
distribute fuel vouchers electronically. Owners of gas guzzlers would buy vouchers
from owners of fuel-efficient cars, creating an incentive to use less gasoline and de-
velop fuel-efficient technologies without pumping money into the government’s pock-
ets.

But neither the White House nor the Democratic opposition is interested. Cheap
oil benefits the U.S. The lowest gasoline prices in the industrialized world boost
auto sales, tourism and suburban construction. Lower diesel prices reduce trucking
costs and help businesses along the supply chain.

“If you let the price of oil go artificially high, it will hurt our economy,” says Com-
merce Secretary Don Evans, a former Texas oil-patch executive.

At the same time, reliance on imported oil makes the U.S. vulnerable to insta-
bility in Venezuela and the Middle East, and leaves a key economic lever in the
hands of a foreign cartel. Every recession since 1973 has been preceded by a big
run-up in oil prices. And while only about 20% of U.S. oil imports comes directly
from Persian Gulf members of OPEC, the Gulf effectively sets prices because it pro-
duces the lowest-priced oil and has 90% of the world’s extra capacity.

The only time in the past three decades that U.S. oil imports have declined sub-
stantially was between 1979 and 1983, when they fell by 40%. One reason was the
deepest recession since the Great Depression, which cut demand for energy. Another
was the almost-simultaneous rise both in oil prices after the Iranian revolution of
1979—when fears rose again of a cut-off in oil—and in the fuel efficiency of Amer-
ican autos between 1979 and 1983, as the U.S. began enforcing new fuel-efficiency
standards. Many Americans dumped gas guzzlers for smaller cars. President
Reagan ended oil-price controls, setting off a boom in domestic drilling and arrest-
ing, through the mid-1980s, the downward spiral in U.S. oil output.

Prices hit $40 a barrel in 1979—$100 a barrel at today’s prices, after accounting
for inflation—and were expected to double during subsequent years. Saudi Arabia
worried that high prices would backfire. And to reduce U.S. imports, President
Carter championed an $88 billion plan to develop synthetic oil from abundant U.S.
reserves of coal and shale.

So Saudi Arabia started selling oil at prices several dollars a barrel lower than
the OPEC $34-a-barrel standard. Then, in 1985, as the cartel was facing increasing
competition from Alaskan and North Sea oil fields, Saudi Arabia and Kuwait engi-
neered a price crash. After a meeting in which OPEC decided to go after market
share rather than prop up prices, Sheik Yamani, the Saudi oil minister, said to sev-
eral reporters: Let’s see how the North Sea can produce oil when prices are at $5
a barrel. At low prices, the Persian Gulf countries have an unbeatable edge. In the
mid-1980s, it cost them a couple of dollars a barrel to produce oil. It cost about $15
to produce a barrel off the coast of Britain and Norway or in the U.S.

The move was a warning to the U.S.: Forget about energy independence. Besides
being the world’s largest consumer and importer of oil, the U.S. is also one of the
largest producers. The price decline, to about $12 a barrel, was so devastating to
the economies of Texas, Louisiana and other oil-rich states that then—Vice President
George H.W. Bush toured the Persian Gulf in 1986, urging countries to rein in their
output and raise prices.

“Isn’t that what you wanted? A free price in oil,” OPEC’s president, Rilwanu
Lukman of Nigeria, goaded Mr. Bush when the two met in Kuwait. Mr. Bush even-
tually reached an understanding with Saudi Arabia’s King Fahd, to limit production
and seek a 50% rise in oil prices to a target price of $18 a barrel (or $30 in today’s
dollars). Over the years, OPEC has adjusted its target range and now generally
aims for between $22 and $28 a barrel.

OPEC’s strategy has largely worked. Since the mid-1980s, the U.S. thirst for oil
has increased. President Carter’s synthetic-fuel program couldn’t compete with the
new OPEC prices and was ridiculed for its massive, money-losing projects.

The U.S. is far more energy-efficient than it was in 1973, when Arab nations cut
off oil exports to the U.S. because of America’s support for Israel during the October
war. It takes about half as many barrels of oil to produce each $1 of economic out-
put today as it did 30 years ago, according to Cambridge Energy Research Associ-
ates, a consulting firm.

But most of the gains in fuel efficiency came in the early 1980s when oil prices
were high. Electric utilities and other large customers switched to natural gas,
which was seen as a cheaper and cleaner alternative, and less vulnerable to disrup-
tion because it was produced in the U.S. and Canada. In 1979, 13.5% of electricity
was produced by oil; that figure dropped to 4.1% in 1985 and about 3% today. Home
heating went through a similar transformation, from oil to natural gas.

When oil prices declined after 1985, the pace of energy efficiency slowed. The U.S.
became somewhat less dependent on oil mostly because of long-term changes in the
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structure of the economy, not because of energy-saving technology. Nine energy-in-
tensive industries—aluminum, agriculture, chemicals, forest products, glass, metal
casting, mining, steel and petroleum—account for 80% of industrial energy use.
Many of those industries are in decline. Newer ascendant ones, such as software
and communications, don’t use as much energy. Petroleum accounts for 40% of total
U.S. energy consumption, down from 50% in 1973.

In the 1990s, gasoline prices fell lower than they had been since the oil embargo
of 1973, taking inflation into account. OPEC was determined to keep prices rel-
atively low to retain market share and scare off rigs in other regions. The American
government didn’t require further increases in automobile fuel efficiency. With the
economy surging, consumers flocked to minivans, SUVs and other fuel hogs.

To lessen dependence on oil, economists say, the U.S. would have to raise the
price of gasoline substantially. It would take an additional $1-per-gallon tax, on top
of the average current tax of 41 cents, to reduce gasoline consumption by about one-
fourth, according to Congressional Budget Office estimates.

Europe and Japan have especially high gas taxes—$3.16 a gallon in Britain; $1.75
in Japan—so drivers there overwhelmingly choose smaller, fuel-efficient vehicles.
“To reduce oil consumption, the most obvious thing to do is to tax gasoline and
make fuel economy a desirable feature,” says Loren Beard, a senior manager for en-
ergy planning at DaimlerChrysler AG in Detroit.

Overall, Germany, France and Japan need only half as much oil as the U.S. to
produce the same amount of economic growth. Given the higher gasoline prices in
Europe and Japan, the International Energy Agency in Paris expects their oil im-
ports to grow more slowly in coming decades than those of the U.S.

But even small gasoline-tax increases are political poison in the U.S. The first
President Bush agreed to a five-cent-a-gallon tax increase in 1990 despite his fa-
mous “no new taxes” pledge. Partly because of that, he lost his re-election bid. Presi-
dent Clinton pressed for a broad energy tax in 1993, but settled for a modest 4.3-
cents-a-gallon levy. Officials in the current Bush administration say they considered
higher gas taxes when they put together their first energy plan in 2001, but quickly
rejected them in any form.

A tax increase by itself wouldn’t solve the oil-import problem. Higher gas-pump
prices would lessen demand for oil, which could lead to a glut and lower wholesale
oil prices. OPEC could cut back on production, to boost prices, as it did when oil
prices slumped in 1998. If OPEC encouraged prices to sink, the U.S. and other con-
suming countries would have to consider soaking up extra supply—by greatly ex-
panding the reserves of oil they maintain for emergency use—in order to prop up
prices and prevent OPEC from gaining an even-stronger hand in controlling supply.

Boosting supplies of oil outside the Persian Gulf would also help make the U.S.
less dependent on OPEC. But the Bush administration hasn’t been able to persuade
Congress to start drilling in the Alaska National Wildlife Reserve, and environ-
mental regulations have put much of the Rockies, along with the Atlantic and Pa-
cific coasts, off-limits for new rigs. Oil companies are using technology to extend the
lives in old fields, but domestic supply continues its long swoon to about 5.8 million
barrels a day, one-third less than when President Nixon set his energy-independ-
ence goal in 1973.

Elsewhere, Russia, central Asia and Africa are expected to broadly expand produc-
tion over the coming decades. Even when taken together, however, these oil regions
don’t have the reserves to affect U.S. reliance on the Persian Gulf, which has the
bulk of the world’s reserves in cheap, easy-to-tap fields. OPEC nations “are back in
charge,” says Vito Stagliano, an energy official in the first Bush administration.

Rep. Charles Rangel of New York, the top Democrat on the House Ways and
Means Committee, says the U.S. may be able to use its military might to change
the oil balance of power. If the U.S. seizes Iraq’s oil fields during a war and turns
Baghdad into a reliable ally, that could reduce the concerns about U.S. reliance on
Persian Gulf oil. “If we control all that oil,” Mr. Rangel says, “we don’t need a damn
gasoline tax.” But the political consequences of the war are hard to foretell, espe-
cially if Saddam Hussein destroys Iraq’s oil wells, or if other Gulf oil fields become
terrorist targets. A democratic Iraq is also likely to see the economic virtues of
strengthening OPEC, not weakening it.

President Bush is looking for a technological fix. He has seized on the technology
of hydrogen-powered fuel cells, budgeting $1.7 billion over the next five years to try
to produce hydrogen-powered cars and trucks. But the challenges are daunting. Hy-
drogen now costs four times as much as gasoline, fuel cells are clunky and expen-
sive, and the U.S. lacks an infrastructure of hydrogen pumps to match the nation’s
gasoline stations.

And OPEC is ever vigilant to the possibility that the U.S. could kick its oil habit.
In the late 1980s, Kuwait’s oil minister shooed away a businessman who approached
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him at a bar in a London Hotel. Sheik Ali Khalifa al-Sabah explained that the man
“wanted to sell me on an engine that works on water. If I thought it worked, I
would have bought it and killed it.”

Mr. KinD. This is a serious problem, and I think the President
has recognized it. I was struck that during his State of the Union
address he spent 15 minutes talking about the environment and al-
ternative energy supplies for our country. That indicates two things
to me. One, there is a growing recognition even in the Administra-
tion that this is a serious problem that we need to address, but
two, that they’re in a difficult position politically on this issue. We
have an opportunity, as we move forward in developing a new en-
ergy plan—because I think the current energy plan that’s before us
is too status quo, too “some old/same old” around here—that we
can change the paradigm in regards to our energy needs and do it
in a growth-oriented fashion.

The Administration just announced that they’re going to be im-
porting a lot more liquified natural gas in the future, mainly from
Nigeria. The problem is that Nigeria is a part of OPEC, and if
we’re not careful, we're going to be in the same position we are
with our natural gas needs dealing with OPEC as we currently are
with our oil needs in dealing with OPEC.

We can try changing this paradigm through a couple of options.
We can increase the energy consumption tax in this country to re-
duce demand—which isn’t all that popular and I certainly wouldn’t
support—or another option is we can change the energy dynamic
through increased investment in R&D in developing the new tech-
nologies that I feel are necessary in order for us to make the tran-
sition from a fossil fuel consumption society to an alternative re-
newable and especially hydrogen-powered society.

That’s really the question and the challenge that’s before us in
this Committee. Hopefully, as we move forward with the advice
and the expertise from panel experts that we have here today, but
especially among our colleagues, that we will find a way to be able
to work together, to think through the long-term ramifications of
what we're about to see in the next few days in a country like Iraq,
and how were going to wean ourselves off from that politically
unsustainable position.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Kind follows:]

Statement of The Honorable Ron Kind, a Representative in Congress from
the State of Wisconsin

In all likelihood, by this weekend our country will be at war with Saddam Hus-
sein’s regime in Iraq, a part of the world that gave rise to the tragedies of Sep-
tember 11th and the terrorist threats that we now face emanating from that region.
However, it is also a part of the world in which we have a large investment and
presence, mainly because of one reason: our Nation’s dependence on the vast oil re-
sources of the Middle East. The question is: when the dust settles with the war in
Iraq, what will our Nation do about that fundamental fact?

Over the last thousand years we have seen a half degree Celsius increase in aver-
age global temperature due to global warming. Most scientists today believe that,
over the next 100 years, we are going to see a two degree Celsius increase in world
temperature due to global warming.

What, then, are we to do about this problem? I believe we have a considerable
problem if the rest of the world considers the United States as an eminent threat
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to their national security interests because our contribution to this trend is so sig-
nificant.

But instead of working collaboratively with the international community on this
issue and trying to revise the difficult provisions of Kyoto, we instead sent the mes-
sage to the world that “no thanks, we are not interested.” We turned our back and
said, “Do not bother us. We are going to continue to drive our low mileage SUVs
and Humvees. We are the United States of America and you cannot tell us how we
are going to behave.” This type of rationale is a serious problem of ours.

If any of you had a chance to read the Wall Street article yesterday, you might
have read a story entitled, “Why the U.S. is Still Hooked on Oil Imports.” I would
like unanimous consent to have this inserted in the record at this time.

I will quote briefly from this article. “The U.S. remains hooked on foreign oil for
two reasons: the Organization of Petroleum Exporting Countries, especially Saudi
Arabia and its neighbors, is skillful in its management of oil prices to maintain
America’s dependence, and the U.S. lacks the political will to do what is necessary
to weaken the cartel or reduce the American appetite for oil. The primary issue is
price. OPEC manages production to try to keep prices higher than they would be
if set in the free market, but low enough to make alternative fuels and technologies
uncompetitive.”

The OPEC issue is a serious problem, and I sense the President has recognized
it. I was struck that, during his State of the Union address, he spent 15 minutes
speaking about the environment and alternative energy supplies for our country.
This indicates two things to me. One, there is a growing recognition, even in the
Administration, that this is a serious problem that we need to address, but two, that
they are in a difficult position politically on this issue. We have an opportunity, as
we move forward in developing a new energy plan—because I think the current en-
ergy plan that is before us is too status quo, too “some old/same old” around here”,
to change the paradigm in regards to our energy needs and do so in a growth-ori-
ented fashion.

The Administration recently announced that they are going to be importing far
more liquified natural gas in the future, primarily from Nigeria. The problem here
is that Nigeria is a part of OPEC, and if we are not careful, we will be in the same
poositié)n with our natural gas needs as we are with our oil needs in dealing with

PEC.

We can attempt to change this paradigm in a variety of ways. We can increase
the energy consumption tax in this country to reduce demand—which is not very
popular and I certainly would not support—or change the energy dynamic through
increased investment in research and development, forming new technologies that
I feel are necessary in order for America to make the transition from a fossil fuel
consumption society to an alternative, renewable, and hydrogen-powered society.

This issue is our primary responsibility and the challenge that we face in this
Committee. Hopefully, as we move forward with the advice and the expertise from
the panels of experts that we have here today, but especially among our colleagues,
we will find a way to be able to work together, think through the long-term rami-
fications of what we are about to see in the next few days in Iraq and its sur-
rounding nations, and how we plan to wean ourselves from the resources of a politi-
cally unsustainable region.

Mr. GiBBONS. Thank you very much, Mr. Kind.
Does anyone else have a burning desire in their bosom to make
an opening remark? Mr. Gilchrest.

STATEMENT OF THE HON. WAYNE T. GILCHREST, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
MARYLAND

Mr. GILCHREST. Mr. Chairman, I wasn’t going to make a remark,
but you said does anyone have a burning desire—and I do.

I just want to buttress Mr. Kind’s statement about the future en-
ergy policy of this country. I would say that if we could put a man
on the moon in just a few years after a statement was made, and
developed the Manhattan Project, we can, within 20 years, develop
an alternative to fossil fuel which would improve dramatically
environmental concerns and realities that would make us not only
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energy independent but increase our security by a thousand per-
cent of this Nation so that we’re not dependent on a volatile region
of the world.

Thanks for the opportunity, Mr. Chairman.

Mr. GiBBONS. Thank you, Mr. Gilchrest.

At this point in time, with no one else wishing to make an open-
ing statement, let me introduce our first panel. It is Rebecca Wat-
son, Assistant Secretary for Land and Minerals Management, U.S.
Department of Interior, and Carl Michael Smith, Assistant Sec-
retary for Fossil Energy, U.S. Department of Energy.

Let me first begin by swearing in our witnesses. We believe that
is an important point that we do in this Committee. If you will
please rise.

[Witnesses sworn.]

Mr. GiBBONS. Let the record show that both witnesses indicated
that they agree. Miss Watson, I believe you will be the opening
speaker.

If you will notice, we have three lights in front of you. They are
limited to 5 minutes. The green light is “go”, the yellow is to sort
of wrap it up, and when the red light comes on, we would hope you
would be finishing up your remarks.

If you wish to submit your full and complete testimony for the
record, we can do that, and you can make a summary of your state-
ment as well.

Miss Watson.

STATEMENT OF REBECCA WATSON, ASSISTANT SECRETARY
FOR LAND AND MINERALS MANAGEMENT, U.S. DEPART-
MENT OF THE INTERIOR

Ms. WATSON. Good morning, Mr. Chairman, and thank you for
the opportunity to appear here today to discuss enhancing Amer-
ica’s energy security. I would like to discuss the key role the De-
partment of the Interior has in meeting the Nation’s energy needs.

America faces an energy challenge. Energy use sustains our
economy and it sustains our quality of life, but we have a funda-
mental imbalance between our energy consumption and our domes-
tic energy production. As policymakers, as Congressman, we need
to work together to narrow the gap between the amount of energy
that we use and the amount of energy we produce. We must also
continue to diversity our sources of energy.

President Bush’s National Energy Policy report laid out a com-
prehensive, long-term energy strategy for securing America’s en-
ergy future. The Department of Interior plays a key role in imple-
menting many of the tasks identified in the President’s energy pol-
icy. Today, the Department of Interior public lands and public re-
sources supply over 30 percent of our country’s national energy. I
think today, given the debate that’s going on in the Senate over
ANWR, I would be remiss if I didn’t mention that, as we look to-
ward war with Iraq.

Right now, Alaska supplies a considerable amount of the oil that
our country uses. The Secretary of Interior testified last week
about the important role of ANWR in that supply. Many have said
that ANWR is a short term, speculative supply of oil. I don’t think
they can say that any more after the Secretary’s testimony about
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the 10.4 billion barrels of oil and the potential that the daily pro-
duction from ANWR is larger than the current daily unfilled oil
production of the lower 48 states.

I think it is significant, given some of the remarks this morning,
that the oil that could be produced from ANWR is double, more
than double what we are important from Iraq. This is a way to pro-
vide real energy security. This is the right time to open ANWR.

Most media attention has focused on traditional oil and gas pro-
duction components of the President’s National Energy Policy, but
there is a strong focus on other components as well. Energy con-
servation and renewable resources are also key components of that
plan.

The report identified the remarkable progress that our American
industry has made in continuing to improve productivity but lower
the amount of energy consumed to produce that productivity. We
are producing more but using less energy to do that. The NEP be-
lieves that small businesses and individuals, which are huge con-
sumers of energy, can also play a similar role in conservation and
reducing demand, which also contributes to our energy security.

On alternative and renewable energy, we think there is good po-
tential in that area and we are taking steps to improve the con-
tribution of renewable energy. Some of those that we’re focusing on
are geothermal, wind, solar and biomass. One of the tasks that we
had in the National Energy Plan was to go out on to the public
lands and work together with DOE’s National Renewable Energy
Lab to identify the best places on the public lands to produce par-
ticular types of energy, and we rolled that report out at NRL in
Golden, CO on February 17th. We think that is going to provide
a useful tool to industry to focus their efforts on areas where re-
newables would be best produced.

We are also very interested in how the biomass energy under the
President’s National Energy Plan can fit together with the Presi-
dent’s Healthy Forest Initiative. We think there’s a good potential
there as we get a more assured supply of materials off the public
lands that we could then support a biomass industry based on that
security. Investment in biomass plans takes a considerable sum, at
least $50,000. They need some certainty of supply. We think the
Healthy Forest Initiative could help provide that certainty.

I think one of the main things we’re concerned about, besides oil,
is natural gas. Increasingly, natural gas runs our economy, our
high-tech economy. We have turned to natural gas because it has
clear environmental advantages, and we have abundant domestic
supplies of natural gas. Right now, we’re supplying 86 percent of
our natural gas demand.

But right now we’re in a shortage. Last year, I testified to the
Energy Subcommittee of the House Resources Committee about the
potential for short-term natural gas shortages and steps that we
needed to take to anticipate that. Well, we are facing the brunt of
those prices right now. I just want to tick through some of the
things that we’re doing as part of the President’s National Energy
Plan to address the natural gas supply issue. I want to talk first
about offshore, and then I'll talk a little about on shore.

Offshore, on the Outer Continental Shelf, there is approximately
1.76 billion acres, but over 600 million of those acres are currently
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off limits to oil and gas production. Nonetheless, the central and
western portions of the Gulf and Alaska supply oil and gas to our
country.

Potential long-term opportunities are in the deep water areas off
the Gulf of Mexico, but these are technically very challenging.
You’re drilling down through some 7,000 to 8,000 and even more
feet of water before you even hit the seabed, and then drill down
yet further to the oil or gas potential. This is a high capital invest-
ment and many of our large major companies have to come to-
gether in join partnerships to even begin to do this exploration.
There is a lot of interest and a lot of potential out there, but it is
more in the long term.

In the short term, we believe the shallow waters of the Gulf of
Mexico hold opportunity. Those basins are maturing and are rap-
idly declining, but there is a new potential, which would be in the
deep gas of the shallow water. We're looking at how we can encour-
age the production of deep gas from the shallow water because that
is natural gas that can be brought on quickly in the short term be-
cause we have the pipelines and infrastructure to support it.

We also are pleased to report there are 19 new projects in the
deep water off the Gulf of Mexico that are scheduled to come on
line in 2003. We think that will boost the off-short contribution
from 30 percent to close to 40 percent. There are also two new pipe-
line projects that are bringing an additional one million or more
barrels per day, again in the year 2005.

Today, March 19th, we are holding a lease sale in New Orleans,
and we are really pleased at the competitive, intense bidding inter-
est in the central Gulf of Mexico province. We have 793 bids, with
66 different companies bidding on it, and so we think there’s a good
potential there.

Finally, with the encouragement of Representative Gibbons up
there, I just want to mention quickly about coalbed natural gas.
This is the most readily available, short-term supply of natural gas
to meet our energy demands. This is from the area from Montana
down to New Mexico. This is an area that the Bureau of Land
Management is focusing on through the land use plan. It is critical
to our natural gas supply.

Thank you.

[The prepared statement of Ms. Watson follows:]

Statement of Rebecca W. Watson, Assistant Secretary,
U.S. Department of the Interior

Mr. Chairman and Members of the Committee, thank you for the opportunity to
appear here today to discuss enhancing America’s energy security. I would like to
discuss the key role the Department of the Interior has in meeting the nation’s en-
ergy needs.

OUR ENERGY FUTURE

America faces an energy challenge. Energy use sustains our economy and our
quality of life, but a fundamental imbalance exists between our energy consumption
and domestic energy production. We must look ays to narrow the gap between the
amount of energy we use and the amount we produce. There is no one single solu-
tion. Achieving the goal of secure, affordable and environmentally sound energy will
require diligent, concerted efforts on many fronts on both the supply and demand
sides of the energy equation.

President Bush’s National Energy Policy report laid out a comprehensive, long-
term energy strategy for securing America’s energy future. That strategy recognizes
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that to reduce our rising dependence on oil and gas, we must also increase domestic
production. The President proposes to open a small portion of the Arctic National
Wildlife Refuge (ANWR) to environmentally responsible oil and gas exploration
using newly available, environmentally friendly technology. ANWR is by far the
largest untapped source of domestic petroleum and would equal nearly 60 years of
imports from Iraq.

In 1998, a United States Geological Survey assessment of petroleum resources of
the 1002 region of ANWR estimated the expected mean volume of technically recov-
erable oil beneath the 1002 area to be 10.4 billion barrels. For comparison, the U.S.
currently consumes about 7 billion barrels per year. Of this, the U.S. imports about
4 billion barrels and produces about 3 billion barrels.

Most media coverage focuses on the parts of the National Energy Policy that dis-
cuss production of traditional energy, but increased energy conservation and alter-
native and renewable sources are also critical components of the President’s bal-
anced, comprehensive policy. Good stewardship of resources dictates that we use en-
ergy efficiently and conserve resources. Thus, fossil fuel development is only a part
of the solution to our Nation’s energy issues. Americans have already made great
strides in using energy more efficiently. Since 1973, the United States economy has
grown nearly three times faster than energy use, in part due to more efficient use
of energy. Had we continued to use energy as intensely as in the 1970’s, the United
States would have consumed about 177 quadrillion BTUs of energy in 2001, com-
pared to actual consumption of approximately 97 quadrillion BTUs. To put that in
perspective, the 80 quadrillion BTUs saved is more than the total amount of energy
produced in the United States from all sources—oil, gas, coal, nuclear, renewable—
in the year 2000. Simple conservation actions by individuals and small business can
yield impressive results in demand reduction.

ALTERNATIVE AND RENEWABLE ENERGY

Alternative and renewable sources of energy can also play an important role in
helping meet our increased energy needs. To this end, the National Energy Policy
encourages development of a cleaner, more diverse portfolio of domestic energy sup-
plies. The Policy includes measures to aid in the development and expansion of re-
newable energy technologies in use today, including geothermal, wind, solar, and
biomass, as well as continued research into using hydrogen as an alternative energy
carrier. Such diversity helps to ensure that Americans will continue to have access
to the energy they need.

Between 1975 and 2000, total renewable energy production in the United States
increased from about 4.8 to 6.8 quadrillion BTUs, supplying about seven percent of
the Nation’s energy consumption in 2000. By 2020, renewable energy production is
forecast to rise to about 8.6 quadrillion BTUs, but still will account for only about
seven percent of consumption.

Thus, for the present and as far as the future can be reasonably forecast, renew-
able energy is likely to remain an incremental source of supply supplementing fossil
fuels as our primary source of energy. Renewable and alternative energy sources
can be an important component to a diversified domestic energy portfolio especially
for addressing distributed energy and peak demand needs. At the Department of the
Interior, Secretary Norton has convened two conferences focused on the renewable
resource industry. These conferences have generated ideas and action.

The Department is also supportive of efforts to increase the use of biomass. The
President’s National Energy Policy directed the Department to evaluate ways to in-
crease the use of biomass as a renewable resource. We are particularly encouraged
by the possibility of linking biomass energy production with our efforts on haz-
ardous fuel reduction in the national forests and rangelands. The National Fire
Plan’s hazardous fuels reduction program has the potential to produce a steady sup-
ply of non-commercial grade organic matter that could be utilized as a valuable re-
newable energy source.

As part of its efforts to advance the President’s National Energy Policy, the BLM
recently released a joint report with the Department of Energy that identifies and
evaluates renewable energy resources on public lands. It highlights the best places
on public lands for particular renewable resource development. The BLM will use
the report’s findings to prioritize land-use planning activities, and to increase the
development and use of renewable energy resources on public lands.

ENERGY PRODUCTION FROM FEDERAL RESOURCES

As the Assistant Secretary for Land and Minerals Management I have adminis-
trative and managerial responsibility for the Bureau of Land Management (BLM),
the Minerals Management Service (MMS), and the Office of Surface Mining Rec-
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lamation and Enforcement (OSMRE). All of these bureaus are undertaking signifi-
cant initiatives to fulfill the President’s National Energy Policy, and are working
diligently to promote environmentally sound production of our Nation’s energy re-
sources. The BLM has authority to offer lands under their jurisdiction to produce
mineral and energy (renewable and non-renewable) resources, and the MMS has the
authority to offer Outer Continental Shelf (OCS) lands under their jurisdiction to
produce oil, natural gas, and mineral resources, consistent with environmental pro-
tection goals. The Administration is seeking enactment of legislation, of which I will
speak of later, to expand the Secretary’s authority offshore to include renewable re-
sources and other energy-related activities.

The Department of the Interior manages approximately 500 million surface acres
of land, with the BLM managing 262 million surface acres and more than 700 mil-
lion subsurface acres of Federal mineral estate. MMS manages approximately 1.76
billion acres of offshore Federal mineral estate. These lands and resources currently
account for 30% of total domestic energy production—including 48% of geothermal
production, 35% of natural gas production (25% offshore and 10% onshore), 35% of
coal production, 35% of oil production (30% offshore and 5% onshore), 20% of wind
power, and 17% of hydropower production.

To address the Nation’s growing energy needs, the Department believes we must
optimize leasing opportunities on Federal lands. Orphan wells continue to be a
major concern for the Department. The BLM has approximately 250 orphan wells,
the majority of which are in Alaska, California, and Wyoming. The Department sup-
ports the idea of working with lessees to help address this problem, and reclaim or-
phan wells on public lands.

The Secretary continues to seek out advice and counsel from our stakeholders on
a myriad of issues affecting the Department’s mission and operations. Resource ad-
visory councils established by the Department provide advice, counsel and rec-
ommendations on issues within the special areas designated in their charters. The
BLM works actively with its Citizen Resource Advisory Councils. The Department
also continually looks for ways to improve its business practices for the benefit of
industry and other land use groups. Improving business functions and utilizing best
management practices allows the Department to make timely and informed deci-
sions using the best available information and science. This benefits all interested
parties by limiting uncertainties, delivering better services and reducing costs. The
Department is committed to making public input into decision making the corner-
stone of its process by practicing the Secretary’s 4—C’s—consultation, cooperation,
and communication all in the service of conservation. These efforts have cultivated
a community-based conservation, citizen-centered stewardship of the public lands
that has benefited all public land users.

New Energy Resources

Deepwater areas of the Gulf of Mexico are expected to provide substantial vol-
umes of new natural gas production, but it may be several years before that area
reaches its potential. The shallow waters of the Gulf of Mexico hold the greatest
promise for new resources of natural gas from deep wells to meet the Nation’s near-
term gas needs. The Department continues to look at appropriate royalty relief in-
centives to encourage exploration and production of oil and gas in the deep waters
of the Gulf of Mexico and to extend production on marginal leases that are still pro-
ducing but approaching abandonment. Beginning in 2002, MMS started providing
royalty relief as part of OCS lease sale terms to encourage production from wells
on new leases drilled to deep horizons (greater than 15,000 feet total depth). This
deep gas play, expected to hold between 5 and 20 trillion cubic feet (Tcf) of gas, can
be developed quickly due to existing infrastructure in the shallow waters of the
Gulf. MMS also issued a final rule in July 2002 that allows companies to apply for
lease suspensions for exploration of subsalt resources.

Coalbed natural gas, also known as coalbed methane, accounts for about 9.6% of
the total natural gas reserves in the United States. The Interior West States of New
Mexico, Utah, Colorado, Wyoming, and Montana hold an estimated 30 to 48 Tcf of
undiscovered natural gas resources associated with coal. This represents the second
largest gas resource in the United States behind the Gulf of Mexico. While many
areas of the United States are experiencing declining natural gas reserves, the Inte-
rior West resources are largely untapped and the amount of newly discovered gas
in the area is increasing on a daily basis.

The majority of the coalbed natural gas is in the Federal mineral estate. Some
of the surfaces overlying Federal minerals is, however, in private ownership. As
good stewards of these domestic natural gas reserves and consistent with the Na-
tional Energy Policy directive to facilitate our domestic energy supplies, we should
develop these resources in an environmentally-responsible manner to sustain our
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Nation’s quality of life in the face of our increasing demand for natural gas. The
BLM believes in being a good neighbor to adjacent landowners and expects Federal
lessees to meet their obligations to private surface owners.

Coalbed natural gas from public lands can and should play a role in meeting in-
creasing energy demands. Congress established a policy of multiple use for much
of the Federal lands, which the Department strongly supports. Multiple use is crit-
ical for the health and well-being for the citizens of our public land states. Many
uses, including access for energy development, can co-exist on public lands, if prop-
erly managed. We do not believe the public lands and resources should be put off
limits to development. Today the Nation meets over 50% of demand for petroleum
products with imports. Many of these imports are vulnerable to disruptions result-
ing from instabilities in exporting Nations or regimes. Thirty percent of our total
domestic energy production comes from Federal lands and resources. Without the
contribution of public resources, the country’s energy supply would be even more de-
pendent on foreign sources. And, of significance for the public lands states that are
anywhere from 30% to 80% Federally-managed, the development of these resources
can help western rural economies by creating jobs, new wealth, and tax revenue.

The EPCA Inventory

In January 2003, BLM delivered to Congress the first Energy Policy Conservation
Act (EPCA) inventory of 59.4 million acres managed by Federal agencies in five
study areas in the West. The areas contain the bulk of the known natural gas and
much of the known oil resources under public management in the onshore United
States. This initial EPCA inventory provides an estimate of undiscovered technically
recoverable resources and proved reserves of oil and gas beneath the five basins and
an inventory of the extent and nature of limitations to their development. The De-
partment is working to complete the full assessment of onshore oil and natural gas
resources on Federal lands beyond the five initial basins, not including Alaska. We
anticipate this process will take approximately two years. All information gathered
as a result of the EPCA effort will be integrated into the BLM’s ongoing land use
planning efforts are a cornerstone for future energy production from public lands.
We would note that the EPCA inventory does not include information relating to
the Federal OCS, which will play a big part in America’s energy future.

Energy Rights-of-Way

Federal lands are important to the rights-of-way needs of the energy industry and
utilities, especially in the western United States. BLM estimates that 90% of the
oil and natural gas pipeline and electric transmission rights-of-way in the western
U.S. cross Federal lands. The BLM alone administers approximately 85,000 rights-
of-way, including approximately 23,000 for oil and gas pipelines.

Our challenge is to improve and expand the existing network of pipelines and
transmission lines to meet the increased demand for energy. One way to meet that
challenge is to identify and designate right-of-way utility corridors on public lands
in a collaborative manner. The Department has been working with the Western
Governors’ Association and the Western Utility Group to do just that. The designa-
tion of utility corridors through BLM land use plans provides an important tool in
the planning and location of future pipelines and assists in the processing of rights-
of-way applications on the public lands. In addition, the Department is committed
to working with our stakeholders and Congress to ensure that rights-of-way (ROW)
rental fees on public lands are appropriate and fair, and that there is certainty in
ROW rental fee valuation.

Offshore Resources

As you may know, Federal offshore lands on the OCS encompass 1.76 billion
acres. However, of this total, about 600 million acres are currently off-limits to oil
and gas leasing. This action has been extended by Presidential directive through
2012. Nevertheless, industry activities on the remaining areas available for develop-
ment, particularly the 40 million acres currently under lease, make the OCS an es-
sential part of ensuring the energy and economic security of the United States.

At the end of December 2002, the Department estimated that Federal offshore
lands produce about 1.7 million barrels of oil each day, accounting for 30 percent
of the oil produced in the United States. This makes the OCS the largest single
source of oil for the U.S. economy (larger than Saudi Arabia or our neighbor to the
north, Canada). In addition to oil, the OCS is also a major source of the Nation’s
natural gas, making a contribution of about 13 billion cubic feet per day, or about
25 percent of the Nation’s domestic production. More than 90 percent of these re-
sources come from the Gulf of Mexico OCS, with the rest coming from leases off-
shore California and the Beaufort Sea offshore Alaska.
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With major projects slated to come online in the next few years (including Thun-
der Horse, the largest discovery in the U.S. in the past 30 years), we project that
OCS production could easily reach 2 million barrels per day in the next few years
and account for over a third of domestic crude oil production. Natural gas produc-
tion is expected to remain at its current level, or increase slightly.

At the Department, we are taking steps to ensure that the OCS remains a solid
contributor to our Nation’s energy and economic security by holding sales in avail-
able areas on schedule. The OCS 5-Year Oil and Gas Leasing Program for 2002—
2007, which was approved in July 2002, calls for 20 lease sales in the Gulf of Mexico
and certain areas offshore Alaska during that timeframe. We estimate that these
areas could contain economically recoverable resources of up to 22 billion barrels of
oil and 61 trillion cubic feet of natural gas.

In 2002, the Department’s Minerals Management Service held the 128th and
129th competitive oil and gas lease sale since OCS leasing began in 1954. For these
two Gulf of Mexico sales alone, MMS leased over 800 tracts, bringing in more than
$500 million in revenue from high bids for the American people. Today, March 19,
2003, the Department is holding the 130th lease sale in the program. Since 1953,
m(l)re than $140 billion has been brought into the U.S. Treasury from OCS lease
sales.

In addition to holding the lease sales outlined in the 2002-2007 program, MMS
has developed a series of economic incentives to encourage industry to explore “fron-
tier areas” where business risks are very high, and to facilitate getting the most
production possible from available OCS acreage. The MMS continues to offer a roy-
alty incentive program for deepwater leases in the Gulf of Mexico, and has expanded
the incentives to promote development of natural gas from deep horizons in shallow
waters. These leasing incentives come in the form of a royalty suspension for speci-
fied amounts of production from these areas. Currently, MMS is considering extend-
ing the shallow water, deep gas royalty relief provisions to leases purchased before
2002. MMS has also offered lease extensions for certain qualifying exploration ac-
tivities that focus on reservoir targets that occur beneath subsurface salt sheets.

For offshore areas of Alaska, MMS is considering various incentives in addition
to changes in suspension policies that will allow more time for exploration activity
to occur. Additionally, MMS is evaluating its business processes program-wide to
take advantage of opportunities to make the permitting process for drilling wells
more efficient.

The Department would also like to see permanent authority for the Royalty-in—
Kind (RIK) program, including authority to pay for the administration costs directly
related to the President’s initiative to fill the Strategic Petroleum Reserve with RIK
oil.

OFFSHORE ALTERNATIVE ENERGY PROPOSAL

For the past 50 years, the Department has leased the OCS for oil, gas, and other
minerals under the mandates of the OCS Lands Act. However, in recent years we
have seen a growing interest by the private sector in developing alternative energy
projects located on the OCS, such as renewable energy production from currents,
wind and waves, and floating supply bases and other facilities that would directly
support OCS oil and gas development.

In an effort to facilitate these innovative projects and to ensure that the Federal
Government’s economic and land use interests are fully protected, the Administra-
tion submitted legislation to Congress in June 2002 that would set up a statutory
framework for reviewing and permitting such activities that are not otherwise cov-
ered by statute. It was developed in close collaboration with other Federal agencies
with permitting authority on the OCS and would provide the Department with a
full suite of regulatory tools necessary to comprehensively manage non-traditional
OCS energy and related activities.

Mrs. Cubin introduced the legislation during the 107th Congress and again on
February 13, 2003 as H.R. 793. The Administration continues to strongly support
enactment of such legislation and looks forward to working closely with Congress
on this important issue. We firmly believe that we must encourage new and innova-
tive technologies to help us meet our increasing energy needs. Enactment of this
legislation will be one important step in helping us meet those needs.

CONCLUSION

We will continue to operate under Secretary Norton’s leadership and vision for
managing the public resources—through communication, cooperation, and consulta-
tion in the service of conservation. The essence of this goal is to continue to forge
new and stronger partnerships with other Federal and state agencies, Tribal govern-
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ments, and all of our stakeholders—including Congress—to create greater opportu-
nities for the responsible development of energy resources on Federal lands.

In summary, the following actions have been 1mplemented or are being considered

to facﬂltate the President’s National Energy Policy:

e BLM has recently released a joint report with the Department of Energy
that identifies and evaluates renewable energy resources on public lands. The
BLM will use the report’s findings to prioritize land-use planning activities, and
to increase the development and use of renewable energy resources.

¢ To ensure that the OCS remains a solid contributor to our Nation’s energy and
economic security by holding sales in available areas on schedule, we approved
a 5-year Oil and Gas Leasing Program in July 2002 that calls for 20 lease sales
in the Gulf of Mexico and certain areas offshore Alaska during that timeframe.
We estimate that these areas could contain economically recoverable resources
of up to 22 billion barrels of oil and 61 trillion cubic feet of natural gas.

¢ MMS is acting to increase energy production in promising, shallow waters of
the Gulf of Mexico by providing royalty relief in OCS lease sale terms to encour-
age production from new wells drilled to deep horizons (greater than 15,000 feet
total depth). This area of the Gulf of Mexico is expected to hold between 5 and
20 trillion cubic feet (TCF) of gas and can be developed quickly due to existing
infrastructure in the shallow waters of the Gulf.

« MMS is considering providing similar shallow water, deep gas royalty relief to
leases purchased before 2002.

e MMS issued a final rule in July 2002 that allows companies to apply for lease
term extensions that will provide additional time to analyze complex geo-
physical data in area under salt sheets. Vast resources of oil and natural gas
may underlie sheets of salt in the OCS, which makes it difficult to obtain a
clear image of the subsalt geology. This will help identify and define drilling
targets and accelerate discovery and production of deep natural gas as well as
foster new technology.

¢ The Department completed the EPCA inventory this year. The EPCA inventory
provides an estimate of undiscovered technically recoverable resources and
proved reserves of oil and gas beneath the five Interior West basins and an in-
ventory of the extent and nature of limitations to their development.

e BLM is completing the necessary land management planning for the two major
coalbed natural gas basins in the United States: San Juan and Powder River
Basin. BLM’s completion of these plans may result in additional drilling of
Federal minerals, which will increase the production of natural gas from coal-
bed natural gas. BLM is developing policies to streamline its processing of ap-
plications for permits to drill, which will include the development of an ap-
proved methodology (“best management practices”) for drilling permit approval.
BLM is also working on guidance to improve BLM and its lessees coordination
and consultation with surface land owners. In addition, BLM is improving the
necessary coordination and consultation with State and other Federal agencies
to address the concerns that have been raised and to make the process more
efficient.

¢ The BLM has prioritized a number of land-use planning efforts that have major
oil and gas components. The public process, once completed, will expedite the
development of natural gas and oil.

¢ The Department is working with State and local governments as well as with
industry (e.g., the Western Governors’ Association and the Western Utility
Group) to identify and designate right-of-way utility corridors on public lands.

¢ The Department is taking steps to ensure that the OCS remains a solid contrib-
utor to our Nation’s energy and economic security by holding sales in available
areas on schedule. In past years, scheduled sales in several areas were either
delayed, cancelled or put under moratoria even though they appear on a 5-year
schedule. This did not provide industry with the certainty it needs to make
long-term investments in the OCS.

¢ In support of the President’s goal of streamlining permitting of energy projects,
MMS has initiated a multi-year effort designed to increase our efficiency in
processing applications to permit drilling of OCS wells.

¢ The Administration submitted legislation to Congress in June 2002 that would
set up a statutory framework for reviewing and permitting alternative energy
and energy-related activities not otherwise explicitly covered by statute. This
legislation will include renewable energy projects, such as wind, wave or solar
energy; and energy-related projects that are ancillary to OCS oil and gas devel-
opment, such as offshore staging facilities and emergency medical facilities.

Thank you for the opportunity to testify before you today. I welcome any ques-

tions the Committee may have.
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Mr. GiBBONS. Thank you very much, Madam Secretary. I do
want to assure everyone that their full and complete testimony will
be placed in the records of this Committee in an effort, as I have
said, to keep the panel going. We would hope you would summa-
rize.

With that, let me turn it over to Secretary Smith. Your oppor-
tunity is now available for you to address the body. We welcome
you and the floor is yours.

STATEMENT OF CARL MICHAEL SMITH, ASSISTANT
SECRETARY FOR FOSSIL ENERGY, U.S. DEPARTMENT OF
ENERGY

Mr. SmiTH. Thank you, Mr. Chairman, and members of the Com-
mittee. I am pleased to join my colleague, Assistant Secretary Wat-
son, in discussing the energy potential of our Federal lands and the
importance of new technology in developing these energy resources
in the most environmentally responsible manner.

Much of our Nation’s attention again is focused on the security
of global energy supplies. And while that focus is there, it is impor-
tant for us to remember that we remain an energy-rich country.
Our Nation has rich deposits of coal, oil and natural gas. We have
more energy in our domestic coal reserves than the rest of the
world has in recoverable oil. Our natural gas deposits are exten-
sive, with resources ranging from the shales of Appalachia to the
tight sandstones of the Rockies, to the hydrates of the Gulf of Mex-
ico and the Arctic. And even though we currently produce less than
half the oil we consume, we remain the world’s third largest oil
producing nation.

Today, fossil energy resources supply 85 percent of the energy we
consume,. and over the next 20 years virtually all credible energy
productions agree that these fuels will supply a similar if not larg-
er share of our energy needs.

Because coal, oil and natural gas are the Nation’s dominant
fuels, when President Bush formulated his National Energy Policy,
he recognized that we must look for ways to maximize the energy
potential of these traditional resources. He also recognized that, to
do this, we must look in large part to the resources that exist on
Federal lands.

The Federal Government owns about 31 percent of our Nation’s
land. Public lands provide nearly 30 percent of annual energy pro-
duction and contain a majority of the Nation’s undiscovered domes-
tic resources. The recent EPCA report, conducted by the Interior
Department, estimated that there are 226 trillion cubic feet of nat-
ural gas and over six billion barrels of oil under these lands. Sec-
retary Abraham requested that our Office of Fossil Energy work
with our colleagues at Interior in making this inventory. Such in-
ventories will be an invaluable tool for improving public policy deci-
sions. Yet we must also recognize that new technology will likewise
be important if we are to realize the full energy potential of our
Federal lands.

The United States is one of the most mature oil and gas regions
of the world. Most of what we produce today has come from shallow
reserves with relatively easy access. The easy oil and gas has been
produced. It will take improved technology if our energy industry
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is to overcome the challenges of previously unrecoverable higher
cost resources. These advances are occurring. Technological im-
provements have enabled oil and gas producers to access new fron-
tiers, such as tight gas formations, ultra-deepwater, Arctic areas,
and gas from coal seams, as Secretary Watson mentioned.

These advances are occurring as we speak. We are working
through new technologies that are being developed, and they are
activities that are bringing us much more efficient production of
energy and in a more environmentally friendly way, with fewer dry
holes drilled and fewer than half the wells needed to be drilled
today to locate the same amount of reserves that we recovered 20
years ago. In short, we have learned how to produce oil and gas
in a more efficient manner that is more environmentally friendly
and gives better protection.

Through both technology developments and new operational
techniques, domestic oil and gas production shows considerable im-
provement on the environment. Fewer wells add the same level of
oil and gas reserves, lower volumes of produced water and other
production fluids, and smaller footprints for oil and gas rig loca-
tions and field facilities.

I would like to give you an example of at least one of these tech-
nological advances that has recently been announced.

A new modular drilling rig has been deployed in Alaska as the
platform for a methane hydrates well. This drilling rig is patterned
after offshore jack-up rigs and sits above the tundra on stilts. It
will allow drilling operations to have a virtually zero footprint. This
is a dramatic leap forward in our ability to maintain and protect
the environment while developing those resources that Secretary
Watson mentioned that are on the North Slope of Alaska.

Another important new resource could be the methane hydrate
resource, which this rig in Alaska is seeking to produce. On the
North Slope alone, the USGS estimates that we have about 590
trillion cubic feet of potential gas hydrates available. For years,
this gas that was trapped in the permafrost has really been a nui-
sance at best to drilling operations, and it was actually detrimental
to production because we simply did not have the technology to
produce it. Now we are working toward that technology, and as
much as we have worked toward coalbed methane technology, this
new technology really has a promise.

The coalbed methane that both Secretary Watson and I have
mentioned is a prime example of our energy resource that we're
going to need in the future. The San Juan Basin in Colorado and
New Mexico is the top producer of coalbed methane. Yet the Pow-
der River Basin in Wyoming really holds the most promise.

Mr. Chairman, I appreciate the opportunity to be with the Com-
mittee today and would be happy to answer any questions that at
the appropriate time.

[The prepared statement of Mr. Smith follows:]

Statement of Carl Michael Smith, Assistant Secretary for Fossil Energy,
U.S. Department of Energy

Mr. Chairman and Members of the Committee:
I am pleased to join my colleague from the Department of the Interior in dis-
cussing the energy potential of our Federal lands and the importance new tech-
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nology will play in permitting the nation to benefit fully from these energy resources
in the most environmentally responsible manner.

With much of the nation’s attention again focused on the security of global energy
supplies, it is important to remember that we remain an energy-rich country. Our
nation has rich deposits of coal, o0il and natural gas. We have more energy in our
domestic coal reserves, for example, than the rest of the world has in its recoverable
oil. Our natural gas deposits are extensive with resources ranging from the shales
of Appalachia to the tight sandstones of the Rocky Mountains to the ice-like hy-
drates of the Gulf of Mexico and the Arctic. And even though we currently produce
less than half the oil we consume, we remain the world’s third largest oil producing
nation.

Today, fossil energy resources supply 85% of the energy we consume; over the
next 20 years, virtually all credible energy projections agree that these fuels will
supply a similar, if not larger, share of our energy needs.

Coal will continue to supply around 50% of our nation’s electricity, and because
of the growing demand for electric power, that will require nearly 1.4 billion tons
of coal to be mined in 2020, 20% more than was mined last year. Similarly, by 2020,
the United States will need about 50% more natural gas, largely because of increas-
ing gas use for power generation. Moreover, demand for these fuels could increase
even beyond current projections since both coal and natural gas could serve as
major feedstocks for the “hydrogen economy” described by the President in his re-
cent State-of-the—Union address. It is also projected that the nation’s use of oil will
increase by about a third over the next two decades.

Because coal, oil and natural gas are the dominant fuels in the U.S. economy,
when President Bush formulated his National Energy Policy, he recognized that to
be truly energy secure, we must look for ways to maximize the energy potential of
these traditional energy resources even as we explore the possibilities of future en-
ergy resources such as renewables and fusion and improve efficiencies in the way
we use energy.

The Importance of Federal Lands

The energy strength of our nation lies in the abundance and diversity of our en-
ergy resources, and many of these resources exist on Federal lands.

The Federal Government owns about 31 percent of our nation’s land. Large por-
tions of U.S. energy resources are contained in these Federal lands and offshore
areas. Public lands provide nearly 30% of annual energy production and are esti-
mated to contain a substantial majority of the nation’s undiscovered domestic en-
ergy resources.

The Department of Energy supports the Department of the Interior’s activities to
effectively inventory these domestic resources vital to our nation’s energy supplies
and assess the consequences of restrictions to land access. We have worked closely
with the Interior Department in conducting these inventories, and we stand ready
to continue our close collaboration in future studies.

The Energy Policy and Conservation Act (EPCA) enacted in 2000 directed the In-
terior Department, in consultation with the Energy and Agriculture Departments,
to conduct an inventory of energy resources beneath onshore Federal lands. The re-
sulting report assessed five basins which have proven to contain some of the most
significant amounts of natural gas and oil resources under onshore public lands:
Powder River Basin (Montana and Wyoming), Montana Thrust Belt (Montana),
Greater Green River Basin (Wyoming and northwestern Colorado), Uinta—Piceance
Basin (Utah and western Colorado), and Paradox—San Juan Basin (Colorado and
Utah). It also identified ten different categories of land accessibility through a proc-
ess of mapping the surface of the public lands in conjunction with the underground
resource. This method provides the ability to look at resource restriction as well as
land surface restriction.

The key findings of the report indicate there are an estimated 226 trillion cubic
feet (Tcf) of natural gas and 6.3 billion barrels of oil under these lands.

This report begins the process of identifying and making an inventory of these re-
sources and I believe that this process will be an invaluable tool for improving pub-
lic policy decision-making. With President Bush’s comprehensive energy plan and
this new Federal inventory we can meet the challenge of both providing energy for
Americans and protecting our environment.

Responsible Domestic Production

The United States is one of the most mature oil and gas regions of the world. The
vast majority of resources that have been developed have been from shallow res-
ervoirs with relatively easy access. Maintaining a strong base of domestic production
is a challenge to the industry, but we have continued to produce by implementing
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constantly improved technology and operational practices. Because of our ability to
develop resources more efficiently with smaller land disturbance, the U.S. remains
the third largest producer in the world.

The President’s National Energy Policy emphasizes that 21st century technology
is the key to environmental protection and new energy production. The American
oil and gas industry has made great strides in technology development and is one
of the global leaders in the successful use of advanced technologies and best oper-
ational practices.

As technology and understanding of our Nation’s resource potential advances, pre-
viously unrecoverable, higher cost resources become feasible, thereby providing a
larger contribution to reliable and affordable energy supplies for America. Techno-
logical advances have enabled oil and gas producers to access new frontiers such as
tight gas formations, ultra-deepwater, Arctic areas, and gas from coal seams. It also
has made exploration and production activities much more efficient. Drilling success
rates have doubled in the last two decades, resulting in fewer dry holes. Today,
fewer than half as many wells must be drilled to locate the same amount of oil and
gas reserves as two decades ago. Enhanced recovery now allows industry to produce
?1 h(iigher proportion of the hydrocarbons in discovered reservoirs, leaving less be-

ind.

Not only have we learned how to produce oil and gas more efficiently, we also
have been able to do so with a greater degree of environmental protection. Through
both technology developments and new operational techniques, domestic oil and gas
production shows considerable environmental improvements. Fewer wells to add the
same level of oil and gas reserves, lower volumes of produced water and other pro-
duction fluids, smaller footprints for oil and gas rigs and other field facilities; re-
duced air emissions; and an enhanced worker safety environment.

I would like to give you a perfect example of the ability of the domestic oil and
gas industry to provide energy supplies while protecting the environment. Recently,
a new modular drilling rig has been deployed in Alaska as the platform for a meth-
ane hydrates well.

This drilling rig is patterned after offshore jack-up rigs and sits above the tundra
on stilts. Its use will allow drilling operations to have a virtually zero footprint. This
is a dramatic leap forward in our ability to maintain and protect the environment
while developing our essential resources.

In addition to its negligible environmental impact, this technology has the added
benefit of allowing production to continue year-round. Currently, in Alaska, wells
are only drilled in the winter when the ground is frozen and will support ice roads
and ice drilling pads. When the ice melts, the rigs and associated equipment can
sink; consequently the rigs and equipment must be removed prior to thawing. Ice
roads will be unnecessary because all equipment for this new rig can be brought
in on rollagons—vehicles specifically designed for Arctic travel—by land in the win-
ter and by helicopters in the summer. This rig will also be able to fully contain any
drilling fluid or potential spills.

It is technological improvements such as the virtually zero-footprint drill rig that
give us confidence that oil and gas operations can be conducted on Alaska’s North
Slope, including in the 1002 Area of the Arctic National Wildlife Refuge, in a way
that protects the character of the land and the quality of the Arctic environment.
Continual improvements in the way the industry does business in the Arctic now
open the possibility that we could achieve the 1002 Area’s potential as the single
most promising prospect in the United States. As we examine ways to secure the
Nation’s energy future, it is important to recognize that with advances in environ-
mentally-sensitive oil field technology, production from ANWR could one day ac-
count for more than 20 percent of all U.S. oil production and could be equal to more
than 60 years of current oil imports from Iraq.

In addition to the inherent environmental benefit of a virtually zero-impact drill-
ing rig, new technologies will also enhance our ability to produce natural gas from
potentially huge methane hydrate resources. We believe methane hydrates con-
stitute one of the most significant long-term sources of natural gas in the world. On
the North Slope of Alaska alone, the hydrate resource has been estimated at 590
TCF. For years, the discovery of natural gas hydrates beneath the permafrost dur-
ing drilling operations has been considered a nuisance at best and at times, has
been detrimental to production. However, technological advances are giving us the
capability to extract natural gas from the hydrates.

Coalbed methane is another prime example of an energy resource the nation will
need increasingly in the future. In 2000, about 1.4 Tef of coalbed methane was pro-
duced in the United States, 7.5 percent of total annual domestic natural gas produc-
tion. While the San Juan Basin in southwestern Colorado and northwestern New
Mexico is the nation’s top producer of coalbed methane and there are other large
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coal seams, such as in Alabama, that produce natural gas, the Powder River Basin,
located in northeastern Wyoming and southeastern Montana, is the fastest growing
source of coalbed methane.

In the next 10 years, as many as 39,000 new coalbed methane wells could be
drilled in the Powder River Basin. Nearly 24,000 of these will likely be on the Fed-
eral mineral estate.

The amount of natural gas that will be economically recoverable from these coal
seams will depend largely on the clear definitions and consistency of regulations
surrounding produced water. We recognize the importance of the safe disposal of
produced water, and that is why we need a clear and consistent regulation. We are
committed to working with Interior, EPA and other Federal and State agencies to
make sure that we will have a regulatory process that is not only effective, but not
unduly burdensome.

Other recent technological advancements that can help realize the energy poten-
tial of our Federal lands while protecting the environment include:

¢ Three and four-dimensional seismic technology now provide the capability for

virtually “seeing” resource formations—including how the reservoir changes
over time. This, in turn, allows better targeting of exploration prospects and im-
proved recovery in discovered fields;

¢ Directional and multi-lateral drilling now enable industry to access oil and nat-

ural gas resources miles away from a drill rig. Multiple boreholes can now be
drilled into different producing horizons from a single wellbore—again mini-
mizing surface disturbance.

¢ New, high performance synthetic drilling fluids can be safely discharged with-

out harm to the environment. These new fluids greatly improve the economics
of drilling, allowing the pursuit of resources in complex geological settings.

¢ Developments in offshore platform technology now take advantage of advances

in materials and computer-aided design. This has resulted in lower cost, mod-
ular production facilities that enable producers to pursue smaller prospects in
deepwater settings.

When the President released his National Energy Policy almost two years ago, he
gave us a blueprint for energy security. It is imperative that we have reliable and
affordable supplies of energy, and we must improve our stewardship of the environ-
ment. It is through the use of best available technology and best operation practices
like these that I have just described that allow us to responsibly develop large new
domestic resource basins while improving the quality of environmental protection.
These capabilities already exist and are being put into practice, from the coal seams
of Alabama to the Rocky Mountains to the Alaskan Arctic.

Thank you Mr. Chairman.

Mr. GiBBONS. Thank you very much for your testimony. Both you
and Secretary Watson have certainly provided us with information
which I think is going to be very helpful to the Committee. Let me
begin the questioning—and we will limit it to 5 minutes on each
side—with Secretary Watson.

Secretary Watson, I am now going on my seventh year with this
Committee. Each time we have heard producers and developers
walk in here and talk about the difficulties they have had with re-
gard to accessing, permitting, delays, et cetera. Let me ask a ques-
tion.

Would you explain to us what you and the BLM are doing with
regard to coordinating, lessee coordination, lessee consultation with
surface owners, in order to improve the process by which compa-
nies access these energy fields.

Ms. WATSON. Well, we are doing a lot of things. I think your
question has two parts. One, we are looking at our relationship be-
tween our lessees and the surface owners, particularly in that case
where the surface owner does not own the mineral under the sur-
face estate. We want to be sure that the letter of the law is fol-
lowed, that our lessees consult with the land owner, work with
them to reduce the impact to their property, and appropriately
bond for the surface.
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The other things we're trying to do are process applications for
permit to drill in a more efficient way. Certain of our offices in the
BLM have developed batching procedures, more efficient ways to
process, because they've been faced with many more permits to
have to process. So they have been creative and have come up with
better methods. We want to transfer their success to other offices
of the BLM and, to that end, we're developing best management
practices along with our application for permit to drill processing
procedures.

Mr. GIBBONS. Madam Secretary, as we all know, price is usually
a component of supply and demand. America is becoming, as we
have heard, increasingly dependent upon natural gas to provide
electricity and heat for homes, and there is a supply and demand
issue that has suddenly revealed a gap between the supply and the
demand.

What do we need to do to ensure that that potential gap, or that
existing gap, is diminished and that we end up with a stable sup-
ply of gas and energy sources to meet the anticipated huge demand
that we see rising in the future, to avoid a gap which drives the
price beyond the affordability of most Americans in this economy?

Ms. WATsON. I think we have to look at both the short term and
the long term. I the short term, I think coalbed natural gas in the
interior West is a key part of addressing the short-term demand.
Also, development of deep gas in the shallow water off the Gulf of
Mexico. Those are the two most readily available sources that can
meet our short-term natural gas supply crunch.

In the long term, we need to look at where we’re going to be get-
ting our natural gas. We will be importing increasing amounts of
natural gas. That means we need to build the infrastructure for
liquified natural gas. We also need to look seriously at developing
the natural gas in Alaska. That requires a huge capital investment
in the way of a pipeline. The technical challenges of building such
a structure are enormous. But in the long term, we need to take
a look at that, to support both supplies from Alaska and frontier
areas in Canada. So those would be two ideas that I have.

Mr. GiBBONS. Thank you.

Secretary Smith, let me ask just a general question. In your
opinion, would more access to energy resources on government
land, in view of the rising demand, actually lower energy bills for
consumers?

Mr. SMITH. Mr. Chairman, that’s a difficult question to answer.
As Secretary Watson said, there is both a short term and a long
term answer to that.

In the short term, it would not immediately lower bills, because
you have to remember that, if you do have access, some geologist
has to have an idea that there is natural gas there. Then that idea
has to be sold and drilled and completed and put into the system.
And even if it’s a fairly shallow prospect, less than 5,000 feet—and
coalbed methane mostly is—but even if it’s fairly easy to drill, it
still takes about a year to get it into the system. So if you started
drilling today, it would be March of ’04 before that gas is actually
in the system.

But yes, access is one of the major challenges that the industry
has. That is part of the EPCA report that I mentioned in my open-
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ing comments, Mr. Chairman, that we, along with Interior, have
looked at some of these challenges and have examined those re-
sources in the Rockies in particular, to see where oil and gas explo-
ration, using modern technology that safeguards the environment,
is available for actual use. I think that, both in the short term—
if you call a year a short term—and the long term, it certainly will
add to our resources.

Mr. GiBBONS. I guess, in summary, the issue of access is one
without access. The demands and the gap between supply and de-
mand will always exceed what we have today.

Mr. SMITH. Yes, sir. I would say so.

Our energy information agency at the Department of Energy has
estimated—just to give you an example—that by the year 2010, our
Nation will be using about 30 trillion cubic feet of natural gas a
year. We use about 23 trillion cubic feet today. So we are going to
have to drill a lot of wells and find a lot of production just to run
in place, if you will.

Mr. GiBBONS. Thank you very much.

Mr. Kildee.

Mr. KiLDEE. I have no questions at this time, Mr. Chairman.
Thank you very much.

Mr. GiBBONS. Mr. Duncan?

Mr. DuNcAN. I have no questions.

Mr. GiBBONS. Mr. Kind.

Mr. KiND. Thank you, Mr. Chairman. And thank you again for
your testimony.

Secretary Watson, first of all, I am pleased to hear the Adminis-
tration’s support in regards to the national assessment on energy
on Federal lands, especially as it relates to alternative renewable
energy projects. I think there is a general consensus in this field,
whether it’s wind or solar or geothermal, biomass, that there is tre-
mendous potential out there on the public lands in this country to
develop further projects, but also for the feedback that I have been
getting, a sense of frustration that, because of the overlapping ju-
risdictions that are involved, it’s very hard to move forward on a
lot of these projects. I look forward, as we delve into this, to being
able to work with you and your office to explore the difficulties that
many of them are encountering.

We just had a hearing on the Nantucket Sound wind project
about a week ago, which could be a model of how or how not to
actually move forward on these issues. Obviously, there is a lot of
NIMBY issues involved in this, too. But again, I think with the Ad-
ministration’s cooperation, and with your help in particular, we
might be able to think through some of these road blocks.

Also, I was very supportive in the last Congress in regard to hav-
ing the Administration move forward on a national resource assess-
ment, and in particular the geothermal assessment, on all public
lands. I understand you are moving forward on the Great Basin as-
sessment right now. The National Resource Council, too, has taken
a look at it and says it is vital to get this assessment done as soon
als possible so we can put the pieces of a long-term energy plan in
place.

My question is, would it be helpful at all in getting some specific
authorization from this Committee in regards to funding levels and
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time period, to enable you to do the national scope, the national as-
sessment, on these energy potentials?

Ms. WATSON. Well, I'm not sure I understand exactly what you’re
talking about, but I do know that we have a geothermal assess-
ment that we will be rolling out this month. I think that has been
eagerly awaited by the geothermal industry. It takes the report,
the general assessment report that we have, and brings it down
into sharper focus.

Ideally, we have been talking with the Department of Energy
about partnering up and doing that for each of the renewable re-
sources, particularly in the biomass area, where are the best areas
on the public lands to develop biomass energy, and that would be
a companion to the soon to be released geothermal report.

Mr. KIND. Let me ask you in regards to the geothermal report.
Is that Great Basin specific, or is it nationwide in scope? It’s my
understanding that the assessment was limited to certain geog-
raphy.

Ms. WATSON. It was my understanding that it would be larger
in scope than just the Great Basis, but...[conferring]It’s not the en-
tire country because, of course—I think it’s a look at public lands,
but it is not narrowly focused on the Great Basin.

Mr. KiND. And this would be all public lands throughout the
country that we're talking about the assessment being done on?

Ms. WATSON. I guess eventually it will be all public lands. This
particular one is larger than the Great Basin but somewhat small-
er than all public lands.

Mr. KIiND. That’s my question. I mean, do you need some further
authorization, do you need some help, as far as the completion of
the national assessment?

Ms. WATSON. Probably, but...[laughter.] We'll follow up. We al-
ways need your assistance, let’s put it that way.

Mr. KIND. Finally, just one last question. We are anticipating
hearing testimony from a couple of witnesses about some concerns
arising out in Colorado in regards to a couple of BLM offices and
how they have been quick to waive some of the environmental and
recreational concerns in the area. I am wondering if you can today
assure the hunters and fishermen in that area that the energy
projects aren’t taking precedence over their interests in this same
area.

Ms. WATSON. Yes. I do want to assure them of that, because we
want to work closely with the hunters and fishermen. We have
been working with them in the Bureau of Land Management to ad-
dress their concerns.

This issue came out when we rolled out the EPCA report. One
of the contracts that was involved in preparing that made the point
that many times the Department of Interior, the Bureau of Land
Management, puts in wildlife stipulations that are broader than
are necessary, so it is easier then to do planning. Part of the reason
that the numbers of waivers are so high is a reflection of this ease
of planning. I am asked to take a look into that because I think
that creates misinformation for the public perhaps on what protec-
tions are there, what protections are truly necessary, and when
they’re waived, it raises concerns like you’re hearing today.
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I think that there is a very careful process in each of the BLM
offices, where they go through what criteria have to be met before
you can waive them.

Mr. KIND. We're hearing some complaints on a couple of specific
BLM offices on that. Whether the perception is real or not, it’s
there. So again, I think we’ll have to follow up and try to deal with
this in light of the growing concerns and the questions that are
being raised right now.

Ms. WATSON. OK.

Mr. KIND. Thank you.

Thank you, Mr. Chairman.

Mr. GiBBONS. Thank you, Mr. Kind.

Mr. Osborne.

Mr. OSBORNE. Thank you, Mr. Chairman, and thank you for
being here.

I am somewhat interested in renewable fuels, particularly eth-
anol, biodiesel. Right now, that is one component of the energy bill.
As you well know, one of the major obstacles to the passage of the
energy bill is the controversy over ANWR. So I guess my question
to you is this: Is it possible to find out what is there in ANWR
without doing great damage to the area? In other words, just find-
ing out the reserves that are present. Because you hear wild esti-
mates that vary so much. Obviously, if it’s a very small supply, it
may not be worth the effort or whatever damage it might do to the
environment.

Personally, I am pretty well convinced that it can be done with-
out any major problem, but I would like to explore your thoughts
on that because it seems to be holding up the whole renewable
fuels portion of the energy bill and the energy bill in general. I
think this is something we badly need to have passed for the secu-
rity of the country.

Ms. WATSON. I think that this administration believes in a di-
verse supply of energy. Renewables is an important component of
it, but right now, the demand in our country is for oil to run our
vehicles. ANWR is the best opportunity to provide that oil domesti-
cally. It provides that diversity of supply component that we need.
It takes us away from an overdependence on foreign countries be-
cause we have a diverse component of domestic energy in there.

I think the estimates on ANWR that our Secretary testified to
last week are pretty firm on what is technically recoverable oil, and
that over 10 billion barrels of oil. It more than the oil that is pro-
duced in Louisiana or Texas, and as I testified, it is more than dou-
ble what we get from Iraq. I think that oil is an important part
of our energy supply mix, and I think it can be done, as Assistant
Secretary Smith testified to, in an environmentally sensitive way.
So it is not an either/or proposition.

Mr. OSBORNE. I understand there are claims of 10 billion barrels,
but I have also heard three and I have also heard 16. My question
is, is there some way to get a clear ascertainment within a range
of one or two billion barrels on what is actually there.

The reason I mention this is because I think you’re concerned
about fuels, but—for instance, in Brazil, 22 percent of their gaso-
line supply is ethanol. We have vehicles that can be run on 85 per-
cent ethanol, so we’re not talking about just a casual part of the
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energy bill here. We think this is a very viable supplement to pe-
troleum. To have this whole thing held up, we have ethanol plants
being built with people not having any idea whether the energy bill
is ioing to contain that element or not. It makes investment very
risky.

So my point is that we’re seeming to hold this whole thing up
over ANWR. The question again I have, is there some way you can
have a fairly hard number, other than just saying well, we esti-
mate? Can you go there and do some limited drilling and find out
what the reserves actually are, without actually doing some of the
things that some folks in this room are concerned about?

Ms. WATSON. Well, I think there are new technologies, some of
which were mentioned in opening statements, and 3-D seismic ex-
ploration on rollagons is one way that that type of information can
be obtained. But the way you get estimates firmed up is through
drilling, and drilling requires the very infrastructure that many
people are concerned about. So I'm not sure that we could get to
that point. But that is what would be necessary, seismic and drill-
ing, to get that number more firm.

Mr. OSBORNE. So what you’re saying is, to get an accurate por-
trayal will mean you will have to do whatever damage to the envi-
ronment, if you want to use that term—I don’t subscribe to it—that
would be required to do major drilling and extract the oil anyway,
is that what you’re saying?

Ms. WATSON. Well, I think that the recent report that came out
made it pretty clear that the technologies that are being used in
the North Slope are minimal damage to the environment, but that
the concern is over infrastructure and the change of an area that
has little impact for man into one that has a greater impact for
man. So I think to drill, to find out your reserve base, would bring
that activity of man into this area, which I think many of the oppo-
nents of ANWR are opposed to.

I want to emphasize, having been to the North Slope twice, that
the technologies that are used have made enormous progress. I
think the oil and gas industry and the government have heard the
concerns of the American people over how we produce oil and gas
and have significantly modified their behavior so that the impact
on the environment is significantly less. The size of drill pads has
gone down some 80 percent over the last 10 to 20 years. Changes
have been made.

Mr. OSBORNE. Thank you. My time has expired.

Mr. GiBBONS. Thank you very much, Mr. Osborne.

Mr. Udall.

Mr. UpALL oF NEwW MExico. Thank you very much, Mr. Chair-
man, and thank you for having this hearing.

I think this is a very important issue for many of us, especially
in the West, with energy development on our lands. As Secretary
Smith mentioned, the top producer is the San Juan Basin, which
is in my district in New Mexico, and we all know, as you have said,
that coalbed methane is an important energy source. We need the
energy and we need energy security. But I think the important
point for me, too, is that when we do this development, we must
do it reasonably and we must do it responsibly. I think there are
some serious questions that have been raised by my constituents
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and other people in the West as to whether or not the surface own-
ers are being treated fairly in this whole process. I'm now talking
about coalbed methane development, the complaints about putting
low quality water on the land, doing little enforcement. There are
a number of complaints that seem to be surfacing.

I'm just wondering how you're addressing those, because it was
acknowledged in our area that enough enforcement wasn’t being
done. Late last year BLM Director Kathleen Clarke promised more
inspectors at the Farmington field office. I think this was recog-
nizing that in Farmington we were opening up so quickly that we
weren’t doing the enforcement side.

I'm wondering what has been done to beef up inspections out of
the Farmington office, and are those inspectors now on the job that
BLM Director Clarke promised.

Ms. WATSON. I believe that that office was increased with some
13 inspectors. That’s the figure that comes to my mind, but I would
want to get back to you on that to be sure my memory is correct.

Mr. UbpaLL oF NEW MEXICO. You believe theyre there, on the
ground, doing enforcement right now?

Ms. WATSON. That’s what I believe I've been told, that there was
an identified lack of inspectors in that office, and that the budget
was provided and was increased by that number. Again, I'll get
back to you to be sure that I'm accurate on that.

I think that we take very seriously the concerns of the surface
owners, as I said in my testimony, and we are looking at our on
shore order No. 1 to improve the relationship between our lessees
and the surface owners. We want to be good neighbors. As man-
agers of the public land, we want to be good neighbors to our
neighbors. So we are looking for ways to establish a stronger rela-
tionship and make sure that our lessees live up to the law, which
requires them to work with the lessees and to clean up after
they’re done. That’s important to us and we’re focusing on it.

Mr. UbpALL OoF NEW MEXICO. Secretary Watson, one of the ways
you can do that is require surface agreements between lessees and
landowners. I understand that BLM already requires waterwell
mitigation agreements between oil and gas operators and land-
owners.

Why not expand this requirement to encompass surface use and
damage agreements?

Ms. WATSON. Well, I would respectfully state that we do require
surface agreements. That’s part of the stock raising Homestead Act
requirement, that you either have to have an agreement with your
surface owner, and if you can’t come to an agreement, you have to
post a bond.

One of the things that we are going to be doing very shortly is
sending out an instruction to our field office to emphasize the im-
portance of obtaining a surface owner agreement before any appli-
cation for permit to drill is issued, making sure that again our les-
sees work seriously with the surface owner and locate the facilities
on their surface land in a least intrusive way. So we do require
agreements, but we’re going to emphasize in an instruction memo-
randum to the field that we’re serious about it.

Mr. UpALL oF NEW MEXIcO. And when are you expecting that
instruction memorandum to be—
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Ms. WATSON. I hope it to be issued by the end of this month.

Mr. UpALL oF NEwW MEXico. BLM Director Clarke also told land-
owners in Gillette, Wyoming, in April 2002 that “There will be
some oil and gas bonding increases.” It is my understanding that
BLM hasn’t taken any action up to this point. Why not, and do you
plan to address oil and gas bonding issues?

Ms. WATSON. Yes, we also plan to address oil and gas bonding
issues again in the same timeframe. Again, we want to make clear
to people—One of the regulations that applies to surface owners in-
dicates that if you have to bond on, if you fail to achieve agreement
with your surface owner, that a bond must be posted at no less
than $1,000. Well, somehow it has turned into no more than
$1,000. We want to make it clear to our managers that the bond
must be commensurate for the potential to damage and that the
one thousand is a floor, not a ceiling.

We are also looking at the ability to bond particular facilities
such as large stockwater ponds with a separate bond that is par-
ticular to that impact, rather than a nationwide or statewide bond.
Sﬁ) that is an important issue and we are going to be addressing
that.

Mr. UpALL oF NEwW MEXicO. Thank you for those answers. Mr.
Chairman, my time has expired. Thank you.

The CHAIRMAN. [Presiding.] Mr. Renzi.

Mr. RENZI. Thank you, Mr. Chairman.

Secretary Watson, I want to thank you for coming to Flagstaff,
AZ, and also to our Chairman, for bringing Washington and our
Subcommittee hearing to the people of Flagstaff. I found your testi-
mony there to be compelling.

I think you probably saw first hand the conditions of our western
forests, and in my district, which is almost 58,000 square miles,
made up of some of the greatest Ponderosa pine forests in our Na-
tion, if not the biggest. We have had policies in the past which
have caused those forests to be now very vulnerable to catastrophic
fire, unnaturally hot, burning fires, in which millions of acres are
being burned. We have had policies in the past where we have sup-
pressed all fires, including cool fires, and the kind of fires that go
through grasslands that help to thin our forests. We have had judi-
cially imposed environmentally extreme views, in my opinion, that
have said no cutting at all, and we’ve lost our timber industry es-
sentially in Arizona. We have one sawmill left in Flagstaff, AZ, a
town that was built on the timber industry. Yet, we are reaching
across and we’re finding compromise with our environmental
friends on the use of biomass, small diameter fuels.

We are also on the verge of losing over a million acres to the
bark beetle in northern Arizona. That wood will rot and be unused
by our timber industry, by our real estate or by our building indus-
try unless we're able to go in and thin the forest.

The ability to use biomass, the ability to harvest small diameter
woods, and use that as part of our energy, as part of producing
electricity and getting it on the grid, and helping to stabilize the
electrical use in the West, particularly in California—and Arizona
does produce electricity and ship it to California—is something of
a hope for us. We know that, without the commercial timber indus-
try in Arizona, we’re going to lose our forests. We know we have
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got to be able to reach across and be allowed to go back into our
woods and thin.

What are your ideas, and what is your hope, on helping to in-
crease the use of biomass and maybe the uses of small diameter
wood, if you wouldn’t mind?

Ms. WATSON. There is a great potential there. Out of all our re-
newable resources, we get most of our electricity from biomass, so
it is already a good contributor. But it is still in its infancy. The
State of California has begun to use biomass plants.

I think that the Healthy Forest Initiative, that initiative to go in
and address the conditions of the forests which you just outlined,
where we go in and thin small diameter wood, can contribute in
a very significant way to increasing biomass as part of our energy
mix.

Again, it gets back to the security of supply. an entrepreneur, a
business person, will not invest in a biomass plant unless there is
certainty that they have a supply coming off the public lands to
feed that plant. If they have to go to the bank and borrow $50,000
or $100,000 for a biomass plant, they need to show the bank officer
they have a supply for 10 years, twenty years, to supply their
plant. So I think the President’s Healthy Forest Initiative, coupled
with the stewardship contracting authority that the Bureau of
Land Management and the Forest Service just received out of the
appropriations bill, give us some tools that we can use that have
a really good synergistic effect, not just on the health of our forests
but also on our energy dependency situation.

Mr. RENZI. Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Grijalva.

Mr. GRIALVA. Thank you, Mr. Chairman.

Madam Secretary, let me follow up on a point that you made in
response to a question by Congressman Udall, having to do with
the issuing of an instruction memorandum to field personnel. Let
me just follow up on that a little bit.

Wl})y are you issuing a memorandum as opposed to new regula-
tions?

Ms. WATSON. Because we can get that direction out to the field
more rapidly with an instruction memorandum. In order to publish
a regulation, that takes time. But this would not be necessary to
Pe dﬁne by regulation. The regulation already exists that provides
or this.

What we have found is, through mythology or practice or what-
ever, certain bad practices have developed that fail to recognize the
direction that the regulation already provides, so this guidance is
simply reemphasizing what already is provided for in statute and
regulation, as far as that relationship between the surface land-
owner and the lessee of the Federal mineral.

Mr. GRIJALVA. Being that it is a memorandum, will there be an
opportunity prior to the release for public comment and public noti-
fication of the contents of the memorandum?

Ms. WATSON. We have been talking to people in the public, and
will do so before we release it. But it won’t be put out for a formal
public comment period. Again, we want to get this out to our field.
Again, it is simply restating what already is provided in regulation
and has received public comment.
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Mr. GRIJALVA. This instruction memorandum, if I may, Madam
Secretary, will that require surface owner notification or surface
use agreement, as we have been speaking to today?

Ms. WATSON. Yes. Again, that is already required by law.

Mr. GRIJALVA. One more question, if I may, Mr. Chairman. That
has to do with the cost issue.

I think BLM has estimated there are approximately 12,000 shut
in and abandoned oil and gas wells on the lands under the agency’s
supervision that have an attendant cost to them. If we go to the
tens of thousands of new coalbed methane wells that are expected
to be developed in the near future, there is an estimated cost of a
billion dollars for reclamation costs related to the coalbed methane
development in the Powder River Basin alone in Wyoming.

So my question is, what will Interior do to prevent taxpayers
from being stuck with a potential clean-up bill of that magnitude?

Ms. WATSON. Well, we require that these wells be bonded, and
also the states have requirements on abandonment and how you
deal with that. The Secretary is adamant that the American tax-
payer not be left cleaning up the environmental impacts left behind
from natural resource development. So we will make sure that that
does not happen.

Mr. GRIJALVA. Thank you, Madam Secretary, and thank you, Mr.
Chairman.

The CHAIRMAN. Mr. Pearce.

Mr. PEARCE. Thank you, Mr. Chairman.

Mr. Smith, in your testimony you talked about the safe disposal
of produced water and making sure that your commitment to the
process of disposing of that water is well known and is effective.

Are you aware of any of the pilot projects in New Mexico that
are actually trying to use that produced water, where in the West
we have difficulties with access to water, that some of this water
is fairly easy to be cleaned up? Is your Department aware of that
and are you building that into the regulatory process, and is your
Department doing anything to research the potential for use of wa-
ters that come under your control?

Mr. SMITH. Yes, sir, Congressman. We are doing extensive work
on all coalbed methane issues, in cooperation with our colleagues
at Interior, including produced water issues. I am vaguely familiar
with the situation you mention in New Mexico. Of course, there are
similar studies occurring in Wyoming and Montana and other parts
of the Rockies involving produced water from coalbed methane.

Certainly, some of the water that is produced is very high qual-
ity. Some of it needs some treatment; some of it needs disposal. It
varies on the formation from which it’s produced and the area
where it’s produced. But yes, to answer your question, we are
aware and we are working on those issues.

Certainly, water issues are extremely important all across the
country, but they are critical in the Rockies.

Mr. PEARCE. Thank you, Mr. Chairman, and Secretary Watson.
I, like everyone else, hold out the hope for alternatives, but having
watched a brother work in the silver business for 20 years in Den-
ver, and the realizations gradually come then that many of the ex-
pectations are not economic, that we don’t have delivery processes,
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that we don’t have dependability, we don’t have predictability in a
lot of the alternative sources.

As I look at the price of natural gas, realizing the price of nat-
ural gas traditionally has been in approximately the two dollar
range, but in the year of 2000 it spiked up to $50 compared to two
dollars, that this year, right now, it’s approximately in the nine to
ten dollar range, and in this very cold winter we have expended all
of our resources, that our storage is almost depleted.

Given that your Department has a tremendous amount to do
with the access to public lands, I wonder what your Department’s
exact position is with respect to access to the Otero Mesa, which
some describe as a pristine wilderness, but Adam Klimer of the
New York Times, flying with me from El Paso to Hobbs during the
campaign, said, “This is the pristine wilderness that we’re pro-
tecting?” He was not too impressed with that.

So what is the exact status of the Otero Mesa, the access to that?

Ms. WATSON. Well, I'm not prepared to answer that question
today, since you’re so precise, on the exact status. But I would say
I would like to get back to you on that, to provide you an exact an-
swer.

Mr. PEARCE. Thank you, Mr. Chairman.

I think an additional question then would be on policy. There
was a previous question that dealt with sportsmen’s access, so you
have groups of individuals, maybe 100, maybe 500, maybe 1,000,
maybe 10,000, who are wanting to access a particular area and
don’t want oil and gas there. Does your Department have any way
to balance the price of natural gas with those competing demands?
How do you rectify that maybe at the price of two dollars we could
limit access, but if the price of natural gas is $50, do we at some
point say the consumer has maybe a greater need than this limited
body of hunters? How do you, as a department, rationalize between
those and balance between those competing needs?

Ms. WATSON. I think that’s the constant challenge of the Bureau
of Land Management. We are a multiple use land management
agency. We are directed by Congress to manage those lands for
recreation, oil and gas development, mining, grazing, forestry, al-
ternative fuels, a lot of different uses. At the same time, we are
also directed by Congress to comply with environmental protection
laws, the protection of cultural resources, the protection of endan-
ger species, the protection of clean water. So it is constantly a bal-
ance.

I would say that the President’s recognition of the natural gas
supply problem in the National Energy Plan is a good direction to
us. We have put an increased focus on rebuilding our domestic pro-
duction capacity. That is why we have continued to talk about
ANWR. That is why we talk about natural gas development in the
interior West and in our off-shore areas. We have a strong focus
on that and are working across departments to increase our diver-
sity of supply, both domestically and in the alternative area.

Mr. PEARCE. Thank you, Mr. Chairman.

I would observe that I was aware of the competing demands, but
my question, more precisely, was is there some mechanism where,
as the price of resources escalates to consumers, if we get into the
$50 range for natural gas, is there anything that your department
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does to send out a message that we've got some very difficult cir-
cumstances facing the entire nation and we should begin to evalu-
ate a little bit differently. That was my question.

Ms. WATSON. There is no particular mechanism, but my answer
attempted to say that the President’s National Energy Policy is a
response to the recognition of this imbalance between our domestic
supply and our domestic demand. That is a message that goes out,
that says we need to focus on production, but law requires us to
weigh those countervailing—there is no law that allows us to avoid
the balancing act that we’re required to do by Congress.

Mr. PEARCE. Thank you, Mr. Chairman.

The CHAIRMAN. Miss Bordallo.

Ms. BORDALLO. Thank you very much, Mr. Chairman, Secretary
Watson, Mr. Smith.

What is the Administration proposing in terms of providing for
a more secure and stable energy supply for the insular areas—
Guam, American Samoa, the Virgin Islands—and will you support
and work with me to provide Federal funding to harden our power
infrastructure to resist typhoons? This has been a constant problem
and the Federal Government has poured millions and millions of
dollars into the territories just to put back the infrastructure. For
example, would you authorize a grant program for the insular
areas to bury their power lines?

Ms. WATSON. I am not prepared to discuss the particular con-
cerns of the insular areas, but I will work with my colleague who
represents the insular areas at the Department of Interior to pro-
vide a response to you on those particular questions.

Ms. BORDALLO. Who is that person?

Ms. WATSON. I knew you would ask me that. I can’t recall his
name. I can see his face, but I'm sorry.

Ms. BorbpALLO. All right. We'll follow up on that, then. If you
could provide my office with that name.

Ms. WATSON. It’s David Cohen.

Ms. BORDALLO. Thank you.

The other question I have, Mr. Chairman—and maybe Mr. Smith
could answer this, or Madam Secretary. Are there any plans now
for ogean thermal energy? What are the latest developments in this
area?

Ms. WATSON. I can tell a little bit about that. The Minerals Man-
agement Service has put a bill, or is supporting a bill, in this Con-
gress, as they did in the last Congress. I think it’s H.R. 763, or
something like that. I'll find out.

Anyway, this is a bill to develop a permitting authority in the
Minerals Management Service for alternative energy in the off-
shore area. That would include wind energy, wave energy, and the
thermal energy you're talking about in the offshore area.

Right now, there is a permitting gap for some of these alter-
native energy fuels from offshore. We think MMS, with its experi-
ence in working offshore, would be the right agency to provide per-
mitting, a place to go for companies that have already expressed
interest in developing these alternative forms.

Ms. BORDALLO. Thank you very much. Thank you, Mr. Chair-
man.

The CHAIRMAN. Mr. Rodriguez.
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Mr. RODRIGUEZ. Thank you, Mr. Chairman, and thank you for
having me. This is my first day here in this Committee.

Madam Secretary, you mentioned a little bit in terms of liquified
gas, and you mentioned the fact that we only have, I think, one or
two installations in the country, something to that effect. You men-
tioned the importance of infrastructure in that area. I was won-
dering if we’re actually looking at developing that infrastructure for
getting the liquified gas, and second, if we do so, how does that
compare in terms of cost of regular gas, in terms of liquified and
the difference in the cost. I am asking this because I am completely
naive about—You know, I know we can do storage and retrieval
with water and with oil, and I'm not sure we can do that with gas.
I was just wondering how do we store it, besides freezing it in the
liquified form, and then the difference in cost.

Ms. WATSON. I'll answer your first question and then I will turn
to Mike, because I think he could deal with the cost issues and the
technical aspects of storing it.

Right now we have four liquified natural gas terminals in the
country. I believe one of those was in mothballs and we’re getting
it up out of mothballs. I understand from colleagues at FERC and
the Coast Guard who are more directly concerned with LNG that
there are some other proposals out there. But again, those take
time and capital investment to get those. So we are moving in that
direction, because, again, the long-term outlook is that, like oil, we
will have to begin importing natural gas from around the world. In
order to move that gas, you liquify it, put it in ships, bring it here,
off load it at the terminals, and then put it in the pipeline.

In addition to the LNG terminal itself, you need to have the pipe-
line to get that gas to the areas that need it. As our population is
centered on the East and West Coasts, those are particular areas
that will need to have the right infrastructure to deliver LNG.

I will turn the second half of your question over to Mike.

Mr. SMITH. I would just add, Congressman, that there are sev-
eral LNG facilities that are being considered by the private sector,
and they’re in the various stages of implementation, the permitting
process, the proposal process, if you will. It takes about 2 years to
permit, on average, a new facility—and these would be new
facilities—and then the construction time takes probably three to
4 years. So you're looking at quite a time line.

But LNG does have a future; there’s no question about it. Our
office at the Department of Energy is very involved in looking at
LNG as a long-term addition to our energy portfolio. As Secretary
Watson mentioned earlier, we are looking at all forms of energy,
because America needs all forms. LNG has certainly potential.

Mr. RODRIGUEZ. Do we need to do some studies in terms of the
cost variances between liquified gas and natural gas, to see the dif-
ference, to see if it’s cost effective or not?

Mr. SmiTH. Well, the industry is doing that, yes, sir. That’s really
what is driving the process. The private sector could probably
speak better to that than I. But it appears, just from my observa-
tion, that the proposals that have been made are based on a long-
term outlook. Again, there is some forecasting that has to be done,
because if you start a plant today, it’s six or 7 years before that
plant is actually functioning and you’re turning a profit. Again, you
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have to look and see what you, as a business, think the long-term
outlook would be.

We at the Department of Energy are encouraged by the tech-
nology of LNG and some of the proposals that have been one. We
certainly think that in the future it will be part of our portfolio.

Mr. RODRIGUEZ. And the storage of it. Besides freezing it, do we
know of any other way of storing it that might be more cost effec-
tive.

Mr. SMITH. Well, we're still looking at all of these technological
issues. As Secretary Watson mentioned, not only is there storage
but there’s transportation and there is the infrastructure that you
need to actually make it cost effective. But we’re looking at all that
technology within the Department of Energy.

Mr. RODRIGUEZ. In Texas, the only site available for that, for
liquified gas, is the one in Galveston, around that area; am I cor-
rect on that?

Mr. SMITH. There is one at Lake Charles, Louisiana.

Mr. RODRIGUEZ. Any in Texas?

Mr. SMITH. There have been some proposed for Texas, but there
aren’t any currently in operation.

Mr. RODRIGUEZ. Thank you.

The CHAIRMAN. Mr. Baca.

Mr. BAcA. Thank you very much, Mr. Chairman.

I would like to follow up on a question that Representative Gib-
bons asked about supply and demand. What are the problems that
we will encounter? If you look at short and long range in the areas
of supply and demand in building the kind of plants, looking at the
process in terms of the permitting process, taking approximately
two to 5 years before that plant is in operation, what are the obsta-
cles in building, once we've got the plant, the infrastructure that
needs to be built as well, and what are the obstacles in making
sure that the infrastructure is in place if, in fact, we’re going to be
cost effective and be able to supply the demands of the various en-
tities?

Ms. WATSON. Well, I think the risk to the infrastructure—and
I'm not an expert in this; again, this is in the area of FERC’s ex-
pertise, and the Coast Guard. But it’s like many projects that have
to take place in the United States. It’s the risk of capital and it’s
the regulatory uncertainty. Will people invest in building a pipe-
line? Do they have some certainty as to their ability to permit that?

I think Representative Kind spoke of the opposition that even an
industry like wind energy is facing in siting. He mentioned
“NIMBYism”. I think that’s an obstacle that I would identify to
LNG terminal siting, to LNG pipeline construction, and conven-
tional oil and gas. That creates uncertainty and that makes the
business person unwilling to take that risk to borrow capital to
build the project.

Mr. BACA. In terms of risk for us, as we become innovative and
creative in looking at alternative energy, if, in fact, the
infrastructure is not there, it has to be along the same lines of
looking at supply and demand of energy. If it’'s not there, then
we’re wasting dollars in providing the assistance for someone when
the infrastructure is not going to be done in order to make sure the
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supply is there, because we’re looking at long range and not short
range as well.

Ms. WATSON. I think you have to look at both things. I think
they go hand in hand. As you develop domestic resources, you need
a way to deliver that product to the consumer. And you need it,
whether it’s renewable or nonrenewable. That’s why it was impor-
tant that we issue the renewable report as well as the EPCA re-
port. It identifies those areas in the public lands that are very good
for producing energy of both kinds. That then is a clue to energy
companies and transportation companies as to where we need that
infrastructure to take the energy developed from those two sources
and deliver it to the ultimate consumer.

I think as companies that build infrastructure see some certainty
of supply of product, that makes them encouraged. So I don’t think
it’s one or the other. They have to work together to create the right
environment to build the infrastructure to deliver our product.

Mr. BAcA. Along those lines, we also need to have protection to
make sure we don’t have the gouging or the pricing that goes on,
as well, as we look at supply and demand. California was gouged
quite a lot this last time because of the lack of energy in that area.
So hopefully you're looking at some kind of a structure so that
there is a formula or some way of being able to determine what the
actual price should be without overcharging our consumers as well.

Ms. WATSON. I don’t believe that’s in our bailiwick at the Depart-
ment of Interior, but I know the Minerals Management Service
pays close attention to oil and gas pricing as part of their duty and
responsibility to pay royalties to the Federal treasury.

Mr. BAcA. One final question. In looking at exploring alternative
energy, looking at offshore drilling and some of the other areas,
have we explored the possibility with Mexico? Mexico has a lot of
oil in that area. Have we looked at building a pipeline or infra-
structure in that area that could supply us, so that we’re not de-
pendent on foreign countries or others?

Ms. WATSON. I'm not that conversant with oil and gas produc-
tion. I do know, in my discussion about natural gas, that Mexico
has natural gas, but they are using all that they produce and
would not be in a position to export natural gas to us. As to oil,
I don’t know. Maybe Mr. Smith does.

Mr. SMITH. Congressman, of course, Mexico is a very important
trading partner, and good neighbor and friend of ours. It is one of
our sources for imported oil, and will continue to be.

Natural gas is a part of the equation that’s being developed in
Mexico. Last spring, Secretary Abraham asked the National Petro-
leum Council to update the 1999 natural gas study. Part of that
update includes looking at our trading partners, our neighbors,
Canada and Mexico, to see how they fit into that equation.

Currently, Mexico supplies a very little amount of natural gas
into the United States. But as that is developed, I think the report
will show that Mexico will continue to be an important trading
partner in that area. Also, of course, we export natural gas into
Mexico, too. It goes both ways. But that report will be issued, we
anticipate, some time late this summer, and it will have a com-
prehensive review of not only America’s natural gas supply, de-
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mand and infrastructure situation, but also our trading partners to
the north and south.

As far as pipeline—I'm sorry, I misunderstood your question.

Mr. BAcA. In reference to oil. You addressed natural gas, but
what about oil, in terms of the ability to work with Mexico? At
least the information I have gotten, and the research, there is plen-
ty of oil in Mexico. But are we tapping Mexico in terms of them
supplying to us, and then are we willing to build the infrastructure
to make sure we have the supply as well?

Mr. SMITH. I think the answer is yes in both cases. Certainly oil
moves on the world market, and oil produced in Mexico moves into
that world market. We are a natural purchaser of that oil, a nat-
ural trading partner with Mexico, and that relationship has worked
very well in the past and I think it will continue to.

Mr. BACA. Because in the long run it would be a savings to us.
It would cost us less to import oil from Mexico than it would from
other foreign countries, in terms of the barrels that are shipped
over, versus from our neighboring country such Canada on the one
side and Mexico on the other side.

Mr. SMITH. Yes, sir.

Mr. BAcA. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Mr. Smith, there have been news reports lately about Members
of Congress, including Senators, calling for releases of oil from our
Strategic Petroleum Reserve and more money to help folks pay for
their high energy bills. It seems to me that those who get the most
press about releasing oil from the SPR and increasing aid to the
poor to cover energy expenses are the same people who oppose in-
creasing home-grown energy in places like ANWR, and even off the
coast with renewable energy, like windmills. It kind of reminds me
of a teenager who wants to borrow your car and brings it back with
no gas in it, and never wants to do anything to put more gas in
the tank.

I was just wondering if you have any comment about this incon-
sistincy in terms of policy that has come out of Congress in recent
weeks.

Mr. SMITH. Mr. Chairman, I am hopeful that the new energy bill
will solve a lot of these problems that you have enumerated, and
can bring together for the first time, at least in my memory, prob-
ably in my adult lifetime, a true and comprehensive addressing of
the energy problems that our country faces. I am convinced—and
I see Chairman Tauzin to your right—that the bill that will emerge
from the Congress will be balanced and comprehensive and will ad-
dress our needs from a fossil fuel standpoint, a renewable fuel
standpoint, conservation and environmental protection, all of these
things that we visited about today. I think it’s long overdue.

I applaud you and your colleagues, Mr. Chairman, for the hard
work that you have done on that. I am always optimistic, and I'm
optimistic that we will have a truly comprehensive bill.

The CHAIRMAN. Mr. Tauzin.

Mr. TAUZIN. Thank you, Mr. Chairman.

I wanted to give this Committee a report. As you know, the En-
ergy Committee is beginning markup today on the comprehensive
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energy package, and will rely very heavily upon the Resources
Committee to supplement that package with a good set of rec-
ommendations for the wise and environmentally sensitive develop-
ment of domestic energy resources to complement the work of the
Energy Committee.

Chairman Barton has begun the markup this morning and has
recessed for the security briefing, but will begin again at 12 noon.
We hope, frankly, to finish that markup in Subcommittee by tomor-
row.

I also wanted to report to the Committee on Resources, as I did
in a “Dear Colleague” letter, that our oversight of the SPR indi-
cates several things. One, it is nearly full to capacity, with 600 mil-
lion barrels of the 700 million capacity. Second, it is in the flow
mode; that is, it is prepared to flow if this country needs it to flow,
if and when hostilities should break out and disruptions indicate
that, at the President’s call, we should start the flow. It is capable
of flowing at 4.1 million barrels per day.

Indeed, if you recall back, Mr. Chairman, to 1991, President
Bush the first actually called for release and there was a release
on the first day of hostilities of the last Persian Gulf conflict, pri-
marily as a signal to the traders not to get crazy and to bid up the
future prices in a way they might find would hurt them. It was a
correct signal then and it worked very well, and the President obvi-
ously has that option this week and the weeks to follow.

Thirdly, if you recall, there was a disruption that occurred from
Venezuela that affected, at least temporarily, the conditions of the
market. And while the SPR did not flow any oil into the market-
place when that disruption occurred, it did choose to stop taking
oil that was due the SPR—that is, oil that was due to be filled into
the Reserve from obligations previously entered into.

The result of simply not taking oil out of the market during that
period had a good effect, I believe, upon the stability of crude oil
supplies to refiners in this country. I think it was an appropriate
and a very reasoned response by the SPR. So the SPR is ready to
flow, if we need it, at the President’s call.

I am told that the major refiners of the country tell us that they
are well supplied for the next 40 days, at current levels, that while
private supplies are in a state of flux because we’re moving from
winter production to summer driving production—we’re in that
particular cusp, if you will, between those two production streams,
and that is probably why you’re seeing some of the impacts upon
the gasoline markets today—nevertheless, supplies are adequate.
They're tight but adequate, and the President is keeping a very
close eye upon any future disruptions.

I should make one further report, Mr. Chairman, that the Presi-
dent has negotiated, I think, an understanding with the Saudis
that, should real disruptions occur in the course of any hostilities,
that the Saudis have indicated they were prepared to increase pro-
duction to world supplies to balance off any disruptions from Iraqi
conditions.

On the ominous side, of course, we know that Saddam, from our
intelligence sources, has loaded up the oil fields, some 1500 wells
in Iraq, with explosives. That is one thing that our forces are going
to have to deal with, hopefully effectively, or else we see some of
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the conditions we saw in Kuwait, where 700 wells, you remember,
were ignited in the course of the Iraqis retreating from Kuwait. So
we're facing some rather tenuous times in the next few days.

But the good news is that the SPR is at near full capacity, it is
prepared to flow, and according to our oversight of the manage-
ment of the SPR, it is in prime condition to respond should the
President call upon it to flow at any point if disruptions call for
that for the Nation’s good.

One final thought, Mr. Chairman. You're exactly right. There is
an extraordinary—I'm going to use a strong word, but it’s a correct
word—hypocrisy in some of the policy that comes out of Wash-
ington, D.C., when it comes to securing our country from over-
dependence upon people who obviously we cannot depend upon,
and sources we cannot depend upon. There is a certain amount of
hypocrisy in policy that pushes us to alternative sources and then
finds a convenient way to oppose those sources when we try to de-
velop them.

What we will try to produce, as Mr. Smith has correctly indi-
cated, is a balanced approach in the Energy Committee, and with
the help of this great Committee, Mr. Pombo, we hope to have in
it some reasoned and responsible new measures to make sure that,
again, reasonable and environmentally sensitive production of re-
sources available in this country have some favor in government
policy, and that those who want to make the investment see some
certainty in that policy as we move forward. That’s a big challenge,
but we'’re going to try to do that.

Mr. Chairman, I thank you for giving me this time, and I thank
the two of you for your many contributions to the ongoing legisla-
tive effort that I hope will result in a very positive and comprehen-
sive energy bill for the Nation and for the President to sign.

Senator Pete Dominici is as committed as I to a successful con-
ference, which he will Chair, and I have every expectation that the
Resources Committee will play a vital and important role in help-
ing us develop that policy.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Tauzin. And as we have dis-
cussed in the past, it is the intention of this Committee to help you
and your Subcommittee Chairman, Mr. Barton, to produce a bal-
anced energy bill that effectively tries to deal with our energy
needs today and into the future. So I thank you for your comments.

I would like to thank our panel. I know that you have had a lot
of questions that have been thrown at you, but there are other
questions that members have that they would like to ask and those
will be submitted to you in writing, if you could answer those in
a timely manner so that they may be included in the hearing
record in writing as well. Those will be forwarded to you.

Thank you all very much for your testimony, and for your an-
swers to all of the questions that were thrown at you. Again,
thanks for your help in crafting this bill and trying to deal with
one of our very real problems and challenges that we have in this
country.

I would like to call up our second panel of witnesses: the Honor-
able Hunt Downer, Raj Gupta, David N. Parker, Mary Novak, and
Robert Santistevan.
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Before our witnesses get comfortable, if I could have you rise and
raise your right hand. It is the policy of the Committee to swear
in all of our witnesses.

[Witnesses Sworn. ]

Let the record show they all answered in the affirmative.

Before I recognize our first witness, I would like to recognize Mr.
Tauzin.

Mr. TAUZIN. Thank you, Mr. Chairman.

It is my extraordinary honor and privilege to introduce one of the
witnesses who is here today to discuss with us the condition pri-
marily of oil and gas developments in Federal lands, inside and
outside the State of Louisiana.

He comes to us with an extraordinary background in public serv-
ice. He has not only served as a State representative for many
years, representing his home town of Homa, Louisiana, which is
right adjacent to Thiboaux and Chackbay where I was born and
raised, but his service in the State legislature was preceded by
service in the State Senate for former State Senator Harvey
Pelchie, Jr., whose father, by the way, was a law partner of Huey
Long. Louisiana history is extraordinary, as you know, in its polit-
ical ramifications.

But Mr. Downer, who I will present in just a minute, actually
took my place as the assistant in the State Senate to then Senator
Harvey Pelchie, so we go back as far as those early days of edu-
cation at LSU law school and our work in the State Senator to-
gether for an extraordinary man, Harvey Pelchie, Jr.

As I said, he went on with election to the State House of Rep-
resentatives, and even that wasn’t enough for Mr. Downer. He
went on to become later on the Speaker of the House of Louisiana,
where he served with extraordinary honor and courage, I might
add, through some difficult periods of Louisiana history.

What is also extraordinary about Mr. Downer that you should all
know is that just recently the Senate approved his extraordinary
achievement and he has since gone through the ceremony of pin-
ning in Louisiana as he has been elevated to Brigadier General sta-
tus of the Louisiana National Guard.

So we have before us a witness who not only has served many,
many years in public service in the State Senate and Louisiana leg-
islature, and Speaker of the House, but has also served his country
and continues to serve his country in a period of great national
need as a Brigadier General in the National Guard of the State of
Louisiana, and as an officer who works with the National Guards
of all our country. He has volunteered his time away from public
service to serve the Guard in times of Guard relocation and service
in other parts of the world.

He again brings to this Committee a great wealth of knowledge
about the energy business of Louisiana, as he represents one of the
core areas, the only offshore oil port loop of our State, and right
next to Port Fourchon, which is the fastest growing offshore
jumping off place, if you will, in the entire country, an area served
by a two-lane highway that is often flooded as storms are increas-
ingly moving in and the land is increasingly sinking.
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As I said, Mr. Downer brings this wealth of information and I
think will educate this Committee about the status of one of the
most important oil and gas production regions of our country.

Mr. Downer, you have been my friend a long time. I know you
also bring with you Representative Loulan Pitre who represents
the area of Port Fourchon. I want to welcome you, Loulan, to this
hearing as well. I know of your extraordinary interest in that port
and the sad access we have to it and the efforts we're trying to do
to change that.

I also wanted to let everyone in this room know that Hunt Down-
er was my room-mate when I served in the Louisiana State Legis-
lature, and if ever there was an “odd couple”, it was Hunt Downer
and I. He was the neat one. He’s an extraordinary individual, a
great public servant, a great American, and a man I am proud and
honored to call my friend. Welcome, indeed.

STATEMENT OF HON. HUNT DOWNER,
LOUISIANA STATE REPRESENTATIVE

Mr. DOWNER. Thank you, Congressman Tauzin.

Thank you, Mr. Chairman, for giving me that opportunity to tes-
tify here today. Of course, please don’t hold against me my prior
affiliation with Congressman Tauzin. Probably the greatest chal-
lenge I had in my early career in politics was to follow in his foot-
steps, and as the assistant to the late Senator Harvey Pelchie, to
clean up what Billy had left behind.

[Laughter.]

Because the Congressman and I were truly the “odd couple”. But
we had a great time and he was a great mentor.

Mr. Chairman and members of the Committee, of course, my
name is Hunt Downer. I am pleased to appear before you today to
discuss America’s energy security and our efforts to enhance that.
I don’t think at any time in our Nation’s history have we faced a
greater vulnerability to our critical energy infrastructure, and I ap-
plaud the Committee for looking into this and taking testimony.

I have submitted written testimony, which I would like to offer
to the Committee at this time, and then speak from that, with your
permission, Mr. Chairman.

The CHAIRMAN. The written testimony for all of the witnesses, in
its entirety, will be included in the record. Your oral statements
are limited to 5 minutes, but for your written testimony, the entire
thing is included.

Mr. DOWNER. If you would just give me a high sign when I have
about a minute to go, I'll do a fast wrap up, or if someone could
do that.

The CHAIRMAN. In front of you, if you see the lights, the green
light is when the 5 minutes begin, the yellow light is when you
have 1 minute left, and then the red light comes on when your
time has expired.

Mr. DOWNER. Thank you, sir.

By way of background—and Congressman Tauzin briefly touched
on this—I have 27 years experience in the Louisiana Legislature,
a Brigadier General in the Army National Guard, Assistant Adju-
tant General, and have served in the legislature, was former
Speaker of the House, and I hail out of south Louisiana, where I
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was born and raised. I worked my way through school in the oil
fields of south Louisiana, offshore, roughneck, roust-about. So I
have first hand experience in the industry, and as an attorney,
have represented many of those oil and gas companies, and have
family who still work in the oil and gas industry. It is the lifeblood
of our economy in that area.

With my experience in the National Guard, almost 30 years serv-
ice, some enlisted service and then direct commission as an engi-
neer, later a JAG officer, a military policy background, and the As-
sistant Adjutant General. As such, I have been involved in our
homeland security, which by the way I think you know—I just
wrote my notes as we got our brief and it has now been dubbed,
what we’re now going through, as Operation Liberty Shield. So I
have been involved in that. So it’s very appropriate that at this
time this Committee have hearings in the area of energy, energy
security, and its impact on our national interests, our vital national
interests.

With that, of course, we now know that, in particular—What I
thought I would do is, with your permission, touch on the big pic-
ture of the oil and gas industry in the Gulf of Mexico, focus it to
Louisiana and its coast, and then narrow it to what I call Port
Fourchon, a vital limit to what I call one of the most significant
oil and gas ports in the country.

The focal point, of course, of this hearing is the Federal Outer
Continental Shelf, or the OCS, as we call it, as opposed to what we
would call inland waters, which is one the shelf, and then within
the boundaries of the State of Louisiana’s water.

The area in particular that I refer to is Port Fourchon, which in
my humble opinion—and I believe that of Congressman Tauzin,
anyone who has seen it—is the area’s and America’s most signifi-
can(ii energy port. And it’s at the end of a winding, narrow, two-lane
road.

Louisiana has embraced, unlike many other States, the offshore
oil and gas industry, and we do it very well with very little fanfare.
In fact, the Gulf of Mexico itself is the source of 30 percent of our
Nation’s domestic energy supply. For example, Tropical Storm
Isadore, Hurricane Lilly, which I was activated for with the Guard
because of the National Guard’s response to those, during that time
period, those 8 days that the oil and gas industry in the Gulf was
shut down, this country lost a billion dollars of oil and gas that was
not available for U.S. consumption—one billion dollars in 8 days.
That shows you the significance.

Now, those storms came through the heart of the oil and gas in-
dustry, and that heart was Port Fourchon. That interrupted all
services, not just domestic production, but right near Port
Fourchon, of course, is LOOP, Louisiana Offshore Oil Port, which
handles about 13, 15, 18 percent of the Nation’s imported oil for
this country’s consumption.

On the other end of the State which was also interrupted is a
place called the hub, which has about 40 percent of the Nation’s
natural gas coming in from offshore through Louisiana and its
coast. For example, in 1997, there were 16 deepwater projects. By
the end of 2002, this past year, there were 64 deepwater projects.
What an increase. Between 1995 and 2001, oil production was 500
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percent increased, gas production up 550 percent. We are now rely-
ing more and more on our own. And that’s great. That eases the
pressure on the other States, because we have embraced it. It is
off of our coast and we have it out there.

Now, that also presents challenges. Operation Liberty Shield, se-
curing our own homeland defense. Well, Port Fourchon, as a major
port, has, guess what, terrorists. It has a risk of terrorism. As we
all know, in any business, any industry, as we do with our own
government infrastructure, we have to evaluate the risk and our
vulnerabilities, and then we have to devise a plan for their secu-
rity.

Well, there are two risks that Port Fourchon and our OCS oil
and gas are exposed to. The first one is obvious, terrorism. We are
addressing that as best we can, and I will touch on those.

Let me surprise you with the second risk that no one is really
realizing. It’s our delicate infrastructure, our inadequate infrastruc-
ture. To Port Fourchon is one narrow, winding, two-lane road of 17
miles, that goes underwater with high tide now because of our
eroding coastline. So enhancing that risk and part of that second
risk is our eroding coastline, our vulnerability, our loss of our
greatest natural asset. The last time I checked, we were not manu-
facturing any new land. So we have to protect and preserve that
which we’ve got.

Now, Port Fourchon was specifically designed to support the
offshore—Oh, it says stop already? Boy, 5 minutes flies when
you're having fun.

Let me just say this. We have a domestic threat. We're at the
jugular. If you’re a terrorist and you want to attack, 70 percent of
the oil and gas industry is right off that coast, 600 rigs. Now, you
can pinpoint each one of those rigs and take them out, but under
a recent—Let me hurriedly read this. Some recent intelligence in-
formation in a threat warning said that we have to be watching our
targets who are subject to attack, targets that offer the best com-
bination of mass casualties, symbolism, economic damage, and psy-
chological impact. They specifically mention ports and waterways.

Well, guess what? Six hundred individual rigs right in a 40-mile
radius off the coast of Louisiana, each one is an individual target.
But do you know what is a significant target of economic oppor-
tunity? Not one rig, but where they all come together at that port.
It is subject to the risk of terrorist attack as well as the war
against Mother Nature. Mother Nature is silently working against
us, to knock us in by eroding us away, and we can’t support it with
that narrow, winding, in lane infrastructure.

Seven point eight billion dollars comes from Federal OCS lands
nationwide. Five billion of that 7.8 billion comes off the coast of
Louisiana. Do you know what our return is for that? Thirteen point
four million dollars. The State of New Mexico got $384 million, and
it is not threatened by just terrorism, it does not have the erosion
Froblems that we have in Louisiana, not the narrow, winding, two
anes.

Thank you, Mr. Chairman. Subject to your questions, I would
like to invite you all to come and actually see it. As a good com-
mander, you always invite your troops to come out and take a first-
hand look, and you will see what we’re talking about.
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[The prepared statement of Mr. Downer follows:]

Statement of The Honorable Hunt Downer, Louisiana State Representative

Mr. Chairman and Members of the Committee, my name is Hunt Downer, and
I am pleased to appear before you today to discuss Enhancing American’s Energy
Security. At no time in our Nation’s history have we faced greater vulnerability to
our critical infrastructure, and I applaud this Committee for taking the initiative
to discuss this issue.

As a Louisiana state legislator for 27 years, former Louisiana Speaker of the
House, Brigadier General in the Louisiana National Guard, rough-neck and roust-
about in the oil and gas fields of South Louisiana, I have an understanding of the
significant role Louisiana plays in helping to meet this Nation’s energy needs, and
the threats facing our energy supply. I would like to focus my remarks on a specific
area in South Louisiana that has become the focal point of the Federal Outer Conti-
nental Shelf (OCS) leasing program.

That area is Port Fourchon, Louisiana. Far removed from the limelight of the
California energy crisis or the ANWR drilling issues, this little dot on the map at
the end of a winding two-lane road is now, by far, America’s most significant energy
port.

Unlike many states, Louisiana has embraced the offshore oil and gas industry,
and we do it well and with very little fan-fare. The Gulf of Mexico is the source
of 30% of our Nation’s domestic energy supply. In fact, when the Gulf activity was
shut down in the fall of 2002 for eight days due to Tropical Storm Isodore and Hur-
ricane Lilly, 22.4 million barrels of domestic oil and 88.9 billion cubic feet of gas
were not available for the U.S. market. This represents $1 billion of oil and gas not
available for U.S. consumption.

The path of these storms was roughly through the heart of the Gulf Oil Fields,
the same area that relies on Port Fourchon for its services. A disruption of Port
Fourchon’s services would yield similar impacts.

The growth in the Gulf energy activity has been in Federal waters deeper than
1000 feet, in the Outer Continental Shelf. This dramatic increase was the direct re-
sult of the passage of the Deepwater Royalty Relief Act in 1995. The impact of this
landmark legislation has been remarkable.

¢ In 1997, there were onlyl6 deepwater projects. By the end of 2002, there were

64;

¢ From 1995 to 2001, oil production was up 500%, and gas production was up
550%,

¢ The Minerals Management Services currently estimates deepwater reserves of
71 billion barrels with 56 billion barrels yet to be discovered;

¢ By contrast, the entire Continental Shelf has only 15 billion barrels left to be
discovered. Clearly, the future of our Nation’s energy needs rests largely on con-
tSilrlml?'d7 efficient and cost effective energy exploration on the Outer Continental

elf.

This domestic OCS activity is more important then ever before, with the threats
Ln ‘ﬂle Persian Gulf region, the troubles in Venezuela, and oil prices at an all time

igh.

Port Fourchon, the major port that services most of this activity, and the only port
which can service this activity in a cost-effective and efficient manner, faces two pri-
mary categories of risks. The first risk will come as no surprise to this Committee—
terrorism. The second risk will likely surprise you—an entirely inadequate highway
infrastructure servicing Port Fourchon. Permit me to briefly address both topics.

Located on the mouth of Bayou Lafourche in Lafourche Parish, Port Fourchon is
Louisiana’s only port on the Gulf of Mexico. Port Fourchon is strategically located
in the central portion of the Gulf, and due to its location and state-of-the-art facili-
ties and equipment specifically designed and constructed to service offshore activity,
it has become the focal point of deep-water oil and gas activities in the Gulf.

Within a 40-mile radius of Port Fourchon, there are 600 platforms. A staggering
75% of the deep-water drilling rigs working in the Gulf are supported by Port
Fourchon. In a recent Environmental Impact Statement on offshore lease-sales, the
Minerals Management Service identified Port Fourchon as a focal point of deep-
water activity. It is estimated that Port Fourchon accommodates approximately 16
to 18% of the entire U.S. domestic crude oil, natural gas production, and 13% of the
U.S. imported crude oil.

As these numbers reveal, and as numerous Federal agencies have documented,
Port Fourchon is a vital link to our Nation’s energy supply. And I am sure I do not
need to remind this Committee of connection between our Nation’s energy supply
and National Security. While Port Fourchon’s proximity to the Gulf and its some-
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what remote location makes it an ideal place to service the vast majority of domestic
and OCS activity in the Gulf, it also makes the Port’s facilities and all of the service
vessels vulnerable to terrorist attacks. To that end, the Port has been very diligent
in working with local, state and Federal agencies to maintain a high level of secu-
rity at the Port and its surrounding complex. Recently, the Port applied to the U.S.
Maritime Administration for seaport security grants, for which Congress has twice
provided funding. We are hopeful that MarAd will provide the necessary funding to
enable the Port to install state-of-the-art surveillance and communication equipment
to further enhance security measures already in place at the Port. If there was one
message that I would leave with the Committee today, it would be to encourage you
to continue to provide funding for seaport security, both in the form of grants di-
rectly to ports, and adequate funding for the Coast Guard, Transportation Security
Administration and other Federal agencies involved with seaport security.

The next threat that Port Fourchon faces is domestic. Simply put, the highway
infrastructure connecting Port Fourchon to the Interstate Highway System can be
compared to that of a third-world country. The Port is connected to the mainland
by a 17-mile stretch of winding road that runs through the most rapidly eroding es-
tuary in the country. It is often inundated by flooding and subject to being washed
out. This highway, appropriately named LA1, is the only land link to the Port that
services 75% of this Nation’s deepwater oil and gas activities. This same highway
is the only means of access to this country only offshore oil port (LOOP), which
takes in 13% (one million barrels per day) of our imported crude oil and is connected
to 35% of this nation’s refinery capacity. In sum, the threat I speak of now is not
from a rogue nation, but from this Nation’s failure to address coastal impacts.

I have with me today, State Representative Loulan Pitre, whose district encom-
passes the port and the southern part of LA1. This highway has been identified as
1 of 44 “high priority corridors” by Congress—it is strategic to our energy supply,
at risk, and there is no relief in sight.

There exists a tremendous inequity here of recognized but uncorrected impacts.
This critical energy corridor and the communities that support it are faced with a
deteriorating highway, with truck traffic increases of as much as 24% some years
and twice as many deadly accidents as similar roads in the state. These impacts—
and numerous others—are all to support the Federal leasing programs.

In 2002, MMS generated $7.8 billion nationally. Over $5 billion, more than 2/3,
came from offshore Louisiana. Louisiana received $13.4 million, or 1/4 of one percent
of what was generated off it’s coast, while in contrast, New Mexico received $387
million, or 50% of what it generated in its state!

To add insult to injury, 50% of the 13,000 workers that use this port to access
their offshore jobs don’t even live in Louisiana, and like the Federal Government
they take their paychecks home with little benefit to the state.

This inequity must be cured if our landside infrastructure is to sustain the level
of offshore leasing this country is demanding of us. MMS has identified huge im-
pacts to this focal point area in its environmental impact statements for Federal
lease sales in the Gulf-yet Congress has not provided a mechanism to mitigate these
impacts and secure this nation’s energy supply. For the past several years, Congress
has attempted to pass legislation designed to help address these inequities. Regret-
fully, the Conservation and Reinvestment Act—“CARA”—has yet to be passed. I
would encourage Members of this Committee to redouble your efforts to have mean-
ingful legislation passed to enable the State of Louisiana and its coastal resources
to benefit from the oil and gas activities off its coast, as does the rest of the Nation.

Finally, Congress has begun the process of reauthorizing the Nation’s highway
and transit program. The South Louisiana community I speak of today has dedi-
cated significant time and local funding toward design and engineering of a replace-
ment highway for LA 1. These plans for construction of the new highway include
a significant amount of local funding via tolls and property tax. What is needed
though, is Federal dollars as well. We began the process of seeking Federal dollars
more than six years ago, at the time when TEA-21 was passed. We have had some
success, and used these dollars wisely in developing our plans for the highway. Now,
we are ready to go. During the drafting and deliberation of the TEA-21 Reauthor-
ization legislation, you will likely hear about our efforts to construct this new high-
way. I would urge the Members of this Committee to support the funding for this
highway, as it not only serves as the only intermodal link to 75% of this Nation’s
deepwater oil and gas activities, but also serves as the only evacuation route for
thousands of residents and vacationers visiting this bountiful area of our State. If
no action is taken, I'm afraid we are on a collision course with disaster, and this
Nation’s energy supply will be threatened like never before.
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I again would like to thank the Members of this Committee for allowing me to
appear before you today, and I would be pleased to answer any questions you might
have.

The CHAIRMAN. Thank you for your testimony. Mr. Tauzin has
taken me down into the area in the past. We took a Subcommittee
hearing down into that area. He has talked, as I'm sure you're
aware, quite a bit about the problems in the area.

Mr. Gupta.

STATEMENT OF RAJ GUPTA, CHAIRMAN AND CEO, ROHM AND
HAAS COMPANY, ON BEHALF OF THE AMERICAN
CHEMISTRY COUNCIL

Mr. GupTA. Thank you, Mr. Chairman.

My name is Raj Gupta. I would like to begin by thanking the
Committee for the opportunity to testify on the subject of energy
security.

I am Chairman and CEO of Rohm and Haas Company. Rohm
and Haas is a $6 billion specialty chemical company, with 43 man-
ufacturing sites and about 12,000 employees in the United States.
But I am appearing here today in my role as Chairman of the Ex-
ecutive Committee of the American Chemistry Council. Therefore,
I am testifying on behalf of 160 chemical companies, representing
90 percent of chemical manufacturing in the United States, $460
billion in sales, and employing more one million Americans directly
and another four million indirectly.

Mr. Chairman, we believe that the Nation faces another energy
crisis, a crisis in the natural gas supplies. The U.S. chemical indus-
try’s survival depends on access to affordable supplies of natural
gas, because in addition to the energy use, we are also a major user
of natural gas as a critical building block for chemicals. We operate
in a global marketplace. We compete with producers from Asia, the
Middle East and Europe. Current natural gas prices have turned
the U.S. chemical industry into the world’s high cost producer, and,
in fact, from being the largest exporter to a significant importer.
It is not an exaggeration to say that an economic disaster is unfold-
ing in this Nation because of dangerously volatile prices of natural
gas today.

What we are facing is not a seasonal disturbance, but a funda-
mental structural imbalance in supply and demand for natural gas.

In the final analysis, the natural gas crisis is a political and pub-
lic policy problem. Environmental policies are driving new demand
for gas to generate electricity and heat homes, because it’s a clean
burning fuel. Other policies keep critically needed supplies out of
reach. As a nation, we cannot have it both ways. We can’t crave
more and produce less.

The answer lies here in Washington. Companies like mine will
not be able to prosper or invest in this country if natural gas prices
remain at current levels. I know that sounds harsh, but it is reality
that is staring at us every day. It is in everyone’s interest to
reconcile the supply and demand dilemma and restore a healthy
balance to the natural gas market.

In our opinion, the Congress must take the following actions.
First, conservation. The fastest, short-term solution to rebalance
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natural gas is to curb demand. Congress could direct the Federal
Government to immediately reduce its energy consumption and
provide incentives for States and consumers to do the same.

However, in our view, this will not be enough. Increasing short-
term supply. We simply must gain access to the most promising
supply sources that are currently off limits. The best available sup-
ply source is in the area of the eastern Gulf of Mexico known as
Lease 181. I believe that was referred to by the preceding panel.
It is a rich source of gas and the transportation infrastructure is
in place. As we heard, for many other sources it will take years be-
fore we get there. Congress can direct the Department of Interior
to make all tracts within Lease 181 available for leasing. If Con-
gress does act now, Lease 181 could be supplying new gas in time
for heating houses this Christmas season.

Third is clearly increasing long-term production. In the longer
term, Congress should consider suspending all existing statutory
and administrative moratoria on oil and gas productions in the wa-
ters of the United States, including waters of the coast of North
Carolina and California.

Congress could also direct the Department of Interior to make
Federal lands in the Rockies available for development and
encourage the development of the infrastructure to bring gas to the
market.

Natural gas storage, as we heard earlier, is at historically low
levels, more than 50 percent below what would be considered nor-
mal. If new gas is not put into storage by this fall, some Americans
will not be able to heat their homes this winter. Factories will close
and, in fact, a number of chemical plants are closing down because
of the very high prices of natural gas today. Jobs will be lost.

I urge Congress to take the action needed to avoid a crisis. I ap-
preciate the time and attention you have given us and our indus-
try, and I would be happy to answer any questions.

[The prepared statement of Mr. Gupta follows:]

Statement of Raj Gupta, Chairman and CEO, Rohm and Haas Company,
on behalf of the American Chemistry Council

My name is Raj Gupta. I am Chairman and CEO of the Rohm and Haas Com-
pany, one of the world’s largest manufacturers of specialty chemicals. We make
technologically sophisticated materials that find their way into applications in a va-
riety of major markets. Most Rohm and Haas products are never seen by consumers;
rather, they are used by other industries to produce better-performing, high quality
end-products and finished goods. The history of Rohm and Haas has been a series
of innovative technical contributions to science and industry, usually taking place
behind the scenes.

Rohm and Haas has more than 17,000 employees and annual sales of approxi-
mately $5.7 billion. We operate more than 100 research and manufacturing loca-
tions in 25 countries. Our worldwide headquarters are located on historic Independ-
ence Mall in the heart of Philadelphia, Pennsylvania.

I am also here today on behalf of the American Chemistry Council (ACC), a locally
based trade association that represents the nation’s leading companies engaged in
the business of chemistry. ACC members apply the science of chemistry to produce
innovative products and services that make people’s lives better, healthier and
safer. ACC is committed to improved environmental, health and safety performance
through Responsible Care, common sense advocacy designed to address major public
policy issues, and health and environmental research and product testing.

The $460 billion business of chemistry is a key element of the nation’s economy,
providing the building block materials that the rest of the U.S. economy relies upon.
It is the country’s largest exporter, accounting for ten cents out of every dollar in
U.S. exports. Chemistry companies invest more in research and development than
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any other business sector. Safety and security have always been primary concerns
of ACC members, and they have intensified their efforts, working closely with gov-
ernment agencies to improve security and to defend against any threat to the na-
tion’s critical infrastructure.

SUMMARY OF TESTIMONY

A hearing on enhancing the nation’s energy security could not come at a better
time. The nation is facing an energy crisis caused by runaway prices for natural gas.
Unless Congress acts to increase domestic natural gas supplies our economy will
continue to struggle and we will fall short of our goals for a cleaner environment.

A crisis of this magnitude poses a grave threat to America’s economic and na-
tional security. Current energy prices are making it impossible for the U.S. chemical
industry, and other critical industries, to compete in global markets. Because the
business of chemistry produces the building block materials that the rest of our
modern economy relies upon, we are somewhat of a “canary in the coalmine.” As
we go, so goes the rest of the nation.

In particular, the U.S. chemical industry’s economic survival depends on having
access to an abundant and affordable supply of natural gas. Natural gas is almost
exclusively a domestic energy source, yet we all must operate in a global market-
place. We compete with producers from Asia, Europe, and the Middle East. Current
natural gas prices have turned the U.S. chemical industry into the world’s high-cost
producer. From our perspective, it is not an exaggeration to say that an economic
disaster is unfolding in this nation because of dangerously volatile prices in natural
gas markets. Critical infrastructures like the chemical industry are extremely sen-
sitive to wild swings in energy prices. Without a secure supply of energy, the indus-
tries that contribute to the nation’s economic and national security are deeply com-
promised.

What we are facing is not a seasonal disturbance, but a fundamental structural
imbalance in supply and demand for natural gas. America has developed a tremen-
dous thirst for natural gas. It is clean. It is efficient. And until recently, it was
abundant and cheap.

Consumers love it for heating their homes. Environmentalists love it because it
is clean burning. Industries, including the chemical industry, love it because it is
an excellent raw material that makes its way into thousands of products that every-
one one of use, every day.

Because we love it, America is using more and more gas. Natural gas used to gen-
erate electricity has increased by 35 percent in the past five years and will nearly
double in the next decade. Almost all new power generating capacity coming on line
in the U.S. is gas fired. Half of new homes are now heated by gas. America is be-
coming an economy that runs on natural gas.

Unfortunately, the nation’s current natural gas supply is running low. Production
today is below where it was 30 years ago when Americans were consuming far less.

The paradox is that America has adequate reserves to meet current and future
needs. Unfortunately, we can’t access those reserves. The most promising—and des-
perately needed—sources are currently off-limits to development. Some of the most
promising supply sources are in areas like the eastern Gulf of Mexico, the northern
Rocky Mountains, and off the coasts of North Carolina and California.

In the final analysis, the natural gas crisis is a domestic political and public policy
problem. Environmental policies are driving new demand for gas to generate elec-
tricity and heat homes. Other policies keep critically needed supplies out of reach.
As a nation, we can’t have it both ways. We can’t crave more and make less.

Appropriate Federal policies are needed to ensure a better balance between the
supply of and demand for natural gas, and to keep prices at a reasonable level.

Let me use my company as just a brief example of the impact higher natural gas
costs can have. Rohm and Haas provides specialty materials that are used to help
create products used by people every day—technology that enhances the perform-
ance of house paints, home insulation, food packaging, computer chips and elec-
tronic devices, laundry detergents, sunscreens, and much more. We are a global pro-
glifer of specialty materials and chemistry, which last year reported sales of $5.7

illion.

Rohm and Haas operates more than 100 manufacturing plants and research
centers around the world—43 plants in the United States alone. Natural gas is the
primary energy source used to keep these plants running. On average, Rohm and
Haas consumes about 25 million mmBtus of natural gas a year. Therefore, a $1 in-
crease in natural gas prices increases our costs by $25 million, before hedging.

The prices we are paying for natural gas and raw materials are rising at such
incredible rates—and expected to continue to increase significantly in coming
months—that we have had no choice but to quickly raise product prices and impose
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energy-related surcharges so that we can continue to provide customers with prod-
ucts they need and want.

Last week I had to send hand-carried letters directly to some of our most impor-
tant customers, telling them of our overriding need to raise prices immediately and
to institute energy-related surcharges where needed. Given the outlook for contin-
ued increased raw material and energy costs, it is likely Rohm and Haas will have
to raise prices further in coming months. We regret having to pass on price in-
creases and surcharges of this nature, but we have no other choice if we are to re-
main profitable.

THE BUSINESS OF CHEMISTRY IS HIGHLY DEPENDENT ON NATURAL GAS

The current price of natural gas is the chemical industry’s number one economic
issue. Natural gas is the lifeblood of the chemistry business in the U.S. Not only
do we use natural gas as a fuel in our manufacturing processes, much like other
industries, but we also use it as an ingredient, or feedstock, for many of the prod-
ucts we make.

Natural gas and natural gas liquids contain hydrocarbon molecules that are split
apart during processing and then recombined into useful chemical products. These
products include life-saving medicines, health improvement products, technology-en-
hanced agricultural products, more protective packaging materials, synthetic fibers
and permanent press-clothing, longer-lasting paints, stronger adhesives, faster
microprocessors, more durable and safer tires, lightweight automobile parts, and
stronger composite materials for aircraft and spacecraft. The business of chemistry
also makes many of the products that help save energy throughout the entire econ-
omy, including insulation, house wraps, lubricants, and high-strength light-weight
materials, enabling American industries and consumers to be more energy efficient.
The business of chemistry is the only part of the economy that adds value to these
hydrocarbon molecules rather than combusting them for energy.

Natural gas accounts for nearly thirty-nine percent of all energy consumption by
the business of chemistry. Natural gas liquids that are derived from natural gas or
refinery operations account for another twenty-three percent. In total, more than
half of the U.S. business of chemistry’s energy needs come from natural gas.

On average, more than $1 of every $10 the industry spends on materials is for
natural gas. For some petrochemical producers, natural gas represents nearly one-
quarter of the cost of materials. And nitrogenous fertilizer producers spend $9 of
every $10 for natural gas.

The U.S. business of chemistry has invested billions of dollars in facilities that
make chemical products from natural gas and natural gas components. These facili-
ties do not have the ability to switch to other inputs and produce these products.
This infrastructure was built based on the competitive advantage the U.S. offered
through its natural gas supply.

While the U.S. chemistry business is the nation’s single largest manufacturing
consumer of natural g